
 
ARM Holdings plc 

Second Quarter and Six Months Results – US GAAP 
 

 Quarter Quarter  Six months Six months  Six months 
 ended ended  ended ended  ended 
 30 June 30 June  30 June  30 June  30 June 
 2005 2004  2005 2004  2005 (1) 
 Unaudited Unaudited  Unaudited Unaudited  Unaudited 
 £'000 £'000  £'000 £'000  $'000 
Revenues        
 Product revenues 54,485 33,296  105,857 64,678  189,696 
 Service revenues 3,362 3,644  7,007 7,250  12,556 
Total revenues 57,847 36,940  112,864 71,928  202,252 
        
Cost of revenues        
 Product costs (4,548) (1,261)  (9,461) (2,639)  (16,954) 
 Service costs (1,638) (1,266)  (3,048) (2,588)  (5,462) 
Total cost of revenues (6,186) (2,527)  (12,509) (5,227)  (22,416) 
        
Gross profit 51,661 34,413  100,355 66,701  179,836 
        
 Research and development (15,787) (12,356)  (30,510) (24,455)  (54,674) 
 Sales and marketing (8,305) (5,883)  (16,589) (11,587)  (29,727) 
 General and administrative (9,157) (7,129)  (16,994) (13,420)  (30,453) 
 Deferred stock-based  
 compensation 

 
(2,142) 

 
(242) 

  
(4,502) 

 
(500) 

  
(8,068) 

 Amortization of intangibles 
 purchased through business 
               combination 

 
 

(4,608) 

 
 

(25) 

  
 

(8,575) 

 
 

(50) 

  
 

(15,366) 
Total operating expenses (39,999) (25,635)  (77,170) (50,012)  (138,288) 
        
Income from operations 11,662 8,778  23,185 16,689  41,548 
Interest, net 1,230 1,638  2,239 3,142  4,012 
        
Income before income tax 12,892 10,416  25,424 19,831  45,560 
Provision for income taxes  (2,852) (3,114)  (6,305) (5,896)  (11,299) 
        
Net income 10,040 7,302  19,119 13,935  34,261 
        
Net income 10,040 7,302  19,119 13,935  34,261 
Other comprehensive income:        
 Foreign currency adjustments 26,886 127  35,630 (122)  63,849 
 Unrealized holding gain/(loss) on 

available-for-sale securities, net 
of tax of £863,000 (Q2 2004: 
£555,000; 1H 2005: £1,555,000; 
1H 2004: £706,000) 

 
 
 
 

(1,980) 

 
 
 
 

1,294 

  
 
 
 

(3,594) 

 
 
 
 

1,647 

  
 
 
 

(6,440) 
         
Total comprehensive income 34,946 8,723  51,155 15,460  91,670 
        
Earnings per share (assuming dilution)        
Shares outstanding ('000) 1,426,944 1,043,053  1,425,572 1,042,691   
Earnings  per share – pence 0.7 0.7  1.3 1.3   
Earnings per ADS (assuming dilution)        
ADSs outstanding ('000) 475,648 347,684  475,191 347,564   
Earnings  per ADS – cents  3.8 3.8  7.2 7.3   
        
(1) US dollar amounts have been translated from sterling at the 30 June 2005 closing rate of $1.792=£1 (see note 1) 



ARM Holdings plc 
Consolidated balance sheet - US GAAP 

 
 
 30 June 31 December  30 June 
 2005 2004  2005 (1) 
 Unaudited Audited  Unaudited 
 £’000 £’000  $’000 
Assets     
 Current assets:     
 Cash and cash equivalents 121,646 110,561  217,990 
 Short-term investments 10,437 5,307  18,703 
 Marketable securities 22,553 21,511  40,415 
 Accounts receivable, net of allowance of      
 £1,486,000 in 2005 and £1,451,000 in 2004 49,660 34,347  88,991 
 Inventory: finished goods 1,830 897  3,279 
 Prepaid expenses and other assets 14,036 16,001  25,152 
 Total current assets 220,162 188,624  394,530 
     
 Long-term marketable securities - 5,438  - 
 Deferred income taxes 4,206 2,529  7,537 
 Prepaid expenses and other assets 1,847 -  3,310 
 Property and equipment, net 13,300 14,117  23,834 
 Goodwill 362,913 340,416  650,340 
 Other intangible assets 71,363 74,578  127,882 
 Investments 6,741 12,235  12,080 
 Total assets 680,532 637,937  1,219,513 
     
     
Liabilities and shareholders’ equity     
 Accounts payable 4,996 4,110  8,953 
 Income taxes payable 11,045 6,345  19,792 
 Personnel taxes 1,324 1,123  2,373 
 Accrued liabilities (see note 2) 22,298 38,600  39,958 
 Deferred revenue 20,438 21,355  36,625 
 Total current liabilities 60,101 71,533  107,701 
     
 Accrued liabilities - 1,732  - 
 Deferred income taxes 5,573 12,345  9,987 
 Total liabilities 65,674 85,610  117,688 
     
Shareholders’ equity     
 Ordinary shares  691 675  1,238 
 Additional paid-in capital 426,662 414,133  764,578 
 Deferred compensation (7,493) (12,083)  (13,428) 
 Treasury stock, at cost (7,485) (7,485)  (13,413) 
 Retained earnings 166,781 153,421  298,872 
 Accumulated other comprehensive income:     
 Unrealized holding gain on available-for-sale 

securities, net of tax of £521,000 (2004: 
£2,077,000) 

 
 

2,581 

 
 

6,175 

  
 

4,625 
 Cumulative translation adjustment 33,121 (2,509)  59,353 
 Total shareholders’ equity 614,858 552,327  1,101,825 
     
 Total liabilities and shareholders’ equity 680,532 637,937  1,219,513 
     
(1) US dollar amounts have been translated from sterling at the 30 June 2005 closing rate of $1.792=£1 (see note 1) 

 
 



  

ARM Holdings plc 
Consolidated income statement - IFRS 

 
 
 Six months Six months Year 
 ended ended ended 
 30 June 30 June 31 December 
 2005 2004 2004 
 Unaudited Unaudited Unaudited 
 £’000 £’000 £’000 
    
Revenues    
 Product revenues 105,857 64,678 138,732 
 Service revenues 7,007 7,250 14,165 
Total revenues 112,864 71,928 152,897 
    
Cost of revenues    
 Product costs (9,461) (2,639) (6,735) 
 Service costs (see note 4) (3,765) (2,792) (5,505) 
Total cost of revenues (13,226) (5,431) (12,240) 
    
Gross profit 99,638 66,497 140,657 
    
Operating expenses    
 Research and development (see note 4) (41,486) (26,428) (54,674) 
 Sales and marketing (see note 4) (23,289) (12,216) (25,546) 
 General and administrative (see note 4) (19,675) (14,197) (32,108) 
Total operating expenses (84,450) (52,841) (112,328) 
    
Profit from operations 15,188 13,656 28,329 
Investment income 2,239 3,142 6,944 
    
Profit before tax 17,427 16,798 35,273 
Tax (5,965) (5,450) (9,398) 
    
Profit for the period 11,462 11,348 25,875 
    
Dividends    
- final 2003 paid at 0.6 pence per share - 6,118 6,118 
- interim 2004 paid at 0.28 pence per share - - 2,857 
- final 2004 paid at 0.42 pence per share 5,759 - - 
- interim 2005 proposed at 0.34 pence per share 4,670 - - 
    
Earnings per share    
Basic and diluted earnings 11,462 11,348 25,875 
    
Number of shares (‘000)    
Basic weighted average number of shares 1,366,672 1,019,198 1,026,890 
Effect of dilutive securities:    
 Share options 58,212 22,644 22,179 
Diluted weighted average number of shares 1,424,884 1,041,842 1,049,069 
    
Basic EPS 0.8p 1.1p 2.5p 
Diluted EPS 0.8p 1.1p 2.5p 
 
All activities relate to continuing operations. 
 
All of the profit for the period is attributable to the equity shareholders of the parent. 



ARM Holdings plc 
Consolidated balance sheet - IFRS 

 
 
 30 June 30 June 31 December 
 2005 2004 2004 
 Unaudited Unaudited Unaudited 
 £’000 £’000 £’000 
    
Assets    
Current assets:    
Cash and cash equivalents 121,646 100,256 110,561 
Short-term investments 10,437 66,041 5,307 
Marketable securities 22,553 - 21,511 
Accounts receivable 49,660 25,251 34,347 
Inventories: finished goods 1,830 1,025 897 
Prepaid expenses and other assets 14,036 9,978 16,001 
Total current assets 220,162 202,551 188,624 
    
Non-current assets:    
Long-term marketable securities - - 5,438 
Prepaid expenses and other assets 1,847 - - 
Property, plant and equipment 11,030 8,466 9,096 
Goodwill 446,721 2,091 417,079 
Other intangible assets 77,248 8,528 84,037 
Available-for-sale investments 6,741 8,543 12,235 
Deferred tax assets 5,041 6,189 2,396 
Total non-current assets 548,628 33,817 530,281 
    
Total assets 768,790 236,368 718,905 
    
Liabilities and shareholders’ equity    
Current liabilities:    
Accounts payable 4,996 2,813 4,110 
Current tax liabilities 11,045 6,252 6,345 
Accrued and other liabilities 24,659 14,809 42,049 
Deferred revenue 20,438 12,632 21,355 
Total current liabilities 61,138 36,506 73,859 
    
Net current assets 159,024 166,045 114,765 
    
Non-current liabilities:    
Deferred tax liabilities - - 776 
Long-term other payables - - 1,732 
Total liabilities 61,138 36,506 76,367 
    
Net assets 707,652 199,862 642,538 
    
Shareholders’ equity    
Share capital 691 513 675 
Share premium account 445,416 82,326 434,026 
Share option reserve 61,474 - 61,474 
Retained earnings 157,199 114,457 140,291 
Revaluation reserve 1,643 2,688 5,237 
Cumulative translation adjustment 41,229 (122) 835 
Total equity 707,652 199,862 642,538 
 



ARM Holdings plc 
Consolidated cash flow statement - IFRS 

 
 
 Six months Six months Year 
 ended ended ended 
 30 June 30 June 31 December 
 2005 2004 2004 
 Unaudited Unaudited Unaudited 
 £’000 £’000 £’000 
    
Operating activities    
Profit from operations 15,188 13,656 28,329 
Depreciation and amortisation of tangible and intangible 

assets 
 

14,244 
 

6,793 
 

13,059 
Loss on disposal of property, plant and equipment 53 2 20 
Impairment of available-for sale investments 337 - - 
Compensation charge in respect of share-based payments 11,944 3,618 7,855 
Provision for doubtful debts 35 (85) (321) 
Accounts receivable converted to available-for-sale 

investments 
 

- 
 

(112) 
 

(112) 
Changes in working capital:    
Accounts receivable (15,348) (7,846) (1,358) 
Inventories (933) (94) 34 
Prepaid expenses and other assets 2,808 554 (3,659) 
Accounts payable 886 122 1,176 
Deferred revenue (1,959) 1,500 3,013 
Accrued liabilities and other creditors (4,772) (3,213) 2,811 
    
Cash generated by operations before tax 22,483 14,895 50,847 
Income taxes paid (7,069) (4,739) (11,601) 
    
Net cash from operating activities 15,414 10,156 39,246 
    
Investing activities    
Interest received 2,292 3,155 7,233 
Purchases of property, plant and equipment (2,747) (1,090) (2,732) 
Proceeds on disposal of property, plant and equipment 37 17 23 
Purchases of other intangible assets (389) (716) (2,663) 
Purchases of available-for-sale investments (132) - (50) 
Proceeds on disposal of available-for-sale investments 96 - - 
(Purchase) / maturity of short-term investments (699) (36,977) 24,677 
Purchases of subsidiaries, net of cash acquired (14,350) - (77,899) 
    
Net cash used in investing activities (15,892) (35,611) (51,411) 
    
Financing activities    
Issue of shares 11,406 1,192 1,313 
Expenses of issuing share capital - - (360) 
Dividends paid to shareholders (5,759) (6,118) (8,975) 
    
Net cash from / (used in) financing activities 5,647 (4,926) (8,022) 
    
Net increase / (decrease) in cash and cash equivalents 5,169 (30,381) (20,187) 
Cash and cash equivalents at beginning of period 110,561 130,722 130,722 
Effect of foreign exchange rate changes 5,916 (85) 26 
    
Cash and cash equivalents at end of period 121,646 100,256 110,561 



 
Notes to the Financial Statements 
(1) Basis of preparation – reporting currency 
The Group prepares and reports its financial statements in UK sterling.  Purely for the convenience of the reader, the US GAAP income 
statement and balance sheet have been translated from sterling at the closing rate on 30 June 2005 of $1.792=£1.  Such translations should not 
be construed as representations that the sterling amounts represent, or have been or could be so converted into US dollars at that or at any 
other rate. 
 
(2) Accrued liabilities 
Accrued liabilities under US GAAP of £22.3 million (2004: £38.6 million) includes: £nil million (2004: £14.3 million) for acquisition-related 
expenses, £2.3 million (2004: £4.4 million) for staff costs and £1.2 million (2004: £2.8 million) representing the fair value of embedded 
derivatives. 
 
 (3) Consolidated statement of changes in shareholders’ equity (US GAAP) 
 Additional Deferred  Unrealized Cumulative 
 Share paid-in compen- Treasury Retained holding translation 
 capital capital -sation stock earnings gain adjustment Total 
 £’000 £’000 £’000 £’000 £’000 £’000 £’000 £’000 
 
At 1 January 2005 675 414,133 (12,083) (7,485) 153,421 6,175 (2,509) 552,327 
Shares issued on exercise of options 16 11,390 - - - - - 11,406 
Net income - - - - 19,119 - - 19,119 
Dividends - - - - (5,759) - - (5,759) 
Unrealized holding losses on  
    available-for-sale securities - - - - - (3,594) - (3,594) 
Deferred compensation arising on  
    share schemes - 73 (73) - - - - - 
Tax benefits on exercise of options issued  
   as part consideration for a business 
   combination - 1,227 - - - - - 1,227 
Amortization of deferred compensation - - 4,502 - - - - 4,502 
Reversal of unearned compensation - (161) 161 - - - - - 
Currency translation adjustment - - - - - - 35,630 35,630 
At 30 June 2005 691 426,662 (7,493) (7,485) 166,781 2,581 33,121 614,858 
  
(4) IFRS operating expenses 
Included within the IFRS income statement  for the six months ended 30 June 2005 are share-based payment costs of £0.7m 
(six months ended 30 June 2004: £0.2m; year ended 31 December 2004: £0.4) in cost of revenues, £6.9m (30 June 2004: 
£2.0m; 31 December 2004: £4.3m) in research and development costs, £2.3m (30 June 2004: £0.6m; 31 December 2004: 
£1.5m) in sales and marketing costs and £2.0m (30 June 2004: £0.8m; 31 December 2004: £1.7m) in general and administrative 
costs. 
 
Also included within operating costs is amortization of intangibles of £4.0m (30 June 2004: £nil; 31 December 2004 £0.3m) in 
research and development costs, £4.3m (30 June 2004: £nil; 31 December 2004 £0.2m) in sales and marketing costs and £0.3m 
(30 June 2004: £nil; 31 December 2004 £0.1m) in general and administrative costs. 
 
(5) Consolidated statement of changes in shareholders’ equity (IFRS) 
   Share Share  Reval- Cumulative 
  Share premium option Retained -uation translation 
  capital account reserve earnings reserve reserve Total 
  £’000 £’000 £’000 £’000 £’000 £’000 £’000 
 
At 1 January 2005  675 434,026 61,474 140,291 5,237 835 642,538 
Shares issued on exercise of options  16 11,390 - - - - 11,406 
Profit for the period  - - - 11,462 - - 11,462 
Dividends  - - - (5,759) - - (5,759) 
Credit in respect of employee share  
    schemes  - - - 11,944 - - 11,944 
Movement on deferred tax arising on  
    outstanding share options  - - - (5,551) - - (5,551) 



Tax benefits on exercise of options issued 
   as part consideration for a business 
   combination  - - - 4,812 - - 4,812 
Unrealized holding losses on  
    available-for-sale investments (net 
    of deferred tax of £1,556,000)  - - - - (3,594) - (3,594) 
Currency translation adjustment  - - - - - 40,394 40,394 
At 30 June 2005  691 445,416 61,474 157,199 1,643 41,229 707,652 
 
(6) Summary of significant differences between US GAAP and IFRS 
 
Goodwill Under both IFRS and US GAAP, goodwill is not subject to amortisation, but is tested annually for impairment.  As permitted by 
IFRS 1, the Company’s goodwill under IFRS has been frozen at the amount recorded under UK GAAP as at 1 January 2004.  Under US 
GAAP, following the provisions of SFAS 142, “Goodwill and other intangible assets”, the carrying value of goodwill was frozen at the 
amount recorded under previous US GAAP as at 1 January 2002.  Under both previous US GAAP and UK GAAP, goodwill was amortised 
over its useful economic life.  Thus, while ongoing accounting policies in respect of goodwill are similar under US GAAP and IFRS, the 
difference in the dates of transition means that different amounts of goodwill are recorded. 

Under US GAAP, certain costs to be incurred on restructuring on business combination are treated as a fair value adjustment in the balance 
sheet acquired. Under IFRS, these costs are expensed post-acquisition.   Additionally, under US GAAP, tax benefits arising from the exercise 
of options issued as part of the consideration for a business combination become a deduction to goodwill, only to the extent that those 
benefits do not exceed the fair value of the consideration relating to those options at the appropriate tax rate.  Any excess tax benefits are a 
deduction to equity.  Under IFRS, the full tax benefit is a deduction to equity. 

The 2004 annual report included a provisional assessment of the fair values of assets and liabilities acquired on acquisition of Artisan 
Components Inc. on 23 December 2004. Where these provisional values have been amended as estimates have been refined in 2005, 
adjustments to fair values have been recorded as prior year adjustments to goodwill for IFRS purposes. Under US GAAP, these are recorded 
as amendments to goodwill in the current period. 

Recognition and amortisation of intangibles The Company has taken advantage of the exemption under IFRS 1 not to apply IFRS 
retrospectively to business combinations occurring before 1 January 2004. This means that for business combinations occurring before this 
date, the previously reported UK GAAP treatment has continued to be followed.  Under previous UK GAAP, intangible assets were 
recognised separately from goodwill only where they could be sold separately without disposing of a business of the entity.  This separability 
criterion does not apply under either IFRS or US GAAP.  Thus, a number of intangible assets which are required to be recognised separately 
from goodwill under both IFRS 3 and SFAS 142, were subsumed within goodwill under UK GAAP. Under both US GAAP and IFRS, such 
intangible assets are amortised over their useful economic lives.  Except in relation to in-process research and development (see below), there 
is no difference in accounting policy for intangible assets recognised as a result of business combinations entered into after 1 January 2004.  

In-process research and development Under IFRS, in-process research and development projects purchased as part of a business 
combination may meet the criteria set out in IAS 38, “Intangible assets”, for recognition as intangible assets other than goodwill and are 
amortised over their useful economic lives commencing when the asset is brought into use. Under US GAAP, in-process research and 
development is immediately written-off to the income statement. This accounting policy difference gives rise to an associated difference in 
deferred taxation. 

Valuation of consideration on business combination Under both IFRS and US GAAP, the fair value of consideration in a business 
combination includes the fair value of both equity issued and any share options granted as part of that combination.  Under IFRS, any equity 
issued is valued at the fair value as of the date of completion, whilst under US GAAP, the equity is valued at the date the terms of the 
combination were agreed to and announced.  For options, under US GAAP, the fair value is based upon the total number of options granted, 
both vested and unvested, whilst under IFRS the fair value only includes those that have vested, together with a pro-rata value for partially 
vested options.  Furthermore, where there is contingent consideration for an acquisition, under IFRS this is recognized as part of the purchase 
consideration if the contingent conditions are expected to be satisfied, whilst under US GAAP it is only recognised if the conditions have 
actually been met. 

Deferred compensation Under US GAAP, the intrinsic value of unvested stock options issued by an acquirer as part of a business 
combination in exchange for unvested share options of the acquiree is recorded as a debit balance within shareholders’ funds. This amount is 
charged to the profit and loss account over the vesting period of the share options in accordance with FIN 28.  Under IFRS, no such 
adjustment to shareholders’ funds is made on acquisition.   

Compensation charge in respect of share-based payments The Company issues equity-settled share-based payments to certain employees. 
In accordance with IFRS 2, equity-settled share-based payments are measured at fair value at the date of grant, using the Black-Scholes 
pricing model. The fair value determined at the grant date of the equity-settled share-based payments is expensed on a straight-line basis over 
the vesting period, based on the Company’s estimate of the number of shares that will eventually vest. Under US GAAP, the Company 
accounts for share option compensation expense under APB 25, and thus no compensation expense is recorded where the exercise price of 
the option is equal to the share price on the date of grant. 

Under US GAAP, the Company recognises a compensation charge in respect of the UK SAYE plans. The compensation charge is calculated 
as the difference between the market price of the shares at the date of grant and the exercise price of the option and is recorded on a straight-



line basis over the savings period. In addition, certain options attract a charge under variable plan accounting under US GAAP. Under IFRS, 
this charge is calculated in the same manner as other share-based payments, as detailed above. 

Under US GAAP, the Company follows variable plan accounting for the LTIP grants, measuring compensation expense as the difference 
between the exercise price and the fair market value of the shares at each period end over the vesting period of the options. Increases in fair 
market value of the shares result in a charge and decreases in fair market value of the shares result in a credit, subject to the cumulative 
amount previously expensed.  Under IFRS, this charge is calculated in the same manner as other share-based payments, as detailed above. 

Deferred tax on UK and US share options In the US and the UK, the Company is entitled to a tax deduction for the amount treated as 
employee compensation under US and UK tax rules on exercise of certain employee share options.  The compensation is equivalent to the 
difference between the option exercise price and the fair market value of the shares at the date of exercise.    

Under IFRS, deferred tax assets are recognised and are calculated by comparing the estimated amount of tax deduction to be obtained in the 
future (based on the Company’s share price at the balance sheet date) with the cumulative amount of the compensation expense recorded in 
the income statement.  If the amount of estimated future tax deduction exceeds the cumulative amount of the remuneration expense at the 
statutory tax rate, the excess is recorded directly in equity, against the profit and loss reserve. In accordance with the transitional provisions 
of IFRS 2, no compensation charge is recorded in respect of options granted before 7 November 2002 or in respect of those options which 
have been exercised or have lapsed before 1 January 2005.  Nevertheless, tax deductions have arisen and will continue to arise on these 
options.  The tax effects arising in relation to these options are recorded directly in equity, against retained earnings.  

Under US GAAP, deferred tax assets are recognised by multiplying the compensation expense recorded by the prevailing tax rate in the 
relevant tax jurisdiction.  Where, on exercise of the relevant option, the tax benefit obtained exceeds the deferred tax asset in relation to the 
relevant options, the excess is recorded in additional paid-in capital.  Where the tax benefit is less than the deferred tax asset, the write-down 
of the deferred tax asset is recorded against additional paid-in capital to the extent of previous excess tax benefits recorded in this account, 
with any remainder recorded in the income statement. 

Employer taxes on share options Under IFRS, employer’s taxes that are payable on the exercise of share options are provided for over the 
vesting period of the options. Under US GAAP, such taxes are accounted for when the options are exercised. 
 
 
 
Reconciliation of IFRS profit to US GAAP net income Six months Six months Year 
 ended ended ended 
 30 June 30 June 31 December 
 2005 2004 2004 
 Unaudited Unaudited Unaudited 
 £’000 £’000 £’000 
    
Profit for financial period as reported under IFRS 11,462 11,348 25,875 
Adjustments for:    
Amortisation of intangibles 358 (50) (65) 
Write-off of in-process research and development (335) - (3,612) 
Deduct: US GAAP compensation charge in respect of LTIP (611) (317) (619) 
Deduct : US GAAP compensation charge in respect of SAYE 
schemes 

 
(186) 

 
(184) 

 
(341) 

Deduct : US GAAP deferred stock-based compensation re 
acquisition 

 
(3,706) 

 
- 

 
- 

Add: IFRS compensation charge in respect of all share-based 
payments 

 
11,944 

 
3,618 

 
7,855 

Employer’s taxes on share options - (34) (36) 
Utilisation of restructuring provision 533 - - 
Tax on UK and US share options - (165) (515) 
Tax difference on amortisation of intangibles (164) - (14) 
Tax difference on share-based payments (176) (281) (551) 
Net income as reported under US GAAP 19,119 13,935 27,977 
    
Reconciliation of shareholders’ equity from IFRS 30 June 30 June 31 December 
   to US GAAP 2005 2004 2004 
 Unaudited Unaudited Unaudited 
 £’000 £’000 £’000 
    
Shareholders’ equity as reported under IFRS 707,652 199,862 642,538 
Adjustments for:    
Employer’s taxes on share options 27 29 27 



Utilisation of restructuring provision 533 - - 
Cumulative difference on amortisation of goodwill 2,713 2,713 2,713 
Cumulative difference on amortisation of intangibles 251 (92) (107) 
Cumulative write-off of in-process research and development (4,097) (150) (3,762) 
Cumulative difference on deferred tax (178) - (14) 
Valuation of equity consideration on acquisition (82,435) - (82,435) 
Valuation of option consideration on acquisition 17,476 - 17,476 
Deferred compensation on acquisition (9,579) - (9,579) 
Deferred tax on share-based payments (7,899) (3,089) (13,274) 
Portion of tax benefit arising on exercise of options issued on 

acquisition taken to goodwill under US GAAP 
 

(3,928) 
 

- 
 

- 
Foreign exchange on valuation of intangible assets and 

deferred tax 
 

(5,678) 
 

- 
 

(1,256) 
    
Shareholders’ equity as reported under US GAAP 614,858 199,273 552,327 
    
Reconciliation of goodwill from IFRS to US GAAP 30 June 30 June 31 December 
    2005 2004 2004 
 Unaudited Unaudited Unaudited 
 £’000 £’000 £’000 
    
Goodwill as reported under IFRS 446,721 2,091 417,079 
Adjustments for:    
Amendments to provisional fair values 1,117 - (736) 
Cumulative difference on amortisation of goodwill 2,713 2,713 2,713 
Cumulative write-off of in-process research and development (150) (150) (150) 
Amendment following revised intangible valuation on 

acquisition, net of deferred tax 
 

- 
 

- 
 

500 
Separately identifiable intangible assets (302) (302) (302) 
Deferred tax on capitalised in-process research and  
   development 

 
(1,570) 

 
- 

 
(1,318) 

Portion of tax benefit arising on exercise of options issued on 
   acquisition taken to goodwill under US GAAP 

 
(3,928) 

 
- 

 
- 

Valuation of equity consideration on acquisition (82,435) - (82,435) 
Valuation of option consideration on acquisition 17,476 - 17,476 
Deferred compensation on acquisition (9,579) - (9,579) 
Contingent consideration (1,665) - (1,665) 
Foreign exchange on revaluation of goodwill (5,485) - (1,167) 
    
Goodwill as reported under US GAAP 362,913 4,352 340,416 
    
 
 
(7) Non-GAAP measures 
The following non-GAAP measures, including reconciliations to the US GAAP measures, have been used in this earnings release. These 
measures have been presented as they allow a clearer comparison of operating results that exclude one-off non-recurring charges and 
acquisition-related charges. All figures in £’000 unless otherwise stated. 
 
 
 (7.1) (7.2) (7.3) (7.4) (7.5) 
 Q2 2005 Q1 2005 Q2 2004 1H 2005 1H 2004 
 
Income from operations (US GAAP) 11,662 11,523 8,778 23,185 16,689 
Acquisition-related charge – amortization of intangibles 4,608 3,967 25 8,575 50 
Acquisition-related charge – deferred stock-based compensation 1,640 2,066 - 3,706 - 
Other deferred stock-based compensation 502 294 242 796 500 
Pro forma income from operations 18,412 17,850 9,045 36,262 17,239 
As % of revenue 31.8% 32.4% 24.5% 32.1% 24.0% 
 
 
 (7.6) (7.7) (7.8) 



 30 June 31 March 31 December
 2005 2005 2004 
 
Cash and cash equivalents 121,646 93,816 110,561 
Short-term investments 10,437 24,956 5,307 
Short-term marketable securities 22,553 21,975 21,511 
Long-term marketable securities - 1,038 5,438 
Pro forma cash 154,636 141,785 142,817 
 
 
 
 
 (7.9) (7.10) (7.11) (7.12) (7.13) 
 Q2 2005 Q1 2005 Q2 2004 1H 2005 1H 2004 
 
Net income (US GAAP) 10,040 9,079 7,302 19,119 13,935 
Acquisition-related charge – amortization of intangibles 4,608 3,967 25 8,575 50 
Acquisition-related charge – deferred stock-based compensation 1,640 2,066 - 3,706 - 
Other deferred stock-based compensation 502 294 242 796 500 
Estimated tax impact of above charges (1,875) (1,831) - (3,706) - 
Pro forma net income 14,915 13,575 7,569 28,490 14,485 
Dilutive shares (‘000) 1,426,944 1,424,612 1,043,053 1,425,572 1,042,691 
Pro forma diluted EPS 1.0p 1.0p 0.7p 2.0p 1.4p 
 
 
  (7.14) (7.15) 
  Q2 2004 1H 2004 
  $’000 $’000 
 
ARM reported dollar revenues  65,346 127,596 
Artisan reported dollar revenues (quarter/half year ended 30 June 2004)  21,973 43,341  
Aggregate ARM and Artisan dollar revenues  87,319 170,937 
 

 

 

Appendix – additional notes to the IFRS statements 
 

1. The Company and a summary of its significant accounting policies 
 

The business of the Company ARM Holdings plc and its subsidiary companies (“ARM” or “the Company”) design reduced instruction set computing (RISC) 
microprocessors and related technology and software, and sell Development Systems, to enhance the performance, cost-effectiveness and power-efficiency of 
high-volume embedded applications. The Company licences and sells its technology and products to leading international electronics companies, which in turn 
manufacture, market and sell microprocessors, application-specific integrated circuits (ASICs) and application-specific standard processors (ASSPs) based on 
the Company’s architecture to systems companies for incorporation into a wide variety of end products. By creating a network of Partners, and working with 
them to best utilise the Company’s technology, the Company is establishing its architecture as a RISC processor for use in many high-volume embedded 
microprocessor applications, including digital cellular phones, modems and automotive functions and for potential use in many growing markets, including smart 
cards and digital video. The Company also licences and sells Development Systems direct to systems companies and provides consulting and support services to 
its licensees, systems companies and other systems designers. The Company’s principal geographic markets are Europe, the US and Asia Pacific. 
Incorporation and history ARM is a public limited company incorporated under the laws of England and Wales. The Company was formed on 16 October 
1990, as a joint venture between Apple Computer (UK) Limited, and Acorn Computers Limited, and operated under the name Advanced RISC Machines 
Holdings Limited until 10 March 1998, when its name was changed to ARM Holdings plc. Its initial public offering was on 17 April 1998. 
The Company’s wholly-owned undertakings include ARM Limited (incorporated in the UK), ARM, Inc. (incorporated in the US), ARM Physical IP Inc. 
(formerly Artisan Components Inc., incorporated in the US), Axys Design Automation Inc. (incorporated in the US), ARM KK (incorporated in Japan), ARM 
Korea Limited (incorporated in South Korea), ARM France SAS (incorporated in France), ARM Belgium N.V. (incorporated in Belgium), ARM Taiwan 
Limited (incorporated in Taiwan), ARM Consulting (Shanghai) Co. Limited (incorporated in PR China) and ARM Embedded Solutions Pvt. Ltd. (incorporated 
in India).  
Basis of preparation These interim financial statements have been prepared in accordance with the accounting policies the Company expects to adopt in its 
2005 annual report.  These accounting policies are based on the IASs, IFRSs and IFRIC  interpretations  that  the  Company expects to be applicable at that time.  
The IFRSs and IFRIC interpretations that will be applicable at 31 December  2005,  including  those  that  will  be applicable on an optional basis,  are not 
known with certainty at the time of preparing these interim financial statements. 
The Company's consolidated financial statements were prepared in accordance with UK GAAP until 31 December 2004. The Company has applied the same 
accounting policies and methods of computation in these interim financial statements as those published by the Company on 4 March 2005 within its 2004 
Annual Report, except as explained in notes 2 and 3 of this appendix, where the effects of changes in accounting policies arising as a result of the adoption of 



IFRS are set out. Reconciliations between previously reported financial statements prepared under UK GAAP and the IFRS equivalents are presented for profit 
for the year ended 31 December 2004 and the six months ended 30 June 2004 and net assets as at 31 December 2004, 30 June 2004 and 1 January 2004. Further 
disclosures required by IFRS 1 concerning the transition from UK GAAP to IFRS are also given in notes 2 and 3 of this appendix.  
IFRS 1 provides certain optional exemptions from full retrospective application of all accounting standards effective at the Company's reporting date. As 
discussed in more detail in the relevant sections below, the Company has taken advantage of the exemptions relating to: business combinations, cumulative 
translation differences and share-based payment transactions.  The Company has not taken advantage of the available optional exemption relating to fair value 
measurement of financial assets and financial liabilities at initial recognition. 
These interim financial statements have been prepared under the historical cost convention as modified by the revaluation of available-for-sale investments and 
derivative instruments.  
Use of estimates The preparation of these interim financial statements has required management to make estimates and assumptions that affect the amounts 
reported. Actual results could differ from these estimates. Significant estimates in these interim financial statements include, but are not limited to, revenue 
recognition, accounting for investments, provisions for income taxes, allowance for doubtful debts, impairment of non-current assets, goodwill and purchased 
intangible assets and contingencies and legal settlements.  
Principles of consolidation The consolidated interim financial statements incorporate the interim financial statements of the Company and all its subsidiaries. 
Intra-group transactions, including sales, profits, receivables and payables, have been eliminated on consolidation.  
Business combinations The results of subsidiaries acquired in the period are included in the income statement from the date they are acquired. On acquisition, 
all of the subsidiaries’ assets and liabilities that exist at the date of acquisition are recorded at their fair values reflecting their condition at that date. 
Goodwill Goodwill represents the excess of the fair value of the consideration paid on acquisition of a business over the fair value of the assets, including any 
intangible assets identified and liabilities acquired.  Goodwill is not amortised but is measured at cost less impairment losses.  In determining the fair value of 
consideration, the fair value of equity issued is the market value of equity at the date of completion, the fair value of share options assumed is calculated using 
the Black Scholes valuation model, and the fair value of contingent consideration is based upon whether the directors believe any performance conditions will be 
met and thus whether any further consideration will be payable.  
As permitted by IFRS 1, goodwill arising on acquisitions before 1 January 2004 (date of transition to IFRS) has been frozen at the UK GAAP amounts subject to 
being tested for impairment at that date. Goodwill is tested for impairment at least annually. The Company performs its annual impairment review at the cash-
generating unit level. For 2004, goodwill was assigned to the cash-generating units of the Company. The subsequent impairment test showed no impairment with 
respect to goodwill.     

Available-for-sale investments Publicly traded investments are classified as available-for-sale and are carried at market value. Unrealised holding gains or 
losses on such securities are included, net of related taxes, directly in equity via a revaluation reserve. Impairment losses and realised gains and losses of such 
securities are reported in earnings. Equity securities that are not publicly traded are also classified as available-for-sale and are recorded at fair value. At 30 June 
2005 and 2004 and at 31 December 2004, the estimated fair value of these investments approximated to cost less any permanent diminution in value, based on 
estimates determined by management. The Company has applied the provisions of IAS 32, “Financial Instruments: disclosure and presentation”, and IAS 39, 
“Financial Instruments: recognition and measurement”, from the date of transition to IFRS and has therefore not taken advantage of the optional exemption 
available under IFRS 1, under which the Company could have elected to apply these standards only from 1 January 2005.   
Research and development expenditure All on-going research expenditure is expensed in the period in which it is incurred. Where a product is technically 
feasible, production and sale are intended, a market exists, and sufficient resources are available to complete the project, development costs are capitalised and 
amortised on a straight-line basis over the estimated useful life of the respective product.  The Company believes its current process for developing products is 
essentially completed concurrently with the establishment of technological feasibility which is evidenced by a working model. Accordingly, development costs 
incurred after the establishment of technological feasibility have not been significant and, therefore, no costs have been capitalized to date. Where no internally-
generated intangible asset can be recognised, development expenditure is recognised as an expense in the period in which it is incurred. 

Impairment charges The Company considers at each reporting date whether there is any indication that non-current assets are impaired. If there is such an 
indication, the Company carries out an impairment test by measuring the assets’ recoverable amount, which is the higher of the assets’ fair value less costs to sell 
and their value in use. If the recoverable amount is less than the carrying amount an impairment loss is recognised, and the assets are written down to their 
recoverable amount.   

Revenue recognition The Company follows the principles of IAS 18, “Revenue recognition”, in determining appropriate revenue recognition policies.  In 
principle, therefore, revenue is recognised to the extent that it is probable that the economic benefits associated with the transaction will flow into the Company.  

Revenue (excluding VAT) comprises the value of sales of licences, royalties arising from the resulting sale of licensees’ ARM-based products, revenues from 
support, maintenance and training, consulting contracts and the sale of boards and software toolkits. 

Revenue from standard licence products which are not modified to meet the specific requirements of each customer is recognised when the risks and rewards of 
ownership of the product are transferred to the customer. 

Many licence agreements are for products which are designed to meet the specific requirements of each customer. Revenue from the sale of such licences is 
recognised on a percentage of completion basis over the period from signing of the licence to customer acceptance. Under the percentage of completion method, 
provisions for estimated losses on uncompleted contracts are recognised in the period in which the likelihood of such losses is determined. The percentage of 
completion is measured by monitoring progress using records of actual time incurred to date in the project compared with the total estimated project requirement, 
which approximates to the extent of performance.  

Where invoicing milestones on licence arrangements are such that the proportion of work performed (calculated on the cost basis described above) is greater than 
the proportion of the total contract value which has been invoiced, the Company evaluates whether it has obtained, through its performance to date, the 
probability that the economic benefits associated with the transaction will flow into the Company and therefore whether revenue should be recognised prior to 
the issuance of invoices.  In particular, it considers: 

- whether there is sufficient certainty that the invoice will be raised in the expected timeframe, particularly where the invoicing milestone is in some way 
dependent on customer activity; and 

- whether it has sufficient evidence that the customer considers that the Company’s contractual obligations have been, or will be, fulfilled; and 

- whether there is sufficient certainty that only those costs budgeted to be incurred will indeed be incurred before the customer will accept that a future invoice 
may be raised; and 



- the extent to which previous experience with similar product groups and similar customers support the conclusions reached. 

Where the Company considers that there is insufficient evidence that it is probable that the economic benefits associated with the transaction will flow into the 
Company, taking into account these criteria, revenue is not recognised until there is sufficient evidence that it is probable that the economic benefits associated 
with the transaction will flow into the Company. If the amount of revenue recognised exceeds the amounts invoiced to customers, the excess amount is recorded 
as amounts recoverable on contracts within debtors. 

Where agreements involve several components, the entire fee from such arrangements has been allocated to each of the individual components based on each 
component’s fair value. Vendor-specific objective evidence (VSOE) of fair value is determined by reference to licence agreements with other customers where 
components are sold separately.  

Agreements including rights to unspecified products are accounted for using subscription accounting, revenue from the arrangement being recognised on a 
straight-line basis over the term of the arrangement, or an estimate of the economic life of the products offered, beginning with the delivery of the first product. 

Certain products have been co-developed by the Company and a collaborative partner, with both parties retaining the right to sell licences to the product.  In 
those cases where the Company makes sales of these products and is exposed to the significant risks and benefits associated with the transaction, the total value 
of the licence is recorded as revenue and the amount payable to the collaborative partner is recorded as cost of sales.  Where the collaborative partner makes 
sales of these products, the Company records as revenue the commission it is due when informed by the collaborative partner that a sale has been made and cash 
has been collected. 

In addition to the licence fees, contracts generally contain an agreement to provide post-contract support (support, maintenance and training) (PCS) which 
consists of an identified customer contact at the Company and telephonic or e-mail support. Fees for post contract support which take place after customer 
acceptance are specified in the contract. Revenue related to PCS is recognised based on VSOE, which is determined with reference to contractual renewal rates, 
or, if none are specified, by reference to the rates actually charged on renewal PCS arrangements for the same level of support and for the same or similar 
technologies. Revenue for PCS is recognised on a straight-line basis over the period for which support and maintenance is contractually agreed by the Company 
with the licensee.  

The excess of licence fees and post-contract support invoiced over revenue recognised is recorded as deferred revenue. 

Sales of software, including development systems, which are not specifically designed for a given licence (such as off-the-shelf software) are recognised upon 
delivery, when the significant risks and rewards of ownership have been transferred to the customer. At that time, the Company has no further obligations except 
that, where necessary, the costs associated with providing post contract support have been accrued. Services (such as training) that the Company provides which 
are not essential to the functionality of the IP are separately stated and priced in the contract and, therefore, accounted for separately. Revenue is recognised as 
services are performed and it is probable that the economic benefits associated with the transaction will flow into the Company. 

Royalty revenues are earned on sales by the Company’s customers of products containing ARM technology. Revenues are recognised when ARM receives 
notification from the customer of product sales, or receives payment of any fixed royalties, normally quarterly in arrears. 

Revenue from consulting is recognised when the service has been provided and all obligations to the customer under the consulting agreement have been 
fulfilled. For larger consulting projects containing several project milestones, revenue is recognised on a percentage of completion basis as milestones are 
achieved. Consulting costs are recognised when incurred. 

The Company makes significant estimates in applying its revenue recognition policies. In particular, as discussed in detail above, estimates are made in relation 
to the use of the percentage of completion accounting method, which requires that the extent of progress toward completion of contracts may be anticipated with 
reasonable certainty. The use of the percentage of completion method is itself based on the assumption that, at the outset of licence agreements, customer 
acceptance is not uncertain. In addition, when allocating revenue to various components of arrangements involving several components, it is assumed that the 
fair value of each element is reflected by its price when sold separately. The complexity of the estimation process and issues related to the assumptions, risks and 
uncertainties inherent with the application of the revenue recognition policies affect the amounts reported in the financial statements.  If different assumptions 
were used, it is possible that different amounts would be reported in the financial statements. 

Government grants Grants in respect of specific research and development projects are credited to research and development costs within the income statement 
to match the projects’ related expenditure. 

Retirement benefit costs The Company contributes to defined contribution plans substantially covering all employees in Europe and the US and to government 
pension schemes for employees in Japan, South Korea, Taiwan, PR China and Israel. The Company contributes to these plans based upon various fixed 
percentages of employee compensation, and such contributions are expensed as incurred. 

Cash and cash equivalents The Company considers all highly liquid investments with original maturity dates of three months or less to be cash equivalents.  

Short-term investments and marketable securities The company considers all highly liquid investments with original maturity dates of greater than three 
months but less than one year to be short-term investments. Any investments with a maturity date of greater than one year from the balance sheet date are 
classified as long-term.  

Allowance for doubtful debts Trade receivables are first assessed individually for impairment, or collectively where the receivables are not individually 
significant. Where there is no objective evidence of impairment for an individual receivable, it is included in a group of receivables with similar credit risk 
characteristics and these are collectively assessed for impairment. Movements in the provision for doubtful debts are recorded in the income statement. 

Inventory Inventory is stated at the lower of cost and net realisable value. In general, cost is determined on a first-in-first-out basis and includes transport and 
handling costs. Where necessary, provision is made for obsolete, slow-moving and defective inventory. 

Property, plant and equipment The cost of property and equipment is their purchase cost, together with any incidental costs of acquisition. External costs and 
internal costs are capitalised to the extent they enhance the future economic benefit of the asset. 

Depreciation is calculated so as to write off the cost of property and equipment, less their estimated residual values, which are adjusted, if appropriate, at each 
balance sheet date, on a straight-line basis over the expected useful economic lives of the assets concerned. The principal economic lives used for this purpose 
are: 

Freehold buildings  25 years 

Leasehold improvements Five years or term of lease, whichever is shorter 

Computers   Three to five years 



Fixtures and fittings  Five to ten years 

Motor vehicles  Four years 

Provision is made against the carrying value of property and equipment where an impairment in value is deemed to have occurred. 

Acquired intangible assets Computer software, purchased patents and licences to use technology are capitalised at cost and amortised on a straight-line basis 
over a prudent estimate of the time that the Company is expected to benefit from them, which is typically three to five years.  Costs that are directly attributable 
to the development of new business application software and which are incurred during the period prior to the date that the software is placed into operational 
use, are capitalised.  External costs and internal costs are capitalised to the extent they enhance the future economic benefit of the asset. 

Although an independent valuation is made of any intangible assets purchased as part of a business combination, management is primarily responsible for 
determining the fair value of intangible assets. Such assets are capitalised and amortized over a period of one to six years, being a prudent estimate of the time 
that the Company is expected to benefit from them.   
In-process research and development projects purchased as part of a business combination may meet the criteria set out in IFRS 3, “Business combinations”, for 
recognition as intangible assets other than goodwill.  Management tracks the status of in-process research and development intangible assets such that their 
amortisation commences when the assets are brought into use. This typically means a write-off period of one to five years. 
Operating leases Costs in respect of operating leases are charged on a straight-line basis over the lease term even if payments are not made on such a basis.  

Currency translation The functional currency of each group entity is the currency of the primary economic environment in which each entity operates.  These 
interim financial statements are presented in sterling, which is the presentation currency of the Company. 

Transactions denominated in foreign currencies have been translated into the functional currency of each group entity at actual rates of exchange ruling at the 
date of transaction. Monetary assets and liabilities denominated in foreign currencies have been translated at rates ruling at the balance sheet date. Such exchange 
differences have been included in general and administrative costs.   

The assets and liabilities of subsidiaries denominated in foreign currencies are translated into sterling at rates of exchange ruling at the balance sheet date. 
Income statements of overseas subsidiaries are translated at the average monthly exchange rates during the period. Translation differences are taken directly to 
equity via the cumulative translation adjustment. On disposal of a subsidiary such amounts are recycled to the income statement.  

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and liabilities of the foreign entity and translated at the 
closing rate.  

As permitted by IFRS 1, the balance on the cumulative translation adjustment on retranslation of subsidiaries’ net assets has been set to zero at the date of 
transition to IFRS.    

Derivative financial instruments The Company utilises forward exchange contracts to manage the exchange risk on actual transactions related to accounts 
receivable, denominated in a currency other than the functional currency of the business. The Company’s forward exchange contracts do not subject the 
Company to risk from exchange rate movements because the gains and losses on such contracts offset losses and gains, respectively, on the transactions being 
hedged. The forward contracts and related accounts receivable are recorded at fair value at each period end. Fair value is estimated using the settlement rates 
prevailing at the period end. All recognised gains and losses resulting from the settlement of the contracts are recorded within general and administrative costs in 
the income statement. The Company does not enter into foreign exchange contracts for the purpose of hedging anticipated transactions.  

Embedded derivatives From time to time, the company enters into sales contracts denominated in a currency (typically US dollars) that is neither the functional 
currency of the Company nor the functional currency of the customer. Where there are uninvoiced amounts on such contracts, the Company carries such 
derivatives at fair value. The resulting gain or loss is recognised in the income statement under general and administrative costs.  

Income taxes Income taxes are computed using the liability method. Under this method, deferred tax assets and liabilities are determined based on temporary 
differences between the financial reporting and tax bases of assets and liabilities and are measured using enacted rates and laws that will be in effect when the 
differences are expected to reverse. The deferred tax is not accounted for if it arises from initial recognition of an asset or liability in a transaction, other than a 
business combination, that at the time of the transaction affects neither accounting nor taxable profit or loss. Valuation allowances are established against 
deferred tax assets where it is more likely than not that some portion or all of the asset will not be realised.  

Deferred tax is provided on temporary differences arising on investments in subsidiaries except where the timing of the reversal of the temporary difference is 
controlled by the Company and it is probable that the temporary difference will not reverse in the foreseeable future. Deferred tax assets and liabilities arising in 
the same tax jurisdiction are off set.  

In the UK and the US, the Company is entitled to a tax deduction for amounts treated as compensation on exercise of certain employee share options under each 
jurisdiction’s tax rules. As explained under “Share-based payments” below, a compensation expense is recorded in the Company’s income statement over the 
period from the grant date to the vesting date of the relevant options. As there is a temporary difference between the accounting and tax bases, a deferred tax 
asset is recorded. The deferred tax asset arising is calculated by comparing the estimated amount of tax deduction to be obtained in the future  (based on the 
Company’s share price at the balance sheet date) with the cumulative amount of the compensation expense recorded in the income statement. If the amount of 
estimated future tax deduction exceeds the cumulative amount of the remuneration expense at the statutory rate, the excess is recorded directly in equity, against 
retained earnings.  

As explained under “Share-based payments” below, no compensation charge is recorded in respect of options granted before 7 November 2002 or in respect of 
those options which have been exercised or have lapsed before 1 January 2005. Nevertheless, tax deductions have arisen and will continue to arise on these 
options. The tax effects arising in relation to these options are recorded directly in equity, against retained earnings.   

Earnings per share Basic earnings per share is calculated by dividing the earnings attributable to ordinary shareholders by the weighted average number of 
ordinary shares in issue during the period, excluding those held in the ESOP and the QUEST which are treated as cancelled. For diluted earnings per share, the 
weighted number of ordinary shares in issue is adjusted to assume conversion of all dilutive potential ordinary shares.  

Share-based payments The Company issues equity-settled share-based payments to certain employees. In accordance with IFRS 2, “Share-based payments”, 
equity-settled share-based payments are measured at fair value at the date of grant. Fair value is measured by use of the Black-Scholes pricing model. The fair 
value determined at the grant date of the equity-settled share-based payments is expensed on a straight-line basis over the vesting period, based on the 
Company’s estimate of the number of shares that will eventually vest.  

The Company operates Save As You Earn (SAYE) schemes in the UK and an Employee Share Purchase Plan (ESPP) in the US. Options under these schemes 
are granted at a 15% discount to market price of the underlying shares on the date of grant. The UK SAYE schemes are approved by the Inland Revenue, which 



stipulates that the saving period must be at least 36 months. The Company has recognised a compensation charge in respect of the UK SAYE plans and US 
ESPPs. The charges for these are calculated as detailed above.  

The Company also has an LTIP on which it is also required to recognise a compensation charge under IFRS 2, calculated as detailed above.   

The Company has applied the exemption available, and has applied the provisions of IFRS 2 only to those options granted after 7 November 2002 and which 
were outstanding at 31 December 2004. 

Employer’s taxes on share options Employer’s National Insurance in the UK and equivalent taxes in other jurisdictions are payable on the exercise of certain 
share options. In accordance with IFRS 2, this is treated as a cash-settled transaction. A provision is made, calculated using the fair value of the Company’s 
shares at the balance sheet date, pro-rated over the vesting period of the options.   

Employee share ownership plans The Company’s Employee Share Ownership Plan (ESOP) and Qualifying Employee Share Ownership Trust (QUEST) are 
separately administered trusts which are funded by loans (the ESOP) and loans and gifts (the QUEST) from the Company, and the assets of which comprise 
shares in the Company. The Company recognises the assets and liabilities of the ESOP and the QUEST in its own accounts and shares held by the trusts are 
recorded at cost as a deduction in arriving at shareholders’ funds until such time as the shares vest conditionally to employees.  

Investment income Investment income relates to interest income, which is accrued on a time basis, by reference to the principal outstanding and at the effective 
interest rate applicable. 

Equity instruments Equity instruments issued by the Company are recorded at the proceeds received, net of direct issue costs. 

Dividends payable Distributions to equity holders are not recognised in the income statement under IFRS, but are disclosed as a component of the movement in 
shareholders’ equity. A liability is recorded for a final dividend when the dividend is approved by the Company’s shareholders, and, for an interim dividend, 
when the dividend is paid. 

Provisions Provisions for restructuring costs and legal claims are recognised when: the Company has a present legal or constructive obligation as a result of past 
events; it is more likely than not that an outflow of resources will be required to settle the obligation; and the amount has been reliably estimated. Restructuring 
provisions comprise lease termination penalties and employee termination payments. Provisions are not recognised for future operating losses.  

Interim measurement note  
(a) Current tax Current income tax expense is recognised in these interim financial statements based on management's best estimates of the weighted average 
annual income tax rate expected for the full financial year.  

(b) Costs Costs that are incurred unevenly during the financial year are anticipated or deferred in the interim report only if it would also be appropriate to 
anticipate or defer such costs at the end of the financial year. 

2. Explanation of transition to IFRS 
The Company's financial statements for the year ending 31 December 2005 will be the first annual financial statements that comply with IFRS.  These interim 
financial statements have been prepared as described in note 1 of this appendix.  The Company has applied IFRS 1 in preparing these interim financial 
statements. The last financial statements under UK GAAP were for the year ended 31 December 2004 and the date of transition was therefore 1 January 2004. 
Presented below are the reconciliation of profit for the year ended 2004 and the reconciliations of equity at 1 January 2004 (date of transition to IFRS) and at 31 
December 2004 (date of last UK GAAP financial statements) as required by IFRS 1. In addition, the reconciliation of equity at 30 June 2004 and the 
reconciliation of profit for the six months ended 30 June 2004 have been included below as required by IFRS 1 to enable a comparison of the 2005 interim 
figures with those published in the corresponding period of the previous financial year. For explanations of the nature and effect of the changes in accounting 
policies as a consequence of the transition to IFRS, refer to note 3 of this appendix. 
 
(i) Reconciliations of UK GAAP profit and loss account to IFRS income statement 

 
 Six months ended 30 June 2004 (date of 

corresponding interim financial statements) 
Year ended 31 December 2004 (end of last 

period presented under UK GAAP) 

 

 
 
 
 

Notes 

UK 
GAAP 

Unaudited 
£’000 

Effect of 
transition to 

IFRS 
Unaudited 

£’000 

IFRS 
Unaudited 

£’000 

 
UK  

GAAP 
Audited 

£’000 

Effect of 
transition to 

IFRS 
Unaudited 

£’000 

 
 

IFRS 
Unaudited 

£’000 
Total revenues  71,928 - 71,928 152,897 - 152,897 
Total cost of revenues j (5,227) (204) (5,431) (11,799) (441) (12,240) 
        
Gross profit  66,701 (204) 66,497 141,098 (441) 140,657 
        
Operating expenses        
Research and development  b,j (24,455) (1,973) (26,428) (50,133) (4,541) (54,674) 
Sales and marketing b,j (11,553) (663) (12,216) (23,899) (1,647) (25,546) 
General and administrative a,b,e,j,l (13,341) (856) (14,197) (31,845) (263) (32,108) 
        
Total operating expenses  (49,349) (3,492) 52,841 (105,877) (6,451) (112,328) 
        
Profit from operations  17,352 (3,696) 13,656 35,221 (6,892) 28,329 
Investment income   3,142 - 3,142 6,944 - 6,944 
        
Profit before tax  20,494 (3,696) 16,798 42,165 (6,892) 35,273 
Tax b,j (5,731) 281 (5,450) (10,153) 755 (9,398) 
        
Profit after tax  14,763 (3,415) 11,348 32,012 (6,137) 25,875 
        
Dividend  f (2,884) 2,884 - (8,542) 8,542 - 
Profit for period  11,879 (531) 11,348 23,470 2,405 25,875 
 



(ii)  Reconciliation of UK GAAP profit to IFRS profit 
  

 
 
 

Notes 

 Six months 
 ended  

30 June  
2004 

£’000 

Year 
ended 

 31 December 
2004 

£’000 
Profit for period as reported under  UK GAAP   11,879 23,470 
Adjustments for:     
Amortisation of recognised intangibles on Axys acquisition b  - (167) 
Amortisation of recognised intangibles on Artisan acquisition b  - (344) 
Deferred tax on intangibles b,g  - 204 
Goodwill not amortised after date of transition a  268 2,103 
Dividends taken directly to equity f  2,884 8,542 
Embedded derivatives measured at fair value e  (179) (732) 
Deduct: IFRS compensation charge in respect of all share-based payments  j  (3,618) (7,855) 
Add: UK GAAP compensation charge in respect of LTIP j  225 495 
Deferred tax on share-based payments j  281 551 
Impairment of available-for-sale investment l  (392) (392) 
     
Profit for period as reported under IFRS   11,348 25,875 
 
(iii) Reconciliations of equity at 1 January 2004 and 31 December 2004 from UK GAAP to IFRS 

  As at 1 January 2004 As at 31 December 2004 

 

 
 
 
 

Notes 

UK 
GAAP 

Audited 
£’000 

Effect of 
transition to 

IFRS 
Unaudited 

£’000 

IFRS 
Unaudited 

£’000 

UK  
GAAP 

Audited 
£’000 

Effect of 
transition to 

IFRS 
Unaudited 

£’000 

 
 

IFRS 
Unaudited 

£’000 
Assets        
Current assets:        
Cash and cash equivalents m,n 30,123 100,599 130,722 78,193 32,368 110,561 
Short-term investments m,n 129,663 (100,599) 29,064 59,186 (53,879) 5,307 
Marketable securities m,n - - - - 21,511 21,511 
Accounts receivable  17,320 - 17,320 34,347 - 34,347 
Inventories: finished goods  931 - 931 897 - 897 
Prepaid expenses and other assets k 8,924 - 8,924 16,448 (447) 16,001 
Deferred tax assets g,j 3,585 (3,585) - 20,832 (20,832) - 
Total current assets  190,546 (3,585) 186,961 209,903 (21,279) 188,624 
        
Non-current assets        
Long-term marketable securities  - - - 5,438 - 5,438 
Property, plant and equipment c 16,583 (6,408) 10,175 14,117 (5,021) 9,096 
Goodwill a 2,091 - 2,091 459,413 (42,334) 417,079 
Other intangible assets b,c 5,456 6,408 11,864 2,995 81,042 84,037 
Available-for-sale investments d 4,759 1,487 6,246 5,313 6,922 12,235 
Deferred tax assets g,j - 5,980 5,980 - 2,396 2,396 
Total non-current assets  28,889 7,467 36,356 487,276 43,005 530,281 
        
Total assets  219,435 3,882 223,317 697,179 21,726 718,905 
        
Liabilities and shareholders' equity        
Current liabilities:        
Accounts payable  2,691 - 2,691 4,110 - 4,110 
Current tax liabilities  3,140 - 3,140 6,345 - 6,345 
Accrued and other liabilities e,h 15,868 2,154 18,022 38,463 3,586 42,049 
Deferred revenue k 11,132 - 11,132 22,301 (946) 21,355 
Dividends to shareholders f 6,106 (6,106) - 5,673 (5,673) - 
Total current liabilities  38,937 (3,952) 34,985 76,892 (3,033) 73,859 
        
Net current assets  151,609 367 151,976 133,011 (18,246) 114,765 
        
Non-current liabilities:        
Deferred tax liabilities g - - - - 776 776 
Provisions h 63 (63) - 27 (27) - 
Long-term other payables  - - - 1,732 - 1,732 
        
Total liabilities   39,000 (4,015) 34,985 78,651 (2,284) 76,367 
        
Net assets  180,435 7,897 188,332 618,528 24,010 642,538 
        
Shareholders' equity        
Share capital  512 - 512 675 - 675 



Share premium account  81,137 - 81,137 434,026 - 434,026 
Share option reserve  - - - 61,474 - 61,474 
Retained earnings                                  a,b,e,f,j,l   100,874 4,768 105,642 124,851 15,440 140,291 
Revaluation reserve d,l - 1,041 1,041 - 5,237 5,237 
Cumulative translation adjustment b,i (2,088) 2,088 - (2,498) 3,333 835 
Total equity 180,435 7,897 188,332 618,528 24,010 642,538 

 

 
(iv) Reconciliation of equity as at 30 June 2004 from UK GAAP to IFRS 

 

 
 
 
 

Notes    

UK  
GAAP 

Unaudited 
£’000 

Effect of 
transition to 

IFRS 
Unaudited 

£’000 

 
 

IFRS 
Unaudited 

£’000 
Assets       
Current assets:        
Cash and cash equivalents m,n    15,202 85,054 100,256 
Short-term investments m,n    151,095 (85,054) 66,041 
Accounts receivable     25,251 - 25,251 
Inventories: finished goods     1,025 - 1,025 
Prepaid expenses and other assets     9,978 - 9,978 
Deferred tax assets g,j    4,084 (4,084) - 
Total current assets     206,635 (4,084) 202,551 
        
Non-current assets       
Property, plant and equipment c    12,678 (4,212) 8,466 
Goodwill a    1,823 268 2,091 
Other intangible assets b,c    4,316 4,212 8,528 
Available-for-sale investments d    5,263 3,280 8,543 
Deferred tax assets g,j    - 6,189 6,189 
Total non-current assets     24,080 9,737 33,817 
        
Total assets     230,715 5,653 236,368 
        
Current liabilities        
Accounts payable     2,813 - 2,813 
Current tax liabilities     6,252  6,252 
Accrued and other liabilities e,h    12,510 2,299 14,809 
Deferred revenue     12,632 - 12,632 
Dividends to shareholders f    2,872 (2,872) - 
Total current liabilities     37,079 (573) 36,506 
        
Net current assets     169,556 (3,511) 166,045 
        
Non-current liabilities:        
Provisions h    29 (29) - 
        
Total liabilities     37,108 (602) 36,506 
        
Net assets     193,607 6,255 199,862 
        
Share capital     513 - 513 
Share premium account     82,326 - 82,326 
Retained earnings                a,b,e,f,j,l      112,978 1,479 114,457 
Revaluation reserve d,l    - 2,688 2,688 
Cumulative translation adjustment b,i    (2,210) 2,088 (122) 
Total equity     193,607 6,255 199,862 
 
 
(v) Reconciliation of equity from UK GAAP to IFRS 

  
 

Notes 

1 January 
 2004 
£’000 

30 June 
2004 

£’000 

31 December 
2004 

£’000 
Total equity as reported under UK GAAP  180,435 193,607 618,528 
Adjustments for:     
Amortisation of recognised intangibles on Axys acquisition b    - - (167) 
Amortisation of recognised intangibles on Artisan acquisition b - - (344) 
Deferred tax on intangibles g - - 204 
Goodwill not amortised after date of transition a - 268 2,103 
Dividends not recognised as liability until declared f 6,106 2,872 5,673 
Available-for-sale investments measured at fair value d 1,487 3,280 6,922 
Deferred tax on available-for-sale investments g (446) (984) (2,077) 
Deferred tax on share-based payments g,j 2,841 3,089 13,274 



Embedded derivatives measured at fair value e (2,091) (2,270) (2,823) 
Foreign exchange on valuation of intangible assets b - - 1,245 
     
Total equity as reported under IFRS  188,332 199,862 642,538 
 
(vi) Reconciliation of goodwill from UK GAAP to IFRS 

  
 

Notes 

1 January 
 2004 
£’000 

30 June 
2004 

£’000 

31 December 
 2004 
£’000 

Goodwill as reported under UK GAAP  2,091 1,823 459,413 
Adjustments for:     
Amendments to provisional fair values a - - 736 
Cumulative difference on amortisation of goodwill  a - 268 2,103 
Separately identifiable intangible assets (net of deferred tax)  b - - (45,996) 
Fair value of deferred revenue and costs k - - (499) 
Foreign exchange on valuation of intangible assets b - - 1,322 
     
Goodwill as reported under IFRS  2,091 2,091 417,079 

 
3. Explanation of material adjustments to equity at 31 December 2004, 30 June 2004 and 1 January 2004 and to profit for the year ended 31 December 

2004 and for the six months ended 30 June 2004 
 

The transition to IFRS resulted in the following changes in accounting policies: 

a. Goodwill Goodwill is not amortised under IFRS but is measured at cost less impairment losses. Under UK GAAP, goodwill was amortised on a straight-line 
basis over an estimate of the time the Company was to benefit from it. The change does not affect equity at 1 January 2004 because, as permitted by IFRS 1, 
goodwill arising on acquisitions before 1 January 2004 (date of transition to IFRS) has been frozen at the UK GAAP amounts subject to being tested for 
impairment at that date, the results of which assessment indicated no such impairment.   

The 2004 annual report included a provisional assessment of the fair values of assets and liabilities acquired on acquisition of Artisan Components Inc. on 23 
December 2004.  Where these provisional values have been amended as estimates have been refined in 2005, adjustments to fair values have been recorded as 
prior year adjustments to goodwill for IFRS purposes. This would not have been the case under UK GAAP. 

b. Other intangible assets Under IFRS, intangible assets purchased as part of a business combination may meet the criteria set out in IFRS 3 for categorisation as 
intangible assets other than goodwill and are amortised over their useful economic lives. Under UK GAAP, intangible assets purchased as part of a business 
combination are included within the goodwill balance unless the asset can be identified and sold separately without disposing of the business as a whole. In 
August and December 2004, the Company acquired 100% of the issued share capital of Axys Design Automation Inc. and Artisan Components Inc. respectively. 
Both of these business combinations have been accounted for under IFRS 3. The Company has taken advantage of the exemption under IFRS 1 not to apply 
IFRS retrospectively to business combinations occurring before 1 January 2004, the date of transition to IFRS. Thus, at 31 December 2004, £76,658,000 of 
intangible assets recognisable under IFRS 3, but subsumed within goodwill under UK GAAP, have been reclassified as intangible assets.  Amortisation expense 
in respect of these intangible assets has decreased profit for the year ended 31 December 2004 by £511,000.  
Under IFRS, the difference between the book value of the intangible assets for accounting purposes and the tax value of these assets gives rise to a temporary 
difference. A deferred tax liability of £30,409,000 at 31 December 2004 has therefore been recorded. The deferred tax liability is released to the income 
statement in proportion to the amortisation of the related intangibles. The impact is to increase the profit for the year ended 31 December 2004 by £204,000.  

As intangible assets and goodwill arising on overseas acquisitions are treated as foreign currency assets of the acquired entities under IFRS (but not under the 
Company’s UK GAAP accounting policies), related foreign exchange movements have been recorded in reserves.  

c. Computer software Under IFRS, computer software is classified within intangible assets. Under UK GAAP, computer software was classified as a tangible 
fixed asset. This change in accounting policy has resulted in a reclassification between plant, property and equipment and intangibles at 31 December 2004, 30 
June 2004 and 1 January 2004. 

d. Publicly traded investments Publicly traded investments are classified as available-for-sale and are carried at fair value. Unrealised holding gains or losses on 
such securities are included, net of related taxes, directly in equity via a revaluation reserve. Impairment losses and realised gains and losses of such securities 
are reported in earnings. Under UK GAAP, these investments were carried at cost less any impairment charges.  

e. Embedded derivatives Under IFRS, where the Company enters into sales contracts denominated in a currency that is neither the functional currency of the 
Company nor the functional currency of the customer and where there are uninvoiced amounts on such contracts, such derivatives are carried at fair value. The 
resulting gain or loss is recognised in the income statement. Embedded derivatives were not revalued to fair value under UK GAAP.  

f. Dividends payable Dividends to shareholders declared after the period end but before the interim financial statements are authorised for issue are not recognised 
as a liability at the balance sheet date. A liability for a final dividend is recognised when the dividend is approved by shareholders; a liability for an interim 
dividend is recognised when paid. Furthermore, under IFRS, dividends are not shown in the income statement but are recorded directly in reserves via retained 
earnings. Under UK GAAP, dividends declared after the period end are recorded in the profit and loss account in the period to which they relate.  

g. Deferred tax assets and liabilities As required by IAS 1, “Presentation of financial statements”, deferred tax assets and liabilities have been classified as non-
current assets and liabilities respectively. Under UK GAAP, these were included within current assets and liabilities respectively. Additionally, as required by 
IAS 12, “Income taxes”, deferred tax liabilities and assets have been offset where they arise in the same tax jurisdiction. Under UK GAAP, there was no such 
right of offset. The transition to IFRS has increased the Company’s deferred tax assets and liabilities as follows: 

  
 

Notes 

1 January 
 2004 
£’000 

30 June 
2004 

£’000 

31 December 
 2004 
£’000 

Deferred tax assets as reported under  UK GAAP  3,585 4,084 20,832 
Adjustment for:     
Deferred tax on share-based payments j 2,841 3,089 13,274 



Deferred tax arising on available-for-sale investments measured at fair value   d (446) (984) (2,077) 
Netting-off of deferred tax assets and liabilities arising in same tax jurisdiction           g - - (29,633) 
        
Deferred tax assets as reported under IFRS  5,980 6,189 2,396 
     
Deferred tax liabilities as reported under  UK GAAP   - - - 
Adjustments for:     
Deferred tax liability arising on recognition of intangibles on Axys acquisition          b - - 795 
Deferred tax liability arising on recognition of intangibles on Artisan acquisition       b - - 29,614 
Netting-off of deferred tax assets and liabilities arising in same tax jurisdiction g   (29,633) 
     
Deferred tax liabilities as reported under IFRS  - - 776 

 
h. Employer’s taxes on share options Under IFRS, employer’s taxes that are payable on the exercise of share options are calculated using  the fair value of the 

Company’s shares at the balance sheet date, pro-rated over the vesting period of the options. Under UK GAAP, this calculation uses the market value of the 
Company's shares at the balance sheet date.  Additionally, under UK GAAP, employer’s taxes that are payable on the exercise of share options are included 
within provisions for liabilities and charges. Under IFRS, this is included within accrued and other liabilities. 

i. Other reserves As permitted by IFRS 1, the cumulative translation adjustment has been re-set to zero as at 1 January 2004. This has had no effect on net equity 
but has decreased retained earnings by £2,088,000 as at December 2004, 30 June 2004 and 1 January 2004 with matching offsetting adjustments to the 
cumulative translation adjustment.  

j. Share-based payments The Company issues equity-settled share-based payments to certain employees. In accordance with IFRS 2 equity-settled share-based 
payments are measured at fair value at the date of grant, in respect of options granted after 7 November 2002 and which were outstanding at 31 December 2004. 
The fair value determined at the grant date of the equity-settled share-based payments is expensed on a straight-line basis over the vesting period, based on the 
Company’s estimate of the shares that will eventually vest. Under UK GAAP, the charge recorded represented the difference between the share price at the date 
of grant and the exercise price of the option.  In addition, the Company took advantage of an exemption under which no charge was made in respect of SAYE 
options.  Thus, under UK GAAP, a charge was made only in respect of the LTIP with no other share-based payments charges being recognised. 

As a consequence of accounting for share-based payments, a temporary difference between the accounting and tax bases arises, and a deferred tax asset is 
recorded. The deferred tax asset arising is calculated by comparing the estimated amount of tax deduction to be obtained in the future  (based on the Company’s 
share price at the balance sheet date) with the cumulative amount of the compensation expense recorded in the income statement. If the amount of estimated 
future tax deduction exceeds the cumulative amount of the remuneration expense at the statutory rate, the excess is recorded directly in equity, against retained 
earnings. 

k. Prepayments and deferred revenue The conventions under which the fair value of assets acquired and liabilities assumed in a business combination is 
determined differ between IFRS and UK GAAP. This has given rise to a difference in the fair value of prepayments and deferred revenue purchased as part of 
the Artisan acquisition.  

l. Reversal of impairments In 2004, a previous impairment of an available-for-sale investment was reversed. Under UK GAAP, this was taken as a credit to the 
income statement. However, under IFRS, this was taken directly to equity via the revaluation reserve.   

m. Cash Under IAS 7, “Cash flow statements”, deposits with a maturity of less than three months at inception which are convertible into known amounts of cash 
are included as cash and cash equivalents. Deposits with a maturity at inception of between three months and one year are shown as short-term investments.  
Under UK GAAP, cash does not include short-term deposits and investments which cannot be withdrawn without notice and without incurring a penalty. Such 
items are shown as short-term investments.  

n. Changes to the cash flow statement The consolidated statement of cash flows prepared under IFRS presents substantially the same information as that required 
under UK GAAP. 

Under IFRS only three categories of cash flow activity are required to be reported: operating, investing and financing. Cash flows from returns on investments 
and servicing of finance and cash flows from taxation shown under UK GAAP are included as operating activities and investing activities respectively under 
IFRS.  There are no other material differences between the cash flow statement presented under IFRS and the cash flow statement presented under UK GAAP.  

 


