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Message from the Chairman

It 1s my great pleasure to introduce our 2015 Annual
Report

I am immensely proud of the excellent reputation 1QE has
established as a world leading innovator and supplier of
advanced semiconductor products Our standing as the
global leader within our industry has led to consistent
and rcbust business and financial performance through
some tough economic times

Our proven track-record n providing the key enablhing
technologies for today's wireless products, coupled with
our innovative product porifolio spanning a wide range of
new and emerging applications, should give Investors the
confidence that IQE 1s uniquely positionad to provide
excellent long-term shareholder returns

It 1s thraugh our commitment to Innovation in advanced
semiconductor technologies that 1QE 1s helping to shape
the future that will transform the way we live, work and
play

IQE 1s the world's leading manufacturer and suppher
of Compound Sermiconductor wafers

Most people don't realise when they're accessing the
Internet on therr smartphone or tablet the
communications networks and mobile technology they
are using would not be possible without compound
semiconductors manufactured and supplied by IGE

The world of semiconductor technology 1s one of the
most dynamic, advanced and fast-moving industnes in
the world Our technologies feature in many of the
world’s most exciting products, from the latest
smartphones, to the future connecied-world through the
Internet of Things {ioT) and from advanced healthcare
technologies through to electrically powered, connected
and driverless vehicles

Enhancing core market leadership in Wireless and
expanding diversification activity

Dunng the past three years, IQE has successfully formed
indusiry specific business units dedicated to each of our
primary markets wireless, photonics, Infrared, CPV,
power and CMOS++ (advanced electronics) and we are
well poised to strengthen our position to significantly
grow our business in these markets over the coming
years

The wireless market, which accounts for approximately
70% of our sales, rermains our key market in which IQE's
global market share 1s more than 50% Although subject
to short term inventory cycles, the wireless
communications markei coniinues to represent an
exciing long term growth prospect by the proliferation of
wireless communication, and the need for continual
improvement n chip performance

The importance of maintaning and expanding a
comprehensive Intellectual Property (IP) portiolio cannot
be over stated, even in established markets such as our
wireless business, where continuous improvements in
technological performance are the key elements in
achieving competitive advantage for IQE, our customers
and handset manufacturers alke

Our photonics business, which enables a diverse range
of end applications, from data communications and
advanced optical-fibres, to sensors In consumer and
industnal applications, continues to demonstrate strong
performance and represents our fastest growing
business segment

Page 4




IQE PLC | REPORT AND ANNUAL ACCOUNTS 2015
Company No 3745726

This business unit 1s being propelied by our technology
leadership In advance lasers (VCSELs), and has already
begun the transition from development and pilot
revenues Into high volume manufacturing following a
number of key contract wins

Guided by our vision that compound semiconductor
technology Is at the very heart of the next wave of the
electronics revolution, we continue to push the imits of
materials technology, constantly improving the quality of
existing products whilst developing new and enhanced
capabilities

Collaboration and Innovation 1s IQE’s Iifeblood

2015 has been a pivotal year for IQE with formation of
the Compound Semiconductor Cenire (CSC), a joint
venture between IQE and Cardiff University, one of
Britain’s leading research universities The CSC
represents a key milestone in bringing industry and
acaderma together towards a shared vision to create a
major new compound semiconductor cluster for next-
generation technologies

Today we are buildng upon our expertise and our
technology to create a unique global capability for new
and emerging 21st century technologies, focusing on
important matenals such as gallium nitnde {GaN) for next
generation wireless, power and photonics apphications

Cuur vision of creating a technology cluster was endorsed
at the start of 2016 when UK Chancellor, George
Osborne formally announced the establishment of a
Compound Semiconductor Applications Catapult, a hub
of excellence for applied research The Catapult centre
will be located in South Wales, forming part of a UK
network of Catapults in disciplines ranging from high-
value manufacturing to space applications IQE, along
with Cardiff University, will form a key resource to the new
Catapuit

Hat on the heels of the Catapult announcement, In
March 20186, the UK government signed a Cardiff Caprial
Region (CCR) City Deal which includes significant
Investment in technology and innovation amed at
bringing long term prosperity to South Wales

At the same time as announcing the Cardiff City Deal, the
UK Chanceillor also agreed to open negotiations on a
City Deal for the Swansea Bay Region

IQE has actively supported both Cardiff and Swansea
City Deal bids, both of wiich open excellent
opportunities for nvestment in new and emerging
technologies that utiise compound semiconductors

Unparalleled industry reputation

| opened my introduction with a comment about IQE’s
enviable reputation

Qur position in the supply chain does not provide us with
the status of being a household name However, 1t never
ceases to amaze me at the high-esteem held for IQE
within our industry and across our supply chains which
include a number of major muthnational blue-chip
companies

Whilst we are unable to guote our customers, the
feedback from major international events is testament to
the professionalism, expertise and integnty of our ieams
I would like to thank all the management and staff of IQE
for the success of 2015 Ther commitment and
dedication continue to be the foundation of our
achievements

Finally, and as always, | would also ke to express my

sncere thanks to you, my fellow shareholders, for your
continued belief In and support of IQE
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CEO’s review

The focus of everyone at IQE, is on growing the business
through our technical leadership We have a solid and
growing customer base, we are diversifying our product
portfolio and our service offering and we are enhancing
our technology capabiities through acquinng and
developing new and innovative intellectual property (IP)
and in so doing, we will create shareholder value for the
long-term

IQE’s core business Is the manufacture and supply of
compound semiconductor wafer products Cur wafers
are similar to siicon wafers that are used to make the
sihicon chips that have transformed our world over the
last five decades Compound semiconductors offer far
supenor performance operating at speeds more than
100 times faster than sicon, and with a wide range of
photonics and power efficient properties that make
compound semiconductors the matenal of choice for
today's ever increasing demands on technology

Our products help to create a smarter, more advanced
and more connected world that, every day, enrnches
people’s ives n many ways We have a passion and a
drive for nnovation that constantly challenges
conventional and mcumbent technologies to achieve the
higher performance levels demanded across multiple
markets such as communications, healthcare,
aerospace, autormotive, safety & secunty, the Internet of
Things and efficient energy generation and usage

Our strategy 1s clear te use our technology leadership
and scale to deliver the performance, cost points and
secunty of supply required for mass market adoption of
compound semiconductor matenals in a demanding,
highly technical, leading edge industry sector

2015 saw continued momentum in our business with the
reinforcement of the three primary strands of our

strategy we further sharpened our strategic
diversification in our markets by improving cperational
performance, we exploited our global presence and
world leading technology platforms by entenng into two
joint venture arrangements, in Singapore and the UK,
and we maintained our technotogy leadership by
developing a broad IP portfolio through both internal
development and strategic transactions

Dwversifying our end markets

Wireless products continue to represent a key part of
IQE's core business but revenue has declined ahead of
the next wave of Innovation in smartphone and related
communications hardware

In the short term, we expect the market for wireless
matenals to grow at a rate of approxmately 5% |QE's
business s well underpnned with a major contract win
(¢ $55m) announced in January 2016, and recent
market share gains following new product qualfications

As in 2014, we delivered increasing underlying
profitability and earnings, as well as strangthening our
balance sheet as a result of lower deferred consideration
and net debt We should not lose sight of the fact that
the wireless sector remains a major part of the Group’s
future business, and will only be enhanced with the
adoption of numerous photonics devices 1n next
generation handsets

We anticipate significant upside potential to this growth in
the medium term due to mnovauon n smartphone
hardware, including the adoptions of advanced sensors,
the adoption of GaN on Silicon technology for base
stations, the transtion to 5G communications, which will
require more advanced materiais, and the combination of
sificon with compound semiconductors using ¢cREO for
other wireless communication chips
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IQE has made solid progress in its other markets, In
line with our strategic plan

The Group's revenues continue to diversify as its
photonics sales grow rapidly The growth in the
photonics business follows on from strong long-term
engagement by IQE with its customer base in the
development of new and innovative products The
Increasing number and quality of customer product
development programmes 1s a positive lead indicator
which 1s providing a high level of confidence over the
growth outlook for photonics A mix of applications
centributed to this growth, particularly data centre
connectivity, fibre-optic communications and a broad
range of sensor products

Other Group business units also performed well,
achieving a number of key techmical and commercial
mitestones which 1s mowving the Group ever closer toward
new product launches in high volume, high growth,
power control and energy markets

Infrared

IQE 15 already the global market leader in the
manufacture and supply of ndum antimonide and
gallurm antimenide engineered matenals that enable hagh
resolution Infrared systems, with an estimated market
share of around 80%

Whilst key markets are currently imited to defence
pregrammes, there are likely to be major future
opportunities in commercial markets In areas such as
gesture recognition, 3D imaging and sensing applications
for autonomous and driverless vehicles

Power and energy

IQE has built an enviable position with a number of key
players in the rapidly growing gallium nitnde (GaN)
rmarkets In addition to establishing relationships with
leading players in the power RF GaN markets for base-
stations, IQE has also been workmng closely with
industrial partners, academics and government agencies
on developing a product pipeline for GalN power device
technologies for a range of markets from alternative
energy sources to commercial and aerospace
appiications

Notably, such programmes include active participation in
Initiatives such as the US government funded
programme to develop GaN on silicon power switching
technology for gnd applcations

1QE’s matenals development 1s at an advanced stage,
with new product launches expectedtover the coming
months
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Exploiting our global presence and world leading
technology

IQE’s management and expert teams firmly believe that
Compound Semiconductor technology will play a
significant role in the future of 21st century technologies
To capitalise on the opportunities ahead, the Group
entered into two joint venture arrangements dunng 2015
one in Singapore and the other in the United Kingdom
The joint ventures will help provide a focal point for
effective collaboration between industry, academia and
government agencies for the development and
commercialisation of next generation iechnologies

The Compound Semiconductor Development Centre
(CSDC)

Based in Singapore, the
CSDC 15 jointly owned by
IQE, WIN Semiconductor

and Singapore's National
Technology University

(NTU)}, bnnging together

local management teams with
key acadermics Its purpose 1s to accelerate the
development of compound semiconductor technologies
In Asia as well as to provide an effective incubator for
bringing new innovations to markst It represents a highly
Innovative approach to making the most of the skills and
talent that exist in Singapore

As part of its contribution to this joint venture, IQE
provided faciities, equipment and IP to the CSDC

The Compound Semiconductor Centre (CSC)
in the UK, The C8C was
established as a Jont Venture
between 'QE and Cardiff
Uruversity This s a key step
in creating the World's first
Compound Semiconductor
Cluster

IQE’s vistion 1s to build a cluster nto one of global
significance and scale, leading to widespread economic
benefits for the region, and providing a broad range of
compound semiconductor capabiiities to support the
rapid growth in 21st century technologies, both in
Europe and across the rest of the World

The CSC will wark closely aiongside other industry,
academic and government initiatives such as Cardiff
University's Institute for Compound Sermiconductors, alse
announced during 2015, as well as the UK government’s
investment N a dedicated Compound Sermicenductor
Applications Catapult announced by the UK Chancellor,
George Osborne, at the start of 2016 Both of these
investments provide a strong endorsement for the future
growth of our indusiry sector and the strength already
established i IQE’s supply chain

These JVs are commercial entities seeking to develop
and commercialise new products, to which IQE has first
manufactuning nghts IQE's equity share in each JV 18
~50%, and 1t jointly controls these JVs wath its JV
partners

The license revenue earned and recognised by IQE
reflects only its share (~509%) of the gross iIncome (e 1s
stated after the elmination of unrealised gains) Given
that the JVs are related parties, the licence fees were
determined with independent validation
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These license fees are pnmarily upfront fees, although
there is a recurnng element  This 1s consistent with the
Group’s strategy to monetise its IP through production
and licensing where appropriate The Group 1s also
explorng further opportunities to license IP to third
partes By its nature this income 1s inherently lumpy In
Q1 of 2016 the group has earned further upiront license
income with JVs of approximately £2m

Both the CSDC and the CSC clearly highiight 1QE'’s
dominant position in technology leadership, and form
strong relationships within which IQE’s technologies will
be embedded

Also In 2015, IQE was announced as a key partner in a
new consortium to establish the Urited States’ first
Integrated Photonics Instiiute for Manufactunng
Innovation (IP-IMI), created as part of Prestdent Obama's
National Netwark for Manufacturing Innovation {NNMI}
The consortium, known as the Amerncan institute for
Manufactuning Integrated Photonics {AIM Photonics),
comprises 55 leading industnal partners and 1s led by the
Research Foundation of the State University of New York
(SUNY} IQE’s role in the consortium 1s to provide
advanced epitaxy services to the Institute partners
Inclusion as a key partner in this new US Manufactunng
Instituie 1s testament to IQE’s reputation as a global
world leader in compound semiconductor materals, a
key enabling technology (KET) for photonics

Increasing our IP portfolio

The technology business continues to strengthen with a
notable icensing agreement with Silex Systems Linuted’s
subsidiary, Translucent Inc to acquire Translucent Inc 's
Unigue cREOQ™ Technology The cREQ™ technology
offers a unigue approach to the manufacture of a wide
range of nnovative Compound Semiconductor on Silicon
products, ncluding galtum nitnde {GaN) on silicon (Si)

far the burgeoning Power switching and RF technologies
markets This 1s a great oppoertunity for IQE to take the
unique cREO™ technology to market and thereby create
a significant new platform to dnve our business INto
several new large volume areas

The two joint venture initiatives in Singapore and Cardiff
are also creating next generation #° which will support
continued economic growth and prospenty and IQE has
Iicensed additional [P dunng 2015

The Grougp 1s continuing to develop a broad IP portfolio
through both nternal development, and selective
transactions

A bnght future

It 1s widely acknowledged that compound semiconductor
technologies will play a pivotal rofe In meeting global
societal challenges of the 21st century, and are expected
to be the next engine of growth, transforming the way we
Ive and work over the coming decades in the same way
that siltcon has changed the world over the last five
decades The Internet of Things {loT), big data,
sustainable energy, electric and driverless vehicles,
personalised healthcare and advanced communications,
educational and entertarnment technologies will all be
enabted by compound semiconductors

IQE has established a leading global technical and

commercial leadership position, and this I1s just the
beginning of the compound semiconductors momentum

I Kl

Dr AW Nelson
CEO and President
22 March 2016
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A brief history of compound semiconductors

The elements

Everything in the universe 18 made of 118 known
glements The penodic table, first published 1n 1869 by
Dmitrn Mendeleev, shows the elements arranged n
groups or columns according to thar properties

In terms of electrical properties, the elements up to and
including those in group Il are in general, known as
metals and tend to be good conductors of electricity,
whilst those from group V and above are generally non-
metals and tend to be poor conductors of electncity

Between the metals and non-metals, (and generally in
group V), are elements whose electrical properties are
somewhere between conducting and non-conducting
{insulating) These elements, which include sikcon and
germanium, are known as semiconductors

The behawiour of semiconducting elements was
discovered dunng the 18th century and it later became
known through expenmentation that therr electncal

properties could be altered by adding very small amounts

of different iImpuribes and that by placing together two
pieces of matenal with different impunties, an electncal
current could be controlled by allowing it to flow in one
direction but not the other

The semiconductor age 1s born

H was in 1847 that Willam Shockley, John Bardeen and

Walter Brattain, working at Bell Labs, built the World’s
first transistor using the element germanium

Dunng the two decades that followed, the ability to
control electrical currents using semiconductors allowed
engineers to develop a range of new electronic
technologies

The evolution of silicon

Whilst germanium 15 a very efficient semconductor
matenal, the ready availability of siicon (basically sand)
made for a compelling low-cost alternative and hence a
new ndustry was born that hag, for the last five-decades,
transformed our ives In SO many ways

Silicon has been the backbone of the electronics
revolution from the 1980s, largely by virtue of continuous
miniatunsation which has led to an exponential iIncrease
in technological performance - a concept notably
observed by one of the founders of Intel, Gordon Moore,

and known as “Moore's Law”
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,o.num. 1Qroil

Bring on the compound semiconductors

Impressive as the iImpact of sihicen has been on our lives,
it has a very basic and lmited set of properties that
restnicts its application in many new and emerging
technology areas that demand ultra-high performance
levels along with sensing and other capabiities

By atomically engineering crystal structures that combine
elements etther side of those in group IV of the periodic
table (eg groups Il and V), a set of new semiconductor
matenals has emerged whose enhanced properties offer
significant performance improvements over those of
siicon alone

These compound semiconductors enable high speed
processing in excess of 100 times that of silicon, as well
as an array of oiher properties ncluding the ability to ermit
and sense hght, all the way from the infrared, through
the visible and into the ulira-violet part of the
spectrum

Compound semiconductors have already
complimented silicon In areas such as wireless
communications, where chips made from
material combinations such as gallum and
arsenic {gallum arsenide, or GaAs) are found In
virtually every smartphone where they enable high
speed, hgh efficiency wireless communications in cellular
and Wik networks

Other properties offered by compound semiconductor
matenals include the ability to emit and sense Iight in the

form of general ighting {LEDs) and commurnucations
(lasers and receivers for fibre-ophics)

The photonic and power efficiency properties offered by
compound semiconductors that could not be achieved
with silicon alone, will enabte technologies essential in
areas such as safety and secunty systems, healthcare
technologies, aerospace and automotive applications
including electrically powered and autonomous vehicles
It 1s our ability to harness the advanced properties of the

full range of semiconducting matenals that will drive the
digital revolution for generations to come

Welcome to the world of advanced, compound
semiconductors
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Our core technology - making wafers

EPITAXY

SUBSTRATE

o —————rpr e,

/M\

Eprtaxy

IQE's core business 1s the manufacture of compound
semicenductor wafers or "epiwafers” using a process
called epitaxy

The epitaxial growth process I1s a nanotechnology
whereby complex atomic structures are produced under
strictly controlled conditions The end product I1s a pure,
crystaline semiconductor wafer (substrate} upon which
complex structures comprising many indmvidual atomic
layers are grown

These epitaxial layers uniquely define the wireless,
photonic and electronic performance of our epiwafers
which are then processed by our customers to produce
the "chips” that are found in virtually all of today's
technology devices and gadgets

Epitaxy is the first key stage in the process of
manufacturing the critical components in a wide range of
devices from mobile handsets to solar cells and LEDs,
and It reguires high specification cleanrooms,
sophisticated production tools and high levels of
intellectual property

CHIP
FABRICATION

COMPONENT
ASSEMBLY

INTEGRATION &
PACKAGING

IQE produces atomucally engineered layers of crystaline
materials containing a vanety of semiconductor matenals
such as gallium, arsemc, alurminium, indium and
phosphorous

The layers are grown onto a crystal substrate or wafer
and the fimnished product contaming the wafer and its
atormically modified surface 1s known as an epiwafer

It 1s the number of layers, their atomic composition and
the order in which they are grown that deterrmines the
precise physical, electronic and optical properties of the
material

An epwafer can include hundreds of indmdual layers,
each of which may be as thin as two or three atoms

IQE's intellectual property (IP) or know-how 1s

the science and technology behind the matenats and the
way In which the atomic structures can be manufactured
1o yield the wide range of wireless, photenic and
electronic properties that are essential in today's
electronically enabled age
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Epitaxy

Epitaxy > ‘eprtaksi

nourn

In crystallography, the natural or
artificial growth of crystals on a
crystalline substrate that determines
their orientation.

Epttaxy 1s a process for depositing layers in a highly
controlled way to form precisely defined crystaline
structures that have specific atomic arrangements

The layers deposited using an epitaxial deposition
process are designed to produce highly specific
electncal, optical and mechanical properties

Layers of atoms are arranged on a crystalline substrate
of galium arsenide (GaAs) or iIndium phosphide {InP)
The composition of the atomic layers 1s vaned to include
different elements such as gallum, indium, aluminum,
nitrogen, arsenic and phosphorous Carefully controlled

“impunty” atoms such as sulphur and zinc are also
added tc control the electrical properties of the matenal

Ga As

+9

A A
PV S

Ga As

OOOC

The stage 15 set

Change I1s a constant in our world  The inexorable drive
for electronic devices to continue to achieve higher levels
of functionality, speed, performance and efficiency will
unguestionably necessitate the increasing use of more
sophisticated semiconductor materials  These
advanced semiconductors are enabling a range of new
mass rnarket applications such as gesture recognition
and short range optical communication, and at the
same tirme disrupting some existing large markets such
as solar energy and power switching We expect that
this rate of change will continue to accelerate

We have estabhshed a global manufacturing platform
and a breadth of IP relating to the design and
manufacture of advanced materials that 1s second to
none We have been unwavernng in our vision and have
developed a robust strategy which gives us confidence
over the growth prospects of the business and our
ability to create shareholder value

PN

Ga As Ga

Ga As | Ga As

As . Ga As

TSI Y Aa As

;wafer
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Ubiquitously enabling new and emerging technologies

The unsung heroes Semicondugtors areg a key enabling technology that feed
into muttiple supply chains feeding a wide range of
market secters including aerospace, healthcare
technologies, aerospace, safety & secunty, big data and
the Internet of Things {IoT), energy efficiency {generation
and consumption), robotics and automotive products

Sermiconductors in the form of both siicon and
compound semiconductors, form the heart of many of
today's technologies Without sermiconductors, many
devices and applications that we rely on smply would
not exist, yet these atomically engineered matenials go
largely unnoticed amongst the end user brands with
which we are so farmilar

»
S

~ COMMUNICATIONS

e

| | -
. CONDUCTORS -

\ \\

e

AEROSPACE

2
mgé@ 62,0 @ INTERNET  SAFETY &
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Building a high-tech cluster

Intellectual property relating to advanced matenals 1s
playing an increasing role n the evolution of the
semiconductor ingusiry It 1s widely accepted that
advanced matenals are needed to overcome the
challenges and realise the opportunities facing the
electronics industry  This 1s evident from recent M&A,
activity in the CS space, ncluding the formation of a JV
by Qualcomm and TDK (January 2016), the acquistions
by II-Vl Inc of Epiworks (January 2016) and Anadigics
(March 2016}, and the pending acquisition by Sanan of
GCS The prices beng pad n these deals 1s running into
revenue multiples of 3x to 4x, reflecting that ‘the heat 1s
nsng’

IQE has been at the forefront of advanced
semiconductor technology for over a quarter of a
century It has built a reputation within the CS industry
for the breadth and depth of its materials technologies
and capabilities This Is now becoming increasingly
recognised outside the CS mndustry, where 1QE 15
becoming recognised as the ‘go to’ advanced matenals
innovator and provider  Indeed, 1QE 1s now engaged
directly with a number of Tier 1 OEMs, bypassing the
normal “matenals-chip-OEM” model

There are many examples n history that show
collaberation 1s a powerful tool In accelerating innovation
The benefits are even greater when whole ecosystems
“cluster” in the same location, breaking down the barrers
created by geography and time zones  Indeed,
Siicon Valley in Calfornia 1s a pnme example
of how the benefit of clustenng can propel
an industry to a global platform

It 15 the benefits of collaboration and
clustering that underpin IQE's strategic
rationale for the joint venture
parinerships it announced during
2015, and its highly successful Open
Innovation programme (openige com)

The silicen supply chan 1s no stranger

to the benefits of clustering Indeed, there
are 4 clusters within Europe which are
centred around the development and
commercialisation of Siicon technology
These are strongholds of iInnovation and value
creation, with over 800 companies and 150,000
employees

Innovation through collaboration

IQE’s vision 1s to be at the epicentre of the world's first
compound semiconductor cluster, based in the UK
There has been significant progress in making this a
realty over the past 12 months, and momentum
continues to build

¢ Cardiff University 1s investing ¢ £75m in the formation
of the Institute of Compound Semiconductors as part
of its £300m innovation campus,

* |QE and Cardiff University invested £24m in the
formation of the Compound Semiconductor Centre

+ |n January 2016 George Osborne announced £50m
funding for a Compound Semiconducior Catapult In
Wates, which will leverage a further £100m funding
from Innovate UK and Industry

* |n March 2018, the Cardiff Criy Region Deal was
announced which identifies the emerging CS cluster in
Cardiff as one of its 5 headiine goals

Thus level of investment 1s recognition of the ncreasing
significance of compound sermiconductor technology in
the electronics industry, and the UK's ambitions to build
on s existing academic and industral strengths to
develop a world class end-te-end supply chain for
compound semiconductor technologies in the UK
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Strategic report: our competitive advantage

Global footprint

IQE’s operations span the US, Asia and Europe which
reflects the geographical diversity of our customer base
This allows IQE to be positioned close to its customers
and maintain sirong, long-term relationships

Breadth of technology

As a pioneer of compound semiconductor technology,
IQE has developed an unparalleled and comprehensve
breacth of technology and advanced production
platforms

Technology leadership

Through organic development and through acquisition,
IQE has established clear technology leadership and
created a virtuous circle, which continues to attract the
brightest and best talent

Inteliectual property

IQE has and continues to develop a world leading
inteflectual property (IP) portfolio through a combination
of iInnovative development programmes as well as by
acquisition

Owr IP 1s becoming increasingly attractive to customers
wishing to access IQE’s vast technical expenence and
expertise to exploit new opportunities in new and
emerging markets

Qur IP continues tc add significant value to our product
and service offenng to both existing customers and the
large number of new entrants to global technolegy
markets

Cost leadership

In the electronics industry, cost leadership 1s achieved
through advanced technology and scale IQE has
developed leadership In both

Secunty of supply

Confidence In a secure supply 1s cntical to the supply
chains in which IQE operates |QE offers its customers
identical supply from multiple locations for all s core
technoiogles, allowing 1t to be a primary and trusted
suppler to its customers

IQE locations

BETHLEHEM,

TAauNTON, MA
GREENSBORDO, NG
SOMERSET, NJ
S5rPOKaANE, WA

® : HSINCHU, TAIWARN
SINGAPORE

EURDOPE
CARDIFF 1, UK

® CaroiIFF 2, UK
.MILTCIN KEYNES, UK
BaTH, UK [ ) @
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Qutsourcing pioneer

In the early days of the industrial revolution it became
absolutely necessary for manufacturers to be vertically
Integrated since there were no alternative sources of
specialised goods and services

Only towards the middle of the 20th century did
specialisation become a competitive advantage

However, In new and emerging technologies, the early
adopters were sn a similar position to their industnal
revolution forefathers in that the development of new
processes and technologies required the early pioneers
to establish all key parts of their supply chain

Specialisation within the silicon industry

Early silicon chip manufacturers found 1t necessary to set
up complste vertically integrated supply chains to source
each part of the production process from raw matenals
through to final packaged product

As silicon technology matured, the industry saw the
emergence of businesses specalising in different parts of
the process to the extent that there now exist a large
number of "fabless” companies who outsource the entire
production process to large specialists such as TSMC
Ltd and Global Foundrnes

Strategic report: our business model

y : Hlbag o et

Pioneering specialisation within the compound
semiconductor industry

The compound semiconductor industry shares similar
attributes with the siicon chip industry Some of the
processes such as epitaxy require large scale
investment, complex infrastructure support in the form of
cleanrooms, environmental controls and most
importantly, highly specialised skills and expertise

In 1988, IQE became the first compound semiconducter
matenals company to recognise the potential value in
offering specialised cutsourcing of compound
semiconductor wafers and has witnessed an ncreasing
trend towards this mode! over its twenty-five year history

By spscialising in the complex epitaxy process, IQE
offers its customers economies of scale, access to
leading technology and the ability to do what they do
best design and refine their products

The high level of Investment means that IQE's business 15
highly operationally geared which faciitates significant
scope for profitability once sales contnbutton exceeds
fixed costs

The last decade has demonstrated an unprecedented
number of key industry suppliers selecting outsourcing
as a key business advantage
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Strategic report: our markets

Organisation
The Group has established six Business Units along

market Ines, to address its pnmary and emerging
markets

IQE Wireless
IQE Photonics  IQE Solar

IQEInfrared  IQE CMOS++

The emerging markets of Solar and Power control are
not yet significant enough to be separated in our
segmental reporting

IQE Power

Wireless
Wireless sales accounted for 70% of the Group’s salss in
2015 down from 80% n 2014 The wireless market
covers electronic devices that communicate wirelessly
This includes but 1s not imited to mobile phonas,
smartphones, mobile networks, Wik, smart metering,
satellite navigation, and a plethora of other connected
devices
Photonics
Photonics sales accounted for 14% of the Group's sales
mn 2015 up from 11% in 2014 The photonics market
covers applications that either emit or detect ight We
segment the photonics market into

+ Emitters and detectors

¢ Solar (CPV)

+ Lighting
Infrared
Infrared sales accounted for 8% of the Group's sales In
2015 and 2014 The Infrared market uses iIndium
antimonide and gallum antmonide engineered matenals
that enable high resotution Infrared systems Whilst key
markets are currently limited to defence programmes,
there are likely to be major future opportunities in

commercial markets in areas such as sensing
applications for autonomous and driverless vehicles

CMOS++
The CMOS++ market combines the advanced properties
of compound semiconductors with the low cost of
sllicon
We segment the CMOS++ market nto
+ Power control
¢ Advanced matenals
The key advantages of compound semiconductors are
« Compound semiconductors are much more
efficient at emitting and processing high-speed
wireless signals
¢ Compound semiconductors are much more
efficient at emitting and sensing light
¢ Compound sermiconductors operate at much
higher speeds and lower power consumption
It 15 these advanced properties which determine the top
level markets for our materials
Licence Income

Licensing income reflects a new revenue stream to
commercialise our IP portfoho accounting far 7% of the
Group’s sales In 2015 IQE has developed a poweriul IP
portfolio which we are now able to monetise from both
product sales and hicensing of the IP The IP licence
mncome n 2015 includes a combination of upfront and
recurring Income

@® Wireless
@ Photonics
@ Infrared

@ CMOS++
@ Licensing
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Wireless

The wireless communications market has grown rapidly
in recent years reflecting the increasing adoption of
wirgless technelogy, coupled with the need for an
increased compound semiconductor content to support
greater sophistication of mabile devices

Whilst handset replacement cycles have slowed,
innovations such as wearable devices are expected to
reignite the desire to upgrade connected devices such as
smartphones Coupled with the widely held view that the
Internet of Everything will see 50 billlon connected
dewvices by 2020, the overall wireless market 18 expected
to continue to grow with the global rall out of LTE, 4G,
5G and the evotution of WiFI

According to industry analyst, IDC, smartphone
shipments reached 1 43 bifhon units In 2015, led by
Samsung with a 24% market share (342 8 million units)
and Apple with a 16% market share (231 5 million units)

Gartner estmated that smartphones represented 75% of
the total of 1 91 billon handset sales in 2015, forecasting
modest growth of 1 9% 1n 2016

High-speed connectivity and added functionality drive the
requirement for the advanced properties offered by
compound semiconductor epiwafers The global roll-out
of wireless broadband networks such as 4G/LTE devices
increasingly rely on compound semiconductor content
with 5G expected to demand a quantum leap in speed,
power and efficiency with operating frequencies
expected to operate above 60GHz compared with less
than 3GHz protocols for existing 4G networks

The mugration to new WiF1 standards 1s another major
dnwver for RF components

The 802 11ac Wik standard operates at 5GHz rather
than the 2 6GHz currently used The higher frequency
which greatly increases the range and reliability of WiF:
networks will further raise the demand for compound
semiconductor based RF devices

Growth in the compound semiconductor content In
smartphones will be driven by the need for more radio
frequency functionality and greater complexity In wireless
circutry but will be partly mitrgated by improved
efficrencies and a drive iowards reduced component
footprints
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Photonics

Photonics represents applications which emit and detect
light We segment this market into emitters and
detectors, Infra-red, solar and ighting

Emitters and detectors

Thys encompasses a wide range of applications including
optical interconnects, laser projectors, optical storage,
cosmetic applications, gesture recognition, finger
navigation and a wide range of other sensing
applcations

QOptical interconnects

Currently, wired data transmission in the home, the office
and in data centres 1s largely undertaken using copper
cables However, data traffic s growing at an explosive
rate due to technologies such as high definitton imaging,
video strearming, the Internet of Things (loT) and cloud
computing This phenomenon s necessitating a switch
from copper wires to optical communication Thisis a
natural evolution which mirrors the transformation that
has already taken place in the telecoms infrastructure

Optical nterconnects offer significantly higher-speed data
transfers over much longer distances than theirr copper
counterparts, and are much more efficient Data centres
have become major consumers of electrical energy,
rivalling traditional heavy industries in terms of the power
reguirements needed to keep large warehouses full of
servers cperating and cooled It 15 therefore of little
surprise that enterpnses such as data centres are
amongst the first adopters, where optical technology
now offers both higher performance and lower overall
operating cost compared with copper

Compound semiconductor technology that enables
optical Interconnects include Vertical Cawity Surface
Emitting Lasers (VCSELs) VCSELs are an advanced
laser technology geared to mass production and low
cost IQE 1s the market and technology leader for VCSEL
products, with world record data speeds in excess of 64
Gb/s already demoensirated

.,.IlIIII

Gesture recognition

Gesture recogmition represents the ability of electronic
devices to recognise hand and body gestures and
movements in order to control any device The advanced
properties of compound semiconductor epiwafers are a
key component in gesture recognition devices which are
expected to appear in many new product launches over

the coming years

The potential applications for this technology extend far
beyond gaming, from medical applications, disability
aids, remote controls, to sign language recogniion, and
more In fact, the use of this technology 1s only imited by
human imagination, and has far reaching implications for
how we will Interface with technology in the near future It
Is anticipated that many household appliances will be
controlled by gesture

Precision focusing

The “tme of flight” measurement used for gesture
recognition applications 15 also being utilised i high-
speed, precision focusing applications for a wide range
of camera devices, Including smartphones

Laser projection

Conventional projection technologies utilise Incandescent
or halogen lamps as therr iight sources Such devices are
power hungry, physically bulky, have relatively short
Iifetimes and reguire focusing optics which can limit the
image quality and flexibility

The emergence of lasers In each of the primary colours
(red, green and blue) enables a low cost, high quality
laser projection solution which ¢can be miniatunsed and
does not reguire focusing optics This technology 1s
called pico projection
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Soid state ighting (LEDs)

Light emitting dicdes (LEDs) are a high performance, low
cost, green alternative to incandescent hight bulbs

Global concerns about climate change and the Earth’s
dwindling natural resources continue to be a prionty for
governments worldwide Significant new policies and
legislation continue to be Introduced n the direction of
renewable and highly efficient energy devices

Already, many continents have introduced wide-ranging
legislation to progressively ban incandescent tighting
Alternative low energy, compact fluorescent highting 1s
unpoputar because of perceptions of low guality ighting
and on-going 1ssues with heavy metal content including
mercury

Solar

Solar cells utilising compound semiconductors (called
CPV or Concentrated PhotoVoltaics) provide the highest
efficiencies by using multiple layers of finely tuned
matenals to absorb sunfight across a wider range of
wavelengths

As a result the sfficiency of this matenal 1s already in
excess of 44%, with a roadmap to ncrease this to
beyond 50% which compares with typical efficiencies of
around 18% from amorphous silicon solar panels, while
thin film technology 1s typically around 10 to 15%
efficient

A further advantage of compound semiconductors I1s
therr tolerance of higher temperatures and robustness to
cosmic radiation, which makes compound
semiconductor based alternatives especially suitable for
space power applications

Infrared

IQE 1s the clear market feader in advanced gafium
antmonide and indium antimonide substrates for use in a
range of infrared and heat sensing apphcations

The sensitmity of current heat sensors enables a
monochrome image so that applications such as night
vision devices can only see in tones of green and black,
whereas the new antimorude matenals allow greater
sensitvity 50 that different shades and colours can be
distinguished, effectively producing full colour right wision
Images

The improved sensitivity 1 useful for search and rescue
operations and the full colour night vision capability has
major military potential in terms of enabling effective
identification of personnel and equipment in low or zero
visibility conditions

IQE 15 actively engaged in a number of collaborative
programmes with leading industry players and
government agencies in the development and supply of
infrared matenals based on antmonide (Sh} matenals

Sold state hghting 1s widely viewed as the only credible
solution to replace the incandescent hght bulb Efficient
energy consumption will remain a key driver in the
development and adoption of this technology, but the
cntical success factors are reducing cost and improving
the ambience of these units

High quality gallum nitnde on siicon (GaN on 3i) provides
the route map to achieving this, which will revolutionise
residential and commercial ighting around the planet
over the coming years
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CMOS++

Advanced technologies

IQE has developed a powerful range of advanced,
engineerad wafers such as germanium-on-insulator
(GeQl}, germanium-on-sikcon (GeOS1) and silicon-on-
sapphire {SOS), which offer a high performance and low
cost solution for next generation microprocessors, ultra-
high speed/high density flash memory and MEMS
devices such as motion sensors

IQE's deal to acquire Translucent’s unique ‘cREQ™”
technology creates a significant new platiorm to drive our
business into several new large volume areas
Transtucent's cREO™ technology offers a unique
approach to the manufacture of a wide range of
nnovative Compound Semiconductor on Silicon
products, ncluding gathum nitnde (GaNj) on silicon {S1)
for the burgeoning Power switching and RF technologies
markeis The technology 1s protected by a wide ranging
IP portfolio

IQE has established a powerful position in these
advanced technologies, working with some of the
biggest names in the industry, which s reflected in a
number of joint patents awarded in conjunction with Intel
for the production of compound semiconductor materials
on silicon substrates

We believe that our intellectual property in this field has
the potential to revolutionise the semiconductor world,

and n so doing will create significant long-term value to
IQE shareholders

Power

Gallium nitnde (GaN) 1s a compound semiconductor that
offers a diverse range of RF, photonic and electronic
properties

Of particular interest 1s the matenal’s ability to cope with
high voitages, high temperature, and high power which
makes It an ideal candidate for power control systems
which are growing in demand driven by alternative
energy sources such as solar, wind and wave power, and
also the adoption of electrnic vehicles

It 1s estimated that globally, more than 10% of all
electricity I1s ultimately “lost” due to conversion
inefficiencies, as energy I1s switched from generation, to
gnd, and through to consumption The scale of this loss
exceeds the world's entire supply of renewable energy
generation

The power adapters that we use for our electronic
devices, such as laptop power supplies, provide a vivid
example of this phenomenon by virtue of the electrical
energy that s lost in the form of heat generated through
the conversion process

GaN offers supenor performance and efficiency that are
orders of magnitude better than the silicon technologies
that dominate power switching devices today Indeed,
this technology has the potential to eliminate up to 90%
of the energy lost through switching

QOur power business has made strong progress through

2015, achieving several key techrical milestones and
bulldng commercial partnerships

Page 24




IQE PLC | REPORT AND ANNUAL ACCOUNTS 2015
Company No 3745726

Industry positioning

IQE has been at the forefront of the compound
semiconductor industry since 1988 and has
developed an unparalleled depth and breadth of
technclogy with in its industry

The Group leverages its technology leadership and
scale to deliver the performance, cost pomnts and
security of supply to support increasing mass
market adoption acrass a sigruficant number of
Fugh volume market verticals

1QE 1s currently global leader in the supply of
advanced wireless materals, and has aims to
replicate this success In its other pnmary markets
photonics, infrared, advanced solar (CPV), power
switching and advanced electronics

Strategic report: our strategy

The Group has established the platform for
delivenng this strategy

e Global footprint spanning US, Europe and Asia

e Breadth and depth of advanced semiconductor
materials technology

e Talented, committed and experienced team
e Proven credibility and reputation

e Secure multi-site supply

e Scale and cost leadership

e Largest capacity In the industry
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Strategic report: operational highlights

Operational highlights dunng 2015 included continued
organisational development, improvements in operational
efficiencies and market diversification

Organisation development

The Group continued with 1ts Organisational
Development Programme This has involved transferring
production between sites to improve operational
efficiency, enabling the Group to reduce Its operating
costs and achieve its cost reduction targeis

Improvements in operational efficiencies

Continuous Improvement 1S an ONGoINg process across
IQE’s global opserations, with numerous programmes
under way at any given time

A key feature of IQE's global footprint 1s the abilty to
develop and adopt best practice across muliple
platforms, multiple products and multiple market sectors

Market diversificatton

The Group has established six Business Units along
market ines, to address its pnmary and emerging
markets

Each Business Umit has a clear product and customer
focus, but continues to benefit from the production and
technology synergies of the whote Group Our
manufacturing sites monitor production efficiencies,
delivery performance and quality, aigned to the overall
Group objectives

Also, as part of its strategy for dwersification, IQE has
engaged with major Industry players across muttiple
market sectors with the aim of establishing high-tech
supply chains or “clusters” based on compound
semiconducior technologies

A key element in the formation of a compound
semiconductor cluster was the establishment of the
Caompound Semiconductor Centre (CSC), a Joint Venture
(JV) with Cardff University

The CSC was formed in August 2015 and IQE's
contribution was equipment with a market value of
£12m, which was matched by a £12m cash contrnibution
from Cardiff University

Page 26




IQE PLC | REFORT AND ANNUAL ACCOUNTS 2015
Company No 3745726

Strategic report: key development milestones

Intellectual property

IQE continues to develop a powerfu! Intellectual Property
(IP) portfolio and works closely with a number of partners
to develop and commercialise leading edge
technologies

However, largety due to the highly sensitive commercial
nature of such developments, IQE enters into non-
disclosure agreements (NDAg) with its partners to protect
both its own and s customers' IP The developments
outlined here relate ta programmes about which
information 1s avarlable n the public doman

The Photonics Institute for Manufactunng Innovation
(IP-1MI)

IQE has been anncunced as a key partner In a new
consortium to establish the United States' first Integrated
Photonics Institute for Manufactuning innovation {IP-1MI)

Created as part of President Obama's National Network
far Manufacturing Innovation (NNM), the IP-IMI s
designed to bnng industry together with academia and
government 1o advance the state-of-the-art in the
design, manufacture, testing, assembly, and packaging
of photonic integrated circuits

The consortium, known as the Amencan Institute for
Manufacturing Integrated Phetonics (AIM

Photonics), compnses 55 leading industnal partners,
including Intel, IBM, Infinera, HP, Honeywell and T along
with numerous other leading edge companies,
universities and laboratones, and 1s led by the Research
Foundation of the State University of New York (SUNY)
IQE's rote in the consortium 1s to provide advanced
epitaxy services to the Institute partners

The institute will provide central facilities through which
academia, SMEs and large corporations can access
latest technology for design and manufacture of
photonics devices providing a route to commercialisation
through high-value, high-velume manufacturing

Exclusive Licence of the Unique ‘cREQ™’
Technology

In September 2015, IQE signed a deal to take
Translucent Ing's unique ‘cREO™’ technology to market
The deal provides a significant new platform to dnive our
business into several new large volume areas
Translucent’s cREOC™ technology offers a unique
approach to the manufacture of a wide range of
innovative Compaund Semrconductor on Silicon
products, ncludng galum nitnde (GaiN) on silicon (S))
for the burgecning Power switching and RF technologies
markets It 1s protected by a wide ranging |P portfolio
consisting of 74 granted patents, and 13 additional
patent applications

Gallium Nitnde (GaN)

Gallium nitnde on Silicon {GaN on Si} 1s driving a
technology shift In the multi-billon dollar power swatching
and LED markets IQE has continued to push the
technology boundaries and 1s making rapid progress
both technically and in develeping commercial
relationships in the supply chain

This includes supplying commercially ready 100mm
gallum nitnde (GaN} on silicon cartide (SIC) epwafers
that were used to produce record results for both high
gan and high power density transistor devices, enabling
for the first time, flexible monolthic microwave integrated
circuit (MMIC) design for efficient high-voltage/high-
power broadband operation at frequencies ranging from
Oto 40 GHz

These results, achteved on our GaN on SIC epiwafers,
demonstrate the abilty of IQE to produce record-
breaking, world leading results on commercial platforms
that enable today’s leading edge sateliite
communications and will be essential for enabling next
generation wireless technologies
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Strategic report: financial review

Revenue

Revenues of £114 Om were up 2% on 2014 (£112 Om)
Strong growih in photonics revenues {up 28% to

£16 0m), and the generation of license income (£8 Om)
as a new income streamn, were partially offset by a
reduction in wireless revenues (down 11% to £79 5my)
Revenues in other markets were broadly flat year-on-year
at £10 5m (2014 £10 4m)

The license iIncome was earned from licenses to Jont
Ventures (JVs) These JVs are commercial entities
seeking o develop and commercialise new products, to
which 1QE has first manufactuning nghis  1QE’s equity
share In each JV 1s ~50%, and it shares control of these
JVs with its JV partners  The license revenue earned and
recognised by tQE reflects only its share (~50%) of the
gross Income (e 1s stated after the elimination of
unrealised gans) Given that the JVs are related parties,
the licence fees were determined with independent
validation These license fees are primarily upfront fees,
although there i1s a recurnng element  This 1s consistent
with the Group’s strategy to monetise its IP through
production and icensing where appropnriate The Group
18 also exploring further opportunities to license IP to third
parties By its nature this income 1s inherently lumpy  In
Q1 of 2016 the group has earned further upfront hcense
income with JV's of approximately £2m

The reduction in wireless revenues reflects the well
publicised slowdown in the smartphone market during
the second half of 2015, which was exacerbated by
inventory adjustments through the supply chan

Gross profit

Adjusted gross profit ncreased from £31 6m to £32 4m
largely driven by the increase in revenue Reported gross
profit ncreased from £26 Omtc £30 7m As a
percentage of sales, adjusted gross margins were stable
at 28%, whereas reported gross margins increased from
23% 10 27%

Other iIncome

Other income of £0 8m relates 1o a gain on the reduction
of the estimated remaining balance of contingent
deferred consideration payable n respect of a previous
acquisition The payments under this contingent deferred
consideraticn arrangement cease during 2016 The prior
year comparative was a £1 7m charge which related to
provistons for onerous leases and the impairment of fixed
assets, which were partally offset by a gan on release of
contingent deferred consideration

SG&A

Adjusted sefing, general and administration expenses
(SG&A) decreased from £13 9m to £13 5m, which
includes the benefit of improved efficiencies  Reported
SG&A decreased from £17 1m to £15 5m

Operating profit

The profit on disposal of fixed assets of £5 2m primarily
reflects a gain of £4 8m on the establishment of the UK
JV, in which the Group contnbuted equipment in return
for its 50% equity share (see note 4) In addition, other

unrelated disposals of equpment realised a net gain of
£0 4m

Adjusted operating profit ncreased by 8% from £17 6m
to £19 0m, reflecting higher sales and the margin benefit
from license income Reported operating profit increased
3x from £7 2m to £21 2m, which also reflects the
restructunng charges included in 2014

Interest

Interest costs reduced from £1 9m to £1 8m reflecting
the reduction in borrowings, and a reduction in the
imputed (non cash) interest charges relating o the
ciscouniing of long term balances

Tax

There was a net tax credit of £0 5m in respect of the
underlying profit, which was consistent with the prior year
(2014 £0 5m credit} In addition, there was a £0 3m tax
credit relating to the exceptional tems, compared with a
tax charge of £3 8m on exceptional tems in 2014 The
Group has sufficient tax losses avallable to shield fuiure
tax payable of circa £37 5m

Profit after tax

Adiusted profit after tax increased by 8% from £186 7m to
£18 1m, and reported profit after tax increased from

£2 Omto £20 tm  The adjusted fully diluted earnings
per share was 2 60p, up 7% from 2 42p in the prior year
Reported diluted earnings per share was 2 90p, up from
0 24pIin 2014 The Beard will not be recommending the
payment of a dwdend

Cash flow

Cash inflow from operations, before exceptional items,
increased 15% from £19 6m to £22 6m  After

exceptional items, cash generated from operations
increased 41% from £14 9m to £21 Om
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Strategic report: financial review {continued)

Capital investment Debt

Cash investment was £10 Om up from £9 4m n the pnor Balance sheet leverage was down £11 6m from £51 9m
year Investment In new product development of £5 Om to £40 3m, as geanng reduced from 30% to 22% This
was consistent with the prior year (£5 Om), whilst reflects that deferred cansideration relating to previous
nvestment i other intangibles was slightly lower at acguisittons recuced by £3 5m from £20 8mto £17 1m,
£12m (2014 €1 3m) The investment in property, plant and that net debt reduced by £8 1m from £31 3m to
and equipment increased by £0 6m from £3 2m to £23 2m This continues the trend in strong cash

£3 8m, which remains towards the lower end of the generation whilst maintaning investment in new

normal expected levels of mainienance capex technologies

Strategic report: KPlIs and financial highlights (Dashboard)

Sales (EM) Operating profit (£M)

(before exceptional items)

Fy12 Fy13 Fyi4 FY15

Fyi2 FY13 FY14

Cash from operations (EM) FD EPS {pence)

(before exceptional cash flows) {before exceptional items)

FY14

Fy14 FY15

Leverage (£M) Gearing (%)

¥ Deferred consideration

Fy12  FY13 FY14 FY15 FY13 Fy14 FY15

Leverage and geanng restaied FY12 to include balances from acquisition on 15 Jan 2013
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Strategic report: current trading and outlook

The Group's global leadership in wireless and its
developing pipeline of high growth opportunities
positions it well to continue its growth profile over the
coming years

The current financial year has started well and trading 1s
in hne with expeciations The outlook for the full year
remains positive, with strong prospects reflecting
increasing revenue diversity and a broad |P portiolio

The Board remains confident of achieving our
expectations for the full year and we anticipate that we
will continue to benefit from strong cash flows

Strategic report: innovation, research and development

R&D activity

Technotogy leadership lies at the heart of IQE's strategy
This 1s supported by a culture of Innovation and constant
improvement

The Group 1s engaged In a number of research and
development programmes In collaboration with
customers, academia, research organisations and
government agencies These programmes are funded
through a combination of iniernal cash generation,
customer funding, and government support
Development programmes are geared towards next
generation applications as well as process Improvements
leading to greater throughput, higher-quality products,
better manufactunng yield, increased production uptime
and new product developmeant

Whilst many R&D programmes are subject to non-
disclosure agreements and confidentiality, there are some
programmes In the public domain, examples of which
include

* Multi junction CPV solar cells

* Integration of lIt-V with Si

* Graphene for RF electronics

¢ Sb-based matenals

* QD VCSELs (EU VISIT program)

¢ Dilute nitrides for lasers and SWIR detectors

* Mixed nitnde-antmonide-based detectors

* High power InP-based quantum cascade lasers

A list of technical publications is available within the
research pages of the IGE website at www.igep.com
Industry events

IQE actively participates in major industry events and
frequently charrs, hosts and presents technical papers at
international conferences

Open Innovation

IQE 15 clagsified by the Welsh Government as an "Anchor
Company” In acknowledgement of its status as an
exemplar In terms of its global leadership

As an Anchor Company, IQE was inwvited by the Welsh
Government to run an Open Innovation pilot programme
which has been highly successiul n establishing new
technology networks ta identify long-term opportunities
IQE’s open innovation programme, ‘OpeniQE’ 1s actively
helping to boost regional ecenomies by collaborating
with ndusinal and acadermic partners to identify supply
chain opportunities within Wales and across Europe

QF@!{IQ @Innov’édte

Further detalls about IQE's open innovation programme
can he found on a dedicated website

WWW openige com
Colnnovate

As part of IQE’s open innavation programme, a key
*Colnnovate” conference was held in Cardiff, UK in June
2015 The conference was jointly sponsored by the
Welsh Government, academic partners as well as IQE
and industrial partners including Airbus, GE Healthcare
and General Dynamics,

The Colnnovate conference website 1s at
WwWww comnnovate co uk
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Corporate social responsibility

The IQE Group actively promotes a philosophy of
corporate social responsibility across all of its operations
and engages In a number of local, national and
international nitiatives working with a wide range of third
party organisations and authonties in areas such as
ethical employment policies, educational and community
work

Every effort will be made by all Group companies to
ensure best business practice 1s deployed by

+ Respecting the need for confidentiality across our
global customer base by ensuring that any
references to customers' names, products or
services are not disclosed to third parties without
the customer's consent,

+ Being open and honest about our products and
services and communicating with customers all
appropniate information they need to make
informed decisions,

# Ensuring that any issues or problems are dealt with
efficiently, with farness and in a timely manner,

¢ Working closely with customers and potential
customers to help us improve the value of the
products and services we offer them,

+ Ensurng that we benchmark and evaluate what
we do In order to constantly improve products and
services In the marketplace,

+ Communicating with all stakeholders as and when
approprate, effectively and transparently subject to
ensunng confidential Information 1s not
compromised,

+ |dentifying and selecting suppliers using far and
reasonable methodologies,

+ |dentifying and using suppliers who operate to
ethical businass standards,

+ |dentifying and using local suppliers wherever
possible,

+ Working closely with suppliers to help us improve
the value of the products and services we offer
customers to the benefit of the supply chan,

+ Ensurning that our terms and conditions are far and
reasonable,

+ Ensuring employment practices throughout the

Group are far and in full comphance with
employment legislation,

Strategic report: our commitment

& Working with and supporting local and national
chanties,

¢ Encouraging volunteer work in community
activihies,

+ Supporting local academic establishments, and

+ Participating in voluntary business adwvisory
services via professional bodies

Each of the Group's subsidianes I1s responsible for
communicatng and applying Group policies within their
businesses taking account of local legislation and
potential nsks

As an AIM listed company, IQE s not eligible to
participate in the London Stock Exchange FTSE4 Good
programme, but nevertheless mantans standards and
applies the principles of this index The Group also
actively engages with a number of industry groups,
educational bodies and chanties to promote science and
technology and to help contnbute 1o community causes

Business conduct and ethics

Cur Code of Conduct requires our employees to carry on
therr business activitres in a respectful manner and to
avoid bringing IQE’s reputation into disrepute This
includes complying with the laws and regulations in the
countnes in which we operate and do business

Our Code of Conduct also requires staff to uphold high
standards of etiucs throughout the Group Our policy and |
controls are designed to prevent bribery, and contan
whistle blowing provisions which enable any employee to
raise concerns about a potential breach of policy or
malpractice

The company has also developed and implemented
policies to comply with the requiremenis of the UK's
Modern Slavery Act Reference to the policy may be
found on the corporate website at www igep com

The community

IQE engages with the communities in which 1t operates,
supporting chantable causes, encouraging staff
participation i sponsonng events and challenges, as well
as taking part in inihiatives such as Young Enterprise,
Business Class (Business in the Community) and
STEMNET, encouraging students to follow science,
technology engineering and mathematics from schoal
through to university studies
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Quality

IQE's reputation for quality and excellence in products
and service 1s second to none A philosophy of total
gualty 1s ntegrated throughout the Group's operations
and each of the Group's manufacturing faciities
worldwide 1s iIndependently accredited to the
international standard for Qualty Management 1SO3001

IQE's ongoing commitregnt to providing the highest
quality of service ensures customer satisfaction covering
the entire customer relationship expenence, from intial
enquiry through to delivery and after-sales support

IQE's gquality programme includes wafer evalualion using
the most advanced measurement techniques applied
specifically to its customers' structures, thereby ensurnng
consistent delivery of the highest-quality products
Rigorous data logging and documentation of all
manufacturing processes and procedures mantan a
systerm of full product traceability IQE's thorough
materals charactensation processes ensure excellent
repeatability and reproducibility

Customers strongly value the trust and confidence they
have established with IQE as a "pure play" supplier with
whom they share their most confidential and propretary
device design information The IQE strategy 1s to
consolidate and maintamn its position as the pre-eminent
supplier of epiwafers rather than vertically integrate into
device or component manufacturing This philosophy
protects customer interests to the fullest and facilitates
excellent supply chain relationships

Emploving its extensive waler production expenence, IQE
continually maintains its technological leadership through
the development and implementation of new growth and
charactensation technologies and new materals
solutions IQE 15 actively nvolved in partnerships with its
supphers to develop the next generations of epitaxy and
metrology equipment with a focus on increasing
production efficiencies, reducing epiwaler costs, and
maintaining 1§ technological leadership

Health & Safety

IQE pays a great deal of attention to ensuring the health
and safety of everyone involved in the business

The environment, health & safety (EHS) group completed
a restructure at the beginning of 2016, which included
continuation of traning and accreditation of cormnpetent
persong, appointment of safety practitioners whose role
1s to minimise nisks of mjury at work, ensure legislative
compliance, and assist In creating and monitoring safety
practices {0 be followed The restructure also included
the designation of safety adwvisors, with the appropriate
expertise to support in spectfic areas of activity such as
LEV and pressure systems

The EHS group 1s actively mvolved in industry-wide
Initiatives and I1s proactively registenng under new
inthiatives such as REACH

The EHS group has also recently completed an audit and
review of chemical control processes 1o ensure
continued compliance with HazComm regulations

The environment

IQE 1s fully commutted to creating business growth whilst
ensuring that the impact on the environment 1s minimised
and that all activities are conducted safely by
appropriately trained and qualified employees The Group
works closely witlT all key stakeholders to ensure that its
global faciities, and those activities over which it has
influence through its supply chain, operate in a way that
1s ethical and n accordance with best practice

IQE’s policies and procedures are in the process of being
updated to meet the September 2015 vision of the
environmental management standard, ISO14001, which
will be rolled-out across the Group during 2016-17 The
new standard places a greater emphas:s on Risk and
opportunity management embedded in the orgarusation

Policies relating to gualty and environmental standards
are avallable on the company’s website at

www igep com along with access to third party
accreditation certificates
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The Group has an established process for the

Strategic report: principal risks and uncertainties

Risk management within the business involves

identiication and management of nsk as part of the 1 Identification and assessment of Indimidual nsks

governance framework Management of nsk s the
responsibility of the Board of Directors In managing nsk

mitigate the nsks

a comprehensive and robust system of controls and nsk

management processes have been developed and
implemented by the board

Tha Board’s role in nsk management includes

promoting a culture that emphasises integniy at all levels
of business gperations,

+ embedding nisk management within the core
processes of the business,

+ approving appetie for nsk,
+ determining the pnncipal nsks,

+ ensuring that these are communicated effectively

2 Design of controls and operational processes to

3 Testing of controls through internal review and audits

4 Conclusion on the effectiveness of the ¢ontrol

environment in place

¢ strategic nisk,
+ commercial nsk,
+ operational nsk, and,

¢ financial nsk

across the businesses, and, nsk area

+ setting the overall policies for nsk management

and control

The principal nisks affecting the Group are identified by
the Group Executive team within ther functional areas of
responsibility and reviewed by the Board

BUSINESS RISK

Loss of share with a
significant customer
Price eroston due to
predatory pricing
from a competitor

Principal risk: COMPETITION

MITIGATION

Focus on quality, value and customer service

Develop and maintain close relationships with custorners to become
the “matenals partner of choice”, by forming multilevel partnerships
from matenal design, to pifot and volume production

Contnue to invest in product development to ensure competitive
advantage

Qualification timescales can be leng but once a product and
relationship 1s established, 1t creates significant barmers to entry for
competitors

In some cases, customers seek second source supply arrangements
to meet ther own business continuity planming pohcies, our multtple
site capabilittes provide some mitigatton against this nsk

In identifying nsks we analyse risks across four key areas

The principal nsks identified are listed in order of severrty
Mitigation, where possible, 1s shown by each identtfied

Y-0-¥Y CHANGE
IN LIKELIHOCD

Potential Impact

High

Effect

Sales volumes
and profitability
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BUSINESS RISK

A disruptive
technological change
has not been
anticipated as a
result of a lack of
investment in new
products and
materials

We do not
adequately identify
and protect our IP

BUSINESS RISK

The business does
not maintain
sufficient funding
and iquidity to meet
1ts obligations as
they fall due

BUSINESS RISK

Natural disaster
disrupts production
capability, supply of
materials or
customer demand

Principal risk: TECHNOLOGICAL CHANGE

MITIGATION

IQE actively engages with customers, educational mstitutions and

government agencies on a range of research and development (“R&D")

programmes

Where appropriate IQE has protected |P through patents It 15 not
always appropriate to protect “process know how" through patents
Rigorous controls over segregation of duties, data protection, and
access controls are Implemented to secure our “trade secrets”

Principal risk: FINANCIAL LIQUIDITY

MITIGATION

The Group prepares regular financial forecasts to evaluate its funding
and liguidity requirements for the foreseeable future

These forecasts are reviewed and approved by the Board

Based on these forecasts appropriate funding and Iiquidity solutions
are put In place to ensure that appropnate headroom 1s maintained

At the year-end 31 December 2015 we have £41 1m of commutted
faciities against which there was net debt of £23 2m

Principal risk: NATURAL DISASTERS
MITIGATION

IQE operates multiple global manufacturing facihies which mihigates
against the impact of natural disasters on IQE

Qur active programme to second source or dual site sources for all
critical supphes mitigates suppher risk Similarly our larger customers
have multi-site production to mitigate their risk

IQE maintains appropnate business interruption insurance

Y-0-Y CHANGE
IN LIKELIHOOD

u-iﬁ;\

Potential Impact
High

Effect

Sales volumes
and profitability

Y-0-Y CHANGE
IN LIKELIHOOD

Potential Impact
High

Effect

Financial loss &
reputational
darmage

Y-o0-Y CHANGE
IN LIKELIHOOD

w
Potential Impact
Medium/High

Effect

Costs, Sales and
profitability

Page 34




IQE PLC | REPORT AND ANNUAL ACCOUNTS 2015
Company No 3745726

BUSINESS RISK

Loss of key people
and cntical skills

Insufficient skilled
employees

Poor engagement
and morale

Principal risk: RETENTION OF KEY EMPLOYEES

MITIGATION

Retention and development of its workforce 1s cntical to the long term
success of the Group

IQE’s people are the heart of the business and in order to promote the
development and retention of its staff IQE offers career progression,
personal development and a range of benefits and incentives to its
staff

This s reflected in low staff turnover, with many employees who have

been with the company since it was formed over twenty years ago

In addition, |QE operates a highly effective, robust, and fully
documented quality management system across all of its operations
These systems ensure that all key data and procedures are fully

documented, reflecting IQE’s “learning organisation” philosophy These

rigorous systems provide IQE and its customers with a high level of
confidence in terms of process reproducibiity and product traceability,
and minirmise the potential iImpact of losing key persconnel

Y-0-Y CHANGE
IN LIKELIHOOD

-

Potential Impact
Medium

Effect

Quality 1ssues and
increased cost

Principal risk: BUSINESS INTERRUPTION - SUPPLY CHAIN

BUSINESS RISK

Dependency on sole
supplier

Avalability of
qualified raw
matenals

BUSINESS RISK

Dependency on low
number of customers
could result in
significant impact
from a loss of share
from a customer

The group has two
customers which
individually account
for more than 10% of
the group sales

MITIGATION

The raw matenals which sustain |IQE’s products are not scarce
resources

Active programme to maintain cross qualified second sources
Rigorous suppher quality management processes

Maintain close relationships with s key suppliers in order to keep well
informed about potential supply 1ssues

Principal risk: CUSTOMER CONCENTRATION

MITIGATION

The wireless sector 1s highly concentrated with the top 5 RF Chip
companies accounting for the vast majority of the wireless market

IQE's strategy I1s to embed itself as a significant suppher of advanced
semiconductor matenals with ali of the maor RF chip comparnies in
order to reduce the potential impact of swings in market share
between these companies

The customer qualification times and high quality standards creates
significant barners to entry for competitors

Maintain and advance our technological advantage to deliver value
and retain a competitive position

Focus on qualty, value and customer service

Y-o0-Y CHANGE
IN LIKELIHOOD

Potential Impact
Medwum
Effect

Quality 1ssues and
cost pressure

Y-0-Y CHANGE
IN LIKELIHOOD

Potential impact
Medium/Low
Effect

Costs, Sales and
profitability
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BUSINESS RISK

Failure to comply

with apphcable
legisiation, such as

Principal risk: LEGISLATIVE COMPLIANCE

MITIGATION

Regular reporting of export and ITAR comphance and detailed internal
control processes and procedures

Continuing educaticn of the team on the legislative developments and

Y-0-Y CHANGE
IN LIKELIHOOD

—

Export Control,
International Traffic
In Arms (ITAR},
Bribery Act,
Employment
legislation and
company legtslation

requirermnents

Internal reviews and external audits

EtJ Referendum

The UK government has announced that there will be a
referendum on whetiher the UK should remain in the
European Union which will be held on the 23rd June
2016

The result on the 23rd of June 1s unlikely to have any
significant short term impact on IQE’s business as IQE
trades both within and external to Europe, with Agia and
the USA being the Group's dominant markets and the
US Dollar being the Groups deminant currency
However, as a world leader in advanced semiconductor
materials, IQE 1s actively engaged on a number of
collaborative activities In areas of research and
development including matenials such as graphene 1QE
has established trading, development partnerships and
grant funding from across the EU

IQE’s posttion 1s that continued membership of the EU
would be the most preferred outcome from the
farthcoming referendum

~

Potential Impact
Medum/Low

Effect
Financial loss &

reputational
damage

Continued membership of the EU offers potential longer-
term opportunities for closer collaboration between
industry, academia and government agencies across
Europe for the development and commercialisation of
next generation technologies The Company's
management believe thai Europe can play a much larger
global role in developing and commercialising new and
emerging technologies that can and will address 21st
century societal issues Horizon 2020 and its flagship
piiot ine iniatives (ECSEL), important Projects of
Common European Interest, and Photonics 21 are clear
examples of Europe’s ambition to play a leading role in
next generation jechﬁologres, whilst addressing the
major soctetal challenges faced by all sconomies

Innovation and collaboration are vital components in
developing advanced capabilittes and technology
leadership Membership of a reformed EU should help
engender an environment that encourages collaboration
between companies, acagemlcs and government
agencies across member states, and the UK should play
a major role in these collaborative snnovation activities

-
e
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Strategic Report

A report of the Group's performance dunng the year and
future developments 1s given in the Charman's
Statement and Chief Executive’s Review on pages 4 to 7

The directors use a number of key performance
indicators to manage the business, disclosed in the
financial review on page 28 Non financial KPis are not
disclosed

These areas form the required elements of the strategic
report presented on pages 18 to 37 and has been
approved by the Board of Directors and signed on its
behalf by

Hosuson

Philhp Rasmussen
Chief Financial Officer & Company Secretary
22 March 2016
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Directors’ biographies

Dr Drew Nelson OBE (61)

President and Chief Executive Officer

Dr Drew Nelson has over 30 years' expenence in the semiconductor industry in a
varety of research and managenal positions Following a PhD in Semiconductor
Physics, he joined BT Research Laboratones in 1981, leading the group responsible for
the development of advanced optoelectronic devices for optical fibre communications
He subsequently managed the technology transfer from BT to Agllent for mass
production He co- founded EPI in 1988 (which became IQE in 1999) and was
appointed Chief Executive Officer of IQE Ple in Apnl 1999 Dr Netson has held several
Non- Executive Directorship appointments, and served on several Government and
Industry bodies He receved an OBE in 2001 for services to the Electronics Industry
He 15 currently a member of the High Level Group appointed by the EC 1o oversee the
implementation of Key Enabling Technologies (KETs) throughout Eurcpe

Directorships PhotonStar LED Group plc (to Bth December 2015)

Phillip Rasmussen {45)
Chief Financial Officer and Company Secretary

Phillip Rasmussen qualfied as a Chartered Accountant with Coopers and Lybrand, a
predecessor firm of PwC During his career with PwC he spent two years in Toronto,
Canada and gained significant expenence of working with and adwvising a broad range
of companies in a variety of sectors, including multinaticnal main market and AlM listed
companies Before joining IGE, Mr Rasmussen was Director of Transaction Services
with PwC in Bristol and worked with [QE on two magor acquisitions dunng 2006 He
was apponted to the Board of IQE Plc In March 2007 and appointed as Company
Secretary in January 2009

Dr Howard Willlams (61)
Chief Operations Officer

Dr Howard Willams has held a number of positions within both manufacturing and
service Industry sectors, with roles ranging from Engineenng Management to General
Management He was a member of the founding team of EPI in 1988 (which became
IQE in 1999) and was appoinied Operations Diector for EP1in 1996 He was
appointed General Manager of IQE Inc in 2002 and General Manager of IQE {Europe)
Limited in 2003 He was subsequently appoinied Chef Operations Officer in 2004 and
was apponted to the Board of IQE Plc as Operations Director in December 2004
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Dr Godfrey H H Ainsworth FCA (60)

Chairman, Non-Executive Director, Chairman of the Audit Committee

Following a Ph D at Cardiff University, Dr Godfrey Ainsworth qualiied as a Chartered
Accountant and was employed by Coopers & Lybrand before becoming an audit
partner and then corporate finance partner with Spicer & Oppenheim He founded
Gambit Corporate Finance n 1992, a practice specialising n the provision of corporate
finance services where he was Managing Partner until his retirement from the firm in
Novernber 2009 He has held several Non-Executive Directorship appointments,
Including assignments for 31 plc, The Business Growth Fund and the Welsh
Development Agency He has provided advice to IQE (formerly EPI) since its inception
and was appointed to the Board in 1987 He was appointed te the Board of IQE Pl in
Apnl 1999, and was appointed chairman in February 2002

Current directorships Omniport Holdings Limited, Seren Photorics Lirmited, Cardiff
Partnership Fund

Professor Simon J Gibson OBE (53)

Non-Executive Director, Chairman of the Remuneration Commuttee

Professor Simon Gibson s Chief Executive of Wesley Clover Corporation Wesley
Clover 1s an invaestment vehicle and holding company He has broad management
expenance In high-technology industries in both North Amernca and Europe Before
Jjoinng Wesley Clover, he was co-founder, President and CEC of Ubiquity Software
Corporation Ubiquity was acquired by Avaya Inc in 2007 Pror to Ubiquity he held
senior management roles at Newbndge Networks and Mitel

-

He 15 the Chairman and founder of the Alacnty Foundaticn, a graduate
entrepreneurship program which operates in the UK and Canada The Foundation
provides young people with post graduate education, oppertunity algnment and
access to capital, with the objective of creating new companies He was appointed to
the Board of IQE in January 2002

Current Directorships  Wesley Clover Wales Limited, Celtic Manor Resort Limited,
Alacnty Foundation

br David Grant CBE (68)

Senior Independent Director

Dr Dawid Grant has a background in engineenng and technology and was appointed to
the Board of IQE Plc in September 2012 He was Vice- Chancellor of Cardiff University
from 2001 10 2012 Previcusly he held leadership positions in a number of international
businesses including United Technologies Corp , Dowty Group plc and GEC plc He
has been a Vice-President of the IET, and was a Vice-President of the Royal Academy
of Engineenng from 2007 to 2012 He was awarded the IEE’s Mensforth Gold Medal in
1996 and in 1997 he was made a CBE for his contribution 1o the UK's Foresight
Programme He has a PhD in Engineenng Science from the University of Durham

Current directorships Renishaw plc, DSTI, STEMNET, INNOVATE UK, NPL
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Directors’ report

The directors present their annual report and the audited
consolidated financial statemenits for the year ended
31 December 2015

Activities

The principal activity of the group duning the year was the
development, manufacture and sale of advanced
semiconductor matenals The prnincipal actmity of the
company Is that of a holding company for the group, the
provision of services to subsidiary companies, and the
research, development and provision of engineenng
consultancy services to the compound sermiconductor
iIndustry

Business review

A review of the group's trading durning the year and its
position at the year end 18 provided on pages 20 to 29
The review includes key performance indicators as
detailled in the Five Year Financial Summary The pnncipal
nsks and uncertanties facing the group are set out on
page 33 to 36 The future outlook for the Group 15 set
out on page 29

Dividends

The directors do not recommend the payment of a
dividend (2014 Eni)

Dwectors

The directors in office at 31 December 2015 and
throughout the year and ther beneficial interests in the
company’s Issued ordinary share capital and share
options are set cut in the remuneration report on page
42 10 46

Substantial interests in shares

As at 29 February 2016, the company had been
notified pursuant to the Companies Act of the
following substantial interests in the shares of the
company as defined by the Listing Rules in addition to
those disclosed for the directors

T Rowe Price International 10 68%
AXA Investment Mgrs 879%
Milton Asset Mgt 6 08%
Mr Richard | Griffiths 538%
Herald Investment Mgt 522%
Hargreaves Lansdown Asset Mgt 491%
Barclays Wealth 483%
Santam Four Investments UK 4 38%
TD Drrect Investing 3 40%
MA&G Investment Mgt 3IN%

shareholder analysts by Equinitt

Research and development

The group incurred costs In respect of research and
development during the year of £5,117,000 (2014
£5,665,000) of which £4,879,000 (2014 £4,957,000)
has been capitalised in accordance with 1AS 38
(“Intangible assets”™) The remaning research and
development costs totaling £138,000 (2014 £698,000)
have been charged to the mcome statement

Payment terms

The group seeks to agree favourable credit terms with its
suppliers where possible, and adhere to the agreed
terms The group's average number of days’ purchases
outstanding n respect of trade creditors at 31 December
2015 was 51 days (2014 74 days)

Employment policies

It 1s the group’s policy that there should be no
discriminatron In considerng apphcations for employment
including those from disabled persons  All emptoyees,
including the disabled, are given equal cpportunities in
terms of career development and promotion

Appropnate training 1s arranged for disabled persons,
including retraining for aiternative work of employees who
become disabled, to promote therr career development
withun the organisation

The group remains committed to its policy of keeping
employees fully informed about all matters which
concern them Formal communications are used to
achieve this objective, Including intranet, e-mail, notice
board announcements and “Town Hall” mestings
Employee involvement takes different forms in each
subsidiary, ranging from formal committee meetings to
less formal discussion groups Schemes have been
implemented to ensure that employees are properly
rewarded for performance and loyalty

Going concern

The directors, after making enguiries, and considering
financial forecast to enable them to consider the future
prospects of the Group and have a reascnable
expectation that it wil have adequate resources 10
continue operating for the foreseeable future and
therefore the going concern basis has been adopted n
preparng these financial staternents
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Principal nsks and uncertainties

Details of the principal nsks and uncertainties impacting
the group have been included in the strategic report on
pages 33 - 36

Treasury

IQE operates a central treasury function which acts in
accordance with specific board policies Speculative
transactions are not permiited The significant treasury
policies refating o interest rates, foreign currency and

hguichity are detalled in note 19
Statement of directors’ responsibilities

The directors are responsible for preparing the Annual
Report and the financial statements in accordance with
applicable law and regulations

Company law requires the directors to prepare financial
statements for each financial year Under that law the
directors have prepared the group and parent company
financial statements In accordance with International
Financial Reporting Standards (IFRSs) as adopted by the
European Unicn Under company law the directors must
not approve the financial statements unless they are
sabisfied that they give a true and farr view ©f the state of
affarrs of the group and the company and of the profit or
loss of the group and company for that perod

In preparing these financial staiements, the directors are
required to

4 select suitable accounting policies and then apply
them consistently,

4 make jJudgements and accounting estimates that are
reasonable and prudent,

4 state whether applicable IFRSs as adopted by the
European Union have been followed, subject to any
matenal departures disclosed and explaned in the
financial statements,

€ prepare the financial statements on the going
concern basis unless it Is inappropriate to presume
that the company will continue n business

The directors are responsible for keeping adequate
accounting records that are sufficient to show and
explain the company’s transactions and disclose with
reasonable accuracy at any time the financial position of
the company and the group and enable them to ensure
that the financiat statements and the Directors’
Remuneration Report comply with the Companies Act
2006 They are also responsible for safeguarding the
assets of the company and the group and hence for
taking reasonable steps for the prevention and detection
of fraud and other irregulanties

The directors are responsible for the maintenance and
integrity of the group’s website, www gep com
Legislation in the United Kingdom governing the
preparation and dissemination of financial statements
may differ from legislation in other junsdictions

Provision of information to auditors

So far as the directors are aware, there 18 no relevant
audit information of which the company’s auditors are
unaware The directors have taken all the steps that
ought to have been taken as directors in order to make
themselves aware of any relevant audit information and
to establish that the company’s auditors are aware of
that information

Independent Auditors

A resolution to reappoint PricewaterhouseCoopers LLP
will be propesed at the forthcoming Annual General
Meeting

Approved by the Board of Directors and signed on behalf
by

oo

P J Rasmussen
Finance Director & Company Secretary
22 March 2016
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Remuneration report

Introduction

This report has been prepared applying the principies of
the disclosures required for quoted cempanies under the
Companies Act 2008 which were last amended in 2013
to ntroduce enhanced statutory requirements for the
disclosure of directors’ remuneration Although not
required to, the directors have decided to provide some
of the directors’ remuneration disclosures similar 1o those
that would be required of a fully listed company  In
particular, the Remuneration Report describes how the
Board has applied the principles of good governance
relating to directors’ remuneration adopting the soint of
the UK Corparate Governance guidance A resolution to
approve the report will be proposed at the forthcerming
Annual General Meeting of the company

(a) Remuneration Cormrmittee

The Board considers itself ultimately responsible for the
framework and cost of executive remuneration, but has
delegated respensibility for determining the remuneration
lavels and conditions of service for executive directors
and senior executives to the remuneration committee
The commitiee's approach is fully consistent with the
company’s overall philosophy that all employees should
be competitively rewarded 1n order to attract and retain
therr valued skills in the business, as well as supporting
corporate strategy by directly aligning execuive
management with the company’s strategic business
goals

The remunaration committee 1s comprnsed exclusively of
independent non-executive directors of the company
who have no personal financial interest, other than as
shareholders, In the matters to be dectded The
members of the committee throughout the year were Dr
G HH Answorth, Dr D Grant and 8 J Gibsen  The
Chairman of the committee 13 S J Gibson

The committee follows the principles of the UK Corporate
Governance guidance, and I1s responsible for determining
the company's policy on compensation of executive
directors and the basis of therr service agreements with
due regard to the interests of shareholders It aiso
approves the allocation of share options to employees

The committee operates under clear wntten terms of
reference and has access to and takes independent
professional advice as appropriate  The commitiee met

twice durnng 2015 to review the performance of the
executive directors and other senior executives, and set
the scale and structure of therr remuneration

{b) Remuneration policy

In establishing its remuneration palicy, the committee has
given consideration to Schedule B of the Best Practices
Provisions annexed to the Listing Rules of the Financial
Conduct Authonty The remuneration packages for
executive directors and senior executives, as determined
by the commitiee, are intended to attract and retan high
quality executives, induce loyalty and motivate them to
achieve a high level of corporate performance in ine with
the best interests of shareholders, while not being
excessive The remuneration of the executive directors
consists of annual salary, performance bonus, share
options, taxable benefits in kind and pension
contributions

There 15 an annual review at which the committee
approves the basic salary and profit shanng bonus
scheme for each executive director The committee
recemves Input from the Chief Executive regarding
recommended packages for executive directors and
SENIQr execuives

{c) Basic salary

Basic salary 1s determined by reference to ndvidual
responsibilities, performance and external market data

(d) Performance bonus

Bonus payments are linked to the executive directors
achieving internal annual pan targets in respect of
profitability and other non-financial perfermance critena
No bonuses were awarded to the directors in respect of
2015

(e} Taxable benefits in kind

The company reimbursed all fuet and maintenance costs
in respect of the executive directors’ private cars, and
these costs are treated as taxable benefits n kind  Other
taxable benefits compnise medical health and life
INsurance
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(7} Share incentive schemes

The company operates a number of share incentive
schemes The IQE Plc Share Option Scheme, as
adopted on 26 May 2000 and amended by shareholders
at the company's Annual General Meeting on 17 May
2002, allows the company to grant options over up io
15% of the 1ssued share capital and those options are
subject to performance conditions

Dunng the year, the committee approved the grant of
540,000 share options to staff (2014 7,095,762 share
optons) During 2015, No share options were awarded
to Directors in either 2014 or 2015

Option price

Share options of nil cost to 10p/option

Share options In excess of 10p/option to 20p/option
Share options In excess of 20p/option to 30p/option
Share options In excess of 30p/option

Total

(g) Pension arrangements

The executive directors are members of the group
defined contrbution pension schemes and their pension
contnbutions are based on a percentage of basic annual
salary Their dependants are ehgible for the payment of a
lump sum in the event of death in service  There have
been no changes in the terms of directors’ pension
entittements dunng 2015, and there were no unfunded
pension promises or similar arrangements for directors at
31 December 2015

(h) Executive Directors’ service contracts

It 15 the company's policy to appont executive directors
under service agreements which are terminable by either
party gmng between six and twelve months' notice
Each of the agreements contain post-termination
restrictive covenants, which place imitations on
sohcitation of customers and employees of the group
and on acting m competition with the business of the
group There are no predetermined provisions for

On 7th January 2016 the Directors were awarded
17,625,562 deferred shares under the Company’s Long
Term Incentive Plan (“LTIP”) based on externat
benchmarking

As at 31 December 2015, 45,532,098 share options
{2014 50,536,520 share options) granted under the IQE
Plc Share Option Scheme reman outstanding with
exercise prices ranging from nit cost to 50p/option (2014
nil cost to 86p/option} No share opiions were exercised
by directors dunng the year (2014 8,541,823 share
options) None of the directors’ share options lapsed
dunng the year (2014 i) The numbers and prices of
share options at 31 December 2015 and 31 December
2014 were as shown in the table below

2015 2014

No of options No of options
14,821,836 16,364,700
25,062,958 28,272,562
4,384,014 4,335,000
1,263,290 1,564,258
45,532,098 50,536,520

compensation on termination within executive directors'
service agreemenis  However, the company is against
rewards for falure and believes that severance
arrangements should be restncted to basic pay and
conseguential payments such as earned bonus In
circumstances where there 1s no conflict of interest, the
company allows executive directors to serve as non-
executive directors elsewhere In such crcumstances the
remuneration received Is retained by the director

(i Non-Executive Directors” contracts

The non-executive directors have entered into service
agreements with the company, and these are terminable
by either party on three months' nottce  Non-executive
directors have specific terms of engagement, and therr
fees are determined by the Board within the imits set by
the company’s Articles of Association  Non-executive
directors do not take part in discussions on their own
remuneration  There were no changes (0 non-executive
remuneration during 2015
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Dr G H H Ainsworth service fees of £125,000 {2014
£125,000) In 2015 these fees were paid in cash to
Horton Corporate Finance In 2014 these fees were pad
via a combination of cash and shares to Horion
Corporate Finance Dr G H H Ainsworth 1 a managing
partner of Horton Corporate Finance VAT was charged
on the invoices from Horten Corporate Finance and this
was recovered by the company The cash element was
£125,000 (2014 £95,000) The shares issued n refation
to 2014 remuneration were to a value of £30,000 in the
form of 105,340 new ordinary shares of 1p Issued during
2014 and 46,816 new ordinary shares 1ssued In January
2015

S J Gibson service fees of £50,000 (2014 £46,250) were
paid in cash Of these fees £8,000 (2014 £8,000) was
paid te 8 J Gibson and £42,000 (2014 £38,250), was
pad to Fishstone Limited S J Gibson 1s a shareholder in
Fishstone Limited VAT was charged on the nvoices from

Fishstone Limited and this was recovered by the
company

Dr D Grant service fees of £50,000 (2014 £486,250) were
paid in cash

The non-executive directors receve no other pay or
benefits, do not participate in the company's share
schemes, and are not eligible for pension scheme
membership Neither had any share options in the
company at 31 December 2015 and it 15 not intended
that share options will be 1ssued to them 1n the future in
accordance with Best Practice Guidelines 1ssued by the
Association of British Insurers

(i} Share price performance

The IQE plc share price has been compared with the AIM
market all-share ndex for the four year period 2012 to
2015 as this was considered to be the most
representative market group

Share price performance {IQE vs AiM)

35p

30p

25p

20p

i5p

10p

2013

2012

2014 2015
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(k) Directors’ interests in ordinary shares of IQE Plc - (audited)

The interests in ordinary shares of IQE Plc of those directors holding office at 3t December 2015 were as follows

¢

As at
Name of director 1 January 2015
Executive
Dr A W Nelson 35,259,218
BrH R Will:ams 4 292,965
P J Rasmussen 3,473,357
Non-Executive
Dr G H H Ainsworth 3,227,339
S J Gibson 301,855
Dr D Grant 215,000
Tota) 46,769,734

As at

31 December 2015

35,259,218
4,292,965
3,473,357

3,274,155
301,855
215,000

46,816,550

On 7th January 2016 the directors were awarded deferred shares under the Company’s LTIF, see page 43 There have
no other changes to the director's interests between the year end and the date the accounts were 1ssued

() Aggregate directors’ remuneration - (audited)

The total amounts paid for directors’ remuneration durng 2015 were as follows

Basic salanes
Bonuses
Non-executive fees
Subtotal salaries and fees
) Car allowance
Benefits in kind
Money purchase pension contributions

Total

{m) Directors’ emoluments - (audited)

The aggregate emoluments paid to each director dunng 2015 were as follows

Salary Car Benefits

fees and bonuses Allowance in kind

Name of director £°000 £'000 £'000
Executive

Dr A W Nelson 480 66 7

Dr H R Willams 322 44 1

P J Rasmussen 322 44 7

Non-Executive

Dr G H H Amnsworth
S Jd Gibson

Dr D Grant

Total

Pensions
£'000

28
28

225
1,349
154
15

56

1,574

2015
Total
£'000

2014
£000

858

217
1,075
107
21
56

1,259

2014
Total
£°000

421
305
316

125
46
46

1,259
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{n} Directors’ interests in share options of IQE Plc - (audited)

The interests In share options in IQE Plc of those directors who held office at 31 December 2015 were as follows

MName of director

Executive

' Dr AW Nelson

Dr H R Williams

. PJd Rasmussen

3

L

Non-Executive

Dr G H H Ainsworth
S.J Gibson
Dr D Grant

Total

Name of director

Executive
Dr A W Nelson
Dr H R Williams

P J Rasmussen

Non-Executive

Dr G H H Ainsworth

:

5. Gibson
Dr D Grant

Total

As at
1 January 2015

3,145,433
3,269,715
2,391,252

8,806,400

As at
1 January 2014

7,946,186
5,140,250
4,261,787

17,348,223

Options
granted

Options
granted

Options
exercised

Options
exercised

(4.800,753)
{1,870,535)
(1,870,535)

(8,541,823}

Options
Cancelted

Options
Cancelled

As at
31 December
2015

3,145,433
3,268,715
2,391,252

8,806,400

As at
31 December
2014

3,145,433
3,260,715
2,391,252

8,806,400

The directors do not hold shares or share options in any group company other than IQE plc

The highest and lowest mid-market share prices in
respect of the shares of IQE Plc durnng 2015 were
26 75p/share and 17 25p/share respectively {2014

27 50p /share and 12 50p/share respectively) The mid-
market price of IQE plc shares closed at 17 50p/share as
at 31 December 2015 (2014 17 75p/share)

In aggregate, the executive directors made a gain of £t
(2014 £1,058,584) on the exercise of share options

duning the year The majonty of these shares were

retained by the executive directors Those sold were sold
in order to satisfy the option price and tax ansing on the
exercise The shares retained are included in the closing
totals shown on page 45 Dr Nelson made a gain of £nit
(2014 £581,594) as part of these exercises

Approval

This report was approved by the Board of Directors on 22

Date(s) from
which exercisable

1 Jan 2014 10 1 Jan 2017
1 Jan 2014 10 1 Jan 2017
1 Jan 2014 o 1 Jan 2007

Date(s) from
which exercisable

1 Jan 2014 to 1 Jan 2037
1 Jan 2014 to 1 Jan 2017
1 Jan 2014 to 1 Jan 2017

March 2016 and signed on its behalf by

S J Gibson, OBE
Remuneration Committee Chairman
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Although not required to, the directors have decided to

provide corporate governance disclosures similar to
those that would be required of a fully isted company

The Board recogruses that it 1s accountable o the
group’s sharehaolders for the standard of governance and
therefore seeks to mantain hugh standards in its
management of the affarrs of the Group, seeing it as a
fundamental part of discharging its stewardship
responsibiities  Accordingly, both the Board and the
audit committee continue to keep under review the
Group's whole system of internal control, which
comprises not only financial controls but alsc operaticnal
controls, compliance and risk managerment

Throughout the year ended 31 December 2015, the
company has continued to apply the principles of best
practice governance adopting the spint of the UK
Corporate Governance guidance

The Board of Directors

The management of the group s directed by the Board
of directors, which 18 responsible for ensuring the
development and implementation of the group’s overall
strategy The Board of directors compnses the non-
executive Chairman Dr G H H Ainsworth, the Chief
Executive Dr A W Nelson, two executive directors and
two non-executive directors  There 15 a clear division of
responsibility between the non-executive Charrman, who
Is responsible for the running of the Beard, and the Chief
Executive, who 1s responsible for the running of the
group in accordance with the authonty delegated by the
Board This ensures that there is a bafance of power and
authonty such that no one indwidual has unfettered
powers of decision

The fees of the non-executive directors are paid in cash
and or shares The Board considers that the non-
executive directors are independent of managemeni and
free from any business or other relatonship which could
matenally interfere with the exercise of ther independent
judgement The terms and conditions of appointment of
the non-executive directors are avallable for inspection
upon request to the Company Secretary

Corporate governance report

Dr Dawd Grant ts recognised as the senior independent
non-executive director to whom concerns by stafi of any
suspected impropriety can be conveyed in private and
nvestigated as required by the Code of Best Practice

Under the Company’s Articles of Assoclation each of the
directors 1s required ordinanly to retire by rotation once
every three years

The Board held regular meetings during the year The
Board has a formal schedule of matters referred to it for
decision, which includes the approval of intenm and
annual results, the annual budget, acquisitions and
disposals, major tems of capital expenditure, share
capital 1ssues, governance issues and executive
appointments The Board 1s provided with approprnate
strategic and financial information pnor to each meeting
together with monthly reports to enable tt to monitor the
performance of the group  The Chuief Executive reviews
the performance of the executive directors on an annual
basis

All drrectors have direct access to the adwvice and
services of the Company Secretary who 1s responsible
for ensuring that Board procedures are followed, and are
allowed to take ndependent professional advice if
necessary at the company’s expense

Board committees

The Board has delegated specific responsibilities to the
following committees

{(a) Executive Commuittee

The executive committee congists of the executive
directors under the charmanstup of Dr A W Nelson and
Is responsible for the development of strategy, annual
budgets and operating plans inked to the management
and control of the day-to-day cperations of the group
The executive committee 1s also responsible for
monitoring key research and development programmes
and for ensunng that the Board policies are carmed out
on a group-wide basis
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{b) Auchit Commuittee

The audit committee consists of the non-executive
directors, Dr G H H Answorth, S J Gibson and Dr D
Grant The committee meets at least twice a year under
the charmanship of Or G H H Ainsworth

The audit committee has specific wntten terms of
reference which deal with itg authonty and responsibilities
and these are availlable for nspection upon request to
the Company Secretary  Its duties include monitoring
internal controls throughout the group, approving the
group’s accounting polcies, and reviewing the group's
interm results and full year financial statements before
subrmigsion to the full Board The audit committee also
reviews and approves the scope and content of the
group’s annual nsk assessment programme and the
annual audit, and meniters the independence of the
external audrors

The Group has an Internal Audit function, wiith a scope of
evaluating and testing the group’s financial control
procedures The Internal Audit function repoerts directly to
the chairman of the audit commuitiee, and laises with the
external auditors as appropriate

The Finance Drirector, other financial management and
the external auditors attend meetings of the audit
committeg by invitation  The committee also holds
separate meetings with the external audttors, as
approprate

Number of meetings held in 2015

Number of meetings attended in 2015
Executive

Dr A W Nelson

P J Rasmussen

Dr H R Wilhams

Non-executive
Dr G H H Ainsworth
S J Gibson

Dr D Grant

(c) Remuneration and Nominations Committees

The remuneration committee consists of three non-
executive directors, S J Gibson, OrD Grant and Dr G H
H Ainsworth The committee meets at least twice a year
under the charmanshup of S J Gibson The Chief
Executive attends meetings of the remuneration
committee by invitation to respond to questions raised by
the committee, but he 1s excluded from any matter
concerning the detals of his own remuneration

The remuneration commuttee has specific terms of
reference which deal with its authority and duties and
these are avalable for inspection upon request to the
Company Secretary The remuneration committee 1S
responsible for setting salanes, incentives and other
benefit arrangements of executive directors and senior
executives and overseeing the group’s employee share
schemes The group's policy on directors’ remuneration
has been in ine with the Code provisions throughout the
year, full detalls of which are given in the remuneration
report Members of the remuneration commuttee do not
participate in decisions concerning their own
remuneration

The Board has not established a separate nominations
committee and has delegated responsibility for
nominations to the remuneration committee  There are
currently no plans for further appantments to the Board

Attendance at meetings

The number of meetings held during 2015 by the Board,
the audit committee and the remuneration committee are
as shown below The number of meetings attended by
the executive and non-executive cirectors 1s also shown
below

Audit Remuneration

Board Comemuttee Committee
8 4 2

8 n/a 2

8 4 n‘a

8 n/a n/a

8 4 2

8 4 2

7 4 2
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Internal control

The Board acknowledges its responsitility for the group's
system of internal control, the effectiveness of which has
been reviewed by the audit committee dunng the year
and reported on to the Board The review has taken
account of any matenal developments up io the date of
the signing of the financial statements

The processes to identify and manage key risks to the
success of the group are an integral part of the internal
control environment Such processes are on-going, are
regularty reviewed and improved as necessary, and are In
accordance with the internal control guidelines for
directors They include strategic planning, the
appontment of senior executives, the monitoring on a
regular basis of performance, control of capital
expenditure and sigruficant revenue investment, and the
setting of hugh standards for health, safety and
environmental performance These processes have been
In place throughout the financial year and up to the date
of approval of the financial statements

The effectiveness of the control systems and procedures
18 monitored regutarly through management self-
assessment and review by internal audit  In addition,
recognition 1s given to the external audit indings, which
inform the audit commitiee’s views of areas of increased
sk

The system of internal control comprises those controls
establshed in order to provide assurance that the assets
of the group are safeguarded aganst unauthorised use
or dispesal and to ensure the maintenance of proper
accounting records and the reliability of financial
information used within the business or for publication
Any system of internal contro! can only provide
reasonable, but not absolute, assurance against material
misstaternent or loss, as it 1s designed to manage rather
than to eliminate the nsk of faiing to achieve the business
objectives of the group

The key procedures that the directors have established

with a view to providing effective internal control are as
follows

4 a clearly defined organisational structure and hmits of
authonty,

+ corporate policies and procedures for financial
reporting and control, project appraisal, human
resources, quahty control, health and safety,
information secunty and corporate governance,

+ the preparation of annual budgets and regular
forecasts which reguire approval from both the group
executive committee and the Board,

4 the monitonng of performance against budget and
forecasts and the reporting of any varances in a
timely manner to the Board,

* regular review and self-assessment of the risks to
which the group ts exposed, taking steps to monitor
and mitigate these wherever possible including,
where appropnate, taking out insurance cover, and

¢ approval by the audit commitiee of audit plans and,
on behalf of the Board, receipt of reports on the
group’s accounting and financial reporting practices
and its internal controls together with reparts from the
external auditors as part of their normal audit work

# annternal audit function, which 1s mandated to
evaluate and test the Group's financial control
procedures, reporting directly to the chairman of the
audit committee

Shareholder relations

The Chief Executive and the Finance Director meet on a
regular basis with representatives of institutional
shareholders to discuss therr views and to ensure that
the strategies and objectives of the group are well
understood The Chief Executive keeps the Board fully
infarmed of the views of institutional sharehclders
Issues discussed with institutional shareholders include
the group’s performance and the impact of any major
transactions The Charman has met with indmvdual
shareholders on an ad hoc basis

The company also has a manager responsible for
investor relations and operates a web site, which
provides details of the group’s faciities and products and
includes a separate investor refations section on which
financial data and other significant announcements are
published The web site can be found at www igep com
The group’s annual report and financial statements,
intenm reports and other documentation 1s available
online and by mail where reguested
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The Annual General Meeting allows shareholders to raise
questions with the Board, although shareholder enquines
and questions are also addressed throughout the year In
accordance with the recommendation of the Hampel
Code, the company will adwvise shareholders attending
the Annual General Meeting of the number of proxy votes
lodged for each resolution in the categortes ‘For’ and
‘Against’, together with the numbers ‘at the Charman’s
discretion’ and abstenticns  These will be advised after
the resalutions have been dealt wath on a show of hands

Audit and related services

The Board 1s aware of the importance of mantaning the
independence of the group audrtors, and does not
contract for additional services from them which would
compromise their audit ndependence Additienal
services are also subject to appropriate market testing

The Audit Committee keeps under review the nature and
extent of audit and non-audit services provided o the
group by the auditors in accordance with a policy which
it established in 2004 Under this policy, the award to
the group’s auditors of audit-related services, tax
consulting services or other non-audit related services mn
excess of £10,000 must first be approved by the
Chairman of the Audit Committee In addition, the
group's auditors will be required to make a formal report
to the Audit Committee annually on the safeguards that
are in place to mantan ther independence and the
internal safeguards in place to ensure ther objectivity

The nature of the services provided by the auditors and
the amounts paid to them {audited) are as detalled
below

Total Total
2015 2014
£000 £'000
PricewaterhouseCoopers LLP {group auditors)
Fees payable to company's auditor and its associates for the audit of parent company and consoldated 19 19
financial statements
Fees payable to company's auditor and (ts associates for other services
- The audit of company's subsidianes B8 94
- Audit-related assurance services 11 12
- Financial due diligence service - 3
- Tax adwisory 8 -
- Tax compliance service 5 -
Total PricewaterhouseCoopers LLP (group auditors) 131 128
Ernst and Young (auditors of MBE Technology Pte Limited)
- Substdiary company's audit 6 16
- Tax services 4 3
Total Ernst and Young (auditors of MBE Technology Pte Limrted) 10 19
Tota! 141 147
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Independent auditors’ report to the members of IQE plc

Report on the financial statements
Our opirtion
In our opinion

< IQE plc's group financial statements and parent
company financial statements (the “financial
statements”) give a true and fair view of the state of
the group's and of the parent company’s affars as at
31 December 2015 and of the group’s profit and the
group’s and the parent company's cash flows for the
year then ended,

+ the group financial statements have been properly
prepared in accordance with Internationat Financial
Reporting Standards (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 appled in
accordance with the prowvisions of the Companies Act
2006, and

# the financial staterments have been prepared in
accordance with the requirements of the Companies
Act 2006

What we have audited

The financial statements, included within the Financial
Report and Annual Accounts (the “Annual Report”),
comprise

+ the consolidated and parent company balance sheets
as at 31 December 2015,

+ the consoldated income staterment and statement of
comprehensive income for the year then ended,

+ the consolidated and parent company cash flow
statements for the year then ended,

+ the consolidated and parent company statement of
changes i equity for the year then ended, and

+ the notes to the ifinanciat statements, which include a
summary of sigruficant accounting policies and other
explanatory information

Certain required disclosures have been presented
elsewhers in the Annual Report, rather than in the notes
to the financial statements These are cross-referenced
irom the financial statements and are identified as
audited

The financial reporting framework that has been applied
in the preparation of the financial statements 1s IFRSs as
adopted by the Eurogean Union, and applicable law and,
as regards the parent company financial statements, as
applied In accerdance with the provisions of the
Companies Act 2006

In applying the financial reporting framework, the
directors have made a number of subjective judgements,
for example in respect of significant accounting
estimates In making such estimates, they have made
assumptions and considered future events

Opinion on other matter prescribed by the
Companies Act 2006

In our opinion, the Information given N the Strategic
report and the Directors’ report for the financial year for
which the financial statements are prepared 1s consistent
with the financial statements

Other matters on which we are requtred to
report by exception

Adequacy of accounting records and information
and explanations received

Under the Companies Act 2006 we are required to report

to you if, m our opINIcN

¢ we have not received all the information and
explanations we require for our audit, or

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

+ the parent company financial statements are not In
agreement with the accounting records and returns

We have no exceptions to report ansing from this

responsibility

Diwrectors’ remuneration
Under the Companies Act 2006 we are required to report
to you if, In our opinion, certain disclosures of directors’

remuneration specified by law are not made We have no
exceptions to report ansing from this responsibility
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Responsibilittes for the financial statements and
the audit
Our responsibilities and those of the directors

As explained more fully In the Statement of directors’
responsibilities set out on page 41, the directors are
responstble for the preparation of the financial statements
and for being satisfied that they give a true and far view

Our responsibility 15 t0 audit and express an opinion on
the financial statements In accordance with applicable
law and International Standards on Auditing (UK and
freland) #ISAs (UK & Ireland)”) Those standards require
us to comply with the Auditing Practices Board's Ethical
Standards for Auditors

Thus report, including the opinions, has been prepared for
and only for the parent company’s members as a body In
accordance with Chapter 3 of Part 16 of the Companies
Act 2006 and for no other purpose We do not, n giving
these opinions, accept or assume responsibility for any
other purpase or to any other person to whom this report
IS shown or Into whose hands it may come save where
expressly agreed by our prior consent in writing

What an audst of financial statements involves
We conducted our audit in accordance with ISAs (UK &
Ireland) 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 ncludes an assessment of
+ whether the accounting policies are approprate 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

We primartty focus our work in these areas by assessing
the directors’ judgements against avalable evidence,
forming our own judgemenis, and evaluating the
disclosures i the financial statements

We test and examine information, using sampling and
other auditing technigues, to the extent we consider
necessary to provide a reasonable basis for us to draw
conclusions We obtain audit evidence through testing
the effectiveness of controls, substantive procedures or a
combination of both

In addition, we read all the financial and non-financiat
information in the Annual Report to identify matenal
inconsistencies with the audited financial statements and
to identify any information that i1s apparently matenally
incorrect based on, or matenally nconsistent with, the
knowledge acquired by us in the course of performing
the audit If we become aware of any apparent matenal
misstaterments or inconsistencles we consider the
implications for our report

Tt

Colin Bates {Senior Statutory Auditor}

for and on behalf of PncewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
Cardiff

March 2016
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Consolidated income statement

Consolidated income statement for the year ended 31 December 2015

2015 2014
Note £'000 £°000
Revenue 3 114,024 112,011
Cost of sales (83,372) (86,015)
Gross profit 30,652 25,996
Other income and expenses 4 779 {1,726}
Selling, general and administrative expenses (15,452) {17,103)
Profit on disposal of property, plant and equipment 4 5,187 -
Operating profit 5 21,166 7,167
Fmnancecosts _ ___(1.790) (1.924)
i Adjusted profit before tax 17,574 16,189 |
' Adjustments s a2 (10,246) |
Profit before tax 19,376 5,243
Taxation 8 773 {3,247)
Profit for the year 20,149 1,996
Profit attnbutable to
Equity shareholders 19,864 1,632
Non-controlling interest 285 364
20,149 1,996
Bastc earnings per share 10 300p 025p
Diluted earmings per share 10 290p 024p

Adjusted basic and diluted earnings per share Is presented in note 10
The notes on pages 60 to 95 form part of these financial staterments

Al iterns included in the profit for the year relate to continuing operations

Consolidated statement of comprehensive income for the year ended 31 December 2015

2015 2014
£°000 £°000
Profit for the year 20,149 1,996
Currency translation differences on foreign currency net investments® 3,165 5,192
Total comprehensive income for the year 23,314 7,188
“This may be subsequently reclassified to profit or loss
Total comprehensive income attnbutable to
Equity shareholders 23,000 6,822
Non-controlling interest 314 366
23,314 7,188
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Consolidated balance sheet

Consacolidated balance sheet as at 31 December 2015

Non-current assets
Intangible assets
Property, ptant and equipment

Deferred tax assets

Financial Assets

Total non-current assets

Current assets

Inventones

Trade and other receivables

Cash and cash equivalents

Total current assets

Total assets

Current habilities

Borrowings

Trade and other payables

Provisions for other liabilites and charges
Total current habilities

Non-current habihies

Borrowings

Other payables

Provisions for other labilities and charges
Total non-current habilities

Total habiities

Net assets

Note

Equity attributable to the shareholders of the parent

Share capttal
Share premium
Retamned earnings

Other reserves

Non-controlling interest

Total equity

"
12

15

14
15

17
16
18

17
16
18

20

2015
£'000

86,843
65,154
14,210
8,000
174,207

21,215
23,050
4,644
48,909
223,116

(3,.241)
{43,693}
(1,116}
{48,050)

(24,626}
(484)
(2,922)
(28,032}
{76,082}
147,034

6,655
49,600
70,200
18,146

144,601

2,433

147,034

2014
£000

82,079
66,588
12,332

160,999

18,276
24,463
5,584
48,323
200,322

(14,720)
(30,396)

(1,551)
{46,667)

(22,115)
(15,431)

(3,934)
{41,480)
(88,147)
121,175

6,603
49,108
50,336
13,009

119,056

2,119

121,175

The notes on pages 60 to 95 form part of these financal statements These financial statements were approved by the

[ dgn

Dr A W Nelson

Board of Directors on 22 March 2016

Signed on behalf of the Board of Directors

P J Rasmussen
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Consolidated statement of changes in equity

Consolidated statement of changes in equity for the year ended 31 December 2015

Exchange Non-
Share Retained rate Other controlling Total
Share capital premum earnings reserve reserves interests equity
£'000 £'000 £'000 £'000 £'000 £'000 £'000
Balance at 1 January 2015 6,603 49,108 50,336 4,789 8,220 2,119 121,175
Comprehensive Income
Profit for the year - - 19,864 - - 285 20,149
Foreign exchange - - - 3,136 - 29 3,165
Total comprehensive income - - 19,864 3,136 - 314 23,314
Transactions with owners
Share based payments - - - - 2,001 - 2,001
Issues of ordinary shares 52 492 - - - - 544
Total transactions with owners 52 492 - - 2,001 - 2,545
Balance at 31 December 2015 6,655 49,600 70,200 7,925 10,221 2,433 147,034
Exchange Non-
Share Retained rate Other controlling Total
Share capital premum earnings reserve reserves interests equity
£'000 £°000 £°000 £'000 £'000 £'000 £'000
Balance at 1 January 2014 6,475 48,958 48,704 (401) 6,762 1,753 112,251
Comprehensive Income
Profit for the year - - 1,632 - - 364 1,996
Foreign exchange - - - 5,190 - 2 5,192
Total comprehensive income - - 1,632 5,190 - 366 7,188
Transactions with owners
Share based payments - - . - 1,458 - 1,458
Issues of ordinary shares 128 150 - - 278
Total transactions with owners 128 150 - - 1,458 - 1,736
Balance at 31 December 2014 6,603 49,108 50,336 4,789 8,220 2,119 121,175

The notes on pages 60 to 95 form part of these financial statementis
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Consolidated cash flow statement

Consolidated cash flow statement for the year ended 31 December 2015

2015 2014
Note £°000 £'000

Cash flows from operating activities

19,614

Adjusted cash inflow from operattons 22,575

' Cash impact of adjustments (1,604) {4.753)
Cash inflow from operations 23 20,971 14,861
Net interest paid {1,403) {(1,428)
income tax (paid) / received {459) 1,258
Net cash generated from operating activities 19,109 14,691
Cash flows from investing activities
Capitalised development expenditure (4,979) (4,957)
Investment in other intangible fixed assets (1,198) {1.291)
Purchase of property, plant and equpment (3,825) {3,178)
Net cash used in nvesting activities (10,002) {9,426)
Cash flows from financing activities
Issues of ordinary share capital 544 278
Repayment of borrowings 24 (15,109} (4,680}
Increase in borrowings 24 4,349 1,305
Net cash used in financing activities (10,216} (3,097)
Net (decrease)/increase in cash and cash equivalents {1,109} 2,168
Cash and cash equivalents at 1 January 25 5,584 3,258
Exchange gains on cash and cash equivalents 169 158
Cash and cash equivalents at 31 December 25 4,644 5,584

The notes on pages 60 to 95 form part of these financial statements
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Parent company balance sheet

Parent company balance sheet for the year ended 31 December 2015

2015 2014

Note £'000 £'000
Non-current assets.
Investments 13 29,070 28,430
Intangible assets 11 1,441 332
Property, plant and equipment 12 4 18
Total non-current assets 30,515 28,780
Current assets
Trade and other recevables 15 77,711 81,606
Cash and cash equivalents - 2,065
Total current assets 77,711 83,671
Total assets 108,226 112,451
Current habilities
Trade and other payables 16 {2,307} 2,753)
Borrowings 17 (3,546} (12,800)
Total current habilihies {5,853) (15,553)
Non-current iabilities
Trade and other payables 16 (484) (484)
Borrowings 17 (22,722) (19,673}
Total non-current habitities {23,206) {20,157}
Total habiities (29,059) {35,710)
Net assets 79,167 76,741
Shareholders’ equity
Share capital 20 6,655 6,603
Share prermum 49,600 49,108
Retatned earntngs 12,505 12,624
Other reserves 10,407 8,406
Total equity 79,167 76,741

The notes on pages 60 to 95 form part of these financial statements These financial statements were approved by the
Board of Directors on 22 March 2016

Signed on behalf of the Board of Directors Da/ksmﬂ@@ﬂ/ W /V Béﬂ/[/\

P J Rasmussen Dr A W Nelson
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Parent company statement of changes in equity

Parent company statement of changes in equity for the year ended 31 December 2015

Balance at 1 January 2015

Comprehensive expense
Loss for the year

Total comprehensive expense

Transactions with owners
Share based payments
Issues of ordinary shares

Total transactions with owners

Balance at 31 December 2015

Balance at 1 January 2014

Comprehensive expense
Loss for the year

Total comprehensive expense

Transactions with owners
Share based payments

Issues of ordinary shares

Total transactions with owners

Balance at 31 December 2014

Share capital
£000

6,603

52
52

6,655

Share capital
£'000

6,475

128
128

6,603

The notes on pages 60 to 95 form part of these financial statements

Share
premium
£'000

49,108

492
492

49,600

Share
premium
£'000

48,958

150
150

49,108

Retained
earnings
£'000

12,624

(119)
(119)

12,505

Retained
earnings
£'000

17,588

{4,964)
{4,964}

12,624

Other
reserves
£'000

8,406

2,001

2,001

10,407

Other
reserves
£'000

6,948

1,458

1,458

8,406

Total

equity
£'000

76,741

(119
(119)

2,001
544
2,545

79,167

Total

equity
£'000

79,969

{4,964)
(4,964)

1,458
278
1,736

76,741
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Parent company cash flow statement

Parent company cash flow statement for the year ended 31 December 2015

2015
Note £'000

Cash flows from operating activities
Cash inflow from operations 23 6,430
Interest paid (1,088)
Taxation -
Net cash generated from operating activities 5,342

Cash flows from investing activities
Investment in other equity investments 13 (25)
Investment in other intangibles 11 {104)
Purchase of property plant and equipment 12 2
Net cash used in investing activities {131}

Cash flows from financing activities
Issues of ordinary share capital 544
Repayment of borrowings {13,000)
Increase in borrowings 4,314
Net cash used in financing activities (8,142)
Net (decrease)/increase in cash and cash equivalents (2,931)
Cash and cash equivalents at 1 January 2,065
Cash and cash equivalents at 31 December 17 (866)

The notes on pages 60 to 95 form part of these financial statements

2014
£'000

4,152
(1,092)
86
3,146

(50}
{316)

{7)
(373)

278
(2,463)
1,305
(880}
1,803
172
2,065

Page 59




IQE PLC | REPORT AND ANNUAL ACCOUNTS 2015
Company No 3745726

Notes to the financial statements

1 - Significant accounting policies

The pnncipal accounting polictes adopted In the preparation of these financial statements are set out below These policies have been
consistently applied to all years presented

General Informatton

IQE plc Group’s prncipal actmty are set out on page 40 of the directors report The company 1s a public Iimited comipany, which 1s
listed on the Alternative Investment Market (AIM) and incorporated and domiciled in England and Wales The address of its registered
office 1s Pascal Close, St Mellons, Cardiff, CF3 OLW

Basis of preparation

This financial nformation has been prepared on a going concern basis under the historical cost convention except where far value
measurement Is required by IFRS, and in accordance with the Companies Act 2006 apphcable to companies reporting under IFRS,
International Financial Reporing Standards (*IFRS") as adopted by the European Union and IFRS IC interpretations  The application of
these standards and interpretations necessitates the use of estimates and judgements The main areas Involving estimates are set out
below in note 2

Changes in accounting policy and disclosures

{a) New standards, amendments and interpretations adopted by the group The following standards have been adopted by the group
for the first time for the financial year beginning on or after 1 January 2015 They do not matenally impact on the group resuits

* Annual improvements 2011 - 2013

{b) New standards, amendments and interpretations issued but not effective for the financial year beginning 1 January 2015 and not
early adopted

A number of new standards and amendments to standards and interpretations have been endorsed for annual penods beginning after
1 January 2015 (noted below), and have not been early adopted in prepanng these consolidated financial statements None of these
are expected to have a significant effect on the consclidated financial statements of the group

s Annual improvemnents 2014 (2012-2014 cycle)

* Amendment to IFRS 11, ‘Jont arrangements' on acquisition of an interest in a joint cperation
+ Amendments to 1AS 16, 'Property, plant and egupment’

+ Amendments to 1AS 27, 'Separate financial statemenis’ on the equity method

* Amendment to IAS 1, 'Presentation of financial statements' on the disclosure initiative

* Amendment to IFRS 10, 11 and 12 on transitien guidance

* Amendments to 1AS 32 and IFRS 7 Financtal instruments on asset and lability offsetting

* |AS 28 (revised}, ‘Investments in associates and joint ventures’

» IFRS 13, 'Far value measurement’

* Amendment to IAS 12,'Income taxes' on deferred tax

* Amendment to IAS 16, 'Property, plant and equipment’ and IAS 38, 'Intangible assets’, on depreciation and amortisation
« Amendment to IAS 36, 'Impaiment of assets' on recoverable amount disclosures

A number of new standards and amendments to standards and interpretations have been issued but are not yet endorsed for annual
penods beginning after 1 January 2015 (noted below), and have not been adopted in preparing these consoldated financial .
statements None of these are expected to have a significant effect on the consolidated financial statements of the group |

IFRS 15 Revenue from contracts with customers {effective for annual penods beginming on or after 1 January 2018) |
IFRS 8 Financial Instruments (effective for annual penods beginming on or after 1 January 2018)
Basis of consoldatton I

The consolidated financial statements incorporate the financiat statements of the company and its subsidiary undertakings
Subsidranes are all entities over which the Group has control The Group controls an entity when the Group 1s exposed to, or has nghis
to, varable returns from its involvement with the entity and has the ability to affect those returns through its power over the entity
Subsidianes are fully consolidated from the date on which control ss transferred to the Group and are de-conselidated from the date
that control ceases

Inter-company transactions, balances, income and expenses on transactions between group companies are ekminated Profits and
tosses resulting from intercompany transactions that are recognised in assets are also elminated Accounting policies of subsidiaries
have been changed where necessary 10 ensure consistency with the poticies adopted by the group
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Joimnt ventures

The group apples IFRS 11 to all joint arrangements Under IFRS 11 investments 1n joint arrangements are classified as either joint
operations or joint ventures depending on the contractual nghts and obligations each investor We have assessed the nature of our joint
arrangements and determined them to be joint veniures Joi veniures are accounted for using the equity method

Under the equity method of accounting, interests in joint ventures are initially recognised at cost and adjusted thereafter to recognise
the group’s share of the post-acquishon profits or losses and movements tin other comprehensive income When the group's share of
losses in a joint venture eguals or exceeds its Interests in the joint ventures (which includes any long term interests that, in subsiance,
form part of the group’s net iInvestment in the joint ventures), the group does not recognise further losses, uniess 1t has incurred
cbligations or made payments on behalf of the joint ventures

Unrealised gamns on transactions between the group and its joint ventures are eliminated to the extent of the group’s interest in the jont
ventures Unreahsed losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred
Accounting policies of the joint ventures have been changed where necessary {0 ensure consistency with the poticies adopted by the
group

Business combinations

The acquisition of subsidianes 1s accounted for using the purchase method The cost of an acquisition 1s measured at the farr value of
the consideration The acquired identifiable assets, Labilities and contingent abilities are recogrised at thewr far value at the date of
acquesition

Where the far values of contingent deferred consideration, assets and labiities acquired are initially recognised on a provisional basis,
these are reassessed dunng the 12 menth perod following the date of the business combination Adjustments to the farr values as at
the date of acquisriton within this ‘measurement pencd’ are recorded, with any net impact being added to or deducted from the
goodwill recognised Such adjustrments are recognised in both the current penod and restated comparaiive penod balance sheets as if
the final fair values had been used in the inial recognitien of the acquisition

Subsequent to the measurement peniod, any adjustments to the recorded fair value of contingent deferred consideration are taken
through the iIncome statement as an exceptional income or expense

The group recognises any non-controlling nterest on an acquisition-by-acquisition basis, either at far value or at the non-controling
interest’s proportionate share of the recognised amounts of acquiree's identfiable net assets

Acquisition related costs are expensed as incurred

Intangible assets

{a) Goodwilf

Goodwill anising on an acquisition is recogrised as an asset and nitally measured at cost, being the excess of the far value of the
consideration over the fair vatue of the identifiable assets, habilities and contingent llabiities acquired

Goodwil s not amortised However, 1t 1s reviewed for potential impairment at least annually or more frequently If events or
circumstances indicate a potential mparment  For the purpose of impairment testing, goodwill 1s allocated to each of the Cash
Generating Units to whichig relates  Any impairment identfied 1s charged directly to Consolidated Income Statement  Subsequent
reversals of impairment losses for goodwill are not recognised

{b) Patents trademarks and licences

Separately acquired patents, trademarks and licences are shown at histoncal cost Patents, trademarks and licences acquired In a
business combination are recogrused at far value at the acquisition date Patents, Trademarks and licences have a finite useful Iife and
are carned at cost less accumulated amortisation Amortisation 18 calculated using the straight-hine method to allocate the cost of
trademarks and licences over therr estimated useful ives of 10 to 15 years

The carrying value of patents, trademarks and licences 1s reviewed for potential impairment ai least annually, or more frequently f
events or crcumstances indicate a potential mpairment  Any imparment wlentified is immediately charged to the Consolidated Income
Statement

Page 61




IQE PLC | REPORT AND ANNUAL ACCOUNTS 2015
Company No 3745726

(c) Development costs
Expenditure incurred that i1s directly attnbutable to the development of new or substantially improved products or processes 1S
recognised as an intangible asset when the following critena are met

¢ the product or process I1s intended for use or sale,

* the development 1s techrucally feasible to complete,

¢ there 1s an ability to use or sell the product or process,

» 1{ can be demonstrated how the product or process will generate probable future econoruc benefits,

there are adequate technical, financial and other resources to complete the development, and

the development expenditure can be reliably measured Directly attnbutable costs refers to the matenals consumed, the directly
attnbutable labour, and the incrementat overheads incured in the development activity  General operating costs, administration
costs and selling costs do not form part of drrectly attributable costs

All research and other development costs are expensed as incurred

Capitalised development costs are amortised in-kne with the expected revenue profile over the penod dunng which the economic
benefits are expected 1o be recaved, which typically range between 3 and 8 years  The estimated remaning useful lives of
development costs are reviewed at least on an annual basis Amortisatiocn commences once the project 1s completed and revenues are
being generated

The carying value of capitalised development costs 1s reviewed for potential mpairment at least annually, or more frequently if events or
circumstances indicate a potential imparment  Any impairment identified ts mmedsately charged to the Consolidated Income
Statement

(d) Software

Directly attnbutable costs incurred in the development of bespoke software for the group'’s own use are capitalised and amortised on a
straight line basis over the expected useful ife of the software, which typically range between 3 and 8 years

The carrying value of capitalised sofiware costs I1s reviewed for potential impairment at least annually, or more frequently if events or
ctrcumstances indicate a potential impairment  Any imparrment identified 1s immediately charged to the Consolidated Income
Statement

The costs of maintaining Internally developed software, and annual license fees to utilse third party software, are expensed as incurred
(&) Other intangibles recogrmsed on acquisition

Other Intangible assets which form part of the identifiable net assets of an acquired business are recognised at therr far value and
amortised on a systematic basts over their useful economic Iife which 1s up to 7 years

This includes customer contracts, the fair value of which has been evaluated using the mult penod excess earrungs method “MEEM”
The MEEM mode! valuation was cross checked to the cost of product development and quatification to which the contract relates

The carrying value of other intangible assets 1s reviewed for potentiat mpairment at least annually, or more frequently i events or
crrcumstances indicate a potential impairment  Any impairment identified 1s mmediately charged to the Consolidated Income
Statement

Property, plant and equipment

Property, plant and equipment 1s stated at cost less accumulated depreciation and any provision for imparrment Cost comprises alt
costs that are directly attnbutable to bringing the asset imto working condition for its intended use Depreciation s caleutated to wnte
down the cost of fixed assets to ther residual values on a straight-ine basis over the following estimated useful economic lives

Freehold buldings 15 to 25 years
Short feasehold improvements 5 to 27 years
Plant and machinery 510 15 years
Fixtures and fitings 3to 5 years

No depreciation 1s provided on land or assets yet to be brought into use

The assets residual values and useful economic hves are reviewed, and adjustad f appropnate, at the end of each reporting penod The
carrying value of property, plant and equipment is reviewed for potential imparment at least annually  Any imparment denitfied 1s
imrmediately charged to the Consolidated Income Statement

Impatrment of non-current assets

Mon-current assets are reviewed for potential Impairment at least annually, or mare frequently If events or circumstances incicate a
potential impairment  An imparrment loss 1s recogrused for the amount by which the asset's carmying amount exceeds its recoverable
amount The recoverable amount 1s the higher of an asset’s far value {less disposal costs) and value in use

Value m use 1s based on the present value of the future cash flows relating to the asset, discounted at the Group's weighted average
cost of capital  For the purpose of assessing impairment, assets are grouped at the lowest tevels for which there are separately
identifiable cash flows {Cash Generating Units)
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Inventories

Inventones are stated at the lower of cost and net realisable value Cost 1s determined using the first-in, first-out (FIFQ) method Cost
compnses direct matenals and, where applicable, direct labour costs and atinbutable overheads that have been incurred in bringing the
inventones 1o ther present location and condition based on normal operating capacity Net realisable valug is the estimated seling pnce
n the ordinary course of business, less applicable vanable seling expenses

Trade receivables

Trade recevables are amounts due from customers for merchandise sold or services performed In the ordinary course of business [f
collection 1s expected in one year or less {or in the normal operating cycle of the business if longer), they are classified as current
assets if not, they are presented as non-current assets

Trade receivables are recognised mitially at far value and subsequently measured at amortised cost using the effective interest method,
less provision for impairment

Cash and cash equivalents

In the consolidated statement of cash flows, cash and cash equivalents includes cash in hand, deposits held at call with banks, other
short-term highly kquid investments with onginal matunties of three months or less and bank overdrafts In the consolidated and parent
company balance sheet, bank overdrafts are shown within borrowings in current liabilities

Trade payables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course of business from suppliers
Accounts payable are classffied as current labilitigs f payment s due within one year or less (or in the normal operating cycle of the
business if longer) If not, they are presented as non-current kabilities

Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the effective interest method
Provisions
Frovisions are recogrised when

* the Group has a legal or constructive obligahon as a result of a past event,

* it 18 probable that an outflow of resources will be required to settle the obligation and the amount has been reliably estimated

Provisions are measured at the present value of the expenditures expected to be required 1o settle the obligation Where a leasehold
property, or part thereof, 13 vacant or sub-let under terms such that the rental Income s insufficient to meet all outgoings, provision 15
made for the anticipated future shortfall up to termination of the lease, or the termination payment, if smaller

Financial mstruments

Financial assets and labities are recognised on the group's balance sheet when the group becomes a party to the contractual
provisions of the financial instrument

The financial assets held by the group are other equity investments, recewvables and cash and cash equivalents Recevables do not
carry inierest and are stated at their nominal value as reduced by appropnate allowances for estimated imecoverable amounts Cash
and cash equivalent compnse cash in hand Other equity investments are held at cost less provision for impairment

Financial habilties and equity instruments are classified according io the substance of the contractual arrangements entered into An
equity Instrument 15 any contract that evidences a residual intergst in the assets of the Group after deducting all of its liabiiies Trade
payables are stated at therr nominal value and do not bear interest

Equity instruments 1ssued by the company are recorded at the proceeds receved nat of any direct Issue costs

Interest beanng loans are recorded at the proceeds receved net of any direct issue costs Finance charges are accounted for on an
accrual basis using the effective interest method

The group does not use denvative financial Instruments for specufative purposes  The group uses forward currency contracts as
appropnate to manage foreign exchange nsk

Detalled disclosures of the group's financial iInstruments are provided in note 19

Leases

Leases which transfer substantially all the nsks and rewards of ownership of an agset are treated as a finance lease  Assets heid under
finance leases are capiatised at ther far value at the inception of the lease and depreciated over the estimated useful economic iife of
the asset or lease term of shorter  The finance charges are allocated to the Consolidated income Statement in proportion 1o the capital

amount outstanding

All other leases are classtfied as operating leases Operating lease rentals are charged to the Consolidated Income Statement in equal
annual amounts over the lease term
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Revenue recognition

Revenue represents the amounts recevable for goods, services and intallectual property licenses provided in the ordinary course of
business net of value added tax and other sales related taxes Revenue 18 recognised when the nsks and rewards of the undertying sale
have been transferred to the customer, which is on the dehvery of the goods, services or intellectual property and acceptance by the
customer

Acerued income is recogrised for sales where, at the balance sheet date, billing has not yet taken place but contractual terms dictate
that the nsks and rewards have been transferred to the customer and the customer 1s commiited to payment Billing 1s deferred to a
contractually defined trigger point

An acquisition was made dunng 2012, where the consideration Is being settled through agreed contractual price discounts
Subsequent to the measurement penod, any adjustments to the recorded fair value of contingent deferred consideration are taken
through the income statement within other ncome as an exceptional Income or expense The revenues of products sold which are
subject to this discount are recognised at full market value On settlement of the transaction, the discount 15 appled to reduce the
deferred consideration balancs

Segmental reporting

Operating segments are reported In a manner consistent with the internal reparting provided to the Board of Directors, who oversee the
allocation of resources and the assessment of operating segment parformance

A geographical segment 1s engaged i providing products or services within a particular economic environment that are subject to nsks
and returns that are different from those of components operating in other economic environments

Pension costs

The group operates defined contnbution penston schemes  Contributions are charged i the Consohidated income Statement as they
hecome payable in accordance with the rutes of the scheme

Share based payments

The group operates a Share Option Scheme, under which the group recewes services from employees as consideration for share
options n IQE plc  The farr value of the employee services received in exchangs for the grant of the opuions 1S recognised as an
expense In the Consolidated (ncome Statement The total amount to be expensed Is determined by reference to the far value of the
options granted including any market performance conditions (for example, an entity's share pnce), excluding the impact of any senvice
and non-market performance vesting condttions {for example, profitability, sales growth targets and remaining an employee of the entity
over a specified time pertod) and including the impact of any non-vesting condiions (for example, the requirement for employees to
save)

Non-market performance and service conditions are included in assumptions about the number of options that are expected to vest
The total expense I1s recognised over the vestng penod, which is the period over which all of the specified vesting conditions are 1o be
satisfied At the end of each raporting penod, the group revises 1ts estimates of the number of options that are expected to vest based
on the nen-market vesting conditions It recogrises the impact of the revision 1o onginat estimates, if any, in the ncome statement, with
a corresponding adjustment 10 equity

When the options are exercised, the company 1ssues new shares The proceeds receved net of any directly attnbutable iransaction
costs are credited to share capital (nominal vaiug) and share premium The scheme 1s equity settled

In the company’s own financial statements, the grant of share options io the employees of subsidiary undertakings Is treated as a
capttal contnbution Spectfically, the farr value of employee services receved {measured at the date of grant) s recogrused over the
vesting penod as an increase to investment in subsidiary undertakings, with a comresponding credit to equity in the parent entity
financial staternents

The social secunty contributions payable in connection with the grant of the share options is considered an integral part of the grant
itself, and the change will be treated as a cash-settled transaction

Exceptional items

Exceptional items are disclosed separately in the financial statements where it is necessary to do s0 to prowide further understanding of
the financial performance of the group They are matenal tems of iIncome or expense that have been shown separately due to the
signficance of their nature or amount Details of the exceptional items are included in note 4
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Foreign currencies

Items ncluded in the financial statements of each subsidiary are measured using the currency of the pnmary economic emvironment in
which the subsidiary operates {"the functional currency”} The consolidated financial staiements are presented in sterling, which 1s the
group's presentational currency

Foreign currency transactions are translated into the subsidianes functional currency at the rates of exchange ruling at the date of the
transaction, or at the forward currency hedged rate where appropnate  Monetary assets and habilities in foreign currencies are
translated into the subsidianes functional currency at the rates ruling at the balance sheet date  All exchange differences are taken to
the income statement

The balance sheets of overseas subsidiaries are {ranslated into sterling at the closing rates of exchange at the balance sheet date,
whilst the income statements are translated into sterling at the average rate for the penod  The resulting translation dsfferences are
taken directly to reserves

Foreign exchange gains and losses on the retranslation of foreign currency borrowings that are used to finance overseas operations are
accounted for on the 'net iInvestment’ basis and are recorded directly in reserves prowvided that the hedge is 'effective’ as defined in I1AS
39 “Financial Instrumentis recogrstion and measurement”

Taxation
Income tax on the profit or loss for the year compnses current and deferred tax

Current tax 1s the expected tax payable on the taxable Income for the year using rates substantially enacted at the balance sheet date,
and any adjustments to tax payable in respect of prior years

Amounts recevable from tax authonties in relation to R&D tax relef claims for fiscal year 2013 and before are recognised as a credit
within the group's tax charge For subsequent years the R8D tax credits are under the RDEC scheme and are recogrised wath
operating profit

Where amounts are outstanding at the year end and have not been formally agreed, an appropnate estimate of the amount 1s included
within other recenvables

Deferred tax 1s provided in full on temporary differences between the carrying amounts of assets and labiites in the financial
statements and the amounis used far taxation purposes Deferred tax is calculated at the tax rates that have been enacted or
substantially enacted at the balance sheet date Deferred tax assets are only recognised to the extent that it 1s probable that future
taxable profits will be avaliable aganst which deductible temporary differences can be utitsed Deferred tax labilities are recognised for
taxable ternporary differences, unless specifically exempt

Deferred tax assets and labiities are offset when there 1s a legally enforceable nght to set off current taxation assets aganst current
{axation habikies and it 1s the intention to settle these on a net basis

Tax 1s recognised in the Consolidated Income Stalement except to the extent that it relates to items recognised directly in equity, In
which case it I1s recognised in equity

Investment in subsidiaries
Investments in subsidianies are held at cost of investment less provision for iImparment in the parent company financial statements
Other equity investments

Cther equity nvestments are held at cost less provision for Impairment in both the parent company and group financial statements cn
the basis that the Group (and Company) does not have the ability to exert significant influence or control over the strategic and
operating activities of the other eguity nvestments
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2 - Critical accounting judgements and key sources of estimation uncertainty

The group's prncipal accounting policies are described n note 1 The application of these policies necessitates the use of estimates
and judgements In a number of areas  Accordingly, the actual amounts may differ from these esumates  The main areas involving
estimation are set out below

{a) Impairment of tangible and intangible assets

Goodwill on the group's balance sheet 1s not subject to amortisation because 1t 1s assumed to have an indefinde useful ife  In
accordance with 1AS 36 “Imparment of assets”, the carrying value of goodwill 1s assessed at least annually for mparment  This
assessment Is based on cash flow forecasts  In hght of these forecasts the Board has concluded that goodwall 1s not impaired

The group capitalises ihe cost of developing new and substantialfly improved products and processes if there 1s a reasonable
expectation of obtaining an appropnate economic return - This necessitates an assessment of the future technical wability, future
commercial benefits and expected useful economic e of the product or process  The carrying value for each project 15 assessed for
Imparment on an on-going basis

The key assumptions and judgements adopted in prepanng the imparment review are set out In note 11
(b} Impairment of receivables

Trade and other recevables are carned at the coniractual amount due less any estimated provision for non-recovery  Provision 18
made based a number of factors ncluding the age of the recevable, previous collection expenence and the financial crcumstances of
the countarparty

{c) Inventory provisions

Inventones are carmed at the lower of cost and net realisable value Prowision is made based on a humber of factors including the age
of nventones, the nisk of obsolescence and the expected future usage

{d) Acquisttion fair values

An assessment of the far value of the purchase considerahon and net assets acquired was undertaken for the acquisitions made
durng 2012 and 2013  We have reassessed the far value of the deferred contingent consideration in refation to the 2012 RFMD
acquisition This resulted in an exceptional release of £0 8Bm (2014 £9 9m) to other income as a result of the re-assessment of the
forecast volumes Further detalls are provided in note 4

{e) Deferred tax assets

Deferred tax assets are only recognised to the extent that it 1s probable that future taxable profits will be avallable against which
deductible temporary differences can be utlised This necessitates an assessment of future trading forecasts for each relevant tax
authonty, capital expenditures and the uttisation of tax losses

The forecasts used o support deferred tax asset recogmition are the same forecasts used in the impairment review and support partial
recognition of the available deferred tax assets

{f) Onerous lease provision

A provision for onerous leases was made 1n the pnor year The prowision assumes that the ‘ease will be onerous for the next three and a
half years Subsequent to this penod we expect 10 be able to sublet the premises or negobate to exit the lease The full term of the
lease obligation 1s 6 years with the lease runrning until 2021

{g} Adjustments to profit

The board provides an adjusted profit measure to provided additional information to aid an understanding of the group's performance
as set out in note 4 we have detalled all of the items which are included within the adjustments to profit
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3 - Segmental analysis

The board of directors considers that the wireless, photorics, infrared and CMOS++ markets are the group’s pnmary reporting

segments The board of directors assesses the performance of these operating segments based on therr adjusted operaiing profit

Further details on the nature of the segments 1s prowded in the strategic report

Revenue

Wireless
Photonics
Infra Red
CMOS++

Tota! Segment Revenue

License income from sales to joint ventures

Total Revenue

Adjusted operating profit

Wireless

Phatonics

Infra Red

CMOS++

Segment adjusted operating profit

Profit from license income from sales to joint ventures

Adjusted operating profit

Gan on disposal of fixed assets

Non-cash accounitng charges

-

Net reduction in contingent deferred consideration

Restructuning and reorganisation
Finance Costs
Profit before tax

2015
£°000
79,482
15,985
8,878
1,655
106,000
8,024
114,024

7,147
4,320
1,181

(1,695)

10,953

8,024
18,977

5,187
(3,596)
779
(568}
{1,403}
19,376

2014
£'000
89,110
12,485
9,276
1,140
112,011

112,011

15,827
1,833
1,144

(1,186)

17,618

17,618

(3,070)
9,903
{17,779)
{1,429)
5,243

* The profit ansing from icense incorme sales to jont ventures represents revenue of £15,310,000 offset by an eimination of unrealised
profit of £7,286,000 relating to our retained interest in the Compound Semiconductor Cenire Limited joint venture

Costs not directly attributable to a segment are allocated based on the proporiion of revenue attnbutable 1o that segment

Staff work for multiple segments, therefore it 1s not possible to allocate staff related expenses and the share based payment charge to

specific segments

Finance costs are not allocated 1o the segments because treasury 1s managed centrally

Measures of total assets and habilities for each reportable segment are not reported to the chief operating deciston maker and therefore

have not been disclosed
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3 - Segmental analysis (continued)

In the years set out below, certain customers accounted for greater than 10% of the Group's total revenues

2015 2015

Segment £'000 % revenue

Customer 1 Wireless 35,022 31%
Customer 2 Wireless 19,468 17%

2014
£'000

33,001
27,025

2014
% revenue

29%
24%

There are no customers in the photonics, Infra Red or CMOS++ segments that accounted for greater than 10% of the Group's total

revenues
Geographical information
Disclosure of group revenues by location of customer

2015 2014
£'000 £000
_Amernicas o B _69,851 75,740
| Urited States of Amenca 69,745 75,552 i
'__Rg_gt of Amencas o 106 188
i Europe, Middle East & Afnca (EMEA) 16,589 7,325
, France 169 447
| Germany 3,415 2,249
| srael 1,137 1,609
' Uruted Kingdom 9,540 1,680 i
I
: Restof EMEA __ ; .. . 2828 1,340
 AsiaPacific o ) o L _ 27,584 . 28946
| People’s Republic of China 949 768 .
! Japan 4,665 5,023 !
" Taiwan 18,905 21,572,
Rest of Asia Pacific o 2,085 _ ._1,583
Total revenue 114,024 112,011
Disclosure of ron-current assets by location of assets
Property, plant and equipment Intangnble assets
2015 2014 2015 2014
By location £'000 £'000 £'000 £°000
USA 44,377 45,944 63,694 59,226
Singapore 6,630 6,762 8,502 8,646
Taiwan 8,872 7,555 1,297 1,155
UK 5275 6,327 13,350 13,052
65,154 66,588 86,843 82,079
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4 - Adjusted profit measures

The group’s resulls are reported after a number of imputed nan-cash charges and non-recurnng Hems  Therefore, we have provided

additional informaiion to aid a better understanding of the group's performance

Gain on disposal of fixed assets

Non-cash accounting charges

Gain on release of contingent deferred consideration
Restructuning and reorganisation

Total before tax

Deferred tax on adjustments

Total after tax

As disclosed in note 27, in July 2015 the group established a joint venture wath Cardiff University to develop and commercalise

2015

£'000
5,187
(3,596)
779
{568)

1,802

281

2,083

2014
£'000

(3,070)
9,903
(17,779)
{10,946)
(3,759)
{14,705)

compound semiconductor technologies in Eurcpe  To establish the joint venture, IQE contributed equipment with a market value of
£12m, which was matched by a £12m cash contnbution from Cardiff University This created a non-cash exceptional gan of £4 8m in
10E’s accounts reflecting the Group’s share of the difference between the book value and market value of the equipment contnbuted

in addition, other unrelated disposals of fixed assets realised a net gan of £0 4m

The non-cash accounting charges of £3 8m (2014 £3 1m} reflect a charge for share based payments of £2 Om (2014 £1 5m), the
amortisation of acquired intangibles £1 2m (2014 £1 1m} and the unwind of the discounting of long term batances £0 4m (2014

£0 5m}

The Group generated a non-cash profit of £0 8m (2014 £9 9m) ansing from a reduction n the esttmated remaining deferred
consideration (setiled via trade discount) in respect of a previous acquission This has been classified within other income and

expenses In the consolidated income statement

The restructunng and reorgarusation costs of £0 6m (2014 £17 8m) reflects some one-off redundancy and asset wnte downs

assoctated with the restructuring of the groups manufactuning operations

The deferred tax credit of £0 3m (2014 £3 8m charge) reflects the net deferred tax impact associated with these adjusiments

Certain items noted above are accounting estimates based on judgements, accordingly, the actual amounts may differ from these
estimates The adjustments above are classified £1 8m (2014 £5 6m) within gross margin, and £2 Om (2014 £3 2m) within sales

general & admin cosis

Adjusted gross margin

Reported gross margin

Adjusted sales, general and administrative expenses

Reported sales, general and administrative expenses

Adjusted operating profit
Reported operating profit

Adjusted profit before tax
Reported profit before tax

Adjusted profit after tax
Reported profit after tax

2015
£'000

32,439
30,652

(13,462)
(15,452)

18,977
21,166

17,674
19,376

18,066
20,149

2014
£'000

31,552
25,996

(13,935)
(17.103)

17,618
7,167

16,189
5,243

16,701
1,996
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4 - Adjusted profit measures (continued)

Earnings before interest, tax, depreciation and amortisation (EBITDA) has been calculated as follows

2015 2014

£'000 £'000
Profit attnbutable to equity shareholders 19,864 1,632
Minonty interest 285 364
Tax {773) 3,247
Share based payments 2,001 1,458
Finance costs 1,790 1,924
Depreciation of tangible fixed assets 6,192 6,590
Amortisation of intangible fixed assets 5,040 3,902
{Profit) / loss on disposal of fixed assets (5,187) 15
Provision for onerous lease* - 6,673
Imparrment of assets* 453 6,354
Gain on release of contingent deferred consideration® (779) (9,903}
Restructunng and re-organisation costs” 115 4,753
EBITDA 29,001 27,009

* Exceptional tems impacting EBITDA include the followng items impairment of assets, provision for onerous lease, wireless business
unit re-crganisation costs and the release of contingent deferred consideration

5 - Operating profit

2015 2014

£'000 £°000
The operating profit 1s stated after charging/(crediting)
Depreciation of property, ptant and equipment 6,192 6,580
Amortisation of non-current intangible assets 5,040 3,902
Services provided by auditors® 141 147
Operating lease rentals 3,030 3,209
Research and development 138 698
Exchange gains (675) (26)
Share based payments 2,01 1,458
Cost of raw matenals consumed 45,338 43,741
Gain on disposal of fixed assets (5,187) 15
Ehmination of unreahsed gains with joint ventures 7,286 -
Exceptional items™™ (211) 7.877

*A schedule of services provided by the group's auditors and related fees 1s disclosed in the Corporate Governance Report

“Exceptionat itemns include the following ttems re-organusation costs, wparment of assets and the refease of contingent deferred
consideration Exceptional items in 2014 also included onerous lease provisions Further detaills are provided in note 4
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6 - Employee costs

2015 2014
£°000 £'000

Employee costs (including directors’ remuneration)
Wages and salanes 23,314 25,525
Social security costs 2,664 2,799
Other pension costs 956 1,107
Charge for share based payments 2,001 1,458
28,935 30,889
Number Number

Average number of employees {(iIncluding directors)
Cost of sales 364 449
Selling, general and administrative 124 132
488 581

Directors’ emoluments and share option detals are disclosed in the Remuneration Report on pages 45 10 46 in secticns kto n Kay
management within the group comprises the executive and non-executive directors, the business urit leaders, and other staff who
report directly to the executive directors Compensation to key management, including pensions of £164,000 (2014 £154,000), was
£3,581,000 (2014 £3,133,000) and the charge for share-based payments was £1,284,000 (2014 £703,000)

7 - Finance costs

2015 2014

£°000 £'000

Bank and other loans — 1,402 1,347

Finance lease interest 1 82

Unwind of discount on long term balances 387 495

1,790 1,924

8 - Taxation

2015 2014
Current tax (charge)/credit £'000 £'000
United Kingdom research and development tax credits recevable - 1,569
Overseas adjustments in respect of pnor years - -
Overseas taxes charges {635) (444)
Total current tax {charge)/credit (635) 1,125
Deferred tax credit/{charge) 1,408 (4,372
Total tax credit/{charge) 773 {3,247)
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8 - Taxation (continued)
Factors affecting total tax credit/{charge)

The tax credt assessed for the year 1s different from that resulting from apphying the standard rate of corporation tax in the UK 20 25%
(2014 21 5%} The difierences are explained below

2015 2014

£'000 £°000
Profit on ordinary activities before taxation 19,376 5,243
Tax charge at 20 25% thereon (2014 21 5%) (3,924} 1,127
Effects of
Expenses not deductible for tax purposes (41 (41)
Overseas tax rate differences 311) (5,584)
Recognition of tax losses 1,774 964
Tax losses utiised for which no deferred tax asset was recognised 3,268 -
Other deferred tax movements 242 972
Impact on deferred tax as a result of changes in tax rates (235) -
United Kingdom research and development tax credits recevable - 1,569
Total tax credit/{charge) for the year 773 {3,247)

Finance (No 2) Act 2015, which was substantively enacted on 26 October 2016, mcluded legislation to reduce the main rate of
corporation tax from 20% to 19% from 1 Apnl 2017 with a further reduction to 18% from 1 Aprl 2020 Accordingly, the closing UK
deferred tax asset/rability in the financial statements has been recognised on this basis

Deferred tax 1s measured at the tax rates that are expected 10 apply in the relevant temtory in the peniod when the asset 1s realised or
the liability 15 settled, based on tax rates and tax laws that have been substantively enacted at the balance sheet date

The majority of the deferred tax assets arise in the United States, these are provided at the effective United States Federal and State tax
rates where appropnate

2015 2014
Deferred tax asset £'000 £'000
At 1 January 12,332 16,040
Deferred tax (charge)/credit recognised in the year 1,408 (4,372)
Deferred tax assets recognised on acquisition - -
Foreign exchange differences 470 664
At 31 December 14,210 12,332

2015 2014
Analysis of deferred tax £'000 £000
Accelerated capital allowances {8,336) (7,361)
Tax losses carned forward 26,661 19,481
Timing differences on Intangible assets (7,547) (6,124}
Other 3,432 6,336
At 31 December 14,210 12,332
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8 - Taxation {continued)

Deferred tax assets are recogrused for tax losses carrned forward to the extent that the realisaiion of the related tax benefit through
future taxable profits from the same trade 1s probable

The net amount not recognised 1s an asset of £10,808,000 (2014 £19,585,000} The unrecognised amounts relate to tax losses
carned forward The asset would be recogrused If sufficient profits from the same trade anse in future penods

Total tax losses camed {orward account for a potertial deferred tax asset of £37,469,000 (2014 £39,076,000}

Company

There is an unrecognised deferred tax asset of £522,000 (2014 £585,000) which relates pnmarily 10 short term timing differences
ansing on share option charges

R&D Tax Credits

The Group recogmsad a credit of £537,000 (2014 £925,000} within operating profit in relation to claims made under the R&D
Expenditure Credit Scheme (RDEC)

9 - Dividends
No dmdend has been paid or proposed in 2015 (2014 Cnil)

10 - Earnings per share

Basic earrungs per share 1s calculated by dviding the profit attnbutable to ordinary shareholders by the weighted average number of
ordinary shares in Issue dunng the year

Diluted earmngs per share 1s calculated by dimding the profit attnbutable to ordinary shareholders by the weighted average number of
shares and the dilutive effect of ‘in the money’ share options IN 1ssue Share options are classidied as ‘in the money’ If their exercise
pnce 1s lower than the average share pnice for the year As required by 1AS 33, this calculation assumes that the proceeds recavable
from the exercise of ‘In the money’ options would be used to purchase shares In the open market in order 1o reduce the number of new
shares that would need to be 1ssued

The directors also present an adjusted earnings per share measure which eliminates certan non-cash items in order to provide a more
meaningful underlying profit measure  The adjustments are detaled in note 4

2015 2014

£'000 £'000
Profit attributable to ordinary shareholders 19,864 1,632
Adjustments to profit after tax (note 4} (2,083) 14,705
Adjusted profit attributable to ordinary shareholders 17,781 16,337

2015 2014
Weighted average number of ordinary shares 662,633,162 650,836,462
Dilutive share opttons 21,247,935 25,116,813
Adjusted weighted average number of ordinary shares 683,881,097 675,953,275
Adjusted basic earnings per share 2 68p 251p
Basic earnings per share 300p 025p
Adjusted diluted earnings per share 260p 242p
Dituted earnings per share 2 90p 024p
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11 - Intangible assets

The Group

Cost

At 1 January 2015
Additions

Foreign exchange

At 31 December 2015

Goodwili
£'000

55,885

1,968
57,853

Accumulated amortisation and impairment

At 1 January 2015
Charge for the year
Foreign exchange

At 31 December 2015

Net book value
At 31 December 2015
At 31 December 2014

The Group

Cost

At 1 January 2014
Additions

Disposals

Foreign exchange

At 31 December 2014

57,853
55,885

Goodwill
£'000

52,861

3,024
55,885

Accumulated amortisation and impasirment

At 1 January 2014
Charge for the year
Charge for Impairment
Disposals

Foreign exchange

At 31 December 2014

Net book value
At 31 December 2014
At 31 December 2013

55,885
52,861

Patents
£'000

591
1,162

3
1,756

174
49

224

1,532
417

Patents
£'000

526
60

591

118
56

174

417
408

Development
costs
£'000

29,014
4,979
758
34,751

9,501
3,601
279
13,381

21,370
19,513

Development
costs
£°000

23,167
4,957
890
29,014

6,578
2,609

314
9,501

19,513
16,589

Software
£'000

2,806
1,003

2
3,811

760
182

2,868
2,046

Software
£'000

1,595
1,231
(25)

2,806

619
121

39
(25)

760

2,046
976

Acquisition
intangibles*
£'000

6,366
30
298
6,694

2,148
1,208

118
3,474

3,220
4,218

Acquisition
intangtbles*
£000

5,941
27

308
6,366

916
1,116

116
2,148

4,218
5,025

Total
£'000

94,662
7,174
3,029

104,865

12,583
5,040
399
18,022

86,843
82,079

Total
£'000

84,090
6,275
(25)
4,322
94,662

8,231
3,902
39
23)
436
12,583

82,079
75,859
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11 - Intangible assets (continued)

The amortisation charge of £5,040,000 (2014 £3,902,000) has been charged to selling, general and administrative expenses in the
Consolidated Income Statement

The camrying value of deferred development costs continue to be supporied by forecast cash flows

impairment tests for goodwill

Goodwill s tested for impairment annually and whenever there 1s an indication of impairment at the level of the cash-generating unit
(CGU) or group of CGUs to which it 1s allocated Muliple production facilities are included in a single CGU reflecting that production can
(and 18) transferred between sites for different operating segments o suit capacity planning and operational efficency Given the

interdependency of facilities, goodwill 1s therefore tested for imparment by grouping operational sites into a CGU or CGUs based on
type of production This gives nise to the following allocation of Goodwill

2015 2014
£°000 £'000
Allocation of goodwill by CGU
iV Epitaxy 51,403 49,694
Substrates 6,450 6,161
Total Goodwill 57,853 55,885

The recoverable amount of the CGlUs has been determined based on value In use calculations, using cash flow projections for a five
year penod plus a termmal value The Board approved budget 1s used for the first year of the forecast

Key assumptions applied in the forecasts inciude
* Margin erosicn 1 5% pa (2014 1% pa},
* Cost inflation 2% (2014 3% pa),
* A long term growth raie of 2% (2014 n/a)
* A discount rate of 9% (2014 11%)

Management believes 1t s appropnate to use the same discount rate for each CGU given that they have similar nsk profiles and
common funding

In respect of the AV Epitaxy CGU, the forecast EBITDA compound growth rate 1s ¢ 6% over the five year pencd Drving this growth 1s
Photorics revenue growth of ¢ 10 5% pa (2014 10 5% pa) which s significantly lower than the 2015 Photorics revenue growth rate
Also included 1 revenue into emerging markets growing {o ¢ £23m after 5 years (2014 £10m after 5 years)

No imparment would anse if the EBITDA compound growth rate fell to zero over the same penod An imparrment of the i/ Epitaxy
CGU goodwill would arise in the event that the discount rate was increased from 9% o 13%
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11 - Intangible assets {continued)

The Company

Cost

At 1 January 2015
Additions

At 31 December 2015
Accumulated depreciation
At 1 January 2015
Charge for the year

At 31 December 2015
Net book value

At 31 December 2015
At 31 December 2014

The Company

Cost

At 1 January 2014
Additions

Reclassification to intangibles
At 31 December 2014
Accumulated depreciation
At 1 January 2014

Charge for the year

At 31 December 2014

Net book value

At 31 December 2014

At 31 December 2013

Patents
£'000

1,073
1,073

1,073

Patents
£°000

Software
£'000

332
36
368

368
332

Software
£'000

316
16
332

332

Total
£'000

332
1,109
1,441

1,441
332

Total
£'000

316
16
332

332
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12 - Property, plant and equipment

a) The Group

Cost

At 1 January 2015
Additions

Disposals*

Foreign exchange

At 31 December 2015
Accumulated depreciation
At 1 January 2015
Charge for the year
Disposals*

Foreign exchange

At 31 December 2015
Net book value

At 31 December 2015
At 31 December 2014

Cost

At 1 January 2014
Additions

Disposals

Foreign exchange

At 31 December 2014
Accumulated depreciation
At 1 January 2014

Charge for the year
Impairment charge for the year
Disposals

Foreign exchange

At 31 December 2014

Net book value

At 31 December 2014

At 31 December 2013

Land and
builldings
£'000

7,680

133
7,813

3,059
189
22
3,270

4,543
4,621

Land and
huitdings
£'000

7,796
2
{275)
157
7,680

3,121
187
(275)
26
3,059

4,621
4,675

Short
leasehold
improvements
£'000

27,953
123
(467)
933
28,542

13,738
1,196
(380)
286
14,841

13,701

14,214

Short
leasehold

improvements
£'000

26,604
57

(31)
1,323
27,953

11,836
1,140
353
31
441
13,739

14,214
14,768

Fixtures
and fittings
£'000

3,816
298
{20)

72

4,166

2,834
251

59
3,144

1,022
982

Fixtures
and fittings
£'000

3,650
82
84
3,816

2,458
274
24

78
2,834

982
1,192

Plant and
machinery
£'000

147,426
5710
(43,794)
3,322
112,664

100,655
4,556
(40,351)
1,916
66,776

45,888
46,771

Ptant and
machinery
£°000

138,898
3,030
(29)
5,527
147,426

87,693
4,989
4,540

{14)
3,447
100,655

46,771
51,205

Total
£'000

186,875
6,131
(44,281)
4,460
153,185

120,287
6,192
(40,731)
2,283
88,031

65,154
66,588

Total
£000

176,948
3,171
(335)
7,091
186,875

105,108
8,590
4,917

(320)
3,992
120,287

66,588
71,840

During 2314 as part of the rationalisation and re-organisation programme, IQE provided facilities, equipment and IP on favourable terms
to the CSDC  As a consequence, IQE booked provisions of £4 9m for asset imparment relating to the transfer of tools to the CSDC
The mparrment provision wroie the assets down to therr recoverable amount

*As part of the ongoing standardisation and improvement cof the group undertying accounting records, accumulated cost and

depreciation of £29 5m were elminated in respect of fully depreciated assets no longer used within the business
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12 - Property, plant and equipment (continued)
b) Capitahised finance leases
Plant and machinery includes the following amaounts where the group s a lessee under a finance lease

2015 2014
£'000 £'000
Cost 2,856 2,728
Accumulated Depreciation {408) (216)
Net book value 2,448 2,512

The group leases various plant and machinery assets under non-cancellable finance lease agreements The lease terms are up to three
years, and the ownership of the assets e within the group

¢} The Company

Fixtures
and fittings
£'000
Cost
At 1 January 2015 89
Additions 1
Reclasstfication to intangibles -
At 31 December 2015 70
Accumulated depreciation
At 1 January 2015 51
Charge for the year 15
At 31 December 2015 66
Net book value
At 31 December 2015
At 31 December 2014 18
Fixtures
and fittings
£'000
Cost
At 1 January 2014 78
Additions 7
Reclassification to intangibles {16}
At 31 December 2014 69
Accumulated depreciation
At 1 January 2014 35
Charge for the year 16
At 31 December 2014 51
Net book value
At 31 December 2014 18
At 31 December 2013 43

Page 78



IQE PLC | REPORT AND ANNUAL ACCOUNTS 2015

Company No 3745726

13 - Investments

a) Company

Cost

At 1 January 2015
Additions

Disposal

Subsidianies share based payments charge
At 31 Decemnber 2015
Provisions for impairment
At 1 January 2015

Disposal

fmpairment charge

At 31 December 2015

Net book value

At 31 December 2015

At 31 December 2014

Cost

At 1 January 2014
Additions

Disposal

Subsidiaries share based payments charge
At 31 December 2014
Provisions for smpairment
At 1 January 2014

Disposal

Impairment charge

At 31 December 2014

Net book value

At 31 December 2014

At 31 December 2013

Details of the company’s subsidianes are set oui in note 26

Investments in
subsidianes
£'000

99,894

615
100,509

71,514

71,514

28,995
°8,380

Investments in
subsidiaries
£'000

83,703
15,652

539
99,894

70,438

1,076
71,514

28,380
13,265

Other equity
investments
£'000

50
25

75

75
50

Other equity
investments
£'000

3,205
50
(3,205)

50

3,205
(3.205)

Total
£'000

99,944
25

615
100,584

71,514

71,514

29,070
28,430

Total
£'000

86,9208
15,702
(3.205)

539
99,944

73,643
{3,205)

1,076
71,514

28,430
13,265

Investmenis are reviewed for impawment annually, where the net asset value 1s lower than the investment camying value an impairment

charge 1s recognised in the income statement

During 2014 imparment charges of £1,076,000 were recognised to the wnte down of the investment in subsichanes 1o recoverable

amount
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14 - Inventories

2015 2014

£'000 £'000

Raw maternals and consumables 16,669 13,177
Work-in-progress and finished goods 4,546 5,099
21,215 18,276

The directors are of the opinion that the replacement values of inventones are not matenally different to the carrying values stated
above These carrying values are stated net of Impairment provisions of £6,381,000 (2014 £5,937,000) £746,000 (2014 £1,339,000)
of nventories were written down dunng 2015 and an expense recogrised in the income statement

15 - Trade and other receivables

2015 2015 2014 2014

Group Company Group Company

Current £'000 £000 £'000 £'000
Trade recewables 12,666 - 12,809 -
Amounts owed by group undertakings - 77,258 - 81,224
QOther receivables and prepayments 10,384 453 11,654 382
23,050 77,711 24,463 81,606

2015 2015 2014 2014

Group Company Group Company

Non-current £°000 £'000 £'000 £'000
Financial assets 8,000 - - -

As at 31 December 2015, 82% (2014 88%) of trade recewables were within terms  Of the other trade recevables, 64% (2014 93%)
were less than 30 days past due An allowance has been made for estmated imecoverable amounts from the sale of goods of
£204,000 (2014 £330,000) This allowance has been determined by reference to past default expenence Included in other
recewvables 1s accrued income of £7,739,000 (2014  £8,806,000)

Our trade recevables are with established customers, we monitor customer D&B credit ratings and have had no matenal defaults in the
past None of our receivables are with customers where we have had any history of default

The maximum exposure to credit nsk at the reporiing date 1s the carrying value of each class of recevable as set out above In terms
of trade recevables, the terms of sale provide that the group has recourse to the products sold in the event of non-payment by a
customer
Amounts owed by group undertakings are unsecured and repayable on demand Interest 1s charged at a rate of 5% per annum (2014
5% per annumy
Financial assets relate to £8,000,000 of Preferred 'A’ shares (2014 €nil) issued by Compound Sermiconductor Centre Umited ('CSC'), a
Jjoint venture between the Group and Cardif University (see Note 27 for further detalls The preference sharas carry the following nghts
+ No voting nghts
» Dnaclend equivatent to the HSBC Bank PLC base rate for the applicable penod on the amount paid up, subject to CSC having
availlable profits
» Repayable in proportion 1o the outstanding prnciple from surplus cash generated
The carrying values of trade and other recevables also represent ther estmated farr values
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16 - Trade and other payables

Current

Trade payables

Amounts owed to group undertakings
Deferred consideration

Overseas tax payable

Other taxation and social security
Accruals and deferred income

Non-current
Deferred consideration

2015
Group
£'000

12,832
16,649
704
1,085
12,423
43,693

2015
Group
£'000

484

2015
Company
£'000

691

1,005
120
491

2,307

2015
Company
£'000

484

2014
Group
£000

14,518
5,183
522
1,072
9,101
30,396

2014
Group
£'000

15,431

2014
Company
£000

57

1,457

728
511
2,753

2014
Company
£'000

484

Within deferred consideration 1s £5 6m (2014 £10 7m) being the best estimate of the amount that will be settted through contractually
agreed price discounts over the next year (2014 two years) Long term contingent deferred consideration balances are discounted at

25%

The fair value of the contingent deferred consideration has been re-assessed dunng ihe year resulting in a reduction of £0 8m {2014
£99m) This has been credited to the consolidated ncome statement within other Income and expenses The exceptional incorme has
been excluded from our agjusted profit measure set out In note 4

Amounts owed to group undertakings are unsecured and repayable on demand Interest is charged at a rate of 5% per annum (2014

5% per annum)

The carrying values of trade and other payables also represent therr estmated fair values
There are no foreign currency exchange contracts held at 31 December 2015 or 31 December 2014

17 - Borrowings

The Group

Non-current borrowings
Bank borrowings

Finance leases
Current borrowings

Bank borrowings

Finance leases

Total borrowings

2015
£'000

24,626

24,626

3,162

79

3.241

27,867

2014
£'000

22,002
113
22,115

13,867
853

14,720

36,835
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17 - Borrowings {continued)

a) Bank borrowings

Bank borrowings fall due for repayment as follows

Within one year
Between one and five years

After five years

For details of the Group's bank borrowings see note 19

b} Finance leases

Gross finance lease habilities - memmum lease payments
Within one year

Between one and five years

Finance charges
Present value of finance {ease liabilities

Present value of finance lease liabihties
Within one year

Between one and five yvears

2015
£'000

3,162
23,084
1,542
27,788

2015
£'000

80

80

U
79

2015
£°000

79

79

Lease labiities are effectively secured as the nghts to the leased asset reverts to the lessor in the event of default

The company

2014
£'000

13,867
20,398

1,604
35,869

2014
£'000

873
114
087
21
966

2014
£'000

853
113
866

The borrowings of the parent company comprise the bank loan of £25,402,000 (2014 £32,473,000) which comprise mutl currency

acquisition and RCF facilities, and an overdraft of £866,000 (20

The Company

Non-current borrowings

Bank borrowings
Current borrowings

Bank overdraft
Bank borrowings

Total borrowtngs

14 Enif}
2015
£'000

22,722
22,722

B66
2,680

3,546

26,268

2014
£'000

19,673
19,673

12,800
12,800

32,473
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17 - Borrowings {continued)

Bank borrowings fall due for repayment as follows
Within one year

Between one and five years

After five vears

18 - Provisions for other habilities and charges

As at 1 January
Charged to the income statement
Utiised during the year

Foreign exchange
As at 31 December

Current
Non-Current
Total Provisions for other habilities and charges

2015
£'000

3,646
22,722

26,268

2015
£'000
5,485

116
{1,489)
{74)
4,038

2015
£'000

1,116
2,922
4,038

2014
£'000

12,800
13,673

32,473

2014
£°000

6,673
{1,206)
18
5,485

2014
£°000

1,551
3,934
5,485

Dunng 2014, as part of the re-crganisation and rattonalisation of the Group's facilities the Group 1s ceased activities at its Singapore
facility and established the Compound Semiconductor Development Centre The provision above represents the onerous lease
obhgation in respect of the Singapore property This 1s expected to be utiised over the next three andg a half years The provision has

been discounted using a nsk free rate of 2 5%

19 - Financial instruments

Financial instruments by category

Trade and other recavables (excluding prepayments), preference share receivables and cash and cash equivalents are classified as
'loans and recevables' Borrowings and trade and other payables are classified as 'other financial habilites at amortised cost' Both

categories are initially measured at far value and subsequently held at amortised cost

Derwvatives (forward exchange contracis) are classified as 'denvaiives used for hedging' and accounted for at far value with gans and

losses taken 10 reserves through the consclidated statement of comprehensive Income

Financial nsk and treasury policies

The Group's finance team mantains iquidity, manages relations with the Group's bankers, identfies and manages foreign exchange risk
and prowides a treasury service to the Group’s businesses Treasury dealings such as investments, borrowings and foreign exchange

are conducted only to support underlying business transactions

The Group has clearly defined policies for the management of foreign exchange rate nsk The Group finance team does noi underiake
speculative foreign exchange dealings for which there 1s no undertying exposure Exposures resulting from sales and purchases in
foreign currency are maiched where possible and the net exposure may be hedged by the use of forward exchange contracts
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19 - Financial instruments (continued)
Credit nsk

Credit nsk is the rnsk of financial loss to the Group if a customer or counterparty to a financial instrument fails to meet its contractual
obiigations, and anses principally from the Group's receivables from customers and monies on deposit with financial institutions

Where the group assesses a potential credit nsk this 1s dealt with either by up-front payment prior to the shipment of goods or by other
credit nsk mitigation measures As a result the group has histonically had and continues to have a very low leveld of payment default

The maximum exposure to credit nisk at the reporting date 1s the carrying value of each class of recevable as set out below  In terms of
trade recevables, the terms of sale provide that the group has recourse to the products sold in the event of non-payment by a
customer

2015 2015 2014 2014

Group Company Group Company

Carrying amount £'000 £'000 £000 £'000

Cash and Cash equivalents 4,644 - 5,584 2,065

Trade receivables 12,666 - 12,809 -

Amounts owed by group undertakings - 77,258 - 81,224
Other receivabies 7,739 - 8,806

Financial Assets (Preference share recevables) 8,000 - - -

33,049 77,258 27,199 83,289

Included n other recevables I1s accrued income of £7,739,000 (2014 £8,8086,000)

The majonty of the group’s revenues are derved from large multinational organisations and are with established customers Therefore
the credit risk 1s considered to be small We monitor customer D&B credit ratings and have had no matenal defaults in the past None of
our recevables are with cusiomers where we have had any history of defauit

Gross  Provision Net Gross Provision Net

2015 2015 2015 2014 2014 2014

£'000 £'000 £'000 £'000 £'000 £'000

Not past due 10,033 - 10,033 10,929 - 10,929
Past due 0-30 1,823 - 1,823 2,056 176 1,880
Past due more than 30 1,014 204 810 154 154 -
12,870 204 12,666 13,139 330 12,809

An allowance has been made for estimated irrecoverable amounts from the sale of goods of £204,000 (2014 £330,000) This
allowance has been determined by reference to past default experience The individually impaired receivables mainly refate to a number
of independent customers A portion of these recevables 1s expected to be recovered

The carrying values of trade and other recewables also represent their estimated farr values

Trade recevables and accrued income are prmartly denominated in US dollars, as are trade payabies (note 16) The natural hedge
between these financial Instruments imits the exposure of the group to movements In foraign exchange rates

Based on the balances held at 31 December 2015 a 1 cent movement in the US dollar to Sterling rate would impact the net value of
these instruments by £53,000 (2014 £47,000) (before the mitigating impact of cash flow hedges)

Liquichty risk

Liquidity nsk 1s the nsk that the Group will not be able to meet 1s financial obligations as they fall due The Group manages its funding to
ensure, as far as possible, that it will always have sufficient iquidity to meet its llabiities when due, under both normal and stressed
conditions, without incurnng unacceptable losses or nslang damage {o the Group's reputation

The Group uses weekly cash flow forecasts 10 monitor cash requirements and to optimise its borrowing position

Typically the Group ensures that it has sufficient borrowing faciliies to meet foreseeable operational expenses At the year end the group
had avallable faciities of £41 1m (2014 £44 8m)
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19 - Financial instruments (continued)

The following shows the contraciual matunties of financial labilities, ncluding interest payments, where applicable and excluding the
impact of netting agreements and on an undtscounted basis

Analysis of contractual cash flow matunties Carrying Contractual Less than 1-2 2-5 5+
amount cash flows 12 months Years Years Years

31 December 2015 £000 £'000 £000 £000 £'000 £'000
Trade and other payables 28,798 29,798 29,798 - - -
Deferred consideration 11,539 11,539 11,055 - 484 -
Secured bank loans 27,788 30,881 3,956 6,251 18,137 2,537
Finance leases 79 80 80 - - -
69,204 72,298 44,889 6,251 18,621 2,537

Analysis of contractual cash flow maturities Carrying Contractual Less than 1-2 2-5 5+
ount £'000 cash flows 12 months Years Years Years

31 December 2014 £'000 £'000 £°000 £°000 £'000
Trade and other payables 24,141 24 141 24,141 - - -
Deferred consideration 9,860 10,084 - 9,600 484 -
Secured bank loans 35,869 38,555 14,852 15,893 5,334 2,476
Finance leases 966 Q87 869 118 - -
70,836 73,767 39,862 25,611 5,818 2,476

Market risks
T - Currency risk
{(a) Cash flow nisk

The group's presentaiional currency I1s sterling However, the majonty of sales are denominated in US dollars  Therefore, the group’s
cash flows are affected by fluctuations in the rate of exchange between Sterling and the US dollar

This exposure 1s managed by & natural currency hedge because a significant portion of the group’s cost base 1s also denominated in US
dollars In particular, the majonty of the group's raw maienals are purchased in US dollars, and a significant portion of labour and
cverheads are atso denominated in US dollars as three of the group’s principal subsidiaries are situated in North America

To a lesser extent, the group also gensrates sales in other cumrencies including Yen and Eurcs which are also partially hedged where
posstble by purchases of some raw matenals in these currencies

Taking into account the extent of the natural hedge within the business model, management penodically use forward exchange
contracts to mitigate the impact of the residual foreign currency exposure As at 31 December 2015 and 31 December 2014 there were
no ¢ontracts in place

(b} Fair value nsk

The group has operations in the UK, North Amenca and Asia Translation exposures that anse on converting the results of overseas
subsidianies are not hedged Net assets held in foreign currencies are hedged wherever practical by matching borrowings in the same
currency

As a guide to the sensitnity of the group’s results to movements in foreign currency exchange rates, a one cent movement in the US
dollar to Sterling rate would impact annual earnings by approximatety £300,000 (2014 £200,000}

2 - Interest rate nsk

The Board is aware of the nsks associated with changes in interest rates and does not speculate on future changes in interest rates or
currencies Historically the Group has not undertaken any hedging activity In this area however the board keeps this under regular
review All foreign currency cash deposits are made at prevailing interest rates The main element of interest rate nsk concemns
borrowings

The group’s bank borrowings consist of a senes of vanable and fixed rate term loans, a revoiving credit facility and overdrafts Bank
loans are secured aganst the assets of the group
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19 - Financial instruments {continued)

2 - Interest rate nsk (continued)

The variable rate US doltar term toans, which had a principal outstanding at 31 December 2015 of £0 3m (2014 £1 3m), and bear
interest of between 2 0% to 2 95% over LIBOR These loans are repayable by monthly instalment with remaining terms of less than one
year

The fixed rate US dollar term loans, which had a principal outstanding at 3t December 2015 of £2 1m (2014 £2 1m), and bear interest
of 5% untd 2017 and 1s variable thereafter These loans are repayable by monthly nstalment with remaining terms of up to 20 years

The US Dollar acquisition faciity, which had a principal outstanding at 31 December 2015 of £8 1m (2014 £20 2 milicn), bears interest
of between 2 5% to 2 85% over LIBOR This loan 1s repayable by quarterly instaliments with a remaining term of 2 years

The UK Pound revohlving credit facility 1s a muth-currency faciity of up to £30 million, committed untl 2018 It bears interest of between
1 75% to 1 95% over LIBOR The batance drawn at 31 December 2015 was £17 6m (2014 £12 3m)

The group's policy 1s to regularly review its exposure to interest rate nsk, and in partricular the mix between fixed and floating rate
faciities The percentage of borrowings on fixed rate terms at 31 December 2015 was 8% (2014 8%)

Floating rate latyities are pnimanly Indexed to LIBOR The group did not enter into any interest rate swap instruments dunng 2015 This
remans under regular review

As a guide to the sensitivity of the group’s results to movements in interest rates, a 50 basis point {0 5%) movement in interest rates
would have impacted the 2015 annual ntersst charge by approximately £170,000 (2014 £170,000)

The carrying value of loans approxmates to ther farr value based on the net present value of future cash flows

Capstal nsk management

The group's main objectives when managing capital are to safeguard the group’s ability to continue as a going concern n order 10
provide returns for shareholders and benefits for other stakeholders and to mantain an optimal capital structure to reduce the cost of
capital

The group sets the amount of capital In proportion to nsk  The group manages the capital struciure and makes adjustments to it in the
light of changes In econcmic conditions and the charactenstic of the underlying assets The group monitors capital by reviewing net
debt against shareholders’ funds The position of these Indicators and the movement during the year s shown in the Five Year
Financial Summary

The group defines total capital as equity in the consolidated batance sheet plus net debt or less net funds plus deferred consideration
{note 16) Total capital at 31 December 2015 was £187,390,000 (2014 £173,039,000)

Consistent with others in the industry, the group monitors capital on the basis of the geanng ratio This ratio 1s calculated as net debt
plus deferred consideration divided by total capital At 31 December 2015 the geanng ratio was 22% (2014 30%)

All covenants In relation to the group’s borrowing faciliies have been complied with dunng the year
Fair values
The farr values of financial assets and llabilities, together with the carmying amounts shown in the balance sheet, are as follows

2015 2015 2014 2014

Carrying amount Fair value Carrying amount Fair value

£'000 £'000 £'000 £'000

Cash and Cash equivalents 4,644 4,644 5,584 5,584
Trade recewvables 12,668 12,668 12,809 12,809
Other receivables - (accrued income) 7.739 7,739 8,806 8,806
Financial Assets (Preference share receivables) 8,000 8,000 - -
Trade and other payables (29,798) (29,798) (29,324} (29,324)
Deterred consideration (11,539) (11,539) (9,860) (9,860)
Secured bank loans (27,788) (28,138) (35,869) {36,104)
Finance leases (79) (79) (966) (966)
{36,155) (36,503} (48,820) (49,055}
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19 - Financial instruments (continued)

Basis for determining far value

The following summanses the sigruficant methods and assumphions used in estimating the far values of financial nstruments reflected

In the table above
Secured loans

As the loans are floating rate borrowings, amortised cost 1s deemed to reflect far value exciuding unamorttsed transaction fees

Trade and other receivables/payables

As receivables/payables have a remaning life of less than one year, the notional amount 13 deemed to reflect the far vatue

Financial Assets (Preference share recewvables)

As the preference shares recevables are floating rate recevables, amortised cost 1s deemed to refiect far value

20 - Share capital

2015

Number

Group and Company of shares
Allotted, called up and fully paid

Ordsnary shares of 1p each 665,533,170

The movement m the number of ordinary shares dunng the year was

At 1 January
Employee share schemes
At 31 December

5,205,403 ordinary shares (2014

2015 2015

Number Consideration
of shares

Employee share schemes 5,205,403 Nif to 15 66p
5,205,403

2014
Number
of shares

2015

£'000

6,655 660,327,767

2015
Number
660,327,767
5,205,403
665,533,170

12,814,106 Ordinary shares) were 1ssued dunng the year as follows

2014
Number
of shares

12,814,106
12,814,106

2014

£'000

6,603

2014
Number

647,513,661
12,814,108
660,327,767

2014
Consideration

Nil to 19 97p

The share premium ansing from the consideration receved of £544,000 (2014 £278,000) was £492,000 (2014 £150,000)
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21 - Share based payments

The total amount charged to the ncome statement in 2015 in respect of share based payments was £2,001,000 (2014 £1,458,000)
Included within the share based payments charge is a £1,186,000 (2014 £848,000) charge relating to the Company's Long Term
Incentive Plan

Share option scheme

The IQE Plc Share Option Scheme was adopted on 26 May 2000 and amended by shareholders at the Annual General Meeting on 17
May 2002 Under the scheme, the Remuneration Committee can grant options over shares in the company to employeses of the
group

Options are granted with a contractual life of ten years and with a fixed exercise price equal to the market value of the shares under
option at the date of grant or as otherwise disclosed in the remuneration report OGptions become exercisable between one and four
vears from the date of grant subject to confinued employment and the achievement of performance conditions, including growth it
EBITDA and earnings per share against vanous targets The group has no Jegal or constructive ohbligation to repurchase or settle the
options in cash

Options are valued using the Black-Scholes option-pricing model and the total amount to be expensed I1s charged to income statement
over the vesting penod of the option The pnncipal assumptions used In the calculation of the farr value of share options are as follows

Principal assumptions 2015 2014
Weighted average share pnice at grant date 2246 17 12
Weighted average exercise price 1249 12 94
Weighted average vesting penod (years) 3 3
Option life {years) 10 10
Weighted average expected hfe (years) 3 3
Weighted average expected volatility factor 53% 61%
Weighted average nisk free rate 125% 125%
Dmidend yield 0% 0%

The expected volatility factor 1s based on histarical share price volatility aver the three years immediately preceding the grant of the
option The expected hfe s the average expected penod to exercise  The nsk free rate of return 1s the yield of zere-coupon UK

government bonds of a term consistent with the assurned option life

Non-market performance conditions are incorporated into the calculation of fair value by estimating the proportion of share options that
will vest and be exercised based on a combination of histoncal trends and future expecied trading performance These are reassessed

at the end of each penod for each tranche of unvested options

The farr value of options granted dunng the year ended 31 December 2015 was £33,000 (2014 £342,000)

The movements on share options dunng the year were as follows

2015 2015 2014 2014

Number Average exercise Number Average exercise

of options price (pence) of options pnce (pence)

At 1 January 50,536,520 1312 56,152,601 1124
Granted 540,000 20 50 7,095,762 1294
Exercised {4,354,287) 12 49 {11,282,603) 287
Cancelled/lapsed (1,190,135) 1819 (1,429,240) 1917
At 31 December 45,532,098 13 14 50,536,520 1312
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21 - Share based payments {continued)

The weighted average share pnce at the ime of the options exercised dunng 2015 was 21 72p (2014 21 04p)

As at 31 December 2015, the total number of options held by employees was 45,532,098 (2014 50,536,520} as follows

Option price pence/share

687p-1025p
10 40p - 19 42p
1358p - 1942p
i610p - 16 10p
365p-1707p
000p - 45 58p
915p - 50 25p
000p-2817p
000p-27 75p
0 00p -2383p
18 42p - 2517p
At 31 December

Option peniod ending

31 December 2015
31 December 2016
31 December 2017
31 December 2018
31 December 2019
31 December 2020
31 December 2021
31 December 2022
31 December 2023
31 December 2024
31 December 2025

22 - Parent company profit and loss

As permitted by Section 408 of the Companies Act 2008, the income statement of the parent company 15 not presented as part of
these financial statements The parent company’s loss for the financial year amounted to £119,000 (2014 Loss £4,964,000)

2015

Number of options

1,698,001
4,024,597
179,306
5,366,327
1,398,748
5,059,830
5,322,392
15,611,687
6,357,106
514,014
45,532,008

2014
Number of opticns
558,173
1,453,888
4,647,872
194,306
6,614,693
1,602,277
5,675,400
5,367,392
16,939,534
7,482,885

50,536,520
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23 - Cash generated from operations

The Group 2015 2014

£'000 £'000
Profit before tax 19,376 5,243
Finance costs 1,790 1,924
Depreciation of property, plant and equipment 6,192 6,590
Amortisation of intangible assets 5,040 3,902
(Profit) / loss on disposal of fixed assets (5,187) 15
Non cash element of joint venture transactions {714) -
Imparrment of assets 453 6,354
Qnerous lease provisions - 6,673
Gain on release of contingent deferred consideration (779) (9,903)
Contingent deferred consideration (settled through contractual discounts) {4,837) (7,981)
Share based payments 2,001 1,458
Cash inflow from operations before changes in working capital 23,335 14,275
{increase) in inventones (2,813) {792}
Decrease in trade and other receivables 2,739 760
(Decrease)/increase in trade and other payables (2,290) 618
Cash inflow from operations 20,971 14,861

2015 2014
The Company £'000 £000
Loss before tax {118} {5,044)
Finance costs 1,088 1,092
Finance income (4,230} (3,758)
Foreign exchange 1,614 2,238
imparrment of investments - 1,076
Depreciation 15 16
Share based payments 1,387 219
Cash outflow from operations before changes in working capital (245) (3,461)
Decrease in trade and other receivables 8,126 58927
increase In trade and other payables (1,457) 1,686
Cash inflow from operations 6,430 4,152
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24 - Reconciliation of net cash flow to movement in net debt

2015 2014

£000 £°000

Increase in cash in the year (1,109) 2,168

Increase In borrowings (4,349) (1,305)

Repayment of borrowings 14,191 3,867

Repayment of leases 918 813

Net movement resulting from cash flows 9,651 5,543

Net debt at 1 January {31,251) (34,351)

Net movement resulting from cash flows 9,651 5,543

Non-cash movements {hote 25) {1,623} (2,443)

Net debt at 31 December (23,223} (31,251)
25 - Analysis of net debt

At1 Other At 31

January Cash non-cash December

2015 flow movements 2015

£'000 £'000 £'000 £°000

Bank borrowings due after one year {22,002) (4,349) 1,725 (24,626}

Bank borrowings due within one year (13,867) 14,191 (3,486) (3,162)

Finance ‘eases due after one year (113} - 113 -

Finance leases due within one year (853} 918 (144) (79)

Total borrowings {36,835) 10,760 {1,792} {27,867)

Cash and cash equivalents 5,584 (1,109) 169 4,644

Net debt (31,251) 9,651 (1,623) (23,223)

Cash and cash equivalents at 31 December 2015 comprised balances held in instani access bank accounts and other short term
deposits with a matunty of less than 3 months

Non-cash movemnents include foreign exchange movements on US dollar denominatad borrowings
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26 - Subsidiary undertakings

Name of company

IQE (Europe) Limited

IQE Inc

IQEKC LLC

IQE Taiwan ROC

{QE RF LLC

IQE Siltcon Compounds

Lirmited

MBE Technology Pte Ltd

Wafer Technology Limited

NanoGaN Limited

Galaxy Compound

Semiconductors Inc

EP{ Holding Limited

KTC Wireless LLC

IQE USA Inc

IQE Solar LLC

IQE Properties Inc

Wafer Technology International
Limited

" Indirect holdings

Class of capital

Ordinary shares of £1

Common stock of
$0 001

Limited liability
company

Ordinary shares of
NT$10

Limited iabidity
company

Ordinary shares of £1

Preferred shares of $$1
Ordinary shares of $$1

Qrdinary shares of £1

Ordinary shares of
£0 001

Common stock of $0 00
par value

Ordinary shares of £1

Limited hability
company

Limited hability
company

Limited liability
company

Limited lrabiity
company

Ordinary shares of £1

Proportion of
shares held

100%™

100%"

100%

90%"

100%"

100%

100%

100%

100%"

100%

100%"

100%

100%

100%

100%"

100%*

100%

Activity

Manufacture of advanced
semiceonductor matenals

Manufacture of advanced
semiconductor matenals

Manufacture of advanced
semiconductor matenals

Manufacture of advanced
semiconductor materials

Manufacture of advanced
semiconductor matenals

Manufacture of silicon epitaxy

Manufacture of advanced
semiconductor matenals

Manufacture of semiconductor
compounds and ultra bigh purity
matenals

Development of advanced
sermiconductor matenals

Manufacture of semiconductor
compounds and ultra high punty
matenals

Dormant holding company

Dormant holding company

Dormant holding company

Dormant company

Property holding company

Dormant holding company

The proportion of voting nghts of subsidianes held by the group s the same as the proportion of shares held

Country of
mncorporation

UK

USsA

USA

Tawan

usa

UK

Singapore:

UK

UK

USA

UK

USA

USA

USA

USA

UK

All UK subsidiaries are exempt from the requirements to file audited financial statements by virtue of section 479A of the Companies
Act 2008 In adopting the exemption IQE pic has provided statutory guarantee to these subsidianes in accordance with section 478C

of the Compantes Act 2008
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27 - Joint ventures

The group holds investments n two joint ventures as follows

Proportion of Country of
Name of company Class of capital shares held Activity incorporation
Compound Semiconductor  Common stock of £1 par 50%* Research, development and UK
Centre Limited value Manufacture of semiconductor
matenals
CSDC Prvate Limited Common stock of $1 par 51%” Research, development and Singapore
value Manufacture of semiconductor
matenals

* Indrrect heldings

On 23 March 2015 the group entered into a joint venture agreement with WIN Semiconductors Corp and Nangyang Technological
Unwiversity to create the Compound Semiconductor Development Centre ("CSDC”") in Singapore  The CSDC 1s a centre of excellence in
Asia for the development and commercialisation of advancad semiconductor products  The shareholder agreement establishes that
this new entity 15 jointly controlled by the shareholders who have an equal share of the voting nghts

On 9 Juty 2015 the group entered into a joint venture agreement with Cardiff University to create the Compound Semiconductor Centre
("CSC") in the Urited Kingdom  The CSC s a centre of excellence i Europe for the development and commercialsation of advanced
semiconductor products  The shareholder agreement establishes that this new entity 1s jontly controlled by the shareholders who have
an eqgual share of the voting nghts

All of the above Joint ventures are accounted for using the equity method in these consoldated financial statements as set out In the
groups accounting policies note 1 All of the Joint ventures financial year end 1s the 31 December 2015 which 1s co-terminus with the
Group and has been used in preparing these Group accounts  No dividends have been recerved from the Jont ventures in the period

We enclose below, summansed financial information for these jont ventures for the repeorting pencd

{a) Summary information for Compound Semiconductor Centre Limited (*CSC Ltd”)

2015 |
Summary income statement £'000
Revenue 1,521
Loss from continuing operations (954)
lLoss for the penod (954)
Total comprehensive expense for the period (954)

2015
Summary balance sheet £'000
Non-current assets 33,310
Current assets 5,168 1
Current Liabilities (666)
Non-current Liabihties (14,766)
Equity attributable to Joint Venturers 23,046

2015

Carrying value of equity interest in CSC Ltd £'000
Net assets of CSC Ltd ' 23,046
Proportion of the Groups ownership interest 50%
Groups share of net assets 11,523
Elimination of unreahsed gains on transactions with CSC Ltd {12,000}
Cumulative unrecognised losses 477

Carrying amount of the Groups interest tn the JV -
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