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35 Pension (credit)/costs

Group Company
2007 2006 2007 2006
£000 £000 £000 £000

Defined contribution schemes 199 203 17 6

Defined benefit scheme (5,897) 2,579 428 197
1 1 1 1

Continuing operations (5,698) 2,782 445 203
5 5 5 5

Defined contribution schemes 599 1,691 – –

Defined benefit scheme 248 1,045 – –
1 1 1 1

Discontinued operations 847 2,736 – –
5 5 5 5

36 Defined contribution pension schemes

Defined contribution pension schemes are operated for employees in accordance with local regulations and

practices.

The pension cost for defined contribution pension schemes was:

Group Company
2007 2006 2007 2006
£000 £000 £000 £000

United Kingdom 34 38 17 6

United States of America 148 165 – –

Australia 17 – – –
1 1 1 1

Continuing operations 199 203 17 6
5 5 5 5

Finland 477 1,332 – –

Hungary 34 43 – –

United States of America 88 235 – –

Australia – 81 – –
1 1 1 1

Discontinued operations 599 1,691 – –
5 5 5 5
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37 Defined benefit pension scheme

A defined benefit pension scheme is operated for United Kingdom employees. Until August 2006 the scheme

provided retirement benefits based on final pensionable salary. Since August 2006 the scheme provides benefits on

a career average revalued earnings basis. The change in basis resulted in a past service credit of £8,315,000 in

operating costs for the year ended 31 May 2007. The assets of the scheme are held in a separate trust fund which is

managed by independent professional investment managers. Contributions to the scheme are determined by a

qualified actuary on the basis of annual actuarial valuations using the projected unit measure. Employer’s

contributions are 10.5% of pensionable salary and employees’ contributions are 6.0% of pensionable salaries. The

estimated amounts of the contributions expected to be paid into the scheme in the year ending 31 May 2008 are

employer’s contributions £1,201,000 and employees’ contributions £686,000.

The most recent actuarial valuation of the scheme was at 1 July 2006. The results of that valuation have been

projected to 31 May 2007 and then recalculated based on the following assumptions:
2007 2006

Rate of inflation 3.1 3.1%

Rate of salary increase 3.1 3.0%

Rate of increase of pensions in payment 2.9 2.8%

Revaluation of deferred pensions 3.1 3.1%

Liability discount rate 5.5 5.1%

Expected return on scheme assets 7.5 7.0%

The average life expectancy in years of a pensioner retiring at the age of 65 was as follows:
2007 2006

Male 21.9 21.6

Female 24.8 24.6

Filtronic plc Annual Report 2007 75



Notes to the
Financial Statements

for the year ended 31 May 2007

37 Defined benefit pension scheme (continued)

The amount (credited)/charged to operating costs was:

Group Company
2007 2006 2007 2006
£000 £000 £000 £000

Current service cost 2,666 3,127 2,666 3,127

Past service (credit)/charge (8,315) 181 (8,315) 181

Curtailment charge – 316 – 316

Less group employers’ contributions – – (2,095) (2,561)
1 1 1 1

(5,649) 3,624 (7,744) 1,063
5 5 5 5

The amounts charged to finance income and costs:

Group and
Company

2007 2006
£000 £000

Expected return on pension scheme assets 2,371 1,534

Interest on pension scheme liabilities (2,646) (2,058)
1 1

(275) (524)
5 5

The actuarial gain/(loss) recognised in the statement of recognised income and expense was:

Group and
Company

2007 2006
£000 £000

Actual return less expected return on pension scheme assets 3,118 2,249

Actuarial loss on pension scheme liabilities (2,556) (5,098)
1 1

562 (2,849)
5 5

The defined benefit pension liability was:

Group and
Company

2007 2006
£000 £000

Present value of defined benefit pension scheme liabilities 51,472 50,588

Fair value of defined benefit pension scheme assets (44,518) (30,003)
1 1

Defined benefit pension liability 6,954 20,585
5 5
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37 Defined benefit pension scheme (continued)

Movements in the present value of the defined benefit pension scheme liabilities were:

2007 2006
£000 £000

Opening balance 50,588 39,379

Current service cost 2,666 3,127

Past service charge/(credit) (8,315) 181

Curtailment charge – 316

Interest cost 2,646 2,058

Actuarial loss 2,556 5,098

Employees’ contributions 1,024 1,220

Transfers from other schemes 1,426 –

Benefits paid (1,119) (791)
1 1

Closing balance 51,472 50,588
5 5

Movements in the fair value of the defined benefit pension scheme assets were:

2007 2006
£000 £000

Opening balance 30,003 23,230

Expected return on assets 2,371 1,534

Actual return less expected return on assets 3,118 2,249

Employer’s contributions 7,695 2,561

Employees’ contributions 1,024 1,220

Transfers from other schemes 1,426 –

Benefits paid (1,119) (791)
1 1

Closing balance 44,518 30,003
5 5

The expected rate of return and the fair value of the defined benefit pension scheme assets at the balance sheet

date were:

Expected return Fair value
2007 2006 2007 2006

£000 £000

Equities 8.1% 7.6% 35,614 23,771

Bonds 5.3% 4.8% 7,568 5,866

Cash 5.3% 4.5% 1,336 366
1 1

7.5% 7.0% 44,518 30,003
5 5
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37 Defined benefit pension scheme (continued)

The history of the defined benefit pension scheme liabilities and assets and the experience adjustments related to

them are as follows:

2007 2006 2005 2004 2003
£000 £000 £000 £000 £000

Present value of defined benefit pension

scheme liabilities 51,472 50,588 39,379 29,683 25,486

Fair value of defined benefit pension

scheme assets (44,518) (30,003) (23,230) (18,302) (13,936)
1 1 1 1 1

Defined benefit pension liability 6,954 20,585 16,149 11,381 11,550
5 5 5 5 5

Experience adjustments on:

Pension scheme liabilities (2,556) (5,098) (7,994) 532 (3,194)
5 5 5 5 5

Percentage of liabilities (5%) (10%) (20%) 2% (12%)

Pension scheme assets 3,118 2,249 1,210 933 (2,935)
5 5 5 5 5

Percentage of assets 7% 7% 5% 5% (21%)
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38 Deferred income
Group

Deferred Deferred Total
licence government deferred

fee grants income
£000 £000 £000

At 1 June 2005 6,810 3,920 10,730

Released to income during the year (2,335) (3,920) (6,255)
1 1 1

At 31 May 2006 4,475 – 4,475

Released to income during the year (2,335) – (2,335)
1 1 1

At 31 May 2007 2,140 – 2,140
5 5 5

The licence fee income is being recognised as revenue in the income statement in equal monthly amounts until

1 May 2008.

39 Deferred tax liability
Capital allowances in advance of depreciation

Group Company
2007 2006 2007 2006
£000 £000 £000 £000

Opening balance 688 661 – –

Deferred tax charge – 18 – –

Sale of the Wireless Infrastructure business (675) – – –

Currency translation movement (13) 9 – –
1 1 1 1

Closing balance – 688 – –
5 5 5 5
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40 Share capital
Group and Company

Ordinary shares of 10p each

Authorised Issued and fully paid
Number £000 Number £000

At 1 June 2005 and 31 May 2006 100,000,000 10,000 74,841,853 7,484

Shares issued for share options exercised – – 58,205 6

Shares bought back – – (576,965) (58)
1 1 1 1

At 31 May 2007 100,000,000 10,000 74,323,093 7,432
5 5 5 5

41 Reserves

Group and Company Group

Capital
Share redemption Translation Other

premium reserve reserve reserve
£000 £000 £000 £000

At 1 June 2005 139,172 – 1,302 5,584

Transfer from accumulated losses – – – 622

Transfer to income related to business disposal – – (42) –

Currency translation movement arising on

consolidation – – (562) 31
1 1 1 1

At 31 May 2006 139,172 – 698 6,237

Transfer to accumulated losses – – – (6,383)

Transfer to income related to business disposal – – 61 –

Currency translation movement arising on

consolidation – – (99) 146

Shares issued 81 – – –

Shares bought back – 58 – –
1 1 1 1

At 31 May 2007 139,253 58 660 –
5 5 5 5

The other reserve was an undistributable surplus reserve and additional capital of the Chinese subsidiary that was

sold as part of the sale of the Wireless Infrastructure business on 16 October 2006. Following the sale the other

reserve was transferred to accumulated losses.
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42 Dividends

The dividends recognised in equity and paid during the year were as follows:
Group and
Company

2007 2006
Per share £000 £000

Final dividend year ended 31 May 2005 1.80p – 1,347
Interim dividend year ended 31 May 2006 0.90p – 674
Final dividend year ended 31 May 2006 1.80p 1,348 –

1 1
1,348 2,021

5 5

43 Accumulated losses
Group Company

Accumulated Accumulated
losses losses
£000 £000

At 1 June 2005 (59,973) 20,689
Profit for the period 6,011 29,743
Actuarial loss on defined benefit pension scheme (2,849) (2,849)
Share-based payments 240 15
Transfer to other reserve (622) –
Dividends (2,021) (2,021)

1 1
At 31 May 2006 (59,214) 45,577
Profit/(loss) for the period 44,995 (45,762)
Actuarial gain on defined benefit pension scheme 562 562
Share-based payments 567 178
Transfer from other reserve 6,383 –
Dividends (1,348) (1,348)
Shares bought back (1,137) (1,137)

1 1
At 31 May 2007 (9,192) (1,930)

5 5

44 Reconciliation of movements in total equity
Group Company

2007 2006 2007 2006
£000 £000 £000 £000

Opening total equity 94,377 93,569 192,233 167,345
Total recognised income and expense
for the period 45,665 2,589 (45,200) 26,894
Share-based payments 567 240 178 15
Dividends (1,348) (2,021) (1,348) (2,021)
Shares issued 87 – 87 –
Shares bought back (1,137) – (1,137) –

1 1 1 1
Closing total equity 138,211 94,377 144,813 192,233

5 5 5 5
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45 Share options

The share options outstanding and exercisable at 31 May 2007 were as follows:

Exercise Number
Exercise period price of options

4/8/2000 – 4/8/2007 375p 397,400

1/10/1999 – 16/10/2007 439p 20,000

1/10/1999 – 16/10/2007 291p 12,265

1/10/1999 – 16/10/2007 318p 1,560

1/10/1999 – 16/10/2007 399p 38,840

1/10/1999 – 16/10/2007 413p 173,500

1/10/1999 – 16/10/2007 414p 772,950

1/10/1999 – 16/10/2007 537p 60,000

1/10/1999 – 16/10/2007 450p 188,000

1/10/1999 – 16/10/2007 383p 480,000

1/10/1999 – 16/10/2007 461p 65,000

1/10/2000 – 16/10/2007 612p 45,000

1/10/2000 – 16/10/2007 805p 60,000

1/10/2000 – 16/10/2007 602p 40,000

1/10/2000 – 16/10/2007 727p 117,415

1/10/2000 – 16/10/2007 745p 95,000

1/10/2000 – 16/10/2007 827p 20,000

1/10/2000 – 16/10/2007 823p 225,000

1/10/2000 – 16/10/2007 831p 40,000

1/10/2000 – 16/10/2007 903p 15,000

1/10/2000 – 16/10/2007 897p 15,000

1/10/2000 – 16/10/2007 899p 15,000

1/10/2000 – 16/10/2007 953p 15,000

1/10/2000 – 16/10/2007 1131p 45,300

1/10/2001 – 16/10/2007 1020p 31,960

1/10/2001 – 16/10/2007 946p 29,598

1/10/2001 – 16/10/2007 346p 224,084

1/10/2003 – 16/10/2007 404p 583,337

1/10/2005 – 16/10/2007 191p 30,000

1/10/2005 – 16/10/2007 346p 3,600

1/10/2006 – 16/10/2007 451p 35,000

1/10/2006 – 16/10/2007 190p 45,000

1/10/2006 – 16/10/2007 200p 150,000
1
4,089,809
5
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45 Share options (continued)
Weighted Weighted

average average
exercise Number exercise Number

price of options price of options

2007 2007 2006 2006

Outstanding at the beginning of the period 429p 5,981,741 431p 6,392,107

Cancelled during the period 343p (1,833,727) 343p (660,366)

Exercised during the period 149p (58,205) – –

Granted during the period – – 171p 250,000
1 1

Outstanding at the end of the period 472p 4,089,809 429p 5,981,741
5 5

Exercisable at the end of the period 472p 4,089,809 379p 1,696,096
5 5

The options outstanding at 31 May 2007 have a weighted average remaining contractual life of 0.4 years.

Under the share option scheme the remuneration committee had a discretion to invite any full time employee who

is required to devote substantially all of his time to the business of the group to participate in the scheme. Options

granted under this scheme were generally exercisable in five equal annual tranches over a five year period and,

except in certain circumstances, only if certain performance targets had been satisfied. The exercise price for an

option was the average middle market quotation of Filtronic plc’s ordinary shares as derived from the Official List of

the United Kingdom Financial Services Authority for the three dealing days prior to the date of grant of the option.

All outstanding share options vested and became exercisable on the completion of the sale of the Wireless

Infrastructure business on 16 October 2006. All outstanding options will be cancelled on 16 October 2007.
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46 Share-based payments

Group Company
2007 2006 2007 2006
£000 £000 £000 £000

Share options expense:

Compound Semiconductors 155 48 – –

Central Services 178 15 178 15
1 1 1 1

Continuing operations 333 63 178 15
5 5 5 5

Wireless Infrastructure 234 (4) – –

Handset Products – 181 – –
1 1 1 1

Discontinued operations 234 177 – –
5 5 5 5
1 1 1 1

Share-based payments 567 240 178 15
5 5 5 5

The share options expense is for share options granted to employees since 7 November 2002. The share options

expense is the fair value of the share options at the date of grant spread over the expected vesting period of the

share options. The fair value of the share options at the date of grant is measured using the Black-Sholes model.

All outstanding share options vested on the completion of the sale of the Wireless Infrastructure business on

16 October 2006. Consequently all the remaining share-based payment cost was charged in the period.

The inputs to the Black-Sholes model and the weighted average fair value of the share options granted during the

year were as follows:

Group Company
2007 2006 2007 2006
£000 £000 £000 £000

Number of options granted – 250,000 – –

Weighted average share price – 171p – –

Weighted average exercise price – 171p – –

Expected volatility – 70% – –

Expected life – 4 years – –

Risk free interest rate – 5% – –

Weighted average fair value – 88p – –

Expected volatility is the estimate of the volatility of the share price over the expected life of the share options.
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47 Operating lease commitments

At the balance sheet date there were commitments for lease payments under non-cancellable operating leases,

which fall due as follows:

Group Company
2007 2006 2007 2006
£000 £000 £000 £000

Less than one year 574 2,240 19 40

Between one and five years 1,220 3,262 25 72

More than five years 584 850 – –
1 1 1 1

2,378 6,352 44 112
5 5 5 5

Operating leases are for land and buildings, equipment and motor vehicles and the lease terms are for periods of

four to ten years.

48 Capital expenditure commitments

Group Company
2007 2006 2007 2006
£000 £000 £000 £000

Capital expenditure contracted for at the

balance sheet date but not provided in the

financial statements 151 5,655 – –
5 5 5 5
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49 Subsequent events

Defined benefits pension scheme

After 31 May 2007 an exercise to offer deferred members of the defined benefits pension scheme an enhanced

transfer value, equivalent to the IAS 19 value at 30 November 2006 has concluded with 188 acceptances. In addition,

130 active members have chosen to leave the scheme and transfer to group’s defined contribution stakeholder

pension scheme. These transfers out of the defined benefits pension scheme are estimated to reduce the scheme

liabilities by approximately 35% compared with the position at 30 November 2006, at a cost to the group and

company estimated at £5,300,000.

Sage Laboratories, Inc.

At 23 July 2007, discussions on the potential sale of the business and assets of Sage Laboratories, Inc., which is the

primary element of the Defence Electronics division in the United States of America, are at an advanced stage.
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50 Note to the consolidated cash flow statement

Group
2007 2006
£000 £000

Operating loss

Continuing operations (27,660) (10,145)

Discontinued operations (2,554) 6,105
1 1

(30,214) (4,040)
5 5

Net cash from operating activities

Continuing operations (9,873) (6,828)

Discontinued operations (734) 7,345
1 1

(10,607) 517
5 5

Net cash from investing activities

Continuing operations 44,835 (4,257)

Discontinued operations (2,115) (6,137)

Sale of discontinued operations 105,252 44,138
1 1

147,972 33,744
5 5

Net cash from financing activities

Continuing operations (21,481) (30,405)
5 5
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51 Financial instruments

Fair value

The carrying amount of all the financial assets and liabilities approximate to their fair value as described below.

Cash and cash equivalents comprise bank balances and bank deposits with a maturity of one day.

Trade and other receivables are all receivable in less than one year. Trade receivables are generally receivable within

60 days.

Trade and other payables are all payable in less than one year. Trade payables are generally payable within 60 days.

Credit risk

Credit risk is primarily related to trade receivables. The group’s businesses are concentrated on long term

relationships with a small number of larger and long established original equipment manufacturers and prime

defence contractors. The group has historically incurred only very low levels of unrecoverable receivables. Therefore

credit risk is considered to be low.

Interest rate risk

Cash is held on short term bank deposits which earn interest at variable money market deposit rates. At 31 May 2007

£116,000,000 was held on short term bank deposit with an interest rate of 5.32%. Sterling interest rates are relatively

stable and therefore interest rate risk is considered to be low.

Liquidity risk

At 31 May 2007 the group had cash of £118,267,000 and therefore no liquidity risk for the foreseeable future. The

bank revolving credit of £18,000,000 at 31 May 2006 was repaid during the year.

Foreign currency risk

The group’s and company’s reporting currency is sterling, which is also the company’s functional currency. The

functional currencies of the subsidiaries are sterling, US dollar and Australian dollar. 

The group’s results and financial position are affected by fluctuations in foreign currency exchange rates.

A large proportion of revenues are denominated in US dollars and euros. A surplus of US dollars and euros has been

generated over the last three financial years, and this situation is expected to continue for the foreseeable future.

The nature of the group’s businesses means that there is limited visibility of future revenues in each currency.

Therefore when forward foreign exchange contracts are used to reduce the currency risk on the surplus US dollars

and euros expected to be generated, they are usually only for short term periods of no more than six months. If

sterling were to strengthen significantly against the US dollar and the euro this could materially reduce the group’s

revenue and operating result.

Forward foreign exchange contracts are also used to reduce the foreign currency risk on large transactions, for

example the disposal of the Wireless Infrastructure business.

At 31 May 2007 there were outstanding forward foreign exchange contracts to sell $10,700,000 for £5,542,000, which

mature in the period 1 June 2007 to 28 September 2007. The market value of these outstanding forward foreign

exchange contracts at 31 May 2007 was an asset of £132,000 which is recognised in the group balance sheet.

At 31 May 2006 there were no outstanding forward foreign exchange contracts.

Nearly all cash is held in sterling.
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52 New IFRS and amendments to IAS and interpretations

There are a number of new standards and interpretations issued by the International Accounting Standards Board,

that are effective for financial statements after this reporting period, which have not yet been adopted by the group.

International Financial Reporting Standards

IFRS 7 Financial Instruments: Disclosures (effective for periods commencing on or after 1 January 2007)

IAS 1 Presentation of Financial Statements – Capital Disclosures (effective for periods commencing on or after

1 January 2007)

IFRS 8 Operating Segments (effective for periods commencing on or after 1 January 2009)

International Financial Reporting Interpretations Committee

IFRIC 10 Interim Financial Reporting and Impairment (effective for periods commencing on or after 1 November

2006)

IFRIC 11 IFRS 2 Group and Treasury Share Transactions (effective for periods commencing on or after 1 March 2007)

IFRIC 12 Service Concession Arrangements (effective for periods commencing on or after 1 January 2008)

The application of these standards and interpretations is not anticipated to have a material effect on the group’s

financial statements except for additional disclosure.

The implementation of IFRS 7 and the amendment to IAS 1 for Capital Disclosures will increase the amount of

disclosure regarding the significance, nature and associated risk of financial instruments. The accounting, income

and net assets will remain unaltered.

IFRS 8 is a standard that will increase the amount of disclosure and this will be considered when preparing the

financial statements for the year ending 31 May 2010.
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53 Subsidiaries

The subsidiaries at 31 May 2007 were as follows:

Name of Country of Description of Proportion Activity
subsidiary incorporation equity held held

or registration

Owned by Filtronic plc

Filtronic Compound England & Wales £1 ordinary shares 100% Design and manufacture
Semiconductors Limited of compound

semiconductors

Filtronic Components Limited England & Wales £1 ordinary shares 100% Design and manufacture
of microwave products

Filtronic Broadband Limited England & Wales 1p ordinary shares 100% Design and manufacture
of microwave products

Filtronic Properties Limited England & Wales £1 ordinary shares 100% Property company

Filtronic QUEST Trustees Limited England & Wales £1 ordinary shares 100% QUEST trustee company

Filtronic Executive Share Option England & Wales £1 ordinary shares 100% Dormant company
Trustees Limited

Filtronic Comtek (UK) Limited England & Wales 12.2787p 100% Dormant company
ordinary shares

Filtronic Microtek Limited England & Wales £1 ordinary shares 100% Dormant company

Filtronic Cable Communications England & Wales 1p ordinary shares 100% Dormant company
Limited

Filtronic Holdings UK Limited England & Wales £1 ordinary shares 100% Holding company

Owned by subsidiaries

Filtronic Pty Limited Australia A$1 ordinary shares 100% Design of digital signal
processing and
microwave products

Filtronic Signal Solutions, Inc. USA $1 common stock 100% Design and manufacture
of digital signal
processing products

Sage Laboratories, Inc. USA $0.10 common 100% Design and manufacture
stock of microwave products

Sage Laboratories USA $1 common stock 100% Dormant company
Active Microwave, Inc. stock

Sage Laboratories USA $1 common stock 100% Dormant company
Investment Corporation

Filtronic Compound USA $1 common stock 100% Dormant company
Semiconductors, Inc.
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Shareholder Information

Annual general meeting

The annual general meeting of Filtronic plc will be held at Weetwood Hall, Otley Road, Leeds, LS16 5PS on Friday

21 September 2007 at 10.30 am. The notice of meeting, together with details of business to be conducted at the

meeting and a form of proxy, is being circulated to shareholders with this report.

Financial calendar

Provisional dates for the announcement of results:

Interim results to 30 November 2007 28 January 2008

Final results to 31 May 2008 28 July 2008

Website

The company’s website address is www.filtronic.com

The website includes company news and investor sections. The interim and annual reports of the company can be

downloaded from the website. The company’s share price is also available on the website.

Shareholder enquiries and change of address

Shareholders should direct all enquiries regarding their shareholdings and notification of change of address to the

company’s registrars:

Capita Registrars

Northern House

Woodsome Park

Fenay Bridge

Huddersfield

West Yorkshire

HD8 0LA

Tel: 0870 162 3100
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Company secretary

M Moynihan

Company number

2891064

Registered office

Filtronic plc
Airedale House
Acorn Park
Charlestown
Shipley
West Yorkshire
BD17 7SW
Tel: 01274 531602
Fax: 01274 415473

Registrars

Capita Registrars
Northern House
Woodsome Park
Fenay Bridge
Huddersfield
West Yorkshire
HD8 0LA
Tel: 0870 162 3100

Stockbrokers

JPMorgan Cazenove Limited
20 Moorgate
London
EC2R 6DA
Tel: 020 7155 5000

Auditors

KPMG Audit Plc
Chartered Accountants
1 The Embankment
Neville Street
Leeds
LS1 4DW

Bankers

Barclays Bank PLC
10 Market Street
Bradford
BD1 1NR

Financial public relations

Parkgreen Communications Limited
Pegasus House
37-42 Sackville Street
London
W1S 3WH
Tel: 020 7851 7480
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