INSIDE Secure

ANNUAL FINANCIAL
REPORT 2012

iNsicde

driving Trust e s = = U = =




THIS DOCUMENT IS ANENGLISH LANGUAGE TRASLATION OF SELECTEIPORTIONS OF INSIDE
SECURE'S 2012 ANNUAEINANCIAL REPORT ASFILED WITH THE AUTORITE DES MARCHES
FINANCIERS(THE "AMF") ON APREIL 24, 2013PURSUANT TO ARTICLE.451-1-2 OF THE FRENCH
MONETARY AD FINANCIAL CODE. ERTAIN SECTIONS WERENTENTIONALLY OMITTE FROM
THE ENGLISH TRANSLAON AS INDICATED INTHIS DOCUMENT.THIS TRANSLATION HABEEN
PROVIDED FOR YOUR CRWVENIENCE ONLY. IN HIE EVENT THERE AREMY DISCREPANCIES OR
DIFFERENCES BETWEENTHIS TRANSLATION AND THE HENCH LANGUAGE 2012 MNUAL
FINANCIAL REPORT, ONY THE FRENCH LANGUBE ORIGINAL DOCUMENMWILL BE CONSIDERED
THE OFFICIAL TEXT. NSIDE SECURE MAKESONREPRESENTATIONS ORARRANTIES ABOUT THE
ACCURACY OR COMPLEMNESS OF THIS ENGLISHRANSLAION AND ASSUMES NOIABILITY FOR
ANY ERRORS, OMISSIGNDOR INACCURACIES INHIS ENGLISH TRANSIOAON.

STATEMENT OF THE PEBON RESPONSIBLE FORHE ANNUAL FINANCIAL REPORT................... 1
REPORT OF THE MANAGEBIENT BOARD........cciiitiiiiiei ittt ettt ettt e e e e s snbaee e e e s snnee e e 2
1. Overview oOf theINSIDE SECUMIIOUD. ....cuviiiieieeeeeeeeiesiiiiime e e e e e e e e e s e s s s s s ssaeneeee s e e s e e s s nnnnes 3
2. Analysis of financial conditions and results of operations...........ccccoccviiieeeiee e, 5
3. Main risks and uncertainties to which the Company and the Group are eXpdsed
Of fiInaNCial INSIIUMENTS ... erre e e e e e e e e e e eeeeeeeeees 17
4, Corporate Governance and Internal Control............ccuvvieiiicceiiniiieeee e 17
5. Research and DeVelOPMENL..........ccuii it 17
6. Foreseable developments and future prospects of the Company and the.Group........ 18
7. Environmental and Corporate Information................uuveiiiceciiiiiii e ceeeeeveeer e 20
8. Statutory results dNSIDE SECUIE S.A. .. ..ot e e e e e et enneeeeeeeaeana 25
9. Other corporate INfOrMALtIO............coeviiiiii e e reer e e e e e e e e anens 38
APPENDIX TO THE REP®T OF THE MANAGEMENTBOARD ......ccciiiiiiiiiiieeesiiieeeiiieee e 46
AppendixA-1 Summary of results of the Group for the last five years............cccovvvvieeeeeeennnnns a7
AppendixA-2 Summary of results of the Company for the last five years...........cccccceeevveees 48
AppendixB Table of delegations of power granted to the Management Board for carrying out
share capital INCrEASES.......coiiuiiiiie e ieeeeneeee . 4O
AppendixC Main risks and uncertainties to which the Company is expbsége of financial
INStruments DY the COMPAINY.........uuiiiiieiii e 51
FINANCIAL INFORMATION RELATED TO ASSETSFINANCIAL CONDITION AND RESULTS
Consolidated financial statements of iftNSIDE Secure group as at DecemberZfl2.................. 73
Statutorya di t or s 6 coms@liditedtfinancial statenEents........cccceeeveiveeviiiee e, 126
Statutory financial statements of INSIDE Secure SA as at Decemb20RA................ccccceennnn... 129
Statutory aditors report on the statutory financialtef@ents..............cccccoeeiiiiiieeeiii e, 130
F N o o N PSR 131

Appendix 1 Chairmanos report on corporate governanc
MANAGEIMEIIL ....ceeeeeeeetit e e e e e e e e e e e e et e re s r e r e e e e e teeeenannneeeeeeeennennnnn s 132

Appendix2 Audi t orsdé6 report on the chaionoogorateof t he sup:
governance, internal control and risk regBMENL.............oeevviiiiiiiiicccciiire e 150

Appendix3 Statement of the fee of the statytauditors and of their affilias......................c..... 151



STATEMENT OF THE PER SON RESPONSIBLE
FOR THE ANNUAL FINAN CIAL REPORT

[TEXT INTENTIONALLY OMITTED.]



Société anonyme a directoire et directoire deeiliance au capital d&3 597 424,80euros
Siége social : 41, parc Club du Golf, 13856-&ixProvence cedex 3
399275395 RCS Aixen-Provence

REPORT OF THE MANAGE MENT BOARD

[TEXT INTENTIONALLY OMITTED.]



Management report

1. Overview of the INSIDE Securegroup
1.1 Business

INSIDE Securd nsi de Secure (Athe Companyo) and its su
designer, developer and supplier of semiconductors and embedded software for securing
transactions, content and digital identity, and operates on a fablesssbunipgel.

In 2012, the Group generate$$ 122 million in revenue.

The headquarters of the Company is located inglProvence, France. The Group operates in
Europe (research and development, sales and ritayksupply chain, administratn), Asia
(research and development, sales and marketing) as well as North America (Sales & Marketing).
The Group employed 460 people at December 31, 2012, holds more than 650 patents, divided
into 173 families of patents, including approximately 40% related to NFCcamighctless and

about 40% relative to security.

On September 30, 2010, the Group acquired the Secure Microcontroller Solutions (SMS) division
of At me l Corp. (ASMS division of At mel 0) whi ch
smart cards, mobile dews, acceptance devices, and infrastructure systems to secure the
exchange of transactions for payment, transit, access, ID and other types of secure applications.

On December 1, 2012, the Group ac guichrdesighsE mb e dd e «
and develops encryptienelated security hardware intellectual property (IP) and software for a
variety of industries, including the mobile and networking markets

Since February 17, 2012, shares in the Company are listed orY®E Euronext exchange in

Pais under the Isin code FR0010291245. Proceeds from the issuance of the shares as part of the

initial public offering( Al POy US$ 104. 5 mi l,linclading tfetssharé 9. 3 mi |
premium and prior thi#PO fee and expense

The Group operates a faldeusiness model, whereby manufacturing, assembly and testing are
outsourced to thirgbarty foundries (companies specializing in the manufacturing of
semiconductors) and other outsourcing partners. The Group designs, develops and markets
products offeringvarious types of security protection for applications where information is
required to be processed, stored or transferre
solutions integrate secure architecture microcontrollers, routers, haritheayeated seurity,

embedded software providing the secure management of incoming and outgoing data, as well as
cryptography algorithms. T h e-lsow in sadid frequenoyrasd r el y o
anal og semiconductor desi gperfiseas well as the Gr ol

Since the acquisition of ESS, the Group operates in four complementary business segments,
which target di fferent mar ket s, product s, sol ut
silicon and software platforms:

1 Mobile NFC: Designs and marlemicroprocessor chips and software stacks to mobile
handset makers and more generally the wireless space.

1 Secure paymentdesigns and markets microprocessor chips with embedded memory,
modules and inlays, and software stacks for payment, transit féeetiool, and loyalty
applications.
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9 Digital security: Designs and markets memory and microprocessor platforms, pay TV,
identification, access control, and other secure systems fecantterfeiting, intellectual
property protection and machi@machinecommunication.

1 Embedded security solutions: designs and develops encryptaied security hardware
intellectual property (IP) and software for a variety of industries, including the mobile
and networking markets.

1.2 Significant events of the past fiscaar
Initial public offering

The Company went public on the regulated market of NYSE Euronext in Paris on 17 February
2012.

The IPO of the Company was conducted through a public offering in France and an institutional
offering in France and some other otiies including the United States of America, in each case
solely on issuing new shares. The prospectus made available to the public at the time of the IPO
has been approved by the Autorité des marchés financiers February 6, 2012 under naBer 12

The Management board, at its meeting of 17 February 2012, making use of the delegation which
was granted by the extraordinary general meeting of shareholders of the Company on 20 January
2012, decided to increase the capital by a nominal amount of 3,32%8§X) kringing it from
9,269,387.20 euros to 12,594 687.20 euros through the issue, without preferential subscription
rights of shares by way of a public offering of 8,313,250 new shares at a price of 8.30 euros per
share with a nominal value of 0.40 ewand an issue premium of 7.90 euros, representing a
subscription for a total amount of premium issue included, of 68,999,975 euros, fully paid in cash.

The Company has also received on February 23, 2012 a letter from BNP Paribas, acting as
stabilizing agehand acting in the name and on behalf of BNP Paribas and Natixis, joint lead
managers and joint boakinners of the IPO of the Company, notifying of the exercise by BNP
Paribas of oveallotment option of up to 1,246,986 shares, representing 15% ofdhesshihose

issue was decided by the Management board at its meeting of February 17, 2012. The
Management board, at its meeting of 23 February 2012, making use of the delegation which was
granted by the extraordinary general meeting of shareholders obthpaly on 20 January 2012,
decided to increase the nominal amount of the capital increase decided by the Management board
of February 17, 2012 for a nominal amount of 498 794.40 euros, through the issue of 1,246,986
new shares with a nominal value of Odiro each, issued at the same price those issued on 17
February 2012, at 8.30 euros per share, premium included, representing a subscription for a total
amount of 10 349 983,80 euros, including share premium.

In total, at the time of its IPO, the Comparealized a total capital increase of 79,349,958.80
euros, share premium included, and before deducting expenses related to the transaction of the
share premium, representing 29.2% of the capital

Acquisition olEmbedded Security Solutions

On December 1,212, the Group acquired Embedded Securit
and develops encryptienelated security hardware intellectual property (IP) and software for a

variety of industries, including the mobile and networking markets. Revenue istgené@raugh

licenses, royalties, services and maintenance fees.
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As part of the acquisition, research and development and sales and marketing teams were
transferred to the Group. The seller also transferred intangible assets, including intellectual
propety licensing royalties and internally developed software, tangible assets, working capital
(notably inventories, trade receivables and social and tax debts related to transferred employees)
and cash.

Upon acquisition, Inside Secure paid a purchase prig&8f43,256 thousand based on an initial
estimate of working capital requirements. Subsequentheduction on thepurchase price
amounting to US$ 503 thousand was accorded to the Group to take into account the final amount
of this working capital requireemt. The payment of this purchase price reduction has not yet
been received by the Group at the date of issuance.

The Group paidan additionalUS$ 1,750 thousand in January 2013 after certain precedent
conditions were met and this amount could rise to 3388 thousand if all the conditions
included in the agreement are met before April 1, 2013. Based on information available at the
date of issuance, management considers that it will have to pay theadditienal amount

Evolution of the business

2012saw major changes in the business environment for INSIDE Secure, leading to a decrease in
both its revenue and operating performance. INSIDE Secure notably suffered from the difficulty
experienced by a number of major clients of its mobile NFC divisidchwvere impacted by

the transformation of the industry, and by a slowdown in the NFC market growth.

In this context, the Group implemented cost saving measures from the second half of 2012
onwards in order to reduce operational costs, focusing initallgxternal charges and expenses

and on tangible and intangible capital expenditure all whilst preserving the means necessary to
simultaneously complete several key research and development programmes.

1.3 Events after the reporting period

On March 6, 2013the Company announced a project to adapt its strategy that will lead to a
reorganization of its business on a global basis. The reorganization plan will be further detailed
during the course of 2013. The impact of this plan on the consolidated finaatéshaints will

be accounted for once sufficient details and reliable estimates are known and constitute a
constructive obligation for the Company.

14 Progress and challenges

Seesections Jaboveand2 below.

2. Analysis of financial conditions and results of opeations

2.1 Introductory comments

The consolidated financial statements of the gidIDE Securdor the year ended December

31, 2012 and the r ep onthe consdidated fimangal staterdents arg s 0
attached to the management report

The consolidated financial statements of the Group have been prepared in accordance with

International Financial Reporting Standards (IFRS) and IFRIC interpretations as adopted by the
European Union. Themain accounting policies are set out in note 2 of tlwes to the

-5-
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consolidated financial statements for the year ended December 31, 2012, and critical accounting
estimates and judgments are disclosed in note 4.

Presentationcurrency of the consolidated financial statements

The Group has elected the US dolfaro r &% $r@gentation currency of its consolidated
financial statements. The U.S. dollar is the functional currency of the Company, and the currency
in which the majority of its transactions are denominated. It is the main currency used for the
Gr o utmrdsactions and within the semiconductor industry in transactions between clients and
suppliers.

The exchange rates of the US Dollar against the Euwwor i U 0 , , the mainfclgrenRyouyed
by the Group after the US Dollar, are as follows for the yyemded December 31, 2011 and
2012:

Dollar / Euro 2011 2012
Closing 1.2939 1.3194
Average 1.3917 1.3119

Consolidated entities

The consolidated financial statements as at December 31, 2012 include the accounts of the
Company and the following entities:

Country Entity Percentage of ownership
2011 2012
United States  Inside Secure Corporation 100% 100%
Singapore Inside Secure (Asia) Pte Ltd 100% 100%
Poland Inside Secure Sp.z.o.0. 100% 100%
France Vault-IC France SAS 100% 100%
United Vault-IC UK Ltd 100% 100%
Kingdom
Netherlands Inside Secure B.V - 100%
Netherlands Inside Secure Amsterdam B.V - 100%
Finland Inside Secure Oy - 100%

The Group acquirethe Embedded Security Solutiofisisineson December 1, 2012. As part of

the transaction tich consisted in acombinaton of acquisition ofasset shares the Group
acquired 100% of the shares loside Secure B.Vwhich holds 100% of the shares lokide
Secure Amsterdam B.¥nd 100% of the shares of Inside Secure Oy, companies dedicated to
R&D and productmarketing.

Supplementary nel+RS financial information

The Group uses performance indicators that are not strictly accounting measures (adjusted
operating result, and adjusted income /(loss)) are defined below. These indicators arimexbt def
under |l FRS, and do not constitute accounting
performance. They should be considered in addition to, and not as a substitute for, any other
operating and financial performance indicator of strict accogmiature, as presented in the
Groupbs Consolidated Financi al Statements and
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indicators because it believes they are useful measures of its operating performance and of its
operating cash flow generatiofheseindicators are not necessarily directly comparable to those

of other companies, which may have defined or calculated their indicators differently than the
Group, even though they use similar terms.

Adjusted gross profit is defined as gross profit beforg the amortization of intangible assets
and masks related to business combinations, (ii) any potential goodwill impairment, (ii share
based payment expense and (iv) snecurring costs associated with business combinations
carried out by the Group.

Adjusted operating income/(loss)is defined as operating income/(loss) before (i) the
amortization of intangible assets and masks related to business combinations, (ii) any potential
goodwill impairment, (iii) shardased payment expense and (iv) snecurrirg costs associated

with business combinations carried out by the Group.

Adjusted net income/(loss)is defined as net income/(loss) before (i) the amortization of
intangible assets and masks related to business combinations, (i) any potential goodwill
impairment, (iii) sharédbased payment expense, and (iv) fnecurring costs associated with
business combinations carried out by the Group, and also takes into account the tax expense
adjustment recorded in the income statement and related to restated ®lement

Tables presenting reconciliations between the income statement figures in this document and the
adjusted financial aggregates as defined above, for the years ended Deceribad Zhd2012

are set forth in appendix to this report

2.2 Consolidated incomstatement

2.2.1 Revenue

Fiscal Year 2012 Revenue by Business Segment

ear-on-year
(in thousands of US$) Y Y

2012 2011 %
Mobile NFC 43 261 47 961 -10%
Secure payment 31788 43 246 -26%
Digital security 46 158 60 261 -23%
Embedded security solutions 840 - -
Total 122 047 151 468 -19%

INSIDE Secure's consolidated revenue was down 19%oyegear in 2012 at $122.0 million.
Consolidated revenue incorporates Embedded Security Solutions ("ESS"), consolidated as from
December 1, 2012.Normalised revendeotalled $148.2 million for the year 2012

! Normalised revenuis defined as the combined revenue of the historical activities of INSIDE Secure afut &S
year ended December 31, 2012 excluding the accounting impacts related to the change of control over ESS which
resulted in the nomecognition of a portion of revenue
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2.2.2 Adjusted operating ressland operating resusit

(in thousand of dollars) 2012 2011 Yvar.

Revenue 122 047 151 468 -19,4%

Adjusted gross profit 31439 42 412 -25,9%
As a % of revenue 25,8% 28,0%

Research and development expenses (33218) (32 746) 1,4%
As a % of revenue -27,2% -21,6%

Selling and marketing expenses (17 511) (16 907) 3,6%
As a % of revenue -14,3% -11,2%

General and administrative expenses (8 780) (8 810) -0,3%
As a % of revenue -7,2% -5,8%

Other gains / (losses), net (2 025) ©

Adjusted operating expenses (61534) (58 464) 5,3%
As a % of revenue -50,4% -38,6%

Adjusted operating income / (loss) (30 095) (16 052) 87,5%
As a % of revenue =24, 7% -10,6%

Adjusted gross profit declined by %1 million in 2012, translating both a decrease in revenues
and a decrease in the awggagross margin due to a less favourable product mix (mainly
translating lesser revenues in the Digital Security division which contribute strongly to the gross

margin).

R&D expenses slightly increased in 2012 (+1.4%), with the NFC business attractingter g
share of spending (70% vs. 56% in 2011). The Group was thus able to simultaneously develop
several major programmes: development of the latest version of NFC microcontroller, design of
the next generation NFC technology in partnership with Intsigdeof the proprietary embedded
secure element, and the first sales of the PicoBPulsehi p (| NSI DE

technology).

Secureobs

Sales & marketing expenses, as well as General and administrative expenses increased by 2.2% in
2012 vs. 2011, but decredsia the second half vs. the first half of the year, excluding the impact
of a $0.7 million allowance for doubtful trade account receivable recorded iff theadter 2012.

The cost saving plan initiated in July 2012 started to bear fruit from theudtieq of the year,
with a reduction in external charges, namely of outsourced R&D, and in tangible and intangible

capital expenditure.

At constant exchange rates, ordinary operating expenses were reduced by 6% in the second half

vs. H1 2012.

Adjusted operating incomefell from a $16.1 million loss in 2011 (or 10.6% of revenues) to a
$30.1 million loss in 2012 (24.7% of revenues), due mainly to NFC's disappointing performance.

Faced with deteriorating trading conditions from the second quarter 201@rdhe gradually
implemented early cost cutting measures to reduce operating expenses, without however
undermining the implementation of its innovation programme and of its major new products

-8-
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(such as the proprietary embedded security element and thepPadieest family based on the
Aiboostero technology) .

Operating incomefell from a$24.5 million loss in 2011 to a $37.3 million loss in 2012.

2.2.3 Financial income/losset

Net financial items abecember 31, 2012 represented an expense of $0.3 million, compared with

a profit of $1.5 million for the year ended December 31, 2011. The deterioration is mainly due to
the EUR/USD exchange rate fluctuation. Foreign exchange loss incurred in 2012 ysduaitd

the impact of the revaluation at the closing rate of cash denominated in euros. Foreign exchange
gains realised in 2011 were mainly due to a favourable trend in the EUR/USD exchange rate over
2011.

It is worth highlighting that realized operatiegchange gains and losses over the year and the
impact of the revaluation at the closing rate of operating assets and liabilities denominated in a
currency other than the functional currency of the consolidated companies are now recorded
under operatingncome (see section 27 of the notes to the consolidated financial statements for
the year ended December 31, 2012). Thésentation methodompliart with IFRS was applied

for the first time in 2012

2.2.4 Income tax

The income tax was a charge7af thousand dollars in 20tbmpared with an income (net) of 51
thousand dollars in 2012. The income (net) for the year 2012 is mainly due to two factors:

1 The income tax expense in the subsidiary INSIDE Secure Corporation in the United
States that generate taxable income;

9 Offset by the use of a previously unrecognized tax credit in the @WK Ltd. branch
for an amount of 156 thousand dollars

2.2.5 Adjusted net income and net income

The Group's adjusted net loss widened frotd.6 million in 2011 to $30.3 million in 2012.
Consolidated net income (IFRS), Group share for 2012 represented a I&& ofm$lion in
total, and earnings per share amountedlté$compared witt$1.06 at December 31, 2011
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2.2.6 Segment analysis

Fiscal year ended December 31, 2012

(in thousand of dollars) Mobile Secure DigiFaI Em:::udr?t?/ Common Total
NFC payment security ) unallocated 2012
solutions
Revenue 43 261 31788 46 158 840 122 047
Contribution to revenue 35% 26% 38% 1% - 100%
Operating income (31 757) (5 022) 2853 (1 116) (2 237) (37 278)
Adjusted operating income (30 451) (3531) 6412 (288) (2 237) (30 095)
As a % of revenue -70% -11% 14% -34% -25%
Fiscal year ended December 31, 2011
(in thousand of dollars) Mobile Secure Digit.al Emsb:gudr?t?/ Common Total
NFC payment security . unallocated 2011
solutions
Revenue 47 961 43 246 60 261 151 468
Contribution to revenue 32% 29% 40% - 100%
Operating income (18 251) (11 489) 8674 (3 396) (24 462)
Adjusted operating income (17 258) 9 271) 13 153 (2 676) (16 052)
As a % of revenue -36% -21% 22% -11%

Note: Unallocated expenses correspond to unused capacity not allocated to business segments

Mobile NFC

Revenues totalled $43.3 million for the year, down 10% versus 2011, mainly due to a strong
decline in mobile handset sales by Blackbeting, Group's main client, and to the postponement
until 2013 of their new generati@martphone¢Blackberry 10).

In the 4" quarter 2012, Mobile NFC sales increased 28% sequentially, to $11.6 million, supported
mainly by the segment's two major clients (Blackberry and Intel), without however showing signs
of sustained recovery on this segment for INSIDE Secure.

Over thequarter, the Group sold its first volumes of its NFC PicoPulse chip (INSIDE Secure's
i b o o setheotogy) which provides the main functions of NFC in a single packaging, including
the antenna, on a SIM card), and introduced its proprietary embeddedyselament in the
market.

The decline in the operating result was less in fHeh@lf of the year, but amounted #$30.5
million in 2012 (which explains the totality of the Group's lpgsjsus-$17.3million in 2012.

Beyond the negative impact die decrease in revenue, this loss was aggravated by increased
R&D expenses, namely innewvalaed ded pr oduct s, such as the
proprietary embedded security element. However, the Group believes that it has incurred the
major sharef its research and development costs in 2012 as several major research programmes
have been conducted simultaneously.

Secure Payment

After a sharp decline in sales at the start of the year, the segment recovered during the last months

of the year. Sals rose 7% @-Q and 28% Yo-Y at $8.8 million in the % quarter. Contact chip
sales for the European EMV market stabilised while contactless chip sales in the US market rose
slightly, helping to limit the decline in sales to $31.8 million for the year.

-10-
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However market dynamics remain unchanged overall: the US contactless payment market is still
impacted by the anticipated migration towards a new Eipé standard.

The adjusted operating loss for this segment was reduced to $3.5 million in 2012, down 71%
compared with 2011. The loss has been divided by 2.1 in"tel? 2012 compared with thé'1
half.

Digital Security

In 2012, Digital security sales totalled $46.2 million, down 23% compared with 2011. At $10.0
million, 4™ quarter 2012 sales werewio 12% compared with the®3quarter. This is due to
several reasons:

- Products designed for electronic document identification saw a severe decrease in sales, an
anticipated result of the transition phase on the sale by Atmel of its SMS business and its
integration into the Group;

- Secure module sales to various clients were down, due to lower demand in 2012 compared
with a strong year in 2011;

- Conditional access products (such as-Pdyproducts), posted firm growth, driven in
particular by new customendowever, the latter has been insufficient to offset the decline in
sales of the product lines mentioned above.

Marketing and sales efforts aimed at broadening the digital security product and service offering
toward markets offering good growth potentglich as anttounterfeiting, smart metering and
machineto-machine solutions have not yet enabled the Group to offset the lower revenues from
its legacy businesses. In smart metering, INSIDE Secure achieved itefirghins in the third
quarter. TheGroup also announced several new distribution agreements in Europe and Latin
America thus broadening its business footprint. The Group intends to invest more in this division
in 2013.

Adjusted operating income amounted to $6.4 million in 2012, repregetdib of this segment's
revenue.

EmbeddedSecurity Solutions

On December 1, 2012, INSIDE Secure finalised the acquisition of Embedded Security Solutions,
a high expertise business which designs and develops encrygiibed security hardware,
intelledual property (IP) and software for a variety of industries, including the mobile and
networking markets.

This strategic acquisition has enabled INSIDE Secure to reinforce its-lkmawin the fast
growing security solutions market, and brought INSIDE &=a@omplementary offerings for a
complete security architecture, as well as additional solutions for securing both content (Digital
Rights Management or "DRM") and data exchange (Virtual Private Network or "VPN").

Revenues are generated in the form gfltiies, licence fees and sales of maintenance services.
Consolidated as from December 1, 2012, ESS contributed $840 thousand to the Group's revenues
in 2012. The normalisé@onsolidated revenue for December 2012 amounted to $1.1 million and

ESS normalised revenue is defireedthe revenue of the ESS business overasidered period excluding the accounting impacts
related to the change of control over ESS which resulted in theeoognition of a portion of revenue
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$5.4 million for the 4th quarter 2012. For the full year 2012, ESS' normalised revenue stand at
$26.8 million (vs. $25.3 million in 2011).

In 2013, the revenue, as prepared in accordance with IFRS, will be reduced by $2 million due to
the change of control of ESS, high led to the elimination of some deferred revenue
corresponding to license agreements signed and paid ahead of the divesture. As a result, and to
provide a meaningful basis for comparison (like for like), INSIDE Secure will report both its
consolidatedevenue under IFRS and its normalised revenue. It is also worth highlighting that
ESS' revenue can vary significantly from one quarter to another, depending mainly on the product
mix (licence fees, royalties); on the date the Group is notified of the Isaldsrecorded by its

clients which determines the amount of variable royalties it receives; and on the amount of the
contracts signed over a given period.

ESS reported an adjusted operating loss of $0.3 million. Over a single month however, and given
the transition, ESS' adjusted operating income does not give a fair representation of this business
segment's typical performance.

2.2.7 NonIFRSmeasures’ Reconciliationof consolidated resul{$FRS)with adjusted results
The tables below present rewiliations between the income statement figures in this document

and the adjusted financial aggregates as defined afmvihe years ended 31 December 2011
and 2012:

(in thousand of dollars) December 31, 2012 BU§ine§s Share-based Othgr non- Decemper 31, 2012
IFRS combinations payment recurring costs adjusted
Revenue 122 047 122 047
Cost of sales (93 504) 2734 163 (90 608)
Gross profit 28 543 2734 163 31 439
As a % of revenue 23,4% 25,8%
R&D expenses (35 370) 1783 369 (33 218)
Selling & marketing expenses (18 010) 499 (17 511)
Genaral & administrative expenses (9 630) 850 (8 780)
Other (losses)/gains, net (2 811) 786 (2 025)
Operating income / (loss) (37 278) 4517 1880 786 (30 095)
As a % of revenue -30,5% -24,7%
Finance income, net (258) (258)
Income tax expense 51 51
Net income (37 485) 4517 1880 786 (30 302)
December 31, 2011 Business Share-based Other non- December 31, 2011

(in thousand of dollars)

IFRS combinations payment recurring costs adjusted

Revenue 151 468 151 468
Cost of sales (112 004) 2835 113 (109 056)
Gross profit 39 464 2835 113 42 412

As a % of revenue 26,1% 28,0%
R&D expenses (34 536) 1462 328 (32 746)
Selling & marketing expenses (18 175) 716 553 (16 907)
Genaral & administrative expenses (9 817) 1007 (8 810)
Other (losses)/gains, net (1 398) 885 513 )
Operating income / (loss) (24 462) 5898 2 000 513 (16 052)

As a % of revenue -16,1% -10,6%
Finance income, net 1503 1503
Income tax expense (74) (74)
Net income (23 033) 5898 2 000 513 (14 622)

Note: Unallocated expenses correspond mainly to unused capacity not allocated to business segments
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2.2.8 Consolidated balance sheet
Selected information on consolidated balanoeeth

As at December 31,

In thousands of US$ 2011 2012
Non-current assets 34 227 86 177

Cash and cash equivalents 20940 66 321

Other urrent assets 52 677 40 626
Current assets 73618 106 947
Total assets 107 845 193124
Total equity 57 594 121 725
Non-current liabilities 14708 22729
Current liabilities 35542 48 669
Total equity and liabilities 107 845 193124
2.2.9 Equity

Note 17of the Notes to theonsolidated financial statements for the year ended December 31,
2012 and consolidated statement of changes in equity prepared in accordance with IFRS included
in the financial statemengxrovides detafl onthe share capital increase actfthnges irequity

over the year2012 and 2011.

2.2.10 Liquidity

Cash and cash equivalents include cash in hand, deposits held at call with banks and other short
term highly liquid securities (essentially monetary sii@s). Cash and securities are used to
finance operating activities of the Group. As at December 31, 2012, investments in securities
presented within the cash and cash equivalents have a maturity of less than twelve months.

As at December 31, 2012, thedBp's cash position stood at $66.3 million compared with $20.9
million in 2011 and $95.5 million as at June 30, 2012 (after the initial public offering of INSIDE
Secureon the NYSE Euronext market in Paris on February 12, 2012).

The resilience of the chsposition at year end, despite the $41.6 million disbursement for the
acquisition of ESS, is a result of the Group's efforpiimizeits operating resources and reduce
its working capital requirement. In the 2nd half of 2012, the Group thus managegrove its
cash position by $12.4 million.

The Group's net cagbosition stood at $59.6 million as at December 31, 2012, compared with
$18.5 million for the year ended December 31, 2011.

2.2.11 Sourceof funding
Since its creation, the Company Hasanced its operating loss through equity, by carrying out

share capital increases and marginally by getting payments for research tax credit, grants and
repayable advance granted by OSEE@nch government agency)
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In 2011, the Group entered into factayiagreements whereby it transferred certain receivables in
Euros and Dollars to Natixis Factor for a renewable period of two years, including a deposit and
backed by a credit insurance contract. Since the risioefecoverabilityand delays in payment

has been transferred to the bank, the receivables transferred under these contracts are no longer
recorded in the balance sheet.

As at December 31, 2012, transferred receivables amount to $12.8 million (vs. $11.1 million as at
December 31, 2011), cash ra@s net of factoring reserve amounts to $12.3 million as at
December 31, 2012 (vs. $10.6 million as at December 31, 2011)

Even though the Group has elected to present its consolidated financial statements in US Dollars,
being incorporatedn France, it proeeds to share capital increase in Euros. During 2011 and
2012, the Compangompletedseveralkapital increases as follows:

In 2011, share capital increases were completed for a total amourt 4f66 t ho8ld and (¢
thousand) fobothissuance and subsdiign of warrants.

With its IPO on the NYSE Euronextarket in Paris in February 201the Group realized a

capital increase of $104.6 million (079.3 millic
the operation and recorded as a reduction akshimium

2.2.12 Consolidated cash flow statement

Selection information on the consolidated cash flow statement

As at December 31,

In thousands of US$ 2011 2012

Cash and cash equivalents at beginning of the year 41178 20940
Net cash used in operating activities (11 010) (12 508)
Net cash used in investing activities (7 993) (48 509)
Net cash generated by / (used) in financing activities (965) 106 604
Effect of exchange rate fluctuatioffs (268) (206)

Cash, cash equivalents at end of the year 20940 66 321

@ Element with no impact on cash which comes from the conversion into U.S. dollars of cash
denominated in other currencies.
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2.2.13 Necash used in operating activities

As at December 31,

In thousands of US$ 2011 2012
Loss for the year (23 033) (37 485)
Adjustments for non cash items 15 428 12 549
Cash usedin operations before changes in working capital (7 605) (24 936)
Cash used in changes in working capital :

Inventories (9111) 5873
Trade receivables, net of trade receivables transferred 12 066 3957
Trade and other payables 2535 (4 189)
Non refundable advance on order backlog - 6 460
Other receivables net of other liabilities (8573) (210)
Cash usedin changes in working capital (3083) 11 891
Others (Interest received, net, income tax paid) (322) 537
Net cash used in operating activities (11 010) (12 508)

Net cash used in operating activities amountedbi®.5 million in 2012 vs:$11.0 million in

2011

Net cash used in operations before changes in working capital increased by $17.3 million from
$7.6 million in 2011 t¢$24.9 million in 2012Cash used in operating activities (before changes in
working capital) is explained by the increase of the operating loss generated by the Group. This
deterioration was partly offset by a $11.9 million reduction in working capigairement during

the year.

The significant decrease in working capital requirement in 2012 is mainly explained by the

combination of the following factors:

- Inventories fell by 25%ompared with December 31, 20@Ehd 31% vs. June 30, 2012).

Working capitarequirement was therefore very l@awvthe end 02012.

- Payment by a customer during tsecondsemester of 2012 of monrefundableadvance
on order backlog to be delivered at the latest June 30 2013 for a total amount of $6.5

million.

- The research tagredit recognized in 2010, which had given rise to a tax audit, was paid
in full to the Group on July 4, 2012 for a total amount of $4.2 million (3,2 million Euros),

the tax audit having led to no adjustment.

2.2.14 Net cash used in investing activities

As at December 31,

In thousands of US$ 2011 2012
Acquisition of business, net of cash acquired - (41 635)
Purchases of property and equipment (4 367) (2119
Purchases of intangible assets (1 029) (2718)
Research and development capitalized costs (1188) (973)
Payments corresponding to intangible liabilities (1 409) (1 064)
Net cash usedin investing activities (7 993) (48 509)
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Cash flow used in financing activitietoed at $48.5 million in 2012/¢. $79 million in 2011) of
which $416 million correspond to the acquisition of ESS net of cash acquired.

During the year 2012, the Group also purchased tangible and intangildeaizets for $4.8
million (vs. $5.4 million in 2011) and significantly limited during the second half of 2012.

In 2012, development expenses related to two research projects for a total amo@m3of $
thousand were capitalized1(388thousandn 2011). These two projects, both with duration of
three years, are financed through repayable advances in case of success.

On December 1, 2012, the Group completed the acquisition of ESS. On completing the
transaction, INSIDE Secure paid a purchase price consaferat $41.6 million net of cash
acquired and after an adjustment based on an initial estimate of the working capital of the
transferred business. In January 2013, the Group requested a $0.5 million reduction on the
purchase price based on the final wogkoapital requirement; the said amount is due to be paid

to the Group in March 2013. In adidn, INSIDE Secure made a $518llion additional payment

in the first quarter of 2013 upon the fulfillment of certain conditions as all the conditions set out
in the agreement are met by April 1st, 2013.

2.2.15 Net cash generated by / (used) in financing activities

As at December 31,

In thousands of US$ 2011 2012
Proceeds fromissuance of ordinary shares, net of issuance costs 446 104 950
Direct costs paid related to the IPO (2039) (5 840)
Repayable advance 852 2491
Proceeds from/ (Repayment of) borrowings, net of issuance costs - 5852
Principal repayment under finance lease (225) (463)
Treasury shares - (501)
Settlement of foreign exchange hedging instruments - (161)
Bank overdraft - 276
Net cash generated by / (used) in financing activities (965) 106 604
Year 2011

In 2011, the Company paid direct costs related to the IPO amounting to $2 million. The Company
also carried out a share capital increfse $265 thousand U 1 tBausand,share premium
included) as part of the exercise of redeemable warrants. New warranilseeissued for $181
thousandf 130 t housand.

Since 2011, the Group benefits from repayable advances from BE@ch government
agency)for research and innovation programs. The Group received in 2011 the first repayable
advance amounting to $852 thousand.

Year 2012

With its IPO on the NYSE Euronext mh@t in Paris in February 201the Groupcompleteda

capital increase of $98.7mil i on (075. 0 million) after deduct]i

-16-
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In 2012, the Group also received $2.5 million from OSEO relating to research and innovation
programs (such advances are repayable only if the sales targets defined contractually are met).

Lagdly, the financing of the research tax credit, recognized in 2011, obtained from a financial
institution which does not qualify for eecognition according to IFRS, is presented within
financial liabilities. Its maturity was set to June 2015. This fimraeimounts to $5.million and
corresponds to 90% of the research tax credit receivable. The remaining 10% will be paid to the
Company in June 2015 at the maturity of the contract; as a consequence the financial debt will be
extinguished.

Excluding this firancing, the Group contracted no significant financial debt in 2012.
2.2.16 Commitments

Total commitments for the Group as at December 31, 204Qunt to $28. million (vs. $52

million as at December 31, 201X Fommitments are detailed in note 33 of tensolidated
financial statements as at December 31, 20h2. most important commitment relates to a wafer
purchase agreement whereby the Company committed to purchase a minimum number of wafers
from the company LFoundry before September 30, 2014 and foeximum amount of $27
million at as December 21, 2012 $48,8 million as at December, 2011).

3. Main risks and uncertainties to which the Company and the Group are exposdd
Use of financial instruments

The risks associated with the business awiviconducted by the Company and the Group, and
the risk coverage and insurance related thereto are described in Appendix C of this management
report.

4, Corporate Governance and Internal Control

The report prepared by the Chairman of the Supervisoayd®n corporate governandeternal

controland risk managemenf the Companys included in Appendix 1 of this Annual Financial

Report. The dedicatedRe por t of the Statutory Auditors revi
included in Appendix 2 of this An@aiFinancial Report.

5. Research and Development
5.1 A key element in the success of the Group

The Group commits significant resources to its research and development activities, which
represents a key element in its success. These investments teactteation of new products,

the integration of new functionalities in its semiconductors, the development and improvement of
its software, while perfecting the security of its products.

The research and development activities of the Group comprisesf 285employees (for the

most part, designers of semiconductors, developers of embedded software and applications,
security engineers and integration and testing engineers), together with, on average,
approximately thirty developers contracted by engingecompanies and service providers.
They are mainly based in Aisn-Provence (France), Rousset (France), East Kilbride (Scotland),
Vught (The Netherlands), Amsterdam (The Netherlands), and Helsinki (Finland).
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In 2012, gross expenditures relative to tesearch and development activities of the Group (net
of the research tax credit and grants) represented 29.2% of its consolidated revenue (22.8% in
2011).

5.2 The Grou schnologies
The technological core of the Group is composed of the followaig areas of activity:

- Designing semiconductors: the design of low power chips, the architecture of
microprocessors and of systemschip, analog (radiofrequencies) and digital design,
signal processing, security and cryptography;

- Developing softwag : embedded fAreal timeod operating sy:
applications layers and testing protocols; and

- Systems integration and packaging.

From a functional point of view, the core expertise of the Group lies in the areas of secure
microcatrollers, with embedded memory and low power consumption, near field communication
(ANFCO0) technology, transactions security and tF

The Group has been developing secure semiconductors and embedded software sincg 1995 an

its history is punctuated by major innovations in the industry (for further information, please refer

to section 5.1.5 fAKey events in the devel opment
Registration Document of the Company filed with tetorité des marchés financie(Brench

financial markets authority) on May %,62011). In recent years, it has also received numerous

awards; this industry recognition highlights the research and development talents of the Group in

various technical areas.

As a result of the ESS acquisition (please refer to section 1.2), the Group has eitdched
technological expertise with regard to securBgS develops intellectual property and security

software using encryption algorithm8s such, ESS develops a widenge of software and

tool kits based on set standar ds, for digital r
operators, service providers, and platform integrators on the server side, as well as DRM
solutions on the client side for device manufacturarel suppliers of semiconductors,

applications software, and platform integrators. The portfolio of ESS also includes security

toolkits as well as intellectual property for the design of semiconductors and security processors

for security on mobile devicesd networks.

The Group plays a leading role within standardization organizations and a number of other
industry organizations. As such, it is a sponsor of the NFC Forum, a member of EMVCo (as both
a member of its Advisory Board and a technical experth®APSCA Asia Pacific Smart Card
Association, of the APTA @American Public Transportation Associatjpof the ETSI European
Telecommunications Standards Instijutef Eurosmart, Global Platform and of tBenartCard
Alliance and founding member ohé OSPT (Open Standard for Public Transport) Alliance
where it chairs the Board of Managers

6. Foreseeable developments and future prospects of the Company and the Group

2012 saw major changes in the business environment for INSIDE Secure leading &aaedecr
both its revenue and operating performance. INSIDE Secure notably suffered from the difficulty
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experienced by a number of major clients of its mobile NFC division, which were impacted by
the transformation of the industry, and by a slowdown ifN{RE market growth.

These changes have forced the Group to swiftly adjust its development strategy and adjust its
priorities on its major markets:

* On theNFC market: by giving priority to an innovative and differentiated offering with
products such asttdFC Pul se family (I NSIDE Secureds i
proprietary secure el ement; and by Il everagirtr
ambitious licensing programme.

* On theembedded securitymarket: thanks to its technology and to the actjors
completed (AtmeSMS i n 2010 and Embedded Security Sol
Group is already a leader in solutions to secure data, transactions and communications
between people, services and connected devices. INSIDE Secure intends toeréisfor
global offer for the entire value chain of security applications:

o By |l everaging the ESS business to widen
solutions offer on the entire value chain with a positioning at application level
(eg. Virtual private network, atapr ot ect i on) and to divers
revenue model with higiield patents and royalties.

0 By combining the different technologies that the Group owns and masters in
security platforms, a portfolio of solutions is being developedaddress
numerousmarkets (payments, identification, machioemachine, smart grid,
data and intellectual property protection, fight against counterfeit, data storage or
exchangeé)

In this context, the Group announced on March 7, 2013 rtipdementation of aradjusted

organization in line with this new strategy and launch ofbaganization project of its worldwide

activities, which might lead to the potential reduction of around 20% of the global workforce.

This project will be carried out in accordance with the laws and regulations of all relevant
territories. As far as Frandées concer ned, the project wild.l be t|
consultation processo with empl oyee represent a
acquired by the Group in December 2012, is not affected by this reorganisation. This
reorganisatiorshould lead to the disbursement of an amount estimated at $7 million. The Group

aims to reduce operating expenses by $13 million on an annualised basis once the project has

been fully implemented.

These measures should enable INSIDE Secureaohthe breakevenpoint and to return to
growth.
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In the changing and increasingly competitive NFC market, INSIDE Secure maintains key
strengths and an undisputed knbew. The Group's R&D investments will be more targeted,

thus enabling, by leveraging its strengths dRd portfolio, the market launch of more

di fferentiated products such as the proprietar
offering. Consistent with this focus, the Group announced in February 2013 of the
commerciali sati on o f ed NRCe modiie,meb soRtion mitegEating e u r
PicoPul seE NFC fAboostero chip, a Vaul t SEcureE J
passive components in a srasite and readyo-use module enabling easier NFC deployment at
a reduced cost in many eleatio devices such as tablets, personal media players andergly
mobile phones and other smart mobile devices).

On the Secure Payment segment, the Group continues to focus its efforts on developing a
semiconductor platform in order to position itsalthe US payments market where the rollout of
next generation smart card technology is expected to begin in 2013. The first platform developed
by the Group for the adoption of the EMV standard in the US has recently been certified by
Mastercard, and théISA certification is orgoing.

In 2013, the Group intends to step up its investments in its Digital Security division. More
broadly, and in line with its strategic refocusing, the Group will strengthen its embedded,
technologyintensive, solutions offang in markets increasingly interconnected withboard
security in all forms. By combining the expertise obtained through completed acquisitions,
namely of ESS, the Group will thus offer solutions for securing content at the heart of some
critical applicaions (Digital Rights Management or "DRM"), digital security and transactions

7. Environmental and Corporate Information

7.1 Corporate Information

7.1.1 Staff

As of December 31, 2012, the Group has a total of 460 employees on staff.
The distribution of employees,diken down per country, is as follows:

- 255 employees in France (assigned to 5 different work siteseBrovence, Rousset,
Sophia Antipolis, Cergy Pontoise, and MontigayBretonneux),

- 75 employees in Scotland,

- 37 employees in The Netherlands,

- 21 emploes in Finland,

- 6 employees in Poland,

- 2 employees in Germany,

- 31 employees in Asia (Singapore, South Korea, China, Taiwan, Thailand), and

- 33 employees in North America (United States, Canada).

The distribution of these 460 employees, broken down pertdepat, is as follows:

Research and development 240
Operations 93
Sales and marketing 78
Support and administrative 49
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In recent years, the Company has mainly hired
experience, they are able to meettehnological challenges inherent in the markets it conducts
business inCurrently, the hiring strategy of the Company is to hire a mix of profiles, with a

higher preferea e for- déi\alnd o Agpprenficeshigssand mandatory letegm
engineeringostgraduate residencies are also a preferred source of recruitment for the Company.

7.1.2 Work hours

Company executives and nerecutivesgalariés cadres et non cadjesork 39 hours per week.

They accumulate 0.62 days of overtime per month, or a totaBéfdays per yeaAbsenteeism

within the company is fairly weak; it is lower than the national averages for the business sector of
the Company.

7.1.3 Labor relations and review of collective bargaining agreements

Mandatory annual negotiationgégociations anuelles obligatoires her ei naf t er ANAOO
place in the French offices of the Group over the course of'teater of 2012 and resulted in

the renewal of existing agreements.

The French companies of the Group, namely INSIDE Secure andIZaklence, each have a

works council.INSIDE Secure has a dedicated employee delegation comprised of 6 permanent
members and 6 alternatd$ie most recent elections took place in June 2011. Two labor unions

are represented (FO and CFE CGC) in additionto pesansr af f i | i ated with any
Vault-IC France also has a dedicated employee delegation comprised of 2 permanent members

and 2 alternate®ermanent members are affiliates of the FO and CFTC labor unions.

7.1.4 Safety and hygiene

Every day, the Company arks with the members of CHSCT in order to comply with the
requirement for and guarantee good work conditions to its employees. The Company complies

with applicable legal provisions in this domain.

At the Group level, the number of wer&lated and travimg injuries, as well as workelated
illnesses, is not high.

- Number of workrelated and traveling injuries reported in 2012: 6
- Number of cases of worlelated illnesses reported in 2012: 0
7.1.5 Training

Professional training within the Group

The annual traiing initiative aims to ensure that employees are properly trained to carry out their
work responsibilities and offers training focused on skills development.

Training initiatives set up by the Company are typically technical and conceralgdbd skills

These programs are essential for acquiring the skills to master necessary technical advancements
that meet the specificities of the markets in which the Company conducts its business activities.
They also help in introducing new professional tools avd werk methodsThis explains why

such programs must be completed as soon as possible and with the best experts / trainers in the
field.
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Other training initiatives aim to develop credisciplinary skills.Here are some examples: (i)
learning to work in ecrossdisciplinary way in an international multiorksite environment in
which setting challenging goals and ensuring client satisfaction are top priorities, or (ii)
continuing education in the development of linguistic abilities, in particular in Englisich is
necessary for operating in the international environment of the Company.

The goal set by the Group is to ensure that all of its employees can benefit from at least one
training initiative per year.

Training partnerships

The Company often utdes external training initiatives organized with institutions and
organizations it has established partnerships veitim{entionnésand selected pursuant to calls
for tendersOnce selected, they become true partners with which the Group works claselgtto
its needs in knowledge acquisition and skills development.

The sharing of knowledge

Training within the Group also relies increasingly on the formal sharing of experience through the
creation of internal training initiativesSuch internal trainingnitiatives play an important role

and the Company acknowledges this transfer of knowledge by ensuring that its internal trainers
have the pedagogical skills necessary to complete this Tagkprofessionalization of internal
trainers is currently consided a priority.

Training review

Since the training of its staff represents a significant investment for the Group, measuring its
effectiveness is necessaibhe review process is still most often based on the impressions of
participants on the training theeceived Although this feedback is necessary, it is not sufficient;

this is why the Company wishes to gradually implement a process to enable trainers to evaluate
interns based on the knowledge they acquired.

7.1.6 Fair treatment in the workplace

) Gender equily

The Company aims to promote the equality of wages between men and women with similar
levels of skill and experienc&or that reason, the Company ensures that wages are equal when
employees are hired and monitors aggregate wages paid by gender¢otieaswage increases
benefit men and women proportionally.

As shown in the table below, the average salary of women in the ETAM category is higher than
that of men, and in the executives category the difference in salary between men and women is
due tothe absence of women in executive management positadse§S dirigeants which in

turn is not so much due to a Company choice as it is due to the absence of female candidates for
these types of positions in the business sector of the Company.
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Annualbase salary as of December 31, 2012:

Women

Men

Executives

ETAM

Executives

ETAM

O 47,5 a

29,

284

u 63,057

a 26, §

(i) Anti-discrimination Policy

The Company fights against all forms of personal discrimination in all areas (hiring, promotions,

di sciplinary

acti

ons,

trainingé).

In order to achieve this, it has implemented the follgwireasures:

- No pictures on the resumes of candidates applying for jobs
- Note on job posts mentioning that the job is available to employees with disabilities
- Monthly monitoring of the equality of access to training for both women and men

- Directing managers to ensure equal access to training for all at the time of creation of their team

training program.

(i) Hiring and integration of employees with disabilities

The Company offers all of its employment positions to all potential employees without
discrimination. Despite this policy, the Company believes that it hires an insufficient number of
employees with disabilities, which prompted it to establish a partnership with Agefiph in order to
find solutions for meeting its requirement in this alammssioning external companies that
hire workers with disabilities in the office supplies business is, in particular, another method the

Company uses to meet its requirement.

7.1.7 Social activities

The Company contributes to social activities promoted by lab@ngrgtions in France pursuant
to legal provisions put in place for that purpddadgets benefiting social activities promoted by
foreign organizations are also in pladéese contributions cover, either partly or fully, the

participation of employees nmy in athletic, cultural, and musical activities and events.

7.2 Environmental information

Due to the fact that the Company does not carry out any manufacturing activities in its offices
(fabless model), it is not exposed to any significant direct riskevof@mental harm. However,
the Company pays close attention to the environmental impact of its products and is attentive to

its manufacturing

assembly ofts products.

As such, the Group closely monitors compliance with the various environmental regulations

applicable across the globe.

The various worksites of the Group do not produce any waste that could harm the ecological

partner so

A

equilibrium, natural habitatey endangered flora and fauna.
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Compliance of the business activities of the Company with legal and requlatory provisions
applicable to the environment

The business activities of the Group are subject to the RoHS direRexatriCtion of the use of

certain hazardous substances in electrical and electronic equipr(@d@2/95/EC), which limits

the use of six substances that present both health and environmental hazards and that could be
used in the manufacturing of electrical and electronic equipment, nwéouelheavy metals (Hg,

Pb, Cd and CrVI) and two flame retardants (PBB and PBDE). Although the Group does not
manufacture its own products, the Group ensures that its suppliers and subcontractors comply
with this directive.In this context, all of the sabntractors of the Group disclose their ROHS
analyses for the products they deliver.

REACH regulations also require information to be disclosed to clients in the event that an SVHC
(Substance of Very High Concern) is present in a product at a massrication higher than

0.1%. In order to meett$ obligations, the Group closely monitors the list of SVHC candidates
updated by the European Chemicals Agency (ECHA) and takes the necessary steps with its
suppliers to ensure that the products introduced tandmet do not contain such substances at
higher concentrations than the levels specifidgte Group also closely monitors the SVHC list as

it appears in Appendix XIV of REACH in order to ensure that the products of the Group do not
risk being banned frohe market.

The Waste Electrical and Electronic Equi pment
manufacturers to organize and finance the collection, processing, and valuation of their products

at endof-life. In order to avoid any related risk ofljdion, a specialized third party company is
commissioned to reprocess all of the waste resulting from equipment and products. In addition,
whenever necessary, the Group reprocesses wafers and masks at its East Kilbride worksite
(Scotland).

Measures taketo control and reduce the consumption of resources in water, raw materials, and
energy

In 2013, the Company plans to regroup all of its-AxProvence and Rousset based staff under
one roof i n a b u BatidentnBgssel Cos@rimatidor LB GoGsamption
Building).

In addition, a procedure has been put in place within the Company aimed at the disposal and
recycling of the following waste: silicon wafers and mipackaged chips, electrical and
electronic equipment, power cells and batteti@ser and ink cartridges, and paper.

Internal services for environmental management

The quality control department of the Company is responsible for the system that manages
environmental matters. All employees of the Group are briefed with respect torenental
concerns during a mandatory training module on quality.

7.3 Societal Commitment
7.3.1 The importance of subcontracting
In an effort to perform at the highest level and to remain competitive, the Company must remain

very reactive and flexibldn addition,to grow beyond the limits of its own corporate structure
and reinforce these two criteria, the Company has decided to seek external technical assistance.
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Therefore, the Company currently works with approximately forty external service providers
retainedthrough calls for tender3his technical assistance is mainly exercised in France.

Furthermore, the Group works with foundries and subcontractors for the testing of its products.

As such, the Group closely monitors compliance with the various envirdaimegulations
applicable across the globe.

The Group ensures that its suppliers and subcontractors comply with this directive.
7.3.2 Loyalty Practices

The Company carries out its business activities in compliance with rules of intdgrity.
November 2012, iimplemented an ethics charter that defines the principles and values that
comprise the fundamental standards of conduct expected of its employees mainly in the following
areas:

- Fighting against all forms of discrimination

- Prohibiting anticompetition pratices

- Prohibiting child labor and forced labor

- Preserving the confidentiality of information

- Preventing fraud

- Preventing conflicts of interest

- Allowing employees to associate freely and to engage in collective bargaining
- Prohibiting acts of corruption anfluence peddling

- Relationship with shareholders and financial markets

8. Statutory results of INSIDE Secure S.A.
8.1  Analysis of the business trends and results

[TEXT INTENTIONALLY OMITTED.]

8.2 Statutory income statement

[TEXT INTENTIONALLY OMITTED.]

8.3 Statutay balance sheet

[TEXT INTENTIONALLY OMITTED.]

8.4 Indebtedness of the Company in relation to the volume and complexity of lsusines

[TEXT INTENTIONALLY OMITTED.]
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8.5 Distribution of profits (losses)

At the Gener al Shar ehol dcarry foi@vardtkedass gangratediintthe wa s pr |
financial year ended on December 31, 2012, representing the amount dBZ3R1,382)and

to include it in the fnlosses carried forwardo | i
of EUR(92,586,048).

8.6 Reminder of distributed dividends
The Company has not distributed any dividends over the course of the past three financial years.
8.7 Non taxdeductible expenses

In accordance with the provisions of Article 28Bater of the French General Tax Code, the
Gener al Sharehol dersé Meeting must, in particul
be fiscally deducted discussed in Article88f that same Code.

The corporate financial statements for the past financial year do not show any chargense expe
that cannot be fiscally deducted as discussed in Paragraph 4 of Article 39 of the French General
Tax Code.

8.8 Relatedparty Agreements

The special report of the Statutory Auditor details the agreements discussed in article8&. 225
et seqof the Fench Commercial Code.

8.9 Table of financial results for the past five financial years

The tables discussed in Article R. 2282 of the French Commercial Code and detailing the
financial results of the Group and the Company over the course of thevpdatdincial year are
attached to this report and can be found in AppendietaAd A2.

8.10 Delegations of authority with respect to share capital increases

In accordance with the provisions of Paragraph 4 of Article L-1@¥5of the French Commercial

Code, a summary table of the currently valid and effective delegations of authority and power
granted by the Gener al Sharehol dersdé Meeting t
carrying out share capital increases pursuant to the provisions otsartic2251291 and

L. 2251292 of said Code, is attached to this report and can be found in Appent@iheBable

details the use of such delegations over the course of the financial year.

The additional reports drafted by the Management Board andiaha&dy Auditors at the time
the Management Board uses the delegations granted to it are disclosed pursuant to applicable
legal provisions.

8.11 Employee shareholding

As of the final day of the financial year, the equity holdings of employees in thecsipata of
the Company, calculated in accordance with the provisions of Article -:1@2%f the French
Commercial Code (in other words held in the context of collective employee shareholding), was
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equal to 0% The Company believes that, to its knowledgmployees of the Company hold
approximately 4.1% of its share capital via direct shareholding.

8.12  Senior management of the Company

Pursuant to the decision dated May 11, 2011, the Supervisory Board renewed the term of office of
Mr. Rémy de Tonnac ahairman of the Management Board and the term of office of Mr. Pascal
Didier as General Managediecteur générgl As such, Mr. Rémy de Tonnac and Mr. Pascal
Didier represent the Company in its relations with third parties as Chairman of the Management
Board and General Manager, respectively.

8.13 Information pertaining to the corporate officensandataires sociagx

In accordance with the provisions of Article L. 2262.1 of the French Commercial Code, the
aggregate compensation and benefits of allsipaid to each corporate officer over the course of

the past financial year, by both the Company and companies in which the Company holds equity
interests in the meaning of Article L. 238 of the French Commercial Code, are presented
below:

Compensatiompaid to corporate officers

The information included below has been prepared in reference to the MMEEEF corporate
governance code of publictyaded companies, as updated in April 2010.

Overview of the Compensation, stock options, and free shares gitad to each member of
the Management Board {lirigeant mandataire social

2011 2012
Rémy de Tonnat Chairman of the Management Board
Compensation owed for the financial year U 265 2 a 261 8
Valuation of stock options granted in the financial year Not Applicable UG 28 5¢

Valuation of shares granted free of charge in the financi
year

Total U 265

Not Applicable Not Applicable

g 290 3

DNY

3Article L. 225102 of the French Commercial Code: the report that the Management Board presest&éndtal
Sharehol dersdé Meeting provides an annual account of the s
capital of the Company as of the last day of the financial year. It also shows the ratio, to the share capital, of the share
held by the employees of the Company and companies related to it in the meaning of ArticlellB02i25the context
of the company savingsplap( an d 6 ®p ar g previdatl foeumder Aetiple Li. 3382 to L. 333228 of the
French Labor Code, and of tlsbares held by current and former employees in the conteéeindé communs de
pl acement (dForeenntcrhe pcroilsleecti ve empl oyee shareholding vehicle(
ratio are the shares that employees hold via direct stidnety during the lockup periods provided for under articles L.
225194 and L. 228197, under Article 11 of the French Law dated August 6, 1986 pertaining to the terms and
conditions of privatization I¢ loi du 6 ao(t 1986 relative aux modalités des isationg, and under Article L. 3324
10 of the French Labor Code.
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2011 2012
Richard VachebDetourniere® member of the Managemen|
Board
Compensation owed for the financial year a4 206 4 a 221 O
Valuation of stock options granted in the financial year Not Applicable Not Applicable
Valuation of shares granted free of charge in the financi{ Not Applicable Not Applicable
year
Total U 206 4 a 221 0
- 2012
Pierre Garnief member of the Management Bo&Pd
Compensation owed for the financial year a 113 4
Valuation of stock options granted in the financial year Not Applicable
Valuation of shares granted free of charge in the financiz G 144 9
year
Total a 258 4
2011 2012
Pascal Didiei General Manager, member of the
Management Board
Compensation owed for the financial year a 172 1§ a 172 5
Valuation of stocloptions granted in the financial year Not Applicable Not Applicable
;//s::ation of shares granted free of charge in the financii Not Applicable G 8 107
Total a 172 § a 180 6
2011 2012
Christian Fleutelot member of the Management Board
Compensation owed for the financial year ua 182 2 ua 175 8
Valuation of stock options granted in the financial year Not Applicable Not Applicable
Valuation of shares granted free of charge in the financi{ Not Applicable Not Applicable
year
Total u 12872 ua 175 8

(1) Pierre Garnier joined the Company on August, 2012

The Supervisory Board decided that members of the Management Board would be required to
hold, in registered form and until the termination of their duties on the Management Bi¥4rd, 1

of the number of shares issued as a result of the exercise of stock options or the effective vesting
of free shares.
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Overview of the compensatiorof each member of the Management Board

The table below shows the compensation due to members of the év@rasigBoard of the

Company for the financial years ended December 31, 2011 and 2012 and the compensation paid

to those members for the said years.

2011 2012
Duée? Paid? Duée? Paid?
Rémy de Tonnat Chairman of the
Management Board
Fixed portiori ua 216 ua 216 ua 218 ua 218
Variable portion*® G 48 | G 77 4 G 32 4 G 48 9
Extraordinary compensation* Not 0 Not Applicable| Not Applicable
Applicable
Attendance fees Not 0 Not Applicable| Not Applicable
Applicable
Benefits in khnd* a 180 a 180 a 10 7 a 10 7
Total ua 265 a 293 ua 261 ua 278
2011 2012
Due” Paid? Due” Paid?
Richard Vacher Detourniéiie
Member of the Management Board
Fixed portion* G165 007 0165 007 (166 657 a4 166
Variable pation* © 441 301 G 45 1 052234 (58 148
Extraordinary compensation* Not Not Applicable| Not Applicable| Not Applicable
Applicable
Attendance fees Not Not Applicable| Not Applicable| Not Applicable
Applicable
Benefits in kind* 0120 0120 0120 a 120
Total 0206 428 0210 868 (221001 0224 925
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2011 2012
Due? Paid? Duée? Paid?
Pierre Garnié? i Member of the
Management Board
Fixed portion* a 70 6 a 70 ¢
Variable portion*® G 40 8 0
Extraordinary compensation* Not Applicable | Not Applicable
Attendance fees Not Applicable | Not Applicable
Benefits in kind* Not Applicable | Not Applicable
Total a 113 a 70 ¢
2011 2012
Due” Paid? Due” Paid?
Pascal Didiei General Manager,
member of the Managemenb&rd
Fixed portion* U145 963 U4 145 0146 786 U 146
Variable portion*® 026 434 G 42 3 025690 026 434

Extraordinary compensation*

Not Applicable

Not Applicable

Not Applicable

Not Applicable

Attendance fees

Not Applicable

Not Applicable

Not Applicable

Not Applicable

Benefits in kind* G120 a 120 G120 a 9 4
Total 0172517 ua 188 (172 596 a 182
2011 2012
Duée? Paid? Dug? Paid?
Christian Fleutelot member of the
Management Board
Fixed portion* u 158 u 158 a 160 a 160
Variable portion*® a 20 a 15 ¢ G 12 1 a4 20 1
Extraordinary compensation* Not 0 Not Applicable| Not Applicable
Applicable
Attendance fees Not 0 Not Applicable| Not Applicable
Applicable
Benefits in kind* ua 3 3 ua 3 3 a 3 3 a 3 3
Total a 182 a 177 a 175 a 183

(2) for the fiscal year

(2) over the course of the fiscal year

(3) the variable portion includes annual prsfitaring (ntéressemeint

(4) Pierre Garnier jointed INSIDE Secure on August 20,2

* On a gross basis before taxes
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The variable portion of the compensation of Rémy de Tonnac and Pascal Didier, for the financial
year ended December 31, 2012, were determined by the Supervisory Board of the Company,
based on a proposal from the compgiom and appointment committee, according to the
following criteria: (i) Company financial objectives for up to 60%, andgiiqlitative objectives
(priority actions for the Company, for example, the launching of new products) for up to 40%.

For the finacial year ended December 31, 2012, the variable portion of the compensation of the
other members of the Management Board, by virtue of their respective employment contracts,
was determined based on the following criteria:ifdividual qualitative objectes (riority
actions for their areas of responsibilities, for example, certification of products) for up to 80%,
and (ii) Company financial objectives for up to 20%.

The table below offers additional information on the conditions of compensation asd oth
benefits granted to members of the Management Board:

Compensation or
benefitis owed or

-y . . i
Members of the Employment | Additional Pension| likely to be owed ag _ =2mpensation
associated with a
Management Board Contract Plan a result of e

noncompete claus

termination of duties
or a change in dutig

Yes No Yes No Yes No Yes No

Rémy de Tonnac, X X X X

Chairman of the
Management Board

Term of office began on| May 11, 2011

Term of office willend |Fol | owi ng the Annual S h a r ieahcall sthtermestdHfor M
on: financial year ended on December 31, 2014
Richard Vacher X X X X

Detourniére

Member of the
Management Board

Term of office began on| May 11, 2011

Term of officewillend |[Fol | owi ng t he Annual rodngthe fmdandal satkementsd forN
on: financial year ended on December 31, 2014

Pierre Garnier X X X X

Member of the
Management Board

Term of office began on| November 21, 2012

Term of officewillend |Fol | owi ng t he An n u aapproSitgahe financidl statements foiv
on: financial year ended on December 31, 2014
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Compensation or
benefitis owed or

Compensation

Term of office will end
on:

Following the M nu a |

Sharehol der s o6

Members of the Employment Additional Pension| likely to be owed ag > -
anagement Be associated with a
Management Board Contract Plan a result of noncompete claus
termination of dutiey P
or a change in dutig
Pascal Didier X X X X
General Manager and
Member of the
Management Board
Term of office began on| May 11, 2011

financial year ended on December 31, 2014

Meeting a

Christian Fleutelot

Member of the
Management Board

X

X

X

X

Term of office began on]

Term of office will end
on:

May 11, 2011

Fo | owi ng

the Annua

| Sharehol der so

financial year ended on December 31, 2014

Me

At its meeting dated February 19, 2013, the Supervisory Board decided to adjust the terms of the
severance compensation that Ré&heyTonnac and Pascal Didier benefit from. Each of them has
heretofore the right to claim such compensation in the event of:

(i)

termination or nosrenewal of his term of office as member of the Management Board (or

dismissal) for a reason other than grosgligence faute lourd¢ in the meaning of the
jurisprudence of the labor division of the French Supreme Colainfbre sociale de la
cour de cassation

(ii)

resignation for good cause (either due to a significant reduction in duties and

responsibilitis, a reduction in compensation (including fixed compensation, benefits in
kind, target variable compensation, or severance compensation), or a change in his or her
work location to another country, in every case without his or her consent) within six
montls of a change in control of the Company in the meaning of Article L-3283the

French Commercial Code, or

(iif)

termination or resignation of his term of office as member of the Management Board (or

dismissal), following a significant disagreement betwéhe Supervisory Board and the
Management Board regarding the strategy carried out by the Management Board,
irrespective of whether such strategy was carried out pursuant to a change in control of

the Company.

The Supervisory Board will determine the@mt of severance compensation paid to the member
in question in the following way:

Maximum severance compensation will be equal to the sum of the gross fixed compensation
received by the member in question over the course of the year preceding tlgaimhicnhis or

her resignation, termination, or dismissal took place, plus the gross variable compensation
received by the member in question over the course of the two years preceding that during which
his or her resignation, termination, or dismissalktquace (hereinafter referred to as the
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iMaxi mum Amount o), it being hereby understood t!
termination, or dismissal will be defined as, depending on the case, the date on which the member

in question receiveshe termination letter (or letter of dismissal), or the date on which the

Company receives the resignation letter.

Their share in profits will be subject to and the amount adjusted based on the arithmetic average
of the rate of achievement of the objeesvthat determine the variable portion of the
compensation of the member in question over the course of the last two financial years preceding
his or her resignation, termination, or dismisgal.such, if this average is:

- strictly lower than 20%, no sexance compensation will be paid out,

- between 20% and 50%, the member in question will receive severance compensation in
an amount equal to the gross fixed compensation for the year in which his or her
resignation, termination, or dismissal took place,

- higher than or equal to 50%, the member in question will receive severance compensation
in an amount equal to 100% of the Maximum Amount.

This severance compensation will include the amount of any statutory compensation (which
includes, as the case mhg, any compensation provided for by law and under any applicable
labor agreement), yet exclude any amounts associated with potentizdmpete compensation.
However, in the event that the amount to which the member in question has a rightful claim as
severance compensation and remmpete compensation is higher than twice the amount of the
fixed compensation and target variable compensation (assuming that, pertaining to the variable
portion, all objectives are fully reached) owed to the member in qudstithe year in which his

or her resignation, termination, noenewal, or dismissal took place, the amount of his or her
severance payments will be reduced in such a way as to ensure that such amount, to which is
added any nomompete compensation, doemt exceed twice the amount of the fixed
compensation and target variable compensatmomddition, it should be noted that, insofar as
necessary, the amount of severance compensation paid to the member in question cannot be lower
than the minimum amoumptrovided for by law and under any applicable labor agreement.

It should be noted, insofar as necessary, that no severance compensation will be owed in the event
that the term of office of the member in question is terminated owrer@wed, or that the
member in question is dismissed or resigns from his or her duties as corporate officer, while
remaining an employee of the Group, assuming that he or she is neither subject to a significant
reduction in his or her duties, responsibilities, or compensdtiariuding his or her fixed
compensation, benefits in kind, target variable compensation, or severance compensation) nor
subject to a transfer of his or her work location to another country, and further assuming that such
decisions were made without hisleer consent.

Severance compensation will be paid within 30 de
Group.

In addition, the member in question will have the right to exercise or to be immediately granted
all of the stock options, free sharesd any other capital profgharing instruments he or she
benefits from, insofar as this is legally feasible and assuming that it does not have significant
adverse effects on the tax or social security treatment applicable to the Group.

The terms applidale to the severance compensation that Richard Vacher Detourniere benefits
from remain unchanged (for more information see section 8.1.12 of the 2011 Annual Financial
Report).
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List of board positions held and job duties performed by members of théManagement
Board and of the Supervisory Boardin any other companies

Main job duties performed

Other positions held on the board of any other

any other companies

companies

Rémy de Tonnac

Chairman of the
Management Board

Not
Applicable

YesPay Limitel (United Kingdom)
Director

INSIDE Secure S.A. (Francg)
Chairman of the Management Board

INSIDE Secure Corp. (United Statés)
Chairman of the Board of Directors

INSIDE Secure (Asia) Ltd Pte
(Singapore) Director

Richard Vacher Detournier

Member of the
Management Board

Not
Applicable

INSIDE Secure SA (Francé&)Member
of the Management Board and Chief
Financial Officer

INSIDE Secure France SASChief
Executive Officer

INSIDE Secure B.V (The Netherlands)
- Director

INSIDE Secure Amsterdam B.§{fhe
Netherlands} Director

INSIDE Secure Oy (Finland)Director

Vault-IC UK Ltd (United Kingdom)i
Director

Knowings SA (France) Director

Christian Fleutelot

Member of the
Management Board

Not
Applicable

INSIDE Secure S.A. (Francé)
Member of he Management Board

Vault-IC France SAS (Francé)Chief
Executive Officer

Pascal Didier

General Manager

Not
Applicable

INSIDE Secure S.A. (Francé)

Member of the Management Board and
General Manager and Corporate
Secretary

INSIDE Secure France SAS
Permanent representative of the
Company that acts as Chairman
INSIDE Secure Corp. (United States)
Director

INSIDE Secure (Asia) Ltd Pte
(Singapore} Director

INSIDE Secure Poland SP zo.o.
(Poland)i Manager géran)

Vault IC France SAS$ Permasent
representative of the Company that acts
as Chairman
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Main job duties performed

Other positions held on the board of any other

any other companies

companies

Pierre Garnier

Member of the
Management Board

Not
Applicable

Yellovent SAS (France)Chairman

Alex Brabers

Chairman of the
Supervisory Board

GIMV, Executive Vice
President for Venture
Capital

Gimv Arkiv Tecnology Fund (Belgiumi)
Director

Gimv Arkiv Technology Fund Il (Belgium)
Director

Automation (Belgium} Director

I&l Leuven (Belgium)- Director

OTN Systems (Belgiun) Director

Nomadesk (Belgium) Director

Oree (United States)Director

Telenet (Belgium} Director

Festival Van Vlaanderen (Belgiurm)Director
Several Investment Vehicles managed by Gin
EVCA (Belgium)- Director

Jean Schmitt

Vice Chairman of the
Supervisory Board

JoltTech Capital, Managin
Director

Celsius X VI Il (France) Director

Heptagori Director

JS Maintenance SAS (FR)

Superjolt SAS (FR) and its subsidiary Jolt SA
(FR)T Chairman

Groupe Hattemer SAS (FR)Chairman
JoltTech SAS (FR) Chief Executive Officer

Patrick Schwager Jones

Member of the Supervisory
Board

Not Applicable

Lattice Semiconductor Corp (United Statés)
Chairman of the Board of Directors

Fluidigm (United States)Director

Epocrates Inc. (United StatesThairman of the
Board of Directors

Vesta inc. (Unitecstates) Director

Dialogic Inc.i Chairman of the Board of
Directors

Ronald Black *

Member of the Supervisory
Board

Rambus, Chairman

EnOcean (Germany) Director

Glenn Collinson

Member of the Supervisory
Board

Not Applicable

Wolfson Microelectronic&roup Plc (United
Kingdom)- Director

Solar Press Ltd (United Kingdorin)Director
Neul Ltd (United Kingdom) Director
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Main job duties performed

Other positions held on the board of any other

any other companies

companies

Joélle Toledano

Member of the Supervisory
Board

Not Applicable

Résidentiel Numérique (FranceDirector

Agence Nationale des Frégpces (ANFR)
(France)i Director

Fonds stratégique
déinvestisse

Represented by Thierry
Sommelet

Member of the Supervisor
Board

Not Applicable

AD Industrie (France) Member of the Collegie
Committee

Altrad (opco) (Frane)i Director

Altrad Investment Authority Member of the
Monitoring Committee

Assystem (Francé) Member of the Supervisor,
Board

CDC Entreprises Capital Investissement
(France)i Director

Cegedim (France) Director
Constellium (Omega Holdco B.Vi)Director

Crystal (Ercom) (Francé) Member of the
Supervisory Board

Cylande SA (Francd) Director

De Dietrich (France) Director

Eramet (France) Director

Eutelsat Communications (Frandeirector
Farinia (Francej Director

Fidec (Cylande) (Francé&)Member of the
Monitoring Committee

Financiére Du Millénium (Gruau) (France)
Director
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Main job duties
performed at any

companies

Other positions heldn the board of any
companies

Fonds stratégique
déinvestiss

Represented by Thierry
Sommelet

Member of the
Supervisory Board

Not Applicable

- FSI PME Portefeuille (Francé)
Director

- FT1CI (STM) (France) Director

- Greenbuveau SAi Chairman of the
Supervisory Board (Thierry Sommelet
official name)

- Grimaud (Groupe Grimaud La Corbiér

(France)i Director
- HIME (Saur) (Francej Director
- Mader (Francej Director

- Meca Dev (Mecachrome) (Frande)
Member of the Monitoring Comittee

- NGE (France) Member of the Strategi

Committee
- Novasep Holding SAS (Franck)
Member of the Supervisory Board
- Paprec Holding (Francé)Director
- Sequana (Francé)Director

- Soprol(venture capital company for
oleaginous goods) (&ncg i Director

- Tinubu Square (Francé&)Director
- Tokheim Luxco SA' Director
- Tokheim Luxco 2 SA Director

- Vergnet (France) Member of the
Supervisory Board

- Viadeo (France) Director
- Tyrol Acquisition 1 (holding company of
TDF)i Director

- Tyrol Acquistion 2 (holding company of
TDF)i Director
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Main job duties
performed at any

companies

Other positions heldn the board of any
companies

Sofinnova Partners

Represented by Olivier
Sichel

Member of the
Supervisoy Board

Not Applicable

OpenERP (Belgiumi) Permanent
representative

Solutions30 (Francd) Permanent
representative

Taptu (Great Britainj Director
Twenga (Franceé) Permanent representativ,

Mydeco (Great Britainj Permanent
representative

blueKiwi (France)i Permanent
representative

Sofipost (France) Director
Osconseil Chairman

LeGuide.coni Chairman and Chief
Executive Officer

*  On February 28, 2013, Ronald Black resigned from his duties as member of the Supervisory

Board of the Company.
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9. Other corporate information

9.1 Significant equity stakes acquired in companies with registered headquarters located in
France or takeovers of suchmpaniesand disposals of such equity stakes

In accordance with the provisions of Article L. 283of the French Commercial Code, the
Company affirms that it has not, over the course of the 2012 financial year, acquired any equity
or disposed of any equity in a company for which the registered headquarters are located in
France.

In addition, within the cetext of the acquisition of Embedded Security Solutions dated December
1, 2012, the Company acquired 100% of the shares of INSIDE Secure B.V, which held 100% of
the shares of INSIDE Secure Amsterdam B.V and 100% of the shares of INSIDE Secure Oy.
These corpanies are mainly concerned research and development activities and the marketing of
software products.

9.2 Businesses of subsidiaries and of held companies

INSIDE Secure S.A. is the parent company of the Group and its main operating cothpany.
holds amajor portion of the assets of the Group anddscentrating ommost operating flows
associated with the business (which include handling practically all purchased inventories and
invoicing the customers of the Group).

As of December 31, 2012, the Compdreld an equity interest in the following subsidiaries (all
of which are wholly owned):

- INSIDE Secure Corporation (Redwood City, California, United States) is a subsidiary in
which the Company holds a 100% equity stake.main business activity is sale
devdopment and technical suppoAs of December 31, 2012, this subsidiary had 33
employees on staff.

- INSIDE Secure Poland Sp zoo(Warsaw, Poland) is a subsidiary in which the Company
holds a 100% equity stakiks main business activity is reseamad developmenfis of
December 31, 2012, this subsidiary had 6 employees on staff.

- INSIDE Secure Asia Pte Ltd. (Singapore) is a subsidiary in which the Company holds a
100% equity stakelts main business activity is research and developm&sitof
Decamber 31, 2012, this subsidiary had 8 employees on staff.

- Vault-IC UK Ltd. (London, United Kingdom) is a subsidiary in which the Company
holds a 100% equity staklts main business activities, which are carried out at its only
worksite located in East Kitide (Scotland), are research and development and product
engineeringThe Company acquired this subsidiary in the context of the acquisition of
the SMS business of Atmel Corp. on September 30, 286 0f December 31, 2012, this
subsidiary had 75 emplogs on staff.

- Vault-IC France SAS (Paris, France) is a subsidiary in which the Company holds a 100%
equity stakeThe Company acquired this subsidiary in the context of the acquisition of
the SMS business of Atmel Corp. It is a passive holding companyHimh business
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transactions are carried out at its secondary office in Rousset, France, which had 75
employees on staff as of December 31, 2012.

INSIDE Secure B.V.Vught, The Netherlands) is a subsidiary in which the Company
holds a 100% equity stakiks main business activities are research and development and
the marketing of intellectual property blocks intended for the design of security
processorsThe Company acquired this subsidiary in the context of the acquisition of the
ESS business on Decemldgr2012.As of December 31, 2012, this subsidiary had 30
employees on staff.

- INSIDE Secure Amsterdam B.VAMsterdam, The Netherlands) is a subsidiary in which
INSIDE Secure B.V. holds a 100% equity stalt®. main business activities are research
and devipment and software marketings of December 31, 2012, this subsidiary had

7 employees on staff.

- INSIDE Secure Oy Helsinki, Finland) is a subsidiary in which INSIDE Secure B.V.
holds a 100% equity stakiés main business activities are research anvgldpment and
software marketingAs of December 31, 2012, this subsidiary had 21 employees on staff.

- INSIDE Secure France SAS (AenProvence, France) is a subsidiary in which the
Company holds a 100% equity stakée Company created this subsidiaryDiecember
2012.1t carries out no commercial activity and does not have any employees on staff.

Main information on the assets of the companies of the Group can be summarized as follows

(expressed in functional currency and in accordance with IFRS):

Consoidated VautIC UK Vaut-IC ESS Other INSIDE Consolidated
assets as of Ltd. France Subsidiaries Subsidiaries Secure Total
December 31,

2012

In thousands of

Dollars

Fixed assets 4 417 4212 140 285 77 123 86 177
Cash and cash 79 450 1028 945 63819 66 321
equivalents

Inventories 0 0 0 0 17 350 17 350
Intangible 0 0 0 0 12 218 12 218
liabilities

Accounts payable 215 1197 106 19 26 798 28 335
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9.3 Information on share capital distribution and own shares hel8hare repurchase
program

Share Caital Distribution

In accordance with the provisions of Article L. 2B3 of the French Commercial Code, and

based on the information received pursuant to articles L=72&3d L. 23312 of said code, the
identity of the shar eknowlalgerdaecthy brondirectlyohold noee Co mp an
than a twentieth, a tenth, three twentieths, on fifth, one quarter, one third, half, two thirds,

eighteen twentieths, or nineteen twentieths of the share capital or voting rights at general

shar ehol deaftkedCompany asioflDgcember 31, 2012 is provided below:

Shareholders As of December 31, 2012
0, [0) I
Number of Shares Y% of th_e share % of Fhe voting

capital rights
FCPR Sofinnova Capital V 4 695 488 13.81 13.82
GIMV N.V. 4254171 12.51 12.52
Fopd Stratgique _ 2 423 991 713 7.14
dél nvestisse

In July 2012, Invesco Ltd., a company established in the United States, acting on behalf of funds
it managesnotified that on July 3, 2012 it exceeded the B%eshotl on INSIDE Secure equity

and voting rights heldand that it currently held on behalf of said funds 1,658,197 INSIDE Secure
shares and an equivalent amount of voting rights, or 5.04% of the share capital and voting rights
of the Company.This threshold crossing is a result of an acquisition of INSH2Eure shares on

the marketinvesco Ltd.notified that on April 8, 2013 it fell below the 5% threshold INSIDE

Secure equity and votingghts held and that its current holdings on behalf of said funds were
equal to 1,654,216 shares, or 4.8df4he share capital and votingghts, following a sale fo

Inside shares on the market.

Treasuryshares

Other than the shares acquired in the context of a liquidity agreement, the Company does not hold
any othertreasuryshares.

Share Repurchase Pragn

On March 8, 2012, the Company entered into a liquidity agreement with Natixis and allocated an
amount of EUR 500,000 to it.

Number of shares acquired and sold over the course of the 2012 financial year

Under the liquidity agreement, over the cowséhe 2012 financial year,
- 526265 shares were acquired at the average share price of EUR 3.9015, and

- 499913 shares were sold at the average share price of EUR 3.3822.
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The Company did not repurchase any of its own shares for other reasons.
Number andralue oftreasuryshares held as of December 31, 2012

Based on the acquisitions and sales completed over the course of the financial year, the balance of
the liquidity agreement was equal to 26,352 as of December 31, 2012. As of that date, the value
of the portfolio was equal to EUR 74,313.64 based on the closing price on December 31, 2012, or
EUR 2.82.

The Company did not notify any other company to declare that it held more than 10% of its share
capital.

The Company does not have any cross ownershiiyeand therefore has not sold any of its own
shares.

9.4 Restrictions imposed by the Board regarding the exercise of granted stock options or the
sale of shares granted free of charge to senior executivieeénts.

Please refer to the paragraphtome A Compensation paid to the corp
above entitled Al nformation pertaining to corpor

9.5 Changes that occurred over the course of the financial year regarding the share capital
distributioni Adjustment of the tens of conversion and the conditions applicable to the
subscription or exercise of securities granting access to the share capital and of stock
options.

-42-



Management report

Number Par value (Euros) Share Capital
(Euros)

1. Shares comprising the share capit
at the beginimg of the financial year

21724 324 0.40 8 689 729.60

2. Shares cancelled over the course

: . N/A N/A N/A
the financial year

3. Shares issued during the financial
year

January 20, 2012: conversion of the 1 449 144 0.40 9 269 387.20
Class D preferred shares into ordina
shares

February 17, 2012: share capital 8 313 250 0.40 12594 687.20
increase as a result of the initial pub
offering

1246 986 0.40 13 093 481.60
February 23, 2012: share capital
increase as a result of the exercise ¢
the overallocation option

April 6, 2012: share capital increase 40481 0.40 13109 674.00

consideration in cash (exereisf
stock options)

69 138 0.40 13 137 329.20

April 6, 2012: definitive vesting of
free shares

1116 000 0.40 13 583 729.20
December 20, 2012: definitive vestin
of free shares

. 34 239 0.40 13 597 424.80
December 20, 2012: share capital

increase by consideration in cash
(exercise of stock options)

Shares comprising the share capital 33993 562 0.40 13 597 424.80
the end of thdéinancial year

No adjustment of the terms of conversion and the conditions applicable to the subscription or
exercise of securities granting access to the share capital and of stock options was made over the
course of thgast financial year other than the mathematical adjustment resulting from the four to
one split in the par value of the shares, as decided by the Combined Ordinary and Extraordinary
Sharehol ders6 Meeting dated May 11, 2011.

9.6 Fluctuation of the secuyifi Risk of share price fluctuation

From the first listing of the shares of the Company on the NYSE Euronext regulated market in
Paris on February 17, 2012 until the close of business on the day preceding that on which this
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report was drafted on April 22013 (or 300 French stock market trading days), 18,184,969
securities were exchanged.

The security, which traded at EUR 8.3 when the shares were initially listed, had dropped to EUR
2.42 by the date on which this report was drafted (closing price grahimus day).

The lowest recorded share mrizas equal to EUR 1.8 adhMarch2013 and the highest recorded
shareprice was equabtEUR 9.99 or20 March2012.

The stock market capitalization of the Company a24of\pril 2013 (based on the closing price
on the previous day) was equal to EUR 79,563,705.

9.7 Overview of the transactions of over EUR 5,000 in value involving the securities of the
Company carried out by senior executives and the persons referred to in Article L. 621
18-2 of the French Monetaand Financial Code and completed over the course of the
past financial year

Not applicable.

9.8 Informationrequired pursuant to Article L. 22B0-3 of the French Commercial Code

9.8.1 Share Capital Structure of the Company

Shareholders As of DecembeB1, 2012
Number of shares % of tht_a share % of _the voting

capital rights
FCPR Sofinnova Capital V 4 695 488 13.81 13.82
GIMV N.V. 4254171 12.51 12.52
Fopd_ stratégique _ 2 423 991 713 7.14
déinvestissem
Members of the Management 633 072 1.86 1.86
Board
Treasury shares 26 352 0.08 0°%
Free float 21 9060 488 64.60 64.65

9.8.2 Statutory restrictions on the exercise of voting rights and on share transfers or the clauses
notified to the Company pursuant to the terms of Article L-2PB®f the French
Commercial Code

Not applicable

9.8.3 Direct or indirect equity interests held in the share capital of the Company of which it is
aware by virtue of articles L. 23Band L. 23312 of the French Commercial Code

Please refer to the section above entiffistformation on share capital distribution and own
sharesheli Shar e repurchase progr amo
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9.8.4 List of holders of any securities bearing special control rights and the description of such
rights

The Company has no knowledge of the existence of anyaspecitrol rights.

9.8.5 Control mechanisms in place in the event of a potential employee shareholding system,
whenever the control rights are not exercised by such employees

The Company has not implemented any employee shareholding system that caufdamritol
mechanisms whenever the control rights are not exercised by the staff.

9.8.6 Agreements between shareholders of which the Company is aware and that could trigger
restrictions on the transfer of shares and on the exercise of voting rights

Not applicable

9.8.7 Rules applicable to the appointment and replacement of members of the Management
Board and to amending the Byws

The rules applicable to such matters are statutory and in compliance with the law.
9.8.8 Powers of the Management Boaml piarticular the issuance or repurchase of shares

The Combined Ordinary arietraordinaryS h a r e h o | tidgeof tke@omang dated January

20, 2012 authorized the Management Board to implement, for a period of eighteen months from
the date of such Meeting share repurchase program under provisions of articles L2(Zp&t

seq.of the French Commercial Code and the market practices accepted by the AMF, under the
precedent and neretroactive condition of the initial public offering of the Company (whadk

place on February 17, 2012). The principal terms of this authorization are as follows:

Maximum number of shares to be purchased: 10% of the total number of shares, at any time,
being specified that, when shares are acquired in order to improve ultityigpf the shares of

the Company, the number of shares used to calculate this limit is the number of shares purchased
minus the number of shares sold during the authorized period and when the shares are acquired to
be held and subsequently deliveredpayment or in exchange during a merger, division or
contribution, the number of shares purchased may not exceed 5% of the total number of shares;

Purpose of the share repurchase:

A ensure the liquidity of shares under a liquidity contract to be concludéae aase may be,
with an investment services provider, in compliance with the charter of ethics of the
Association frangaise des magstfinancierf)AMAFI) dated March 8, 2011,

A meet obligations related to stock option plans, free share plans, employegs sdans, or
other grants of shares to employees and corporate officers of the Company or of the
companies related to it,

A deliver shares in connection with the exercise of rights attached to securities giving access to
the share capital;

A acquire share®tbe held and subsequently exchanged or used as payment in connection with
potential external growth transactions, or

A cancel all or part of the shares acquired in this way,
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A maximum purchase price (excluding fees and commission): 200% of the price pethahare
will be retained for the initial public offering of the Company.

Regarding this point, it is hereby reminded that on March 8, 2012 the Company had signed a
liquidity contract with Natixis and had allocated EUR 500,000 tdhe transaction summafgr
this liquidity contract over the course of 2012 is described in section 9.3 above.

9.8.9 Agreements entered into by the Company that are modified or terminated in the event of
a change in control of the Company

In the course of its business aciie®t, the Company has signed or renewed various significant
contracts that would be modified or terminate in the event of a change in control of the Company:

- Core licerse agreemerivetween Atmel Corp. and the Company on September 30, 2010,

- Patent Licese Agreementetween Atmel Corporation and Cryptography Research Inc.
on August 12, 2009 transferred to the Company in the context of the acquisition of the
SMS business of Atmel Corporation,

- Tamper Resistance License Agreeméetween the Company and Cryptaginy
Research, Inc. on July 1, 2009,

- Technology License Agreemdrgtween ARM Limited and the Company on October 1,
2010 and amended on March 30, 2011,

- NFC Technological Licese Agreemenbetween Intel Corp. and the Company that took
effect on August 23011,

- ESF3110 Technology License Agreemémttween Silicon Storage Technology, Inc.,
Silicon Storage Technology B.V. and the Company on June 13, 2011.

The main terms of these significant contracts a
the Reggtration Document filed with the AMF on May 16, 2011 under nunitddr027 and of
its first update filed with the AMF on October 25, 2011 under nurbbEt-0480-A01.

9.8.10 Agreements providing for compensation for the members of the Management Board or
the staff, in the event of their resignation or dismissal without an actual or serious reason
(sans cause réelle ou sérieuse if their employment contract is terminated as a result of
a public offering

Please refer to section 8.1.12 above.

The Management Board
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Appendix A-1
Summary of results of the Group for the last five years

[TEXT INTENTIONALLY OMITTED.]
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Appendix A-2
Summary of results of the Compan for the last five years

[TEXT INTENTIONALLY OMITTED.]
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Appendix B

Table of delegations of power granted to the Management Board for carrying out share capital
increases

At t he Gener al Sharehol der sé MenttBoardgvasdyariteel @ May
certain number of delegations of power to carry out share capital incréasésdelegations were not

used and were cancelled at the Generlashoul&lear ehol
noted that the Management Boalidl not use any delegation of power applicable to share capital
increases over the course of the financial year ended on December 31, 2011.

As of the date of this report, the delegations of power applicable for share capital increases that are
currentlyvalid are those delegations of power described below and granted to the Management Board

at the Gener al Sharehol dersé6 Meeting dated Janua
of the delegations, the Management Board must submit the plénof the planned transaction to the
Supervisory Board:

Maximum Amount used by the
nominal Management Outstanding
amounts Board Balance
(in Euros)

1. Delegation of power granted to the
Management Board to increase share capit
by issuing ordinary sres or any securities 6 285 121 None applicable 6285121
giving immediate or future access to share
capital, with preferential subscription right

3325 300 + 498

2. Delegation of power granted to the 794.40 (pursuant to

Management Board to increase share capit the delegatia

by issuing ordinary shares any securities discussed in row 5

giving immediate or future access to share 6 105 546 below) 2 281 451.60

capital without preferential subscription
rights and public offering as well as with the

ability to establish a priority right (1) (2) 3824 094.40

3. Delegation of power granted to the

Management Board to increase share capif 2 514 048, within

by issuing ordinary shares or any securitieg the limit of 20% 2514 048
giving immediate or future access to share of the share None applicable

capital without preferentialigbscription capital per 12
rights, to the benefit of qualified investors o] month period
a restricted circle of investors

4. Delegation granted to the Management
Board for the pupose of setting the issuanct
price in accordance with the terms and
conditions determined at the General
Sharehol dersd Meeti
issuance without preferential subscription
rights within the limit of 10% of the share
capital

- None applichle
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5. Delegation of power granted to the
Management Board to increase the numbe
shares to be issued in case of an increase

within 15%o0f the

498 794.40 (to be
deducted from the

share capital, with or without preferential initial issue . delegat_lon
JORT A discussed in row 2
subscription rights, to be decided based on
g ) above)
previous delegations
6. Delegation of power granted to the
Management Board to issue ordinary share
or securities giving access to the sh.are 2514048 None applicable 2514048
capital of the Company, in case of fiab
offer including an exchange component
initiated by the Company
7. Delegation of power granted to the 1 257 024, within
Management Board to increase share capil 10% of the share
in order to compensate contributions in kin¢ capital existing None applicable
of shares or securities\gng access to the on the date of the PP
share capital of thireparty companies, transaction in 1257024
excluding a public exchange offer question
8. Delegation of power granted to the
Management Board to increase share capit
by incorporating premiums, reserves, profit|
or other, by the issue and allocation of free 2 000 000 None applicable
2 000 000

shares or by raising the par value of existin
shares or by a combination of these two

methods

(1) At its meeting dated February 17, 2012, the Management Board used this delegation and decided to
increase the share capital by the nominal amount of EUR 3,325,300, which effectively raises it from
EUR 9,269,387.20 t&EUR 12,594,687.20, &i the issuance, without preferential subscription rights
through a public offering, 8,313,250 new shares of par value EUR 0.40 each at the price of EUR 8.30
each, which represents an issuance premium of EUR 7.90 and an aggregate subscription amount of
EUR 68,999,975 (issuance premium included).

(2) At its meeting dated February 23, 2012, the Management Board used this delegation and decided to
increase the nominal amount of the share capital increase agreed upon on February 17, 2012 by a
nominal amounbf EUR 498,794.40, based on the issuance of 1,246,986 new shares of par value EUR
0.40 each, issued at the same price as those issued on February 17, 2012, in other words at the price of
EUR 8.30 each (issuance premium included), which represents an atggsefscription amount of

EUR 10,349,983.80 (issuance premium included).
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Appendix C

Main risks and uncertainties to which the Company is exposed
Use of financial instruments by the Company

The Company conducted a review of the risks which could daaignificant adverse impact on the
Group, its business activities, its financial condition, results of operations, future outlook, or its ability
to achieve its objectives and considers that the most significant risks are those described herein.

However investors should also be aware that other risks, either unknown ércwtsidered likely at
the date of this report could have a material adverse effect on the Group, its business activities,
financial condition, results, or future outlook, were theynaterialize.

1. Ri sks associated with the Groupdbds business ar
The semiconductor industry has historically experienced significant fluctuations.

The semiconductor industry is cyclical. In addition to changes in the general economic climate, which
can result in imbalances between supply and demand, it is subject to rapid technological changes,
which create growth in demand for new products followed by a period of slower growth once these
new products are widely adopted by the market. The slowepfarowth typically continues until the

next technological development, at which point the pattern begins again.

This cyclical nature of the industry affects the Group in the following three ways:

A any decrease in demand for the products marketed by ringp®ias an adverse impact on its
business activities, its revenues, its cash condition and, as a result, its financial condition;

A a significant portion of the Groupds costs is
committed through advee payments on future sales. As such, the Group may not be able to
adjust its expenses rapidly enough to offset any unanticipated shortfall in revenue following a shift
to a new phase in the development cycle. This would have an adverse impact on {hé Grou
margins, operating income, cash and financial condition; and

A furthermore, the Group does not own any manufacturing capacity, resulting in a reliance on
subcontractors for the manufacturing, assembly, testing and shipping of its products. During
periodsof high demand, competition for access to the services of these subcontractors increases.
When the cycle shifts and demand slows, such subcontractors may decide to reduce the amount of
their capacity to adjust for this market change. As such, the Groypexperience difficulty in
obtaining access to the manufacturing services it relies on to achieve its sales projections or it may
be subjected to price increases imposed by its subcontractors. This would have an adverse impact
on t he Gr oup ans, opemtingimcome,scash ana financial condition.

The terms of the contracts governing the relationships between the Group and its clients and
subcontractors only partially allow the Group to protect itself against exposure to these risks (for
further nf or mati on, r e fi &me Growp sybeontradtscahe Imanufacturmg, @éissembly,

testing and shipping of its products to third parties and one such third party could fail to fulfill its
obligations to meet deadlines and comply with specified tondo n s 0T haen dGrioup 6 s c |l i en
cancel their orders, change the quantity ordere
unable to accurately estimate the demand for its products and, as a result, either be unable to use its
inventoryorc onver sel vy, be unable to satisfy the order:
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The Group operates in a very competitive environment and must contend with competitors that
are larger than the Group. If the Group were no longer competitive visa-vis other market
players, it could fail to increase and/or maintain its market share or the amount of revenues it
generates.

Some of the Groupds competitors have | onger op
significantly greater resources, have more establishpdtatons and a larger base of existing
customers than those of the Group. Their lestpblished positions in these markets have enabled

them to forge strong relationships with their clients, which could be an advantage for them notably due

to their acces to information about market trends and future demand. The significant resources
available to more sizeable competitors enable them to be more reactive in competing for technology,
benefit from economies of scale, expand their portfolio of products areditteeom higher credibility

in front of existing and potential clients of the Group. Lastly, some competitors may offer clients
bundled solutions with complementary products or have the ability to adopt a more aggressive pricing
policy. Thiscould affect he Gr oupbés ability to gain or maintai

Due to the very competitive environment of the semiconductor sector and to the high costs associated
with the design and manufacturing of semiconductors, the industry demonstrates a trend toward
consolidation, which intensifies the risk described above and leads to, in particular, large companies
acquiring smaller ones. This trend is expected to continue.

In the NFC market, the Group is competing with companies such as NXP Semiconductors and, since
2012, Broadcom and Qualcomm. In the secure payment and digital security markets, the Group
competes with companies such as NXP Semiconductors, Samsung Electronics, Infineon Technologies
and STMicroelectronics. Other companies could enter into direct ciopavith the Group if they

were to sign licensing agreements with third parties for technology, software and intellectual property,
or if they were to develop their own technology, which would allow them, in particular, to address the
developing NFC miet.

The Groupbs competitiveness depends on several f

A its ability to predict market needs (particularly by identifying new ones) and to develop products to
successfully meet them;

A its ability to deliver products in large volumes on a tinmsis at competitive prices;

A its ability to accurately understand the price points and performance metrics of competing products
in the market;

A its product soé -pfedifenessreiativete thasaofits competitors;
A its ability to mainain and develop relations with its key clients; and

A its ability to conform to industry standards while developing new and proprietary technologies to
offer products and features previously not available in the payments market.

If the Group is unable to reain competitive against its current or future competitors, or if it contends

with market rivals that are more successful as a result of, in particular, their larger size, this will
adversely impact its market shares, revenues, financial condition andteeet.
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The Group could be unsuccessful in developing and selling new products on a timely and eost
effective basis or in penetrating new markets.

The markets in which the Group conducts its business activities, as well as those markets it targets, are
characterized by rapidly changing technologies and industry standards, technological obsolescence and
frequent product introductions. They are also characterized by intense price competition, the
introduction of new products being a distinguishing factorbng companies to demand higher

prices. Therefore, in order to protect its market position, the Group must be able to predict
technological changes and design, develop, market and support new products and enhancements on a
timely and coseffective basis.

The development of technologies and new marketable products is complex and usually requires
significant longterm investments. The Group could experience delays in completing these
developments and, as a result, find itself attempting to penetrate thetmédth an obsolete
technology or one in which a competitor is already very well established. The Group could even
develop products based on a standard that is ultimately not retained by the industry. Furthermore, the
Groupbs devel op meaeasdive commrted to theopuide @t whiah the Group would be

able to market its products. These types of risks, if they were to materialize, would have an adverse

i mpact on the Groupbs business activities, reven

The devel opment of the Groupbs NFC business dep¢
applications market and its acceptance by customers, as well as on customer demand.

To date, NFC technology has not been widely adopted by mobile operators, meatileet and
consumer electronics manufacturers. In addition, the infrastructure that would enable NFC technology
to be used for multiple applications, including payments, has not yet been widely deployed on a global
basis.

Furthermore, there are some eixigtand emerging technologies that could potentially address some
applications which are targeted by the Groupds N
solutions offered by the Group. Solutions including short message service (SMS) angayiemnt

websites already exist to enable payments to be made from mobile devicpserio-peer
communications, existing technologies such as wirdldédé and Bluetooth can enable direct
communication and data transfer between mobile devices.

Additionally, in many countries the use of contactless technology for applications such as payments or
transportation is not yet widespread.

NFC technology or the NFC applications market could fail to develop or develop more slowly than
expected. Products developkeyg the Group and integrating NFC technology could potentially fail to

meet market demand (particularly if consumers are reluctant to adopt the technology), or simply not be
adopted by the Groupds <clients on amcesssigfificantci ent |
investments in time and resources committed by the Group to this technology could be lost, in full or

in part and the development of the Group, its business activities and financial condition could be
affected.

The development of the semurity products and solutions of the Group depends on the
development of the market for mobile and network security systems, on it being accepted by
users, as well as on customer demand.

The market for the mobile and network security solutions of thegGadepends on, in particular

A the perceived ability of its products and services to address real customer problems,
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A the perceived quality, price, user friendliness and interoperability of its products and services as
compared to those of its competitors,

A the marketods perception of how easy or di ffic
especially in complex network environments,

A the continued evolution of electronic commerce as a viable means of conducting business,
A market acceptance and use ofrtechnologies and standards,

A the publicés perception of the need for secure
wired and mobile networks,

A the ability of the Group to effectively adapt to the pace of technological change, and

A general economiconditions, which among other things, influence how much money the clients
and potential clients of the Group are willing to spend on such technology.

If the Group were unable to face such circumstances, its revenues, results, financial condition and
devdopment would be negatively affected.

The success of the Group is dependent, in particular, on an increase in demand for the supply of
integrated security products.

The clients of the Group can postpone the purchase, stop using, or decide not to easenMittense

for the integrated security products of the Group, and some clients of the Group could also decide to
terminate licensing contracts at any tiri@e contracts signed with the clients of the Group generally
provide for basic licensing rightaccess fees for technologies and/or fees established on a per unit
basis, usage fees or a percentage of revenues for products that integrate the technology of the Group,
as well as service and maintenance féesertain number of key contracts also previdr capped

fees whenever the volume of sales announced by certain clients exceeds set thresholds. Consequently,
a portion of the revenues of the Group is not recurrent, which makes them harder to pirezhdhe

levels of expenditures rely in part tre projections of future revenues, and since expenditures are, for

the most part, fixed in the short run, the Group could be unable to adjust its spending fast enough in
order to offset an unexpected drop in revenues, which could have an adverse inifsactsuits, its

financial position, and its development.

The success of the Group will depend, in particular, on the timely market introduction of new
security products with new or improved functionalities.

The future financial performance of the Growpl depend, in particular, on its ability to meet the
needs and specifications of its customers by improving its mobile and network security solutions and
by developing products with new and improved functionalitiBise Group allocates significant
resouces to the identification of new market trends and to the development of products in order to
anticipate the demand for security solutions. However, customers could lose interest in the solutions of
the Group, which makes the Group unable to guarante¢hihaemand for its solutions will continue

to develop as projecte@he Group must develop new products and improve existing products in order
to meet the rapidly evolving needs of customé@&iee success of new functionalities is dependent on
several faars, including their timely introduction to the market and their market acceptéhee.
Group could be unable to improve its existing solutions or to develop new solutions, or be unable to
introduce these solutions to the market in a timely fashidve Goup could face delays in the
development and market introduction of its solutions, which could render them obsolete or unsellable
once introducedCustomers could also postpone their purchases in order to wait for the introduction of
new productslf the lutions of the Group are not considered competitive, in particular if it is unable
to improve on existing solutions or to introduce new ones in a timely fashion, the Group could no
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longer be perceived as a leader in its field, its reputations might la¢ivedyg impacted, the value of

its brand could be diminished, and its financial performance could be adversely affected. In addition,
uncertainties regarding the time frame of availability and the nature of the functionalities of new
products could resuih an increase in research and development expenses with no assurance of future
revenues.

Such circumstances would have an adverse impact on the revenues of the Group and, in so doing, on
its results, its financial position, and its development.

Historicall y, t he average selling price of the Group?6s
This trend could become more pronounced in the future.

The semiconductor industry is characterized by significant sales price erosion, which is particularly
acute oncea product has been on the market for some time and as volumes increase over time.
Therefore, the average selling price for semiconductor solutions is on a downward historical trend.
This trend could become more pronounced in the future and the Groupbeoufdhble to offset this

drop in prices with an increase in volume or the development of new or enhanced semiconductor
solutions on a timely and cesffective basis, or even to reduce its costs, which would prove
particularly difficult considering the ®Gup is entirely dependent on subcontractors for the
manufacturing, assembly, testing and shipping of its products. Even if the Group were able to achieve
either of these goals, any resulting improvements still might not be sufficient to offset the dicrease
prices.

These event s, if they were to materialize, woul
and, therefore, on its results, financial condition and development.

The Group could face higher costs for the manufacturing of its productsral be unable to pass
such higher costs on to its clients.

The semiconductor business is characterized by ongoing competitive pricing pressure from customers

and competitors, generating a | imited caduptaaci ty t
to its clients. Consequentl vy, any increase in tl
related to adverse purchase prices, yield discre

profit margin and operating income. Theo@p and its subcontractors have entered into framework
supply agreements, which often provide for an annual price negotiation. Consequently, the Group
could be unable to either obtain price reductions or to predict or prevent price increases imposed by its
suppliers, in particular due to the fact that the Group relies on a limited number of suppliers for the
manufacturing, assembly, testing and shipping of its products.

These events, if they were to materigadssnagn woul c
and, therefore, on its results, financial condition and development.

The majority of markets on which the Group operates are characterized by large customers with
significant market share and buying power who may use a number of companies tewklop and
provide semiconductors which fulfild]l similar fun

Sever al of the Groupbdbs targeted mar ket s, partic
cards and conditional access cards for Pay TV, are characteyizbd presence of sizeable clients
with significant market share and buying power.

In some markets where the number of clients is limited or where clients use several suppliers, the

Groupbdbs competitors could i ncr eawhiech dodidelead thev ol u me
Groupbs clients to seek to renegotiate the finan
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These types of events, if they were to materialize, would have an adverse impact on the Group, its
business activities, financiabndition, results and development.

The Group is dependent on certifications from third parties, such as Visa and MasterCard, in
order to sell its products for use in some applications and could lose these certifications.

The sale of s o meoduatsf requirds ecom@ianceu \pith standards and protocols
established by third parties and, in some instances, a certification from those parties, granted for three
years and based on evaluations conducted by independent laboratories. Although the Giderscon

as of the date of this Registration Document, that the risk ofreroewal of all or part of these
certifications is low, if this were to happen it could prevent the Group from selling those products that
failed to be certified and, as a result, ulb have an adverse impact on the Group, its business
activities, financial condition, results and development.

The Group could experience setbacks in transitioning to more advanced wafer fabrication
process technologies or in achieving higher levels of gmuct integration in the design of its
semiconductors.

In order to secure and improve its competitiveness, the Group intends to continue to invest in the
devel opment of i ncr e aandtoachieye higsemeveld of desigg mtegnadon.r i e s ¢
These ongoing efforts require the Group to regularly change the manufacturing processes applied by
its foundry partners for its semiconductor solutions. The Group could experience setbacks and delays
as a result of its reliance on foundries to endorseirgtedrate new production processes. The Group
cannot guarantee that its contracted foundries or its test and assembly subcontractors will be able to
effectively manage the transition to new processes or, if they failed to do so, that it would be able to
find new subcontractors able to successfully complete this transition. If the subcontractors upon which
the Group relies are not able to complete this transition toward smaller geometries on a timely basis, or
if the Group is not able to achieve a higherlesf integration in the design of its products or fails to
achieve this level of integration on a timely basis, this could have an adverse impact on the Group, its
business activities, revenues, results, financial condition and development.

2. Risks associted with the lack of ownership of any industrial infrastructure

The Group outsources the manufacturing, assembly, testing and shipping of its products to third
parties and one such third party could fail to fulfill its obligations in a timely manner and n
compliance with set specifications.

The Group outsources the manufacturing, assembly, testing and shipping of its products to third
parties. As such, the Group relies on its suppliers in terms of quantity, quality, yield and costs of
services and prodwut The Group cannot maintain the same level of oversight and control over these
outsourced operations as it would if these operations were carried out internally.

The Group relies on only a limited number of suppliers and, for certain products, onsjagfiea

qualified foundry. As such, the leading supplier of the Group, its top five suppliers and its top ten
suppliers, represented 28%, 56% and 67% of its purchases in 2012 respectively, and 23%, 63% and
78% of its purchases in 2011 respectivdlge supfy agreements existing between the Group and its

main partners are, generally signed for three to five years and are, for the most part, renewable tacitly
every year. If one of these partners decided to terminate its relationship with the Group, to sign an
agreement with a competitor, or to change the quantities it delivers to the Group or the conditions
under which the deliveries are made, this coul d
clients in a timely manner and in sufficient vale |, which would i mpact t he
damage its business relations.

Any one of these events would have an adverse impact on the business activities of the Group, its
revenues, results, financial condition and development.
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On September 28, 2010jthin the context of the acquisition of the SMS business of Atmel Corp., the
Company entered into a supply agreement with LFoundry Rousset SAS, modified by amendment
dated March 19, 2012, under the terms of which the Company undertakes to purchase, at pre
determined prices, a minimum annual number of wafers until September 30, 2014, while the Company
retains priority access to the manufacturing capabilities of LFoundigundry Rousset SAS is a
subsidiary of LFoundry GmbH in Germany, which has the samelsblders and financial ties with
Landshut Silicon Foundry GmbH. However, Landshut Silicon Foundry GmbH is currently subject to
courtordered liquidation proceedings. The supply the Company relies on from the LFoundry group is
exclusively provided by LFoudty Rousset SAS. The executive officers of the LFoundry GmbH group
have stated that LFoundry Rousset SAS was not affected by shutdown at Landshut Silicon Foundry
GmbH. However, these challenges coupled with the financial fragility of LFoundry Rousset SAS
could have adverse repercussions on the manufacturing capabilities of LFoundry Rousset SAS as well
as on its ability to meet its obligations under its contracts with the Company. As a result, the Company
is working to qualify an alternate supply source thatould start doing business with in 2013, if
appropriate.

If the foundries the Group relies on for the manufacturing of its products fail to provide
satisfactory Il evels of output or quality, the GI
be negatively affected.

The Group does not own any industrial facilities. Its products are manufactured, assembled and tested

by subcontractors, particularly by Global Foundries, UMC and LFoundry. Minor deviations in the
manufacturing process can result ibstantial decreases in yields and in some cases, cause production

to be suspended. Changes in the manufacturing process or the inadvertent use of defective materials by
the Groupbés foundries can trigger s a&fmitiopated manuf
manufacturing yields or unacceptable performance.

Most of these problems are difficult to detect at an early stage of the manufacturing process and could

be time consuming and expensive to correct. A foundry which provides insufficient texels, or

the existence of defects, integration problems, or other performalated problems associated with

the manufacturing of semiconductors could, in addition to its direct impact on sales and revenues,
damage the Group with respect to its diiexiationships, tarnish its reputation or require the Group to

pay damages to its clients. I f the Groupds subc
the Group will have to find other subcontractors, which could take time and carry ealddasts.

These risks are increased for certain products for which the Group currently has only one supplier.

These types of event s, i f they were to materi al
business activities, revenues, results, findromadition and development.

3. Risks associated with types of clients

The Groupdés clients could decide not to integra
products or their products could fail to be commercially successful.

The Group sells semicoduct or solutions to original equi pme
smart card manufacturers who integrate them into their products and also to original design
manufacturers (or AODMso) that i ntegr atsegheyt he Gr

provide to OEMs. As such, the Group relies on OEMs and smart card manufacturers to continue to
integrate its semiconductor solutions in their own lines of commercialized products.

First, the Group must invest a substantial amount of capital idebhelopment of new semiconductor
solutions, with no guarantee that clients will select them and integrate them in their products (which, if
selected and integrated by <clients, resul ts i n
important give that it is typically very difficult for a client to switch suppliers of semiconductor
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solutions. An absence of design wins therefore
revenues, results and financial condition.

Once they are selected, the Group s emi conductor solutions are wus
products at the design stage, before such products are introduced to the market. The Group has no
guarantee that the products marketed by its clients will attain commercial successtiom,agtfithe
Groupds semiconductor solutions contain defects
certification standards after they have been se
clients, not only would the sales of tegsroducts be directly and adversely affected, but such clients
could refuse to consider the Groupbs seThsconduc
ri sk is heightened for the Groupdbs NFC psoducts
customers do not have significant experience designing products using NFC related semiconductor and
sof tware solutions. I f the Groupbs semiconductor
or i f the product s mdailtoeeettde expgctatioms ef théir owmglehtsorc | i e 1
are not accepted by consumers, the revenues, results and financial condition of the Group would be
harmed.

NFC technology could be integrated into other semiconductors or systems not currently
marketed by the Group.

The history of the semiconductor industry shows a trend to continually seek to reduce cost and
component count by integrating new features previously requiring several components into a single
semiconductor. That is what happened, for examjh the mobile handset industry with the
development of single chip solutiofSysterron-Chip) incorporating not only the baseband and radio
frequency functionality, but also components which incorporate several functions or connectivity
standards suchs@luetooth, FM radio and Wirelet#\N.

Within this context, in December 2012 Broadcom announced that a semiconductor combining
wirelessLAN, Bluetooth, FM Radio and NFC connectivity standards would become available in
2013.

In the mobile device market.(eg . , handset s, tablets and | aptops)
NFC controller and the NFC secure element (separate or integrated into the NFC controller). The
Groupbs current or prospective cust onmeroseomay ch
both of these solutions within another semiconductor element, such as the application processor, SIM
card processor, Bluetooth, FM or Wireless LAN semiconductor or module.

Should this happen, the Group would face a competitive disadvantagjgeraéta semiconductor
vendors that already have these technologies in their product portfolios and, in some instances, are
developing integrated semiconductors which incorporate NFC technology. This would have an adverse
i mpact on t he Glusinegs activities and éinarcipl goadition,

The Group generates a significant portion of its revenues through a limited number of
customers. The Group could fail to retain its key clients or to expand its business relationships.

A significant portionot he Gr oupds tot al revenue is attributa
the Group anticipates that this will continue to be the case for the foreseeable future. These customers
may deci de not t o purchase t he tGmpudngsd fewers e mi c o
semiconductor solutions than they did in the past or to alter the terms on which they purchase its
product s. I nsofar as a customer represents a siog
the Group is exposed to the riskio$olvency or late payment from any one of them. As of the date of

this report, the amount of bad debt is not significant (see Note 14 of the Notes to the Consolidated
Financial Statements of the Group for the financial year ended on December 31, 2012).
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The top client of the Group, its top five clients, and its top ten clients represented, respeisely,
63% and 83% of its revenues for 2012, and 30%, 59% and 78% of its revenues for 2011.

The loss of any key client, a significant decrease in revermresny issue with collection of

receivables from clients could i mpact the Groupbd
The Groupdés <clients could cancel their orders,
production. The Group could be urable to accurately estimate the demand for its products and,

as such, either be unable to sell its inventory

The Group and its clients have not signed any -l@ngn purchase agreements for committed
guantities. All sales are made on a purchase order basis which allows its customers to cancel, amend or
delay product purchase commitments with little or no notice to the Group and without penalty. Given
that production lead times often exceed the amoumtnef tequired to fulfill orders, the manufacturing
process often begins in advance of orders, relying on an imperfect demand forecast for every customer
to project volumes and product mix.

The Groupbs forecasts depend ralry its blients,acbaogesimcy of
mar ket conditions, changes in the Groupbds produ
by its customers. Excessively optimistic forecasts, obsolete forecasts due to changes in market
conditions or cancelled or deky orders could significantly impact the Group by triggering a sudden

drop in revenues while the corresponding production costs have already been incurred, or result in
excessive or obsolete inventory that the Group may not be able to clear.

Conversely, i the past, clients have sometimes substantially increased the size of their orders with
limited notice. If the Group were not able to accurately predict this change and, therefore, not be able
to meet the demands of its clients by the set deadline, <lintld cancel their orders and request
damages or approach other competitors for their supply.

For example, this is the case with respect to the relationship between the Company and its client
BlackBerry (formerly RIM), which in the 2012 financial yeapresented the main source of its
revenues on the mobile NFC market segment, and should continue to represent the main source of its
revenues on this market segme@ti ven t hat one of the focus area
strategy is to take advantagkits position as historical leader on the NFC technology market, a drop

in demand for Blackberry products featuring this technology could have a significant adverse impact

on the business, revenues, income, financial position and the developmerCofrhany.

Any one of these events would have an adverse i
results, cash condition and, therefore, its financial condition.

In addition to its own semiconductor solutions and proprietary software, the Groupcould
provide its customers with other components i.e., the Group would resell components,
manufactured by third parties and integrated by the Group, which would result in a reduction
of its average gross margin.

In some cases, the Group sells third ypamoducts, which it purchases directly from suppliers and
integrates in solutions invoiced to its clients as part of its overall supply to such clients. The Group
generates profit margins that are significantly lower for these products and than thasgedelmg
selling its own products. For example, the Group currently integrates and resells theediFE
element from Infineon Technologies as part of a complete NFC solution.

If the Group were to integrate more third party components, its gross masgld decline, which
would have an impact on its results, financial condition and development.
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The Group provides solutions that offer its clients security features that third parties may
attempt to circumvent.

The Groupobds cor e busondacwors,ssoftivase andomone menesrallyd platfanesmi ¢
intended to protect the integrity of the product
the product and of any communication within it. These solutions are central to protecting theseven
business models and/or interests of the Groupb6
preventing fraudulent bank payment card transactions, protecting national borders, ensuring that only
customers who pay for television content are allowedeteive it and maintaining the security of
confidential information.

Considerable efforts can be deployed by those attempting to breach the security of systems within
which the Groupds solutions are inteer &Gtrodu.pdAny
products or of the systems within which they are integrated (whether or not due to a breach in the
security of the Groupobés products) could cause fi
would damage the reputation and the busiaessities of the Group.

The high 1| evel of complexity of the Groupbs sen
delays or expenses as a result of undetected defects or faulty design.

The Groupdbds semiconduct or s o Loatdir defacs oradesign eréorsg h | y
that, if significant, could impair their performance or prevent compliance with industry standards. If
such a situation were to occur, the Group could be unable to correct these defects within a reasonable
time. Correctinghese errors could cause delays in production or generate significant costs. This risk is
even more significant given that the Group outsources the manufacturing, assembly, testing and
shipping of its products to third parties and, as such, cannot mdinéagame level of oversight and

control over these outsourced operations as it could if these operations were carried out internally.

If the design defects of the products marketed by the Group are not identified until after they are
introduced to the nrket, additional costs could be incurred due to product recalls, repairs and
replacements. In addition, the Group typically provides one to-ffg@ewarranties on its products.
Therefore, the Group could be required to issue refunds on its productsiginidfane claims for
damages filed by its clients.

The occurrence of any one of these events woul d
activities, results, financial condition and development.

4, Risks associated with intellectual property
The Group relies, to a large extent, on the exclusive nature of its intellectual property. However,
the Group could be unable to secure the rights necessary to guarantee meaningful protection or

commercial advantage.

The Group relies, to a large extent, on itkellectual property rights and its trade secrets in order to
protect its products and technologies from misappropriation by others.

The Group could experience setbacks in obtaining patents or other intellectual property rights. In
addition, the rights sired could prove insufficient to ensure meaningful protection or a commercial
advantage.

In particular, the Group cannot guarantee that:

A the pending patent applications filed by the Group will result in the issue of a patent;

A the patents granted to ti@roup, as well as its other intellectual property rights, will not be

challenged, cancelled, or circumvented;
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A its trade secrets will not be divulged,;

A the extent of the protection provided by the
compeition and from third party patents protecting similar mechanisms;

A its products do not infringe on patents held by third parties; and

A the standards adopted by the industry and with which the Group complies do not violate the rights
of third parties.

In addition, the Group has not to date filed patent applications or applications for other intellectual
property rights in all/l countries in which it CC
intellectual property rights represents a significakpense associated with, in particular, patent
application filing and patent renewal fees, amounts paid to inventors and for the management of its
other intellectual property rights, which could increase, notably if the Group must take legal action to
defend its rights.

Similarly, monitoring the unauthorized use of products is a difficult task and the Group cannot be
absolutely certain that it will successfully avoid breaches and unauthorized uses of its technologies, in
particular in foreign countries wteeits rights are not as well protected as they are elsewhere.

Further more, the Groupbds competitors could inde,
similar technologies. Lastly, the Group may be required to grant licenses on its patensibliaite
participation in various standards organizations.

In addition, in the conduct of its business, the Group must frequently grant third parties access to
sensitive information that is not always protected by a patent. By signing confidentjaéigneaents,

the Group ensures that these third parties undertake not to misappropriate, use or share this
information. However, the Group cannot guarantee that these third parties comply with these
agreements, that it will be notified in the event theseegents are breached or even that the damages

it could potentially receive will be sufficient to offset the financial impact of the breach on its business,
including any waiting time before the Group receives payment of the damages in question.

If the Graup were unable to protect significant elements of its intellectual property rights and
technology, its business activities, development and financial condition would be adversely impacted.

Any potenti al di spute invol vi mtgllectud prop&ty oghtp 6 s pat
coul d i nclude t he Groupds i ndustry partners a
indemnification obligations of the Group.

The persons or legal entities to which the Group has granted licenses or provided products or services
could be implicated in litigation concerning the violation of patents or rights held by third parties, in
connection with such |Iicenses, products or servi
notifications in writing from third parties seiaelg to enforce their alleged proprietary rights over
certain technologies and recommending that t he
parties. In accordance with the terms of the contracts it has signed with its clients, the Group could be
required to defend and compensate its clients in the event of any legal action taken against them based
on an alleged violation of intellectual property rights held by third parties, in connection with the

Groupbs patent s, pr oduwent sc oaurl ds earl vsioc ehsi.n dS®uc ht hlei tt
clients and, therefore, trigger a decrease in the sales of its technologies and its products. This would
have an adverse i mpact on the Groupods busi nes:
condition.
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5. Legal Risks

To the Companydés knowl edge, there are no other
including any pending or threatened proceedings, that are expected to have or have had in the past 12
months a significant adverse effecton @@ mpany 6s financi al condition
Group.

6. Financial Risks

6.1 Risks associated with currency exchange rates

A significant portion of the Groupbs revenues at
in U.S. dollars, while a large porion of its operating expenses and a number of its assets and
liabilities are expressed in other currencies, mainly in euros.

The Companybds functional currency is the U.S. d
Consolidated Financial Statemnt s. The Groupdés sales and, i kewi
suppliers are, for the most part, expressed in U.S. dollars while a large portion of its operating
expenses and a portion of its assets and liabilities are expressed in other cumexiolgsn euros

and to a smaller extent in British sterling. Cor
are subject to fluctuations due to changes in foreign currency exchange rates, primarily the U.S. dollar

to euro exchange rate. For exae in the event that the euro/dollar exchange rate fluctuates within a

range of + 10% td 10%, the Group estimates that the impact, in absolute terms, would have been
$382 thousand on its operating incomé¢efmandal $300 t
year ended December 31, 2012. In order to mitigate this risk, since 2009 the Group has implemented

an exchange rate risk coverage policy for these currencies for the purpose of maintaining its
profitability and its cash condition. Howevéne Group cannot guarantee that this risk coverage policy

will protect it efficiently from any fluctuations in exchange rates (see also Note 3.1(a) entitled
AiCurrency Exchange Riskd of the Notes toathe Con
ended on December 31, 2012).

6.2 Credit risks, interest rate risks, and risks associated with cash management

As of the date of this report, the Group has not contracted any significant financial debt and, therefore,
believes that it is not exposed to graficant risk associated with interest rate fluctuations. However,
the Group plans to diversify its sources of financing in the future by gradually relying on bank loans,
which could result in exposure to this risk in the future.

The Group uses a consetiva approach in its management of available cash. Cash and cash
equivalents include available cash and current financial instruments held by the Group (which, for the
most part, are French monetary SICASdci ®t ® doél nvesti soeqpeeanded ™~ Capi
collective investment schemes), and time deposits). As of December 31, 2012, available cash and
investment securities held by the Group were mainly invested in financial instruments with maturities

of less than 12 months.

6.3 Risks associated with dtbalance sheet commitment

The total amount of ofbalance sheet commitments recorded by the Group as of Dec@inl#&12

was $28.7 million (against $52.4 million as of December 31, 2011). Thedaalaffce sheet
commitments are described in N@® of the Notes to the Consolidated Financial Statements for the
financi al year ended on D e c e mimknce sBekt, coniniinie®t . The
corresponds to a commitment to purchase a minimum numbesfeirs from LFoundry through

September 30, 2014for an amount capped at $27.1 million (against $48.7 million as of December 31,

2011).
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6.4 History of operating losses Risks associated with projected losses
The Group has a history of operating losses that could continue.

The Group has accumulated lossesravme and may be unable to achieve or sustain profitability in
the future.

The Group was established in 1995 and has been incurring losses since that time. Net losses rose to
$23.0 million in 2011 and to $37.5 million in 2012. As of December 31, 20i2jnaulated losses

since June 2005, the date on whitie Group carried out its share capital reduction followed by a
share capital i n c mikiom,svere $134.1 mmilian. a moun't of ul

In order to develop its products and ensure that its business expands, the Group believes significant
investment willbe necessary, including research and development expenses and business, marketing
and administrative expenses. As a publicly traded company, the Group will also incur additional legal
and accounting fees, as well as other expenses in connection wistints dn the stock exchange.
Furthermore, the Group could face unforeseen setbacks, complications or shipment delays that may
generate additional expenses. As a result of these additional expenses, the Group would have to
achieve and maintain higher rewms in order to protect its profitability. The positive growth trend of
recent years may not be sustainable. Accordingly, the Group could be unable to ensure or maintain the
profitability of its business and, as such, could continue to incur significesgdan the future.

6.5 Ri sks associated with fluctuations in the
income

Fluctuations in quarterly or annual revenues and operating income, as well as difficulties in
forecasting them could cause the market price of the Compaflys Shares to f all

Hi storically, the Groupdbs revenues and operating
to continue to do so in the future. As a result, the comparison of revenue and operating income over
successive periods is not aiable method for predicting future performance. In the future, the
Groupbs revenues and operating income <could be
analysts and investors, which could cause the pr

6.6 Risks assaciated with the absence of dividend distributions in the near future
The Company has never paid dividends and does not plan to do so in the near future.

To date, the Company has not paid out any dividends to its shareholders and does not intend to do so
in the near future. Unl ess the gener al sharehol d
potential dividends will be reinvested in the Company.

6.7 Liquidity risks T Future equity capital requirements and additional financing

The Company could ke required to increase its share capital or to seek additional financing in
order to ensure its continued development.

Since its creation, the Company has financed its development through equity, by carrying out share
capital increases targeted at ventcapital funds and industrial partners and, in February 2012, in the
context of a public offering carried out in conjunction with the admission of its shares on the NYSE
Euronext regulated stock exchange in Paris, France. The Group has never reliedsmmitiognt

bank loans. Consequently, the Group believes that it is not exposed to a liquidity risk associated with
accelerated repayment requirements that may be contained in certain bank loans.

The Company conducted a specific review of its liquidisk iand believes that it will be able to meet
all of its upcoming payment obligations for the next twelve months.
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The Company will continue to require significant amounts of financing in order to develop its
technologies and market its products. Under tloeselitions, the Group may be unable to-eldnce

its growth in the future, which would require the Group to seek other sources of financing, in
particular through subsequent share capital increases.

The level of financing required and its allocatiomeo time depends on factors that the Group
generally cannot control, such as:

A higher costs and slower progress than those projected for its research and development programs;

A expenses incurred in connection with preparing, filing, protecting and pregétipatents and
other intellectual property rights;

A spending required to meet the technological developments in the market and to ensure the
manufacturing and marketing of the Groupbs pro

A new opportunities for developing new products or adugitechnologies, products or companies.

The Group may be unable to secure additional capital when it is needed and this capital may not be
available under terms acceptable to the Group. If the required funds were not available, the Group
could be require to:

A postpone, reduce, or cancel research programs;

A secure funds through industrial partnership agreements that may force the Group to waive the
rights it holds over some of its technologies or products; or

A grant licenses or execute agreements understémat could be less favorable to the Group than
those it could have obtained in a different context.

In addition, insofar as the Company raises capital through the issuance of new shares, the equity
interest of its shareholders could be subject to ditutDebt financing, assuming it is available, could

also be costly and require the Group to comply with restrictive covettiaot® or more of these risks

were to materialize, it could have a significant adverse impact on the Group, its businesssactiviti
financial condition, results, development, future outlook, or onnileer k e t price of t he
shares.

Lastly, over the course of the fougbarter of 2011, the Group signed factoring contracts in euros and
U.S. dollars with Natixis Factor for @newable term of two years, including a guarantee fund and
featuring an underlying credit insurance contr&ihce the risk associated with recovering these
receivables is now transferred to Natixis Factor, the receivables sold under this factoriaghpaogr

no longer be accounted forn t he Gr o u p 6As of Decémbar 8le 20K htlee eeiceivables
sold were financed in the amount of $12.3 millidhe termination of these contracts could have an
adverse impact on the financial position of thepro

6.8 Risk associated with dilution
The Company could, in the future, issue new shares or other equitinked financial instruments
in order to finance its development, or as part of its employee and management incentives
policies.
As i ndi cat e dLiquaibyoriske i Future @quity capital requirements and additional

financingo, the Company mdinkedifirarscial énstroneems adersts e s o r
finance its development.
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In addition, within the context of its employee and managenmeentive policies, the Company has
consistently, throughout its history, issued or granted warrbntsrf s de souscori pti on
ABSA(s)o0), stock options and free -fnked filrargial As s U
instrumentsare exercised in full and that all free shares that remain subject to a vesting period are
effectively acquired, 1,418,677 new Shares would be issued, resulting in the dilution of approximately

4. 2% of the current share cagpdd ab hgrwehi chpirteglr
14,164,895.60, split up into 35,412,239 shares). The Company will continue to issue or grant new
equity-linked financial instruments.

The equity interest of shareholders will be diluted as a result of such transactions.
6.9 Tax Risks
6.9.1 Risks associated with the French research tax credit

In order to finance its business activities, the Company has opted for the French tax regime of the
Research Tax CrediC(r ®di t d&éi noort ti GleRdh)e,r cvhlei ch consi sts of
conpanies making significant investment in research and development. CIR research expenses eligible

for the tax credit for research include, in particular, wages and salaries, consumables, services
outsourced to certified research institutions (public orgbe)y and expenses related to intellectual

property.

Even though the Company complies with the requirements regarding-tempithg and eligibility of

research expenses, the tax authorities may nevertheless decide to challenge the methods of calculation
used to determine the research and development expenses declared by the Company or to suspend the
CIR due to a change in regulations. If this were to occur, it could have a significant adverse impact on
the Groupods financial condition and devel opment.

6.9.2 Taxloss carryforwards

Thetax losscarryfowar ds of the Company were 0125 million
these tax loss carryforwards can be carried over indefinitely under the conditions of Artidle 209
paragraph 3 of the French General Tax Code. However, this carryover righe carestioned in the

event that the interested company were restructured or forced to change its business to such an extent
that it would qualify as a Aprofound chanbged in
of the French General Taxo@Ge, as construed by the tax authorities. As of the date of this report, the
Company cannot guarantee that the tax authorities will not attempt to use this provision as a basis to
challenge its right to tax loss carryforwards. If such a challenge wereto, @ could have an adverse

impact on the Group, its results, financial condition and development.

693 Risks associated with the Groupbs inte

The Group conducts its business activities in many countries, and mainly in Europe, thacdi{gia P
region and in North America. As such, 86% and 8
foreign countries in 2012 and 2011, respectively.

Due to this international presence, the Group is subject to taxation in many jurisdictions. The overall

tax liability borne by the Group in such jurisdictions depends, in particular, on the legal interpretation

of local tax regulations, on international tax treaties, on the fiscal policy enforced in each of these
jurisdictions and on the applicable trangbeicing policy. Changes in these tax regulations could have

an adverse i mpact on the Companyds overall t ax
results, financial condition and development.

The Group relies on the guidelines establishethbyOECD, particularly in terms of transfer pricing.
In so doing, the Group undertakes to review the process of determination of these prices in an effort to
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ensure the security of completed transactions. However, as of the date of this report, theu@roup ¢
guarantee that the tax authorities in the relevant jurisdictions will not seek to challenge its transfer
pricing policy. Such a challenge could have a si
liability and that of its subsidiaries andpnsequently, on its results, its financial condition and its
development.

6.9.4 Other tax risks

The Company was subject to a tax audit covering the financial years ended on December 31, 2008,
2009, and 2010rhe tax audit did not trigger any readjustments.

7. Ri sks associated with the Groupds organizatio
7.1 Risks of dependence on key employees
The Group could lose key personnel and be unable to attract new qualified employees.

The Groupdés future success wi l letairdamgpreotivdte highn par t
gualified management, research and development, engineering and sales and marketing personnel. The
Groupbs employees in research and development r
the source of its innovationdThe Group also plans to recruit additional design and applications
engineers. The Group could fail to retain or attract enough technical and engineering personnel to
achieve its growth plans. Additionally, in order to expand its client base and intteasdes to

existing clients, the Group will need to hire additional qualified sales personnel. Competition in the
recruitment of qualified employees is intense,
and the Group could be unable taaigtor attract them.

If the Group was unable to recruit and train qualified employees quickly, its growth would be affected.

In addition, if the Group were unable to retain its existing employees, ensuring its future development
would be difficult. Thswul d have an adverse impact on the G
financial condition and future outlook.

7.2 Risks associated with growth management
The Group could be unable to successfully integrate acquired companies and businesses.

The developmet of the Group relies on, in particular, the acquisition of additional companies and/or
businesseshe Group is unable to guarantee the successful integration of recently acquired companies
and businesses, the integration of services and staff any, thstprojected impact of such synergies.
Although the Group conducts due diligence work and takes integration steps prior to completion of the
acquisition, it could be confronted, in particular, wittegration problems and difficulties establishing
syrergies, on both the operational and staff levels, with events challenging the liability of the
Company, as a result of, in particular, a higher number of labor or intellectual property disputes, with
the loss of longerm clients, with the failure to achie the objectives set within the context of its
acquisitions, and with difficulties ensuring there is no interruption in the provision of services to
clients of acquired businesses.

These types of events, if they were to materialize, would have an advengea c t on the Gr
business activities, results, financial condition and development.

In particular, the Group completed two significant acquisitions since 2010:
Secure Microcontroller Solutions
On September 30, 2010, the Group completed the acqgnisitithe Secure Microcontroller Solutions

business of At el Grodpoestimatet tha& BpProximately half of its consolidated
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revenue, totaling $122 million in 2012, are attributable to products originating from the SMS business.
Consequentlya significant proportion of its sales volumes and revenues from products were generated
through this acquisition.

In addition, while Atmel Corp. was seeking a potential acquirer foBMS business, some of its
clients sought alternative supply sourcéseg the uncertainty related to the continuation of the SMS
business or the identity of the potential acquirer. Sales of semiconductors for the payments market of
the SMS business over the course of the 2011 and 2012 financial years were thereforeatower th
2010, on a pro forma basBue to strategic priorities and to commercial and financial opportunities,

the Group chose not to systematically seek to regain these lost clients or to maintain its market share
for some of the product lines it has beearketing for a long time.

Additionally, there is a risk of impairment of the assets acquired in the context of the takeover of the
SMS business that have been accounted for at fair value in the Consolidated Financial Statements (in
particular, the acquick patents, masks and goodwill totaling the net amount of $15.0 million as of
December 31, 2012).

Embedded Security Solutions

On December®, 2012, the Group acquired Embedded Securt
develops technologies for the puseoof creating a portfolio of intellectual property rights and security

software based on encryption algorithms intended for various industries, including the mobile
telephony and networks markets.

ESS was one of two business segments operated by ancAmeompany listed on the Nasdag that
was taken over by an publicly listed American group in the summer of ¥iéh the latter sought to

sell it, the Group acquired ESS on Decemiigr2D12.In this context, over the course of the second
half of the 202 financial year, some of its customers may have sought to secure their supply from
ESS competitors. Regaining these lost customers could prove to be a difficult, lengthy, and/or costly
endeavor for the Group, with no guarantees that it will succeedng doi

In addition to the risks associated with the integration of ESS, there is a risk of impairment of assets
acquired in the context of the acquisition of the ESS business, which were accounted for at their fair
value in the consolidated financial statents (particularly the intangible assets and goodwill stated
therein for a total amount of $45.8 million as of December 31, 2G&kE2 also Note 5 of the Notes to

the Consolidated Financial Statements established as of December 31, 2012).

Future acquisitions of companies, businesses, assets or technologies could lead to difficulties in
integrating new entities, occupy the time and attention of the management team and distract it

from the Groupds core business, dhalders a@r adversblye e q u i t
i mpact the Groupds financi al results.

Within the framework of its external growth strategy, the Group could seek to acquire additional
companies, businesses, or technologies in order to continue developing its own business activities,
improve its competitiveness in its market or penetrate new markets. The Company cannot guarantee
that opportunities for acquisitions will be available or that the acquisitions the Company may
undertake will be profitable. Furthermore, the completion ofhsacquisitions may generate

di fficulties integrating new entities, mobilize
core business, dilute the equity holdings of e X
financial results and, asish, have a significa adverse impact on the Group.
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If the Group fails to successfully manage its development, it could be unable to execute its
business plan and its results of operations could be affected accordingly.

The Groupds f uerationsemainhe depehdt an itsoability dopsuccessfully manage its
development and growth.

In order to remain competitive and manage its development, the Group must constantly improve its
equipment and technologies and deploy significant efforts in termesefirch and development,

requiring not only significant investments in this area, but also investments in sales and marketing.

The Group could also be forced to make such investments before some of the benefits expected from
them can be attained. Theuwst on investment could either be lower, or achieved more slowly than
expected, or not materiali ze at al |, which coul d

In addition, the Group must constantly seek to adapt its management policies, itssinativej
financial, and operating tools and systems, as well as its control prockssest also adapt its
structure to the changes in technologies and targeted markets and, more generally, to changes in its
strategy, and recruit and train qualifiedft

If the Group is unable to efficiently manage its development, it could be unable to take advantage of
market opportunities or to develop the products the market is expecting, it could fail to maintain the
quality of its products, be unable to execitsebusiness plan, and be unable to adapt itself quickly
enough to its technological, competitive, and market environmantsof these events, if they were

to materialize, would have an adverse impact on the Group, its business activities, finandiah¢ond
results and development.

7.3 Risks associated with the restructuring of the Group

On March 6, 2013, the Group announced a plan to change its strategy, which will result, in particular,
in the launching of a plan to reorganize its worldwide businesgtagi This plan, which might lead

to the reduction of around 20% of the global workforce, will be detailed in 2018e expected
savings generated from this restructuring were lower than anticipated, or if the Group were unable to
implement such resicturing, or if such restructuring were more costly and/or lengthier than planned
or, more generally, if the Group were unable to implement an efficient structure that wasdapeéd

to the strategic and business challenges it faces, its results, dinaosition, and development would

be adversely impacted.

7.4 Regulatory Risks

Because the Company provides cryptology solutions and services, its takeover, the acquisition of
all or part of one of its business lines, or the crossing of a threshold of one thiof its share
capital could, among other things, require the prior authorization of governmental authorities.

The Company provides cryptology solutions and services. As a result, pursuant to the provisions of the
French Monetary and Financial Code, aetaker of the Company (within the meaning of Article L.

2333 of the French Commercial Code) or the direct or indirect acquisition of all or part of a business

line of the Company by (i) a physical person that is not a citizen of a Member State of theaBurop
Community (AECO), or of a State party to the ac
signedac onventi on doas s {cavertionme mutud admimistrativer aaststancey with

France, or an employee of a company with registeredqueaters located in one of these States, or a

physical person with French citizenship that is not a resident of such States, in accordance with Article
R.1532 of the French Monetary and Financi al Code
thati s a citizen of a Member State of t European

he
agreement on the European Economic Area that has sigpemiav ent i on dbdassi stanc
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(convention on mutual administrative assistance) with Framcaen employee of a company with
registered headquarters located in one of these States, or a physical person with French citizenship that
is a resident of such States, in accordance with Article R41&3he French Monetary and Financial
Code (amvé&€tCor o), could be subject to the prior
for the French economy. Similarly, the acqui sit
capital by a Non EC Investor could also be subject to prior authorzafi the French minister
responsible for the French economy. Prior authorization from the governments of other countries could
also be required for similar reasons. There is no guarantee that these authorizations would be granted
or that, if granted, theerms of such authorizations would not discourage any potential acquirers. The
existence of such conditions precedent to an acquisition of the Company could have an adverse impact
on its share price.

8. Risks associated with the environment

The Gr ou ess sctivities e subject to certain environmental regulations regarding the
use of hazardous substances and the management of its waste.

The Groupds business acti vi Restriciios of the bsg efaceértaint o t h
hazardous substangédn electrical and electronic equipmgii002/95/EC) restricting the use of six
substances harmful to human health and the environment that may be included in the chemical
composition of electric or electronic equipment, namely four heavy metals (HGdRnd CrVI) and

two flame retardants (PBB and PBDE). Although the Group does not manufacture its own products,

the Group ensures, to the extent possible, that its suppliers and subcontractors comply with this
directive. I n t hi ssulcontracterxgroyvide ahkil RoHSfrepdrtt an thS praxucts 6

they deliver.

REACH (Registration, Evaluation, Authorization and restriction of Chem)dals French regulation

(CE No. 1907/2006) allowing for the identification through registration and dgratimanation of the

most hazardous chemical substances (the substance itself, or in mixtures and products). Its mission is
to develop a better understanding of the uses of chemical substances produced or imported into the
European Union and to control thieks associated with their use. Under REACH, the Group imports

and introduces fiarticlesd to the market t hat co
under nor mal or reasonably predictabl é&dsca@amdietoi, o1
or fAmi xtured, within the meaning of the REACH r ¢

applicable filing requirements. REACH regulations also require the disclosure of information to clients

in the event that SVHCsSS(ibstances of Vetigh Conceri are found in an article in concentrations

higher than 0.1% of their mass. To fulfill its obligations, the Group regularly checks the SVHC
candidate list updated by the European Chemicals Agency (ECHA) and takes all necessary measures
to confrm the compliance of its suppliers in order to ensure that the products it introduces to the
market do not contain such substances in concentrations higher than the set level. The Group also
verifies the SVHC list as included in Appendix XIV of REACHidoer t o ensure that
products are not exposed to the risk of being banned from the market.

The directveD®c het s doé®qui pement s (2002/86(CEY (dirgctive &n wadte ®1 e c |
electrical and el ectr onith tha the prgducers dre responsiblé WWE E E 0 )
organizing and financing the collection, treatment and valuation of their products at the end of their

life cycle. In order to avoid the risk of any related pollution, a specialized third party company
reprocesseall of the waste from equipment and products. In addition, whenever necessary, the Group
reprocesses wafers and masks on its worksite in East Kilbride (Scotland).

Compliance with these regulations is expensive and any restrictions in addition to théstonsgu

would generate additional costs for the Group. Furthermore, the regulations are complex and any
violation by the Group could lead to payment of fines or penalties or trigger liability claims against it.
These events, if they were to materialize,uwo d have an adverse ciahp act 0
condition and development.
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9. Other risks

Some natural disasters, such as floods, earthquakes, tsunamis, or volcano eruptions, could cause
damage to the industrial equipment of the suppliers to whom th@p@utsources the manufacturing,

assembly, or testing of its products and could also cause damage to the direct or indirect suppliers of
these subcontractors. It could disrupt operations, cause delays in the production and delivery of its
products or triger expenses due to repair, replacement, or other needs. For example, most of the
Groupbs semiconductors are manufactured and ass:¢
associated with earthquakes and tsunamis in this region is significard thegeographic proximity

of maj or seismic fault lines to the I ocation of
location of their own suppliers. Even if these plants were not directly affected, a major natural disaster
would undoubtedly impa t the industryds supply and distri bt

from these events could cause significant del ays
as well as significant increases in shipping costs until the Group is abémser the manufacturing,
assembly, testing and shipping of its products from the affected subcontractor to another one.

Such event s, i f they were to materialize, woul
activities, results, financial cortiin and development.

10. Changes in legislation and tax and regulatory policies

The Groupds business activities are subject t o
regulations. These changes could have a significant adverse impact on thpe & dousiness,
financial condition, results, development and future outlook.

11. Insurance and risk coverage

The Group has secured insurance policies with various insurance companies in order to cover all of the
significant risks it is exposed tdlost of these risks are covered by insurance policies subscribed in
France.The Group also has specific and/or local coverage in order to comply with regulations
applicable in certain locations.

These insurance policies are reviewed on a regular basis and adjsstiled case may be, in order to
account for a change in revenues, in business activities exercised, and in the risks the various
companies of the Group are exposed to.

In addition, the Group has implemented internal preventative mechanisms aimed @inmgin
operations and limiting the impact of a significant loss in the event of a major digestsuch,

several secure data backup systems have been put in place to protect source codes and all of the
electronic data kept on servers and workstatiortheffices of the various entities of the Group.

These backups are completed on two separate sites.

In 2012, the Group paid out EUR 506 thousand for all of its insurance policies.

In the 2012 financial year, the amount of insurance policies applitakilee entire Group can be
broken down in the following way per major risk category:

All of the companies of the Group benefit from an insurance policy covering their professional civil
liability andthe productsrepresenting EUR 8.5 million in aggregagigaranteed coverage.

An insurance policy also covers the civil liability associated with the operation of INSIDE Secure SA
and its subsidiaries, representing EUR 10 million in aggregate guaranteed coverage, and a professional
multi-risk insurance policywhich covers operating losses and damages to goods) representing EUR
117 million in aggregate guaranteed coverage (dual oeilings set per claim).
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The Group also took out an insurance policy covering the risks associated with the liability of the

directors and corporate officers of INSIDE Secure SA and its subsidiaries, representing EUR 20

million in aggregate guaranteed coverage for 2012, as well as an insurance policy for key persons
representing EUR 2 million in aggregate guaranteed coverage.

The Goup also benefits from an insurance policy covering the transportation of its staff and its
merchandise, as well as the-idlated risks based on the overall value of its IT equipment. The
amounts borne by the Company and its subsidiaries with respecaidrisurance plans that comply

with legal and regulatory requirements applicable in each country must alsddbd to these
insurance totals.
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Consolidated financial staements of the INSIDE Secure
group as at December 31, 2012
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Consolidatedincome statement

In thousands of US$ Note Year ended December 31,
2011 2012
Rewvenue 6,7 151,468 122,047
Cost of sales (112,004) (93,504)
Gross profit 39,464 28,543
Research and development expenses 26 (34,536) (35,370)
Selling and marketing expenses (18,175) (18,010)
General and administrative expenses (9,817) (9,630)
Other gains / (losses), net 27 (1,398) (2,811)
Operating loss 6 (24,462) (37,278)
Finance income / (loss), net 30 1,503 (258)
Loss before income tax (22,959) (37,536)
Income taxexpense 31 (74) 51
Loss for the year (23,033) (37,485)
Attributable to:
Equity holders of the Company (23,033) (37,485)
Earnings per share attributable to the equity holders of the Company during the year
Basic earnings per share 17,32 (1.06) (1.19)
Diluted earnings per share 17,32 (1.06) (1.29)
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Consolidated statement of comprehensive income

In thousands of US$ Year ended December 31,
2011 2012
Loss for the year (23,033) (37,485)
Other comprehensive income:
Actuarial loss on post employment benefit obligations (105) (345)
Financial instrument fair value changes 1,773) 937
Currency translation differences (351) 537
Other comprehensive income for the year, net of tax (2,229) 1,128
Total comprehensive income for the year (25,262) (36,357)

Attributable to:
Equity holders of the Company (25,262) (36,357)
Non-controlling interests - -

Total comprehensive income for the year (25,262) (36,357)

Consolidated balance sheetAssets

As at December 31,

In thousands of US$ Note 2011 2012
Goodwill 8 3,251 15,152
Intangible assets 9 6,877 42,052
Property and equipment 10 16,812 12,81C
Other receivables 15 7,287 16,163
Non-current assets 34,227 86,177
Inventories 13 23,276 17,35C
Trade receivables 14 18,711 16,462
Other receivables 15 10,474 6,669
Derivative financial instruments 12 216 145
Cash and cash equivalents 16 20,940 66,321
Current assets 73,618 106,946
Total assets 107,845 193,124
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Consolidated balancesheeti Equity and liabilities

As at December 31,

In thousands of US$ Note 2011 2012
Ordinary shares 17 11,369 17,822
Share premium 17 133,021 225,57C
Other reserves 19 9,772 12,38€
Retained earnings 19 (73,535) (96,568)
Income / (loss) for the year (23,033) (37,485)
Equity attributable to equity holders of the Company 57,594 121,725
Non-controlling interests - -
Total equity 57,594 121,725
Intangible liabilities - Non-current portion 5 11,711 10,635
Financial debts 21 963 6,902
Repayable advances 22 852 3,443
Retirement benefit obligations 23 1,183 1,749
Non-current liahilities 14,708 22,729
Intangible liabilities - Current portion 5 1,168 1,583
Financial instruments 11 1,348 179
Trade and other payables 20 29,977 28,33%
Additional payment on ESS acquisition 5 - 5,188
Financial debts 21 357 808
Provisions for other liabilities and charges 24 318 754
Deferred income 25 2,372 11,822
Current liabilities 35,542 48,669
Total liabilities 50,250 71,399
Total equity and liahilities 107,845 193,124
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Consolidated statement of changes in equity

In thousands of US$

Attributable to equity holders of the Company

Non controlling  Total equity

Share capital Share Other Retained Total interests
premium reserves earnings

Balance at January 1, 2011 11,342 134,873 10,001 (73,535) 82,682 82,682
Loss for the year - - - (23,033) (23,033) (23,033)
Actuarial loss on retirement benefit obligations - - (105) (105) (105)
Financial instruments at fair value - - 1,773) 1,773) 1,773)
Currency translation differences - - (351) (351) (351)
Total other comprehensive income - - (2,229) (23,033) (25,262) (25,262)
Employees share option scheme : - -

Value of employee services - - 2,000 - 2,000 2,000

Proceeds from shares/ warrants issued 27 419 - - 446 446
Share capital increases during the year - - - - - -
Direct costs paid related to the IPO - (2,271) - - (2,271) (2,271)
Balance as at December 31, 2011 11,369 133,021 9,771 (96,568) 57,594 57,594
Balance at January 1, 2012 11,369 133,021 9,771 (96,568) 57,594 57,594
Loss for the year - - - (37,485) (37,485) (37,485)
Actuarial loss on retirement benefit obligations - - (345) - (345) (345)
Financial instruments at fair value - - 937 - 937 937
Currency translation differences - 537 - 537 537
Total other comprehensive income - - 1,129 (37,485)  (36,357) (36,357)
Employees share option scheme : - -

Value of employee services - - 1,880 - 1,880 1,880

Proceeds fromshares issued - 361 - - 361 361
Share capital increases during the year 6,453 98,028 107 - 104,588 104,58¢
Direct costs paid related to the IPO - (5,840) - - (5,840) (5,840)
Treasury shares - - (501) - (501) (501)
Balance as at December 31, 2012 17,822 225570 12,386 (134,053) 121,725 121,725
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Consolidated cash flow statement

In thousands of US$ December 31  December 31
Notes 2011 2012
Loss for the year (23,033) (37,485)
Adjustments for:
Depreciation of tangible assets 10 6,829 6,797
Amortization of intangible assets 9 2,089 2,538
Impairment of assets acquired as part of acquisition of business 27 1,713 -
Reversal of intangible liabilities 27 (829) -
Impairment of receivables 14 (5) 664
Impairment of inventories 13 2,824 151
(Profit) / loss on disposal of property and equipment - 13)
Share-based payment 2,000 1,880
Change in retirement benefit obligation 23 281 144
Finance income, net 805 18
Income tax 31 74 (51)
Variation in provisions for risks 24 (354) 421
Cash usedin operations before changes in working capital (7,605) (24,936)
Changes in working capital
Inventories 13 (9,111) 5,873
Trade receivables 14 1,013 2,243
Trade receivables transferred 14 11,052 1,714
Other receivables (1,748) (368)
Research tax credit and grants 15 (6,327) (2,878)
Trade and other payables 2,535 (4,189)
Non refundable advance on order backlog 25 - 6,460
Other payables (498) 3,036
Cash usedin changes in working capital (3,083) 11,891
Cash used in operations (10,688) (13,046)
Interest received, net (128) 612
Income tax paid (194) (74)
Net cash used in operating actiities (11,010) (12,508)
Cash flows from investing activities
Acquisition of business, net of cash acquired 5 - (41,635)
Purchases of property and equipment 10 (4,367) (2,119)
Purchases of intangible assets 9 (1,029) (2,718)
Research and development capitalized costs 9 (1,188) (973)
Payments corresponding to intangible liabilities 5 (1,409) (1,064)
Net cash usedin investing actiities (7,993) (48,509)
Cash flows from financing activities
Proceeds fromissuance of ordinary shares, net of issuance costs 17 446 104,95
Direct costs paid related to the IPO 17 (2,039) (5,840)
Repayable advance 22 852 2,491
Proceeds from/ (Repayment of) financial debts, net of issuance costs 21 - 5,852
Principal repayment under finance lease (225) (463)
Treasury shares - (501)
Settlement of foreign exchange hedging instruments (161)
Bank overdraft - 276
Net cash generated by / (used) in financing activities (965) 106,604
Netincrease / (decrease) in cash and cash equivalents (19,969) 45,587
Cash and cash equivalents at beginning of the year 16 41,178 20,94C
Effect of exchange rate fluctuations (269) (206)
Cash, cash equivalents at end of the year 16 20,940 66,321
Elements with no cash impact:
New finance leases 1,093 352
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Notes to the consolidated financial statements
1. General informabn

I nside Secure (Athe Compheaenydj ha ndbsignen devdlopebad di ar i
supplier of semiconducterand embedded softwafer securing transactions, content and digital
identity, and operates on a fabless business model.

On September 30, 2010, the Group acquired the Secure Mitm@itamSolutions (SMS) division of

At me l Corp. (ASMS division of Atmel 06) which prov
mobile devices, acceptance devices, and infrastructure systems to secure the exchange of transactions
for payment, transitaccess, ID and other types of secure applications.

Since February 17, 2012, shares in the Company are listed on the NYSE Euronext exchange in Paris
(compartment B) under the Isin code FR0010291245. Proceeds from the issuance of the shares as part
of theinitial public offeringwadtJS$ 104.5 million (04 79.3 million).

On December 1, 2012, the Group ac gwhichrdesiins Brrib e d d e c
develops encryptiorelated security hardware intellectual property (IP) and software for a variety of
industries, includig the mobile and networking markets

The Company is a | imited Iliability company (As
France. The address of its registered office is 41, Parc Club du Golf, 13886-Rinwvence cedex 3,
France.

The consolidatefinancial statements were authorized for issue by the Board of Directors on March 5,
2013 (nbDate of issuanceo) .

2.  Summary of significant accounting policies

The principal accounting policies applied in the preparation of these consolidated finanaiastsite
are set out below.

2.1 Basis of preparation

The consolidated financial statements of the Group have been prepared in accordance with
International Financial Reporting Standards (IFRS) and IFRIC interpretations as adopted by the
European Union. IFR&re available on the web site of the European Commission:
http://ec.europa.eu/internal_market/accounting/ias_en.htm

The consolidated financial statements have been prepared under the historical cost convention, except for
derivative instruments which diude currency forward contracts and options which are shown at fair
value.

The preparation of financial statements in conformity with IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgtienpincess of applying

the Groupds accounting policies. The areas invo
areas where assumptions and estimates are significant to the consolidated financial statements are
disclosed in note 4.
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2.1.1 Presntation currency

According to IAS 21 § 38, the Group has elected to present its consolidated financial statements in US
Dollars. The US Dollar is the functional currency of the Company and the currency in which the
majority of transactions within the QGip are denominated. The functional currency for Inside Secure
Corporation (USA) is the US Dollar, for Inside Secure (Asia) Pte Ltd the Singapore Dollar, for Inside
Secure Sp.z.0.0. (Poland) the Zloty, for VA@tUK Ltd the Pound Sterling, and for Vad{ France

SAS, Inside Secure B.V (Netherlands), Inside Secure Amsterdam B.V and Inside Secure Oy (Finland)
the Euro.

The exchange rates of the US Dollar against the Euro, the main currency used by the Group after the
US Dollar, are as follows for the yeaasded December 31, 2011 and 2012:

Dollar / Euro 2011 2012
Closing 1.2939 1.3194
Average 1.3917 1.3119

2.1.2 New and amended standards adopted by the Group

The following new and amended standards whose application is mandatory for the curremnyear fr
January 1, 2012 do not have a significant impact on the consolidated financial statements for the year
ended December 31, 2012:

- Amendment tFo nlamRS$ a7, &t ruments Disclosureso

The Group chose not to early adopt the following new and amestdadards and interpretations
whose application is not mandatory until after Janua®013:

- Amendment Ptroeslems alt i6oon of | tems of Ot her Comp

- Amendment to | AS 19 0 6 E mpaccoumtmg for Blefimed mefitt s 6 6 i |
plans

- I FRS 10 66Consolidated Financi al St atement s o

- I FRS 11 AJoint Arrangementso6b

- I FRS 12 O66Disclosure of Interests in Other Er

- I FRS 13 66Fair Value Measurement 66

- Amendment to | AS 27 O66Separate Financi al St at

- Amendmet to IAS2 8 66l nvest ments in Associates and J

- Amendment to | FRS 7 6060ffsetting Financial As

The Group considers that these new and amended standards and interpretations should not have a

significant impacton its results or financial situation. At this stage, the Group has not entered into
investment project or research and development activities with partners which could fall under the
scope of IFRS 10 and 11.

2.2 Consolidation

Subsidiaries are all dties (including special purpose entities, if any) over which the Group has the
power to govern the financial and operating policies generally accompanying a shareholding of more
than half of the voting rights. The existence and effect of potential vdtihts that are currently

exercisable or convertible are considered when assessing whether the Group controls another entity.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are
de-consolidated from thdate that control ceases.
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The Group uses the acquisition method of accounting to account for business combinations. The
consideration transferred for the acquisition of a subsidiary is the fair value of the assets transferred,
the liabilities incurred ah the equity interests issued by the Group, including any potential purchase
price adjustments. Purchase price adjustments made after the allocation period of 12 months following
acquisition date are reevaluated at each closing date at fair value thhmughcome statement
Acquisitionr el at ed <costs are expensed as incurred in
Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination
are measured initially at thefair values at the acquisition date. The excess of the consideration
transferred, the amount of any roontrolling interest in the acquiree and the acquisitiate fair

value of any previous equity interest in the acquiree over the fair value of thpe Greu s har e of
identifiable net assets acquired is recorded as goodwill. If this is less than the fair value of the net
assets of the subsidiary acquired in the case of a bargain purchase, the difference is recognized directly
in the statement of compretsive income.

Inter-company transactions, balances and unrealized gains on transactions between Group companies
are eliminated. Unrealized losses are also eliminated. Accounting policies of subsidiaries have been
changed where necessary to ensure camsigtwith the policies adopted by the Group.

The Group has no minority interests or associates

2.3 Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the
chief operating decisiomaker. The kief operating decisiemaker, who is responsible for allocating
resources and assessing the performance of the operating segments, has been identified as the
Management Board that makes strategic decisions. The Management Board is composed of the
corporae officers of the Company.

2.4 Foreign currency translation

(a) Functional and presentation currency

Items included in the financi al statements of €
currency of the primary economic environmentinwhiche ent ity operates (fithe
The consolidated financi al statements are prese

functional and presentation currency.
(b) Transactions and balances

Foreign currency transactions are siated into the functional currency using the exchange rates
prevailing at the dates of the transactions.

Foreignexchange gains and losses relatingexchange differences affecting revenue and operating
expases concluded during the yeas well as tle impact of therevaluation at closing rates of
operating assets and liabilities denominated in currencies other than the functional currency of the
consolidated companigare recognized in operating result.

Foreign exchange gains and losses relatinfgnéocial transactions settled during the yaarwell as

the impact of the revaluation at closing rates of cash denominated from foreign currencies into US
Dollars, are recognized in financial result.
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(c) Group companies

The results and financial padsih of all Group entities (none of which has the currency of a hyper
inflationary economy) that have a functional currency different from the presentation currency are
translated into the presentation currency as follows:

9 assets and liabilities for eachlance sheet line item presented are translated at the closing rate
at the date of that balance sheet;

1 income and expenses for each income statement line item are translated at average exchange
rates (unless this average is not a reasonable approxinetibe cumulative effect of the
rates prevailing on the transaction dates, in which case income and expenses are translated at
the rate on the dates of the transactions); and

9 all resulting exchange differences are recognized as a separate componaity if ¢ae line
item ACurrency translation differenceso

2.5 Impairment of norfinancial assets and casgenerating units

Nonfinancial assets including intangible and tangible assets are reviewed for impairment whenever
events or changes in circumstamdadicate that the carrying amount may not be recoverable. An

i mpair ment |l oss is recognized for the amount b
recoverable amount. The recoverable amotlanmd i s th
its value in use. For the purposes of assessing the value in use, with the exception of certain intangible
assets dedicated to specific products (see note 2.6finzmtial assets are generally grouped by
operating segments identified by the Graupich constitutes the lowest level for the definition of a
cashgenerating unit.

2.6 Goodwill and other intangible assets

(a) Goodwiill

Goodwi I | represents the excess of the cost of ar
the net idaetifiable assets of the acquired subsidiary at the date of acquisition. Goodwill on
acquisitions of subsidiaries i s included i n A i

impairment and carried at cost less accumulated impairment losses. Inmpdasses on goodwill are
not reversed. Gains and losses on the disposal of an entity include the carrying amount of goodwill
related to the entity sold.

Goodwill is allocated to caspenerating units for the purpose of impairment testing. The allodation
made to those casfenerating units or groups of caghnerating units that are expected to benefit
from the business combination in which the goodwill arose. Management has determined-its cash
generating units to be the corresponding operating segmehich constitute the lowest level for the
definition of a castgenerating unit.

(b)Intellectual property licensing royalties

The intellectual property licensing royalties contracts transferred to the Group as part of the acquisition

of ESS relate toayalties for technology developed and licensed before the transfer daggorifoéo

of intellectual property licensing royalties to be received is recognized as an intangible asset as the
commercial and technological efforts were made before the bssawesbination. This intangible

asset is amortized through net income in the | in
recognized.
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(c) Backlog

Backlog corresponds to accumulated unfulfilled purchase or sales order comamastsrredto the

Group as part of the acquisition of the SMS division of Atmel Corporaianklog is recognized as

an intangible asset corresponding to the commercial efforts made before the business combination.
This intangible asset is amortized through nebimce i n the | ine item ASel
expenseso as the Group operates under a fabl ess
relating to the commercial effort which generated the backlog transferred to it at the date of the
business combiri@n.

(d) Acquired patented technologies
Acquired patented technology is shown at acquisition cost less accumulated amortization.

Each acquired technology dedicated to a specific product is individually tested for impairment based
on the expected outpoff the related product whenever events or changes in circumstances indicate
that the carrying amount may not be recoverable. When a technology is not dedicated to a specific
product but is widely used, the cash generating unit used for impairment tissting operating
segment in which the technology is used.

When an acquired patented technology is no longer used, the corresponding gross value and
accumulated amortization are written off.

Acquired patented technologies are subsequently depreciated wit t he | i ne i tem Al
devel opment expenseso when they are used for pr
they are used in production.

(e) Software licenses
Acquired computer software licenses are capitalized on the basis ofstearemurred to acquire and
bring to use the specific software. This capitalized software includes sofiraasterredas part of

business combinations. These costs are amortized over the estimated useful lives of the software.

Costs associated with ddeping or maintaining computer software programs are recognized as an
expense as incurred.

() Research and development
Research expenditure is recognized as an expense as incurred. Costs incurred on development projects

(relating to the design and tesli of new or improved solutions) are recognized as intangible assets
when the following criteria are fulfilled:

1 it is technically feasible to complete the intangible asset so that it will be available for use;

1 management intends to complete the intangibket and use or sell it;

1 there is an ability to use or sell the intangible asset;

1 it can be demonstrated how the intangible asset will generate probable future economic
benefits;

1 adequate technical, financial and other resources necessary to conplé¢éxelopment and
to use or sell the intangible asset are available; and

1 the expenditure attributable to the intangible asset during its development can be reliably
measured.
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Other development expenditures that do not meet these criteria are recognamedeg®xense as
incurred.

Research and development expenses financed through repayable advances are capitalized to the extent
that the Group has the resources necessary to successfully complete certain precisely defined
development programs and will bemefrom the future economic advantagesther through the
abandonment of the repayable advance or through the cash flows generated by the future sales of
products developed.

2.7 Property and equipment

Business premises comprise mainly the head offiosixren-Provence (France) and the facilities in
East Kilbride (Scotland) and Rousset (France)-é&wProvence mainly hosts the corporate functions
including Sales and marketing, and Research and Development (R&D) activities. East Kilbride hosts
R&D and poduct engineering. Rousset is dedicated to R&D and marketing. The Group rents the
building in East Kilbride under a long lease and the premises in France under operating leases.

Furniture and other office equipment relate to office and computing equipment

Equipment comprises technical equipment dedicated to R&D, engineering and testing activities. R&D

may result in the making of masks which are considered as the end product of this activity. The costs

to design and produce these masks are expensed asrineld wi t hin the | ine it
devel opment expensesod. When the design is final.i
of usage during production is assigned to-sabtractors. The associated cost is recognized in fixed

assets. In adtion, masks acquired as part of a business combination are recognized as equipment in
the balance sheet. These masks are subsequent]|
devel opment expensesoO when they darfeCowse doff osral pers
they are used in production.

All property and equipment is stated at historical cost less depreciation. Historical cost includes
expenditure that is directly attributable to the acquisition of the items.

All repairs and maintenan@e charged to the income statement during the financial period in which
they are incurred.

Depreciation is calculated using the strailfim method taoring the cost of assets to their residual
values over their estimated useful lives, as follows:

9 Buildings 20 years
1 Facilities and leasehold improvements 5 to 15 years
1 Computer and R&D equipment 1to 3 years
1 Production equipment 1to 5 years
1 Masks acquired through business combinat 2 to 5 years
1 Furniture and other office equipment 3 to 8 years
The assetsd residual values deemed materi al and

appropriate at each balance sheet date.

Gains and losses on disposals are determined by comparing the proceeds with the carrying amount and
are recognized withi A Ot her (|l osses)/ gains, net o in the inc

Assets are reviewed for impairment whenever events or changes in circumstances indicate that the

carrying amount may not be recoverable. An impairment loss is recognized for the amount by which
theas et 6s carrying amount exceeds its recoverable
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an asseto6s fair value |l ess costs to sell and its
assets are grouped by operating segment whichitagestthe lowest level for the definition of the
cash generating unit.

2.8 Financial assets
2.8.1 Classifications

The Group classifies its financial assets in the following categories: at fair value through profit or loss,
as loans and receivables,aw availabldgor-sale. The classification depends on the purpose for which

the financial assets were acquired. Management determines the classification of its financial assets at
initial recognition.

Loans and receivables are nderivative financial asse with fixed or determinable payments that are
not quoted in an active market. They are included in current assets, except when they have maturities
greater than 12 months after the balance sheet date. These are classifieduaieenbassets.

The Grop has no availabléor-sale financial assets.
2.8.2 Measurement

Changes in the fair value of monetary securities which are denominated in a currency other than the
functional currency (certain monetary securities of the Company are denominated inraBdraglich
result from translation differences are recogni z

2.8.3 Impairment

For the |l oans, the amount of the | o0oss is measure
and the present valugo esti mated future cash flows discoul
effective interest rates. The carrying amount of the asset is reduced and the amount of the loss is
recognized in the income statement in a line item dependent upon the naterahth

If in a subsequent period the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognized, the reversal of the previously
recognized impairment loss is recordedhia income statement in the same line item.

2.9 Derivative financial instruments and hedging activities

Derivatives are initially recognized at fair value on the date a derivative contract is entered into and are
subsequently reneasured at their fair vadu The method of recognizing the resulting gain or loss
depends on whether the derivative is designated as a hedging instrument, and if so, the nature of the
item being hedged. The Group designates certain derivatives as hedges of a particular risgdassocia
with a recognized asset or liability or a highly probable forecast transaction (cash flow hedge).

At the inception of the transaction, the Group documents the relationship between hedging instruments
and hedged items, as well as its risk managembjeictives and strategy for undertaking various
hedging transactions. The Group also documents its assessment, both at hedge inception and on an
ongoing basis, of whether the derivatives that are used in hedging transactions are highly effective in
offsetting changes in cash flows of hedged items.

The fair values of various derivative instruments used for hedging purposes are disclosed in note 11.
Movements in the hedging reserve in sharehol der ¢
changes irequity. The full fair value of a hedging derivative is classified as acnoent asset or

liability when the remaining maturity of the hedged item is more than 12 months and as a current asset
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or liability when the remaining maturity of the hedged itsrtess than 12 months. Trading derivatives
are classified as a current asset or liability.

Cash flow hedge

The effective portion of changes in the fair value of derivatives that are designated and qualify as cash
flow hedges is recognized in other compasive income. The gain or loss relating to the ineffective
portion is recognized i mmediately in the i ncome

Amounts accumulated in equity are reclassified to profit or loss in the periods when the beaged i
affects profit or loss (for example, when the forecast sale that is hedged takes place).

When a hedging instrument expires or is sold, or when a hedge no longer meets the criteria for hedge
accounting, any cumulative gain or loss existing in equitghat time remains in equity and is
recognized when the forecast transaction is ultimately recognized in the income statement.

When a forecast transaction is no longer expected to occur, the cumulative gain or loss that was
reported in equityisimmediatl v t ransferred to the income staten

Derivatives that do not qualify as hedge accounting

Certain derivative instruments do not qualify as hedge accounting. Such derivatives are classified as
assets or liabilities at fairalue through profit or loss, and changes in the fair value of any derivative
instruments that do not qualify as hedge accounting are recognized immediately in the income
statement. The income statement impact of such derivatives is presented in theeline i i Fi nanc e
i ncome, net o.

Fair value estimation

The table below analyses financial instruments carried at fair value, by valuation nidtaatifferent
levels have been defined as follows:
I Quoted prices (unadjusted) in active markets for identicatsassdiabilities (level 1).

1 Inputs other than quoted prices included within level 1 that are observable for the asset or
liability, either directly (that is, as prices) or indirectly (that is, derived from prices) (level 2).

1 Inputs for the asset or lialtif that are not based on observable market data (that is,
unobservable inputs) (level 3).

The following table presents the Groupbs assets
December 312011:
Lewvel 1 Lewel 2 Lewvel 3 Total
Assets
Trading derivatives - - - -
Derivatives used for hedging - - 216 216
Total assets - - 216 216
Liabilities
Trading derivatives - - 350 350
Derivatives used for hedging - 602 396 998
Total liabilities - 602 746 1,348
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The following table presents the Grédus assets and Il iabilities that
December 312012:
Level 1 Lewvel 2 Level 3 Total
Assets
Trading derivatives - - - -
Derivatives used for hedging - 41 104 145
Total assets - 41 104 145
Liabilities
Trading derivatives - - - -
Derivatives used for hedging - 179 - 179
Total liabilities - 179 - 179

The fair value of financial instruments traded in active markets is based on quoted market prices at the
balance sheet date. A market is regarded as active if quoted arie readily and regularly available

from an exchange, dealer, broker, industry Group, pricing service, or regulatory agency, and those
prices represent actual and regularly occurring
guoted market pricaised for financial assets held by the Group is the current bid price. These
instruments are included in level 1. No derivative financial instruments fall into this category.

The fair value of financial instruments that are not traded in an active nimkexample, ovethe-

counter derivatives) is determined by using valuation techniques. These valuation techniques
maximize the use of observable market data where it is available and rely as little as possible on entity
specific estimates. If all signdant inputs required to fair value an instrument are observable, the
instrument is included in level 2. This category includes currency forward contracts.

If one or more of the significant inputs is not based on observable market data, the instrument is
included in level 3. This category includes currency options.

2.10 Inventories

Inventories are stated at the lower of cost and net realizable value. Cost is determined using the First In
First Out (FIFO) method. The cost of sefmished goods and finisdegoods comprises wafer
purchase costs, assembly sugmtracting expenses, other direct costs, tests and product engineering
based on normal operating capacity. It excludes borrowing costs and the impact of unused capacity.
Net realizable value is the astited selling price in the ordinary course of business, less applicable
variable selling expenses.

The Group also provides inventory allowances for excess and obsolete inventories
2.11 Trade receivables

Trade receivables are amounts due from custoroennérchandise sold or services performed in the
ordinary course of business. If collection is expected in one year or less, they are classified as current
assets. If not, they are presented asawrent assets.

A provision for impairment of trade receivles is established when there is objective evidence that the
Group will not be able to collect all amounts due according to the original terms of the receivables.
Significant financial difficulties of the debtor, probability that the debtor will entekitugotcy or

financial reorganization, and default or delinquency in payments are considered indicators that the
trade receivable is impaired. The carrying amount of the asset is reduced through the use of an
allowance account and the amount of the lossésc ogni zed in the income st
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and marketing expenseso. When a trade receivab
allowance account for trade receivables. Subsequent recoveries of amounts previously written off are
credtel against fASelling and marketing expenseso in

2.12 Cash and cash equivalents

The cash invested in short term securities corresponds to investments which are fully redeemable at
any time but do not meet the criteria of cash and eaglivalents as defined by the AMF. Indeed,

these securities include penalty clauses in case of early redemption calculated based on future market
conditions which are uncertain by definition. Management considers that this cash invested in short
term sectities is not necessary to cover its short term needs and that, in any case, the penalties would
not be significant with regards to the amounts at stake.

Cash and cash equivalents includes cash in hand, deposits held at call with banks and etl@n short
highly liquid securities with original maturities of three months or less and with a negligible risk of
change in value.

Bank overdrafts are shown within financial debts in current liabilities on the balance sheet.
2.13 Share capital

Ordinary shareare classified as equity. Incremental costs directly attributable to the issuance of new
shares or options are shown in equity as a deduction, net of tax, from the proceeds.

2.14 Trade payables

Trade payables are obligations to pay for goods or senhieeshave been acquired in the ordinary
course of business from suppliers. Accounts payable are classified as current liabilities if payment is
due within one year or less. If not, they are presented asurognt liabilities.

Trade payables are recogniziutially at fair value and subsequently measured at amortized cost
using the effective interest method.

2.15 Financial debts

Financial debts comprise bank overdrafts that are classified as current lialilitescial debts also
include finance leases

2.16 Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognized in the income
statement, except to the extent that it relates to items recognized in other comprehensive income or
directly in equity. In this case the tax is also recognized in other comprehensive income or directly in
equity, respectively.

The current income tax charge is calculated on the basis of the tax laws enacted or substantially
enacted at the balance sheet date in thev¢ou i es where the Companyds s
generate taxable income. Management periodically evaluates positions taken in tax returns with
respect to situations in which applicable tax regulation is subject to interpretation. It establishes
provisions where appropriate on the basis of amounts expected to be paid to the tax authorities.

Deferred income tax is recognized, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrymgtamin the consolidated financial
statements. However, the deferred income tax is not accounted for if it arises from the initial
recognition of an asset or liability in a transaction other than a business combination that at the time of
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the transactionaffects neither accounting nor taxable profit nor loss. Deferred income tax is
determined using tax rates (and laws) that have been enacted or substantially enacted by the balance
sheet date and are expected to apply when the related deferred incomeetas asalized or the
deferred income tax liability is settled.

Deferred income tax assets are recognized only to the extent that it is probable that future taxable
profit will be available against which the temporary differences can be utilized. Refiecene tax is
provided on temporary differences arising on investments in subsidiaries and associates, except where
the timing of the reversal of the temporary difference is controlled by the Group and it is probable that
the temporary difference will moeverse in the foreseeable future.

Deferred income tax assets and liabilities are offset when there is a legally enforceable right to offset
current tax assets against current tax liabilities and when the deferred income tax assets and liabilities
relaie to income taxes levied by the same taxation authority on either the taxable entity or different
taxable entities where there is an intention to settle the balances on a net basis.

2.17 Research tax credit and government grants

Research tax credits gpeovided by various governments to give incentives for companies to perform
technical and scientific research. These resear
and devel opment expenseso i n the iualifgirgmepenses at e me
can receive such grants in the form of a tax credit irrespective of taxes ever paid or ever to be paid, the
corresponding Research and Development effort has been completed and the supporting
documentation is available.

Thesetaxcreditar e i ncl uded i ac UirOtehretr proexcier ovedbtl Gersi Aino he
sheet taking into account the timing of expected cash inflows.

In addition, grants may be available to companies that perform technical and scientific research. Such
grants are typically subject to performance conditions over an extended period of time. The Group
recognizes these grants in the income statemen
expenseso over t he cost of t he poograntr and pvben di n g
confirmation of the grant has been received.

Aid for research and development activities can take the form of repayable advances. A loan which is
nonrepayable under certain conditions is treated like a government grant (accountetiddngome
statement on a pro rata basis as a deduction of research and development expenses) when the
organization granting the advance has confirmed thatepayment is requiredOtherwise it is
classified as a liability.

2.18Employee benefits
(a) Pension obligations

The Group has both defined benefit (mainly for French employees) and defined contribution plans. A
defined contribution plan is a pension plan under which the Group pays fixed contributions into a
separate entity. The Group has no legatonstructive obligation to pay further contributions if the

fund does not hold sufficient assets to pay all employees the benefits relating to employee service in
the current and prior periods. A defined benefit plan is a pension plan that is nioea dehtribution

plan. Typically defined benefit plans define an amount of pension benefit that an employee will
receive on retirement, usually dependent on one or more factors such as age, years of service and
compensation.
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The liability recognized ithe balance sheet in respect of defined benefit pension plans is the present
value of the defined benefit obligation at the balance sheet date. The defined benefit obligation is
calculated annually using the projected unit credit method. The presentofahee defined benefit
obligation is determined by discounting the estimated future cash outflows using interest rates of high
quality corporate bonds that are denominated in the currency in which the benefits will be paid, and
that have terms to maturigpproximating to the terms of the related pension liability.

Actuarial gains and losses arising from experience adjustments and changes in actuarial assumptions
are charged or credited to equity in the statement of recognized income and expense (SRIE) in
period in which they arise.

For defined contribution plans, the Group pays contributions to publicly administered pension
insurance plans on a mandatory basis. The Group has no further payment obligations once the
contributions have been paid. Thentributions are recognized as employee benefit expense when
they are due. Prepaid contributions are recognized as an asset to the extent that a cash refund or a
reduction in the future payments is available.

The Group provides no other pasnhployment begfits to its employees.
(b) Termination benefits

Termination benefits are payable when employment is terminated by the Group before the normal
retirement date, or whenever an employee accepts voluntary redundancy in exchange for these
benefits. The Gnap recognizes termination benefits when it is demonstrably committed to either:
terminating the employment of current employees according to a detailed formal plan without
possibility of withdrawal; or providing termination benefits as a result of an oféele to encourage
voluntary redundancy.

(c) Bonus plans

The Group recognizes a liability and an expense for bonuses and incentive schemes based on a
formula which takes into account the profit allocated to the shareholders of the Group after certain
adustments. The Group recognizes a provision wé@riractually obliged or if there is a past practice

that has created a constructive obligation.

2.19 Sharebased payments

The Group operates a number of eqeytled, sharbased compensation plang)der which the

Group receives services from employees as consideration for equity instruments of the Group. The fair
value of the employee services received in exchange for the grant of the instrument is recognized as an
expense. The total amount to be exged is determined by reference to the fair value of the instrument
granted:

1 including any market performance condition (for example increase in share price) and non
vesting conditions (for example, the requirement for employees to save);

1 excluding theimpact of any service and nonarket performance vesting conditions (for
example, profitability, sales growth targets and remaining an employee of the entity over a
specified time period). Service and Amrarket vesting conditions are included in assumgtio
about the number of instruments that are expected to vest.

The total expense is recognized over the period during which all of the specified vesting conditions are

to be satisfied. At the end of each reporting period, the entity revises its estimdtesnafnber of
instruments that are expected to vest based on these vesting conditions. It recognizes the impact of the
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revision to original estimates, if any, in the income statement, with a corresponding adjustment to
equity. When the instruments are mised, the Company issues new shares. The proceeds received
net of any directly attributable transaction costs are credited to share capital (hominal value) and share
premium when the instruments are exercised.

2.20 Provisions

Provisions for claims arecognized when: the Group has a present legal or constructive obligation as
a result of past events; it is probable that an outflow of resources will be required to settle the
obligation; and the amount has been reliably estimated.

Provisions are not oegnized for future operating losses.

Provisions are measured at the present value of the expenditures expected to be required to settle the
obligation using a préax rate that reflects current market assessments of the time value of money and
the risks pecific to the obligation. The increase in the provision due to passage of time is recognized
as interest expense.

2.21 Intangible liabilities

Intangi ble liabilities relate to manag®asent 0s e
intellectualproperty license agreements for existing or future products. The Group values these license
agreements based on their fair value in normal market conditions. When the royalties to be paid exceed
their fair value, the Group recognizes an intangible lighdorresponding to the discounted value of

the difference between the best estimate of the royalties to be paid based on the contract and forecasted
sales and the fair value.

Intangi ble |iabilities are amor isiofZzhe dumbenofunikse | i n e
using this intellectual property sold during the year compared to the number of units expected to be
sold. The assumptions regarding the number of units expected to be sold is revised on a regular basis.

2.22 Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of product
and services in the ordinary cour se o-bddddbae Gr o u g
returns and discounts and after eliminating salésimthe Group.

The Group recognizes revenue when the amount of revenue can be reliably measured, it is probable
that future economic benefits will flow to the entity and when specific criteria have been met for each

of the Groupods dbaowi vities as describe

The Group sells its customers a range of semiconductor platforms and solutions.

(a) Revenue recognitiesale of products

The Groupds products are generally sold based u
that include fixed andleterminable prices and that do not include right of return, other similar
provisions or other significant post delivery obligations except for customary warranty terms. Revenue

is recognized for products upon delivery when title and risk pass, theipfiged and determinable

and collectability is reasonably assured.

(b) Revenue recognitierservice revenue

Revenue from services is recognized over the period when services are rendered and collectability is
reasonably assured.
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Licenses for softwarehait do not require specific development are recognized in revenue when the
legal right to use the license has been graoted accordance with specific contractual conditions.

Revenue corresponding to the development of specific software platformasoignized using the
percentage of completion method as the development process progresses (according to criteria applied
on a consistent basis). Under the percentage of completion method, the extent of progress towards
completion is measured based on dctgsts incurred relative to total estimated costs. Losses on
contracts are recognized during the period in which the loss first becomes probable and can be
reasonably estimated.

(c) Revenue recognitidnintellectual property licensing royalties

Royalties relate to revenue from technology licensed to certain customers of the Group, and can be
fixed and / or variable. Fixed royalties are recognized on a sti@ghbasis over the contractual
periods during which they are generated. Variable royaltiesganerally based on sales made by
customers and are by definition difficult to estimate. To ensure revenue is recorded in the proper
accounting period, the Group principally relies on the natifications received from customers. In
general notifications aneceived from customers during the quarter following delivery of goods.

(d) Revenue recognitidnMaintenance

As a general rule, the sales of software licenses are accompanied by a maintenance contract that
includes regular updates and the providingewhnical assistance. Revenue related to maintenance
activities is recognized on a straigdime basis over the contractual period.

(e) Multiple element arrangements

Revenue from contracts with multiple elements, such as those including servicesgtiszest as each
element is earned based on the relative fair value of each element and when there are no undelivered
elements that are essential to the functionality of the delivered elements.

(f) Collectability

As part of the revenue recognition procase Group determines whether trade receivables and notes
receivable are reasonably assured of collection based on various factors, and whether there has been
deterioration in the credit quality of customers that could result in the inability to selrdwesvables.

(g) Deferred and unbilled revenue

Deferred revenue includes amounts that have been billed as per contractual terms but have not been
recognized as income.

2.23 Cost of sales

Cost of sales is primarily composed of the cost of productssahdions sold, including wafer
purchase costs, assembly sdntracting expenses, tests and product engineering, royalties and other
direct attributable costs.

2.24 Earnings per share

Basic earnings per share are calculated by dividing the profit atolleuto equity holders of the

Company by the weighted average number of ordinary shares in issue during the year. Diluted
earnings per share are computed by dividing net income attributable to equity holders of the Company
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by the weighted average numbérsbares outstanding, adjusted for the effects of all dilutive potential
ordinary shares.

Dilutive instruments are taken into account when, and only when, their dilutive effect decreases
earnings per share or increases loss per share from continuintjorsera

A reconciliation of the weighted average number of ordinary shares outstanding during the period and
the weighted average number of shares outstanding, adjusted for the effects of all dilutive potential
ordinary shares, is presented in note 31.

2.25Leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor
are classified as operating leases. Payments made under operating leases (net of any incentives
received from the lesser) are charged to themestatement on a straiginte basis over the period of

the lease.

Leases for which the Group substantially assumes all the risks and rewards of ownership are classified
as finance | eases. Finance | eases edowerofthafair t al i z ¢
value of the leased property and the present value of the minimum lease payments

Financial risk management
3.1Financial risk factors

The Groupbdbs overall ri sk management program foc
and seeks to minimize potential adverse effects

The Management Board provides principles for the overall management of risks such as foreign
exchange risk, credit risk and liquidity risk.

(a) Market risk

The Group perates internationally and is exposed to foreign exchange risk arising from transactions
denominated in currencies other than the US dollar, the functional and presentation currency of the
Company.

The operating result and cash flows of the Group aretafieby foreign exchange rate fluctuations,
principally by fluctuations between the Euro and the US Dollar. For example, the Group estimates that
for the year ended December 31, 2012 the impact in absolute terms of a variation of +10% of

this ratewould have been + dar US$ 382 thousand on its operating result and US$ 300 thousand on
equity. To mitigate this risk, the Group has implemented a hedging policy to preserve its profitability
and cash levels.

The Group mitigates its exposure to foreignrency fluctuations by matching its cash inflows and
outflows denominated in the same currency to the extent possible, resulting in a natural hedge. The
Group also uses derivative financial instruments such as currency forward contracts and options to
hedgeagainst foreign currency fluctuations.

(b) Credit risk
Credit risk is managed on a Group wide basis. Credit risk arises from cash and cash equivalents,

derivative financial instruments and deposits with banks and financial institutions, as well as credit
exposures to customers, including outstanding receivables and committed transactions.
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(c) Liquidity risk

Cash flow forecasting is performed by the Finance department. Management monitors rolling forecasts
of the Groupds | i g witdas sufficient eaghuto neet operatioral néeds. e n s ur

Such forecasting takes into consideration the C
surplus cash in interest bearing current accounts, time deposits and money market deposits, choosing
insttuments with appropriate maturities or sufficient liquidity to provide sufficient fneaich as

determined by the aboveentioned forecasts.

In the fourth quarter of 2011, the Group entered into a factoring contract in Euros and Dollars with
Natixis Factor which is still ongoing. This contract includes a deposit and is backed by a credit
insurance agreement. Since the risk of non recoverability and delays in payment has been transferred
to the bank, the receivables transferred under these contracts kmegap recorded in the balance

sheet.

3.2 Capital risk management

The Groupds objectives when managing capital ar
going concern in order to provide returns for shareholders, gain benefits for parthenaiatain an
optimal capital structure.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividends
paid to shareholders, repay capital to shareholders or issue new shares

4. Critical accounting estimates and judgnen

Estimates and judgments are continually evaluated and are based on historical experience and other
factors, including expectations of future events that are believed to be reasonable under the
circumstances.

The Group makes estimates and assumptionsezning the future. The resulting accounting estimates

will, by definition, seldom equal the related actual results. The estimates and assumptions that have a
significant risk of causing a material adjustment to the carrying amounts of assets atigdiabthin

the next financial year are discussed below.

(a) Revenue recognition

The Group derives its revenue principally from sales of products and solutions as well ashlicsese
royalties. The timing of revenue recognition and the amount of revaatwally recognized depends

upon the specific terms of each arrangement with customers (transfer of risk) and the nature of the
Companybés del i ver &d toglses, dhe Group lgdnerayadods mat ebtain formal
confirmation of the level obales made by customers until the quarter following product delivery.
Determination of the appropriate amount of revenue recognized involves certain judgments and
estimates that the management believes are reasonable, but actual results may differ from
management 6s esti mates.

(b) Intangible assets and liabilities
Intangible assets and liabilities include acquired patented technologies, backlog and the recognition of
above market royalthased intellectual property license agreements. Upon acquisitese Hssets

and liabilities were recognized at fair value which required certain judgments and estimates that
Management believed were reasonable. On a regular basis, the Group reassesses the fair value of these
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intangible assets and liabilities leadinga@otential adjustment of the carrying amount through an
impairment charge or an accelerated amortization.

(c) Sharebased payments

The Group grants options to purchase Companyo6s
management, employees andrdhiparties. The determination of the fair value of stmased
compensation on the date they are granted uses an-ppittorg model (MonteCarlo or Black and

Scholes) which is affected by assumptions regarding a number of complex and subjective variables

These variables include, but are not | imited to
expected common share price volatility over the term of the instrument and actual and projected
instrument hol der s6 e x e mthighsdegrek ef uajeciivityringolvedTihee r e i s

using such optiopricing models to determine shdvased compensation under IFRS 2.
(d) Fair value of derivatives and other financial instruments

The fair value of financial instruments that are not tradeshimctive market (for example, ovibe-

counter derivatives) is determined by using valuation techniques. The Group uses its judgment to
select a variety of methods and make assumptions that are mainly based on market conditions existing
at the end of ed&creporting period.

(e) Accounting for income taxes

The Group is subject to the income tax laws of France and those of the foreign jurisdictions in which it
has business operations. These tax laws are often complex and subject to different intespbstation
the tax payer and the relevant governmental taxing authorities. The Group must make judgments and
interpretations about the application of these tax laws when determining the provision for income
taxes.

The Group must also assess the likelihood ¢laah of its deferred tax assets will be realized. Unless
there is strong evidence that an entity currently generating losses will become profitable, the policy of
the Group is to recognize deferred tax assets only when the tax jurisdiction where itcbodingss

has generated a taxable profit in two consecutive years

5. Business combinations
SecureMicrocontroller $lutions

On September 30, 2010 the Company acquired At
Mi crocontroll er S o | uhisi husiness defighdM&d markbtsl microcensadler T
products and solutions that protect data contained in embedded memories against a wide variety of
attacks and offers firmware and turnkey solutions to customers with no security expertise.

The goodwill recgnized upon acquisition amounting to US $2,993 thousand was allocated to the
66DiIi gital securitydédé operating segment. Given
managementloes not consider any impairment of the goodwill neces3damy.variationof goodwill

from US $ 3,251 thousand as at December 31, 2011 to US $ 3,246 thousand as at December 31, 2012

is exclusively due to foreign exchange rate variations, certain assets acquired and liabilities assumed
being accounted for in entities having adtional currency different from the US Dollar.

As part of the allocation of the purchase price consideration, the Group recognized a certain number of
identifiable intangible and tangible assets, notably related to patented technologies, backlog and mask
In addition, the Group recognized an intangible liability corresponding to an unfavorable licensing
agreement.
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The impact of the related depreciation and amortizasfodentifiable tangible and intangible assets,
and reversals on intangible liabiis, on the 2011 and 2012 income statements is as follows (amounts
in thousand dollars):

ltem Income statement line item 2011 2012
Depreciation of masks Cost of sales (2,835) (2,462)
Depreciation of masks Research and development expenses (552) (681)
Amortization of patented technologies Research and development expenses (909) (1,076)
Amortization of backlog Selling and marketing expenses (716) -
Reversal of intangible liabilities Cost of sales 1,409 1,064
Impact on operating loss (3,603) (3,155)
Undiscounting of intangible liabilities  Finance income / (loss), net (625) (581)
Impact on loss for the year (4,228) (3,736)

Embedded Security Solutions

On December 1, 2012, the Group acquired Embedde:
develops encryptiorelated security &rdware intellectual property (IP) and software for a variety of
industries, including the mobile and networking markets. Revenue is generated through licenses,
royalties, services and maintenance fees.

As part of the acquisition, research and developraad sales and marketing teams were transferred

to the Group. The seller also transferred intangible assets, including intellectual property licensing
royalties and internally developed software, tangible assets, working capital (notably inventoges, trad
receivables and social and tax debts related to transferred employees) and cash.

Upon acquisition, Inside Secure paid a purchase price of $US 43,256 thousand based on an initial
estimate of working capital requirements. Subsequentidaction on thgurchase price amounting

to US$ 503 thousand was accorded to the Group to take into account the final amount of this working
capital requirement. The payment of this purchase price reduction has not yet been received by the
Group at the date of issuance.

The Group paidan additionalUS$ 1,750 thousand in January 2013 after certain precedent conditions
were met and this amount could rise to US$ 3,438 thousand if all the conditions included in the
agreement are met before April 1, 2013. Based on informatioitalaleaat the date of issuance,
management considers that it will have to pay the eadiditional amount.

The goodwill corresponding to the excess of the purchase price consideration (including any potential
purchase price adjustments) compared to ¢cimebined total of the fair value of the assets acquired, the
identifiable intangible assetnd the liabilities assumed, amounts to US$ 11,906 thousand, and is
mainly attributable to the expertise of the assembled workforce and the expected synergids that w
result from the combination of activities. Thi ¢
Solutionsé6d operating segment .

On acquisition date, the net assets transferred represented US$ 2,088 thousand in the accounts of the

seller. The Company Bgperformed a preliminary allocation of the purchase price consideration over
assets acquired and liabilities assumed.
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The initial value of the identifiable assets and liabilities and the preliminary allocation of the purchase

price consideration are suranized below:

In thousands of

Note dollars

Cash paid at closing (before working capital adjustment) 42,813
Estimated working capital adjustment 443
Cash paid at closing 43,256
Final working capital adjustment (503)
Additional payment upon completion of conditions (1) 5,188
Purchase price consideration (i) 47,940
Net book Fair value Fair value

value adjustments

Intangible assets - 33,906 (2) 33,906
Property, plant and equipment 139 - 139
Inventory 99 - 99
Other assets 2,998 (115 () 2,883
Cash and cash equivalents 1,621 - 1,621
Other liabilities (1,150) (1,150)
Deferred income (1,619) 155 (4) (1,464)
Net assets acquired and liahilities assumed (ii) 2,088 33,946 36,034
Gooawill (i) - (i) 11,906

The initial amount of goodwill mentioned above remains likely to change during the course of the 12

month allocation period authorized by IFRS 3.

(2)

3)

(1) The contract includes potential purchase price adjustments which could rise up to US$ 5,188
thousand. This additional payment is subject to certain conditions being met before April 1,
2013. As part of this agreement the Group has already paid an amount of US$ 1,750 thousand

to the seller in January 2013. Based on the information available aatbeof issuange
management considers that it will have to pay the entire additional amount.

The US$ 33,906 thousand of intangible assets relate to

a. Intellectual property licensing royalties contracts relating to technologies patented and

developed by ES, amounting to US$ 31, 576 thousand. These licensing royalties

were valued using the discounted cash flow method based on an estimated useful life

of 5 years for the technologies concerned. Amortization expenses for this intangible

asset willberecognizd i n the income statemenas i n
the corresponding revenue is recognized.
b. Software developed internally amounting to US$ 2,330 thousand. This software has

been valued based on the cost approach. Amortization expensess fmtahgible
asset will be recognized in the income statement over a useful life of 3 years.

An additional provision for trade receivables has been recorded to provide for difficulties in
collecting outstanding amounts from certain customers.
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(4) Deferred hcome relating to support and maintenance services have been adjusted to take into
account the 10% margin generally recognized on these activities.

External costs directly attributable to the acquisition amount to US$ 554 thousand and have been
recognized n 660t her (|l osses)/ gains, netodd.

The i mpact of the acquisition is presented in tt
in the consolidated cash flow statement for an amoubiS§ 41, 635 thousand. This amount reflects
the payment obJS$ 43,256 thousand net of the cash acquired amounting to US$ 1,621 thousand.

The contribution of ESS activity to Group revenue since December 1, 2012 amounts to US$ 840
thousand. ESS recorded an operating loss of (US$ 1,116) thousand during the saine peri

ESS was identified as an operating segment in the financial statements of its former group, prior to
acquisition .Over the period January 1 to November 30 2012, the seller reported for ESS a
consolidated revenue of US$ 25,786 thousand and an operasinly of US$ 7,462 thousand. The

seller does not provide any information regarding the net income of its operating segments. The
combined revenue of ESS and the Group, which is composed of Inside Secure and its subsidiaries, for
the 12 month period endddecember 31, 2012 amounts to US$ 147,832 thousand. The combined
operating result for the period amounts to a loss of (US$ 29,815) thousand. The historical figures of
ESS are presented under US GAAP and do not take into account the effects of the puichase
allocation carried out by the Group. The conversion to IFRS and the taking into consideration of the
effects of the purchase price allocation, if the acquisition had been completed as at January 1, 2012,
could result in figures that are significantyfferent to the combined historical data reported in this
paragraph.

As mentioned above, as part of the acquisition of ESS, certain fair value adjustments were made,
leading to the recognition of assets acquired and liabilities assumed. This resthietharease in the
calculation basis for postcquisition amortization expenses.

The impact of these adjustments on the different line items in the 2012 income statement breaks down
as follows(amounts in thousand dollars)

ltem Income statement line item 2012
Amortization of intellectual property licensing royalties Cost of sales (230)
Amortization of internally developed software Cost of sales (43)
Amortization of internally developed software Research and development expenses (22
Impact on operating loss (295)
Impact on loss for the year (295)
6. Operating segment informan

Management has determined the operating segments based on the reports reviewed by the
Management Board that are used to make strategic decisions.

Since the acquisition of ESS, the Group operates in four complementary business segments, which
targetdi f f er ent mar ket s, product s, solutions and cu
software platforms:

1 Mobile NFC: Designs and markets microprocessor chips and software stacks to mobile
handset makers and more generally the wireless space.
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I Secue payments:Designs and markets microprocessor chips with embedded memory,
modules and inlays, and software stacks for payment, transit fare collection, and loyalty
applications.

9 Digital security: Designs and markets memory and microprocessor platfoays, TV,
identification, access control, and other secure systems fecamiterfeiting, intellectual
property protection and machi@machine communication.

i Embedded security solutions: designs and develops encryptated security hardware
intellecual property (IP) and software for a variety of industries, including the mobile and
networking markets.

The segment information provided to the Management Board for the reportable segments for the year
ended December 31, 2011 is as follows:

(in thousand dollars) Embedded Total per Consolidated
Mobile Secure Digital security Common management Reconciliation IFRS reporting
As at December 31, 2011 NFC Payments Security solutions unallocated reporting to IFRS (audited)
Revenue 47,961 43,246 60,261 - - 151,468 - 151,468
Operating loss (*) (18,251) (11,489) 8,674 - (3,396) (24,462) - (24,462)
Adjusted operating loss (17,258) (9,271) 13,153 - (2,676) (16,052) Non IFRS measur
Adjusted EBITDA (16,762) (7,858) 15,054 - (2,676) (12,242) Non IFRS measur
Finance income / (loss), net 1,503 1,503 - 1,503
Income tax expense (74) (74) - (74)
Net loss - - - - (1,967) (23,033) - (23,033)

(*) Unallocated amount corresponds to industrial variances (US$ 2,539 thousand) and impairment of assets acquired as part of acqui
SMS business (US$ 614 thousand).

The segmet information provided to the Management Board for the reportable segments for the year
ended December 31, 2012 is as follows:

(in thousand dollars) Embedded Total per Consolidated
Mobile Secure Digital security Common management Reconciliation IFRS reporting
As at December 31, 2012 NFC Payments Security solutions unallocated reporting to IFRS (audited)
Revenue 43,261 31,788 46,158 840 - 122,047 - 122,047
Operating loss (*) (31,757) (5,022) 2,853 (1,116) (2,237) (37,278) - (37,278)
Adjusted operating loss (30,451) (3,531) 6,412 (288) (2,237) (30,095) Non IFRS measur
Adjusted EBITDA (28,523) (2,279) 8,197 (281) (2,237) (25,123) Non IFRS measur
Finance income / (loss), net (258) (258) - (258)
Income tax expense 51 51 - 51
Net loss - - - (2,444) (37,485) - (37,485)

* Unallocated amount corresponds to industrial variances (US$ 2,237 thousand)

Adjusted operating result and Adjusted EBITDA are not measures of operating performance or
liquidity under IFRS.

The Grouppresents Adjusted operating result and Adjusted EBITDA because management believes
they are useful measures of the Groupbs operat.
Adjusted operating result is defined as operating profit/(loss) revisegctade the effects of share

based payment and nonrecurring items of revenue or gain and expense or loss such as acquisition,
restructuring, amortization and depreciation of acquired intangible and tangible assets as part of a
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business combination. Adjest EBITDA is defined as operating profit/(loss) before interest, taxes,
depreciation, and amortization revised to exclude the effects of share based payment and nonrecurring
items of revenue or gain and expense or loss such as acquisition and resttucturing

Adjusted operating result and Adjusted EBITDA as presented may not be strictly comparable to
measures with similar names as presented by other companies.

The reconciliation from Company reporting to consolidated IFRS reporting (audited) is as follows:

As of December 31, (in thousand dollars) 2011 2012
Operating loss as per IFRS (24,462) (37,278)
Share based paymets 2,000 1,880
Amortization and depreciation of acquired assets from SMS 5,012 4,222
Amortization and depreciation of acquired assets from ESS - 295
Impairment of assets acquired as part of acquisition of SMS business 1,713 -
Reversal of intangible liabilities (829) -
Direct transaction costs related to acquisitions - -
Restructuring expenses 514 786
Adjusted operating loss (16,052) (30,095)
Depreciation and amortization of tangible and intangible assets 3,810 4,972
Adjusted EBITDA (12,242) (25,123)

The revenue by geographical region for the years ended December 31, 2011 and 2012 is as follows

Europe, Middle East  North

(in thousand dollars) Asia Africa, Latin America America Total
2011 14,148 73,548 63,772 151,46¢
2012 8,436 59,382 54,229 122,047

Geographically, management has allocated revenue based on the location where the goods are
delivered or the services are rendered, except for the gdtle three major customers, which were
allocated based on the location of their head offices

The top ten customers of the Group represented 83% and 78% of the total consolidated turnover in
2012 and 2011 respectively.

Two customers each representedenthan 10% of the total consolidated turnover in 2012 and 2011.
This breaks down as follows:

As of December 31, 2011 (in Invoiced Segment
thousand dollars) amount

Client 1 45,793 Mobile NFC
Client 2 16,109 All segments
As of December 31, 2012 (in Invoiced Segment
thousand dollars) amount

Client 1 36,743 Mobile NFC
Client 2 13,897 Digital Security
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7. Revenue

Revenue for the years 2011 and 2012 breaks down as follows:

Year ended December 31,
(in thousand dollars) 2011 2012
Revenue from sale of products 150,689 115,12C
Revenue from development and license agreements 779 6,336
Revenue from maintenance - 298
Revenue from royalties - 293
Total 151,468 122,047

Over the period the Group has performed services relating to a contract signed iwiftO Intel
CorporatonThe agreement includes a non exclusive and
technology to Intel, the provision of development, support and engineering services so as to facilitate
the integration of its NFC technologyto the Intel environment and the sale of chips made by Intel or

its subcontractors. Revenues relating to the development phase are recognized using the percentage of
completion method based on the specific costs incurred on the project. The corresplineding
devel opment costs ar e The Group deeoddediUS$ 6filTBotlsotsand in s a |
revenue in 2012 (US$ 779 thousand in 2011) based on the progress of the work perfivened.
Afdeferred incomed amounting dember8B 2085 drrespbndsus a n d
prepayments received frolmtel Corporation.

8. Goodwill
Goodwill breaks down as follows:

As at December 31,

(in thousand dollars) Segment 2011 2012
SM'S activity Digital Security 3,251 3,246
ESS activity Embedded Security Solutions - 11,906
Total 3,251 15,152
The goodwill related to the acquisition of SMS is allocated t he &606Di gi t al secu

segment. Given the financial penfimaince of this segment, Group managende®is not consider any
impairment of the goodwill necessary.

The goodwi |l related to the acquisition of ESS
operating segment and results from the negotiated pased on the business plans prepared for the
purpose of the acquisition process. Given the information available at the date of issuance, Group
management does not consider any impairment of the goodwill necessary.
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9. Intangible assets

Intangible assets bak down as follows:

(in thousand dollars)

Royalties on Internally .
Backlog techzz:imizi ?igz\rf; intellectual developed Tedzf:,r;?(ljog);lr: Total
gres ) property software pm

Year ended December 31, 2011
Opening net book amount 717 5,372 553 - - - 6,641
Additions - - 1,160 - - - 1,160
Exchange differences - - (24) - - - (24)
Impairment - - - - - - -
Retirement - - - - - - -
Work in progress - - - - - 1,188 1,188
Amortization charge (717) (910) (462) - - - (2,088)
Closing net book amount - 4,462 1,227 - - 1,188 6,877
At December 31, 2011
Cost or valuation 1,544 5,651 4,479 - - 1,188 12,862
Accumulated amortization and impairment (1,544) (1,290) (3,251) - - - (5,985)
Net book amount - 4,461 1,227 - - 1,188 6,877
Year ended December 31, 2012
Opening net book amount - 4,462 1,227 - - 1,188 6,877
Acquisitions - - 2,825 - - - 2,825
Acquisition of business - - - 31,576 2,330 - 33,906
Exchange differences - - 10 - - - 10
Impairment - - - - - - -
Retirement - - - - - - -
Work in progress - - - - - 973 973
Amortization charge - (1,076) (1,167) (230) (65) - (2,538)
Closing net book amount - 3,385 2,895 31,346 2,265 2,161 42,052
At December 31,2012
Cost or valuation 1,544 5,651 7,320 31,576 2,330 2,161 50,582
Accumulated amortization and impairment (1,544) (2,266) (4,424) (230) (65) - (8,529)
Net book amount - 3,385 2,896 31,346 2,265 2,161 42,052

Amortization expenses of US$ 2,538 thousand have been recorded in 2012 within research and
development, selling and marketing, and general administration expenses according to the assets
allocation (US$ 2,088 thousand in 2011).

In 2012, development expenses related to two research projects for a total amount of US$ 973
thousand were capitalized (US$ 1,188 in 2011). These two projects, both with a duration of three years,
are financed through repayable advances (see note 21) andhhalassic grants. Capitalized research
expenses correspond only to the project financed through repayable advances. In the event that the
projects are terminated, the carrying value of the related capitalized expenses is written off through net
income ad the advances, which are then definitely granted, are recognized as a profit to net income,
thereby offsetting the previously recorded expense.

Finance leases included within intangible assets corresponding to software break down as follows:

(in thousand dollars) 2011 2012
Gross book value 719 826
Accumulated amortization (349) (529)
Net book value 371 297
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10.  Property and equipment

Property and equipment break down as follows:

(in thousand dollars) Leasehold Equipment Furniture and Masks Total
improvement other office
equipment

Year ended December 31, 2011

Opening net book amount 3,408 3,518 1,473 12,153 20,552
Additions 83 3,110 1,875 438 5,507
Exchange differences 117) (3D (144) (340) (633)
Impairment (614) - - (1,100) (1,714)
Retirement - - - - -
Work in progress - (70) - - (70)
Depreciation charge (824) (1,652) (936) (3,416) (6,829)
Closing net book amount 1,936 4,874 2,268 7,734 16,813
At December 31, 2011

Cost or valuation 4,202 9,593 4,627 12,792 31,214
Accumulated depreciation (2,266) (4,719) (2,359) (5,057) (14,401)
Net book amount 1,936 4,874 2,268 7,734 16,813
Year ended December 31, 2012

Opening net book amount 1,936 4,874 2,268 7,734 16,813
Additions 146 998 575 735 2,454
Acquisition of business 9 17 114 - 140
Exchange differences 66 80 (12) 144 278
Impairment - - - - -
Retirement - (48) (14) - (62)
Work in progress - (115) 25 - (90)
Depreciation charge 472) (2,288) (912) (3,124) (6,796)
Depreciation retirement - 32 43 - 75
Closing net book amount 1,685 3,549 2,086 5,490 12,811
At December 31, 2012

Cost or valuation 4,650 10,374 5,519 13,806 34,348
Accumulated depreciation (2,965) (6,825) (3,432) (8,316) (21,538)
Net book amount 1,685 3,549 2,086 5,490 12,811

Depreciation expenses of US$ 6,797 thousand have been recognized in 2012 within cost of sales,
research and development expenses, selling and marketing expenses, and general amatagminist
expenses according to the assetsd allocation (US

Lease rentals amounting to US828 thousand (US$ 2, 528 thousand in 2011) relating to the lease of
buildings and furniture are included in the income statement.

Finance ¢ases included in property and equipment above, are as follows:

(in thousand dollars) 2011 2012
Gross book value 1,412 1,683
Accumulated depreciation (155) (559)
Net book value 1,257 1,124
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11.  Financial instruments by category

The accounting policies for financial instruments have been applied to the line items below:

December 31, 2011 Loans and Assets at fair Derivatives  Available for sale Total
receivables value through used for

Assets profit and loss hedging

Derivative financial instruments - - 216 - 21¢

Trade and other receivables 36,472 - - - 36,472

Cash and marketable securities 20,550 390 - - 20,940

Total 57,022 390 216 - 57,628

Liabilities at fair Derivatives  Other financial Total
value through used for liabilities at

Liabilities profit and loss hedging amortized cost

Bank overdrafts - - - -

Finance lease liabilities - - 1,320 1,32(

Derivative financial instruments 350 998 - 1,34¢

Trade and other payables - - 29,977 29,977

Total 350 998 31,297 32,64¢

December 31, 2012 Loans and Assets at fair Derivatives  Available for sale Total
receivables  value through used for

Assets profit and loss hedging

Derivative financial instruments - - 145 - 14

Trade and other receivables 39,567 - - - 39,567

Cash and marketable securities 63,929 2,392 - - 66,321

Total 103,496 2,392 145 - 106,033

Liabilities at fair Derivatives  Other financial Total
value through used for liabilities at

Liabilities profit and loss hedging amortized cost

Bank overdrafts - - - -

Finance lease liabilities - - 1,209 1,20¢

Financing of the Research tax credit receivable - - 6,225 6,22

Derivative financial instruments - 179 - 17¢

Trade and other payables - - 33,214 33,214

Total - 179 40,648 40,827
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12. Derivative financial instruments
Derivative fimncial instruments break down as follows:

2011 2012
Assets Liabilities Assets Liabilities

Currency forward contracts - cash flow hedges - 602 411 179
Currency forward contracts - held for trading - - - -

Currency options - cash flow hedges 216 396 104 -
Currency options - held for trading 350 - -
Total 216 1,348 145 179
Of which current portion 216 1,348 145 179

Of which non current portion - - - -

The fair value of a hedging derivative is classified as aquorent asset or liability if the remaining
maturity of the hedged item is more than 12 months and as a current asset or liability if the naturity o
the hedged item is less than 12 months.

The ineffective portion recognized in the profit or loss that arises from cash flow hedges amounts to a
loss of US$ 47 thousand (US$ 57 thousand in 2011).

(a) Currency forward contracts

The notional principal aounts of the outstanding forward foreign exchange contracts at December 31,
2012 were US$ 19, 551 thousand (US$ 17, 159 thousand in 2011).

The hedged highly probable forecast transactions denominated in foreign currencies are expected to
occur at various ates during the next 12 months. Gains and losses recognized in the hedging reserve
in equity on forward foreign exchange contracts as at December 31, 2012 are recognized in the income
statement in the period or periods during which the hedged forecasadtian affects the income
statement.

The maximum exposure to credit risk at the reporting date is the fair value of the derivative assets in
the balance sheet.

(b) Currency options

The notional principal amounts of the outstanding currency optiorideegmber 31, 2012vere
US$ 1,979 thousand (US$ 8,410 thousand in 2011).

The hedged highly probable forecast transactions denominated in foreign currencies are expected to
occur at various dates during the next 12 months. Gains and losses recognizectdyitng teserve

in equity on currency options as at December 31, 2012 are recognized in the income statement in the
period or periods during which the hedged forecast transaction affects the income statement.

The maximum exposure to credit risk at the répg date is the fair value of the derivative assets in
the balance sheet.
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13. Inventories

Inventories break down as follows:

(in thousand dollars) 2011 2012
Semi-finished and finished goods 27,163 21,389
Less: provision for impairment of obsolete items (3,887) (4,038)

23,276 17,350

Movements on the Group provision for impairment of obsolete inventories are as follows:

(in thousand dollars) 2011 2012
At January 1 (1,063) (3,887)
Impairment of obsolete items (4,624) (3,421)
Inventory written off during the year 955 1,640
Unused amounts reversed 845 1,630
At December 31 (3,887) (4,038)

Impairment of obsolete items adés to inventory levels judged in excess, particularly when assessed
in relation to backlog as well as obsolete technolobye Group recognized the provision for
inventory depreciation in the Iline item fAiCost of

14. Trade receivables

Net trade redgables break down as follows:

(in thousand dollars) 2011 2012
Trade receivables 18,760 17,175
Less: provision for impairment of trade receivables (49) (713)
Trade receivables, net 18,711 16,462

Trade receivables break down as follows:

(in thousand dollars) 2011 2012
Trade receivables invoiced 20,824 13,103
Trade receivables accrued invoices 779 6,809
Credit notes to be issued (2,843) (2,736)
Trade receivables 18,760 17,175

Trade receivables that are less than three months past due are not considered for impairment. As at
December 31, 2012, trade receivables of US22 thousand were overdue Imdt impaired. These
relate to a number of customers for whom there is no history of default.
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The ageing analysis of these trade receivables is as follows:

(in thousand Not past

dollars) Total due 11030 30to60 60to90 9010120 Above 120
2011 20,824 16,481 2,938 281 5 832 287
2012 13,103 8,482 2,337 1,059 306 65 855

As at December 31, 2012, trade receivables of US$ 713 thousand (US$ 49 thousand as ar Decembe
31, 2011)were provided for. The impaired receivables mainly relate to one customer.

The provision for impairment of receivables breaks down as follows:

(in thousand dollars) 2011 2012
At January 1 (54) (49)
Provision for receivables impairment - 677)
Receivables written off during the year as uncollectible - -
Unused amounts reversed 5 13
At December 31 49 (713)

The recording and reversal of a provision for receivables impaired has been included ia iteenlin
ASelling and marketing expensesoOo in the 1income
account are written off when there is no expectation of recovering the related cash amount.

The carrying amounts of t hes ar&deoomipaies inthe ldbweing a n d
currencies:

(in thousand dollars) 2011 2012
US dollar 21,625 18,131
Euro 6,019 4,845
Other currencies 1,590 155

29,235 23,131

The maximum exposure to credit risk at the reporting date is the carrying value of each class of
receivable mentioned above. The Group does not hold any collateral as security.

In 2011, the Group entateinto factoring agreements whereby it transferred certain receivables in
Euros and Dollars to Natixis Factor for a renewable period of two years, including a deposit and
backed by a credit insurance contract. Since the risionfecoverabilityand delag in payment has

been transferred to the bank, the receivables transferred under these contracts are no longer recorded in
the balance sheet.

The amount of receivables transferred with maturities later than December 31 for which substantially
all of the rsks and rewards have been transferred and which are therefore no longer recorded in the
balance sheet within accounts receivable is as follows:
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(in thousand dollars) 2011 2012
Trade receivables transferred 11,052 12,766
Factoring reserve (442) (436)
Cash received as at December 31, 10,610 12,330

As at December 31, 2012, the total amount of transferred receivables is US$ 12,766 thousand

(US$ 11,052 aat December 31, 2011).

15. Other receivables

Other receivables break down as follows:

(in thousand dollars) 2011 2012
Deposits 486 1,091
Research tax credit 10,952 15,071
VAT receivables 2,946 1,288
Pre-payments 1,145 468
Factoring reserve 442 436
Other receivables 735 1,919
Prepaid 1,056 2,560
Other receivables 17,762 22,832
Other receivables - Non-current portion 7,287 16,163

Other receivables - Current portion 10,474 6,669

As the Groupis no longer eligible to immediate reimbursement of the Research Tax Credit (RTC)
since 2011, the RT@ceivable acquired during 20i®recorded intheline itemA Ot her riecei vab

Noncurrent portiono. I n accordance with gener al
receivable is not discounted.

TheGrouphas maintained the RTC receivabblesi Noequired
curentpot i ono (US$ 6,502 thousand). A factoring co
institution for which the term is June 2015 (see Note Phis agreement resulted in the recognition of

a liability in financial debts in accordance with IAS 39.

Theresearch tax credit receivable related to 2010 was audited by the tax authorities and the Ministry
of Research before being paid on July 4, 2012 f
thousand). The tax audit did not lead to any adjustments.

The variation in research tax credit receivable over the year is as follows:

(in thousand dollars)

At January 1

Research taxcredit for 2012
Cash received in 2012 related to the research tax credit for 2010
Exchange differences

10,952

7,863
(4,168)
424

As at December 31, 2012
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16. Cash andcash equivalents
Cash and cash equivalents break down as follows:

As at Decembel As at Decembe!

(in thousand dollars) 2011 2012
Cash at bank and on hand 20,550 27,380
Marketable securities (1) 390 2,392
Short term securities (2) - 36,549
Cash and cash equivalent 20,940 66,321

(1) Marketable securities correspond to joint investment schemes measured at fair value against prof
and loss. These securities are considered as cash equivalents as they are highly liquid, have
sensitivity to interest rates of less than 0.25, have a volatility of almost 0 and are part of an
investmenstrategy which excludes shares

(2) Short term securiés correspond to investments which meet the criteria of cash and cash

equivalents as defined by the AMF.

17.  Share capital

The variations of share capital break down as follows:

Number of Ordinary Share

(in thousand dollars except number of shares) shares shares premium Total

As at January 1, 2011 5,419,405 11,342 134,873 146,215
Division of par value by 4 16,258,215 - - -
Share capital increases 46,704 27 238 265
Subscription of warrants - - 181 181
Direct costs paid related to the project of IPO - - (2,271) (2,271)
As at December 31, 2011 21,724,324 11,369 133,021 144,390
Share capital increases 9,560,236 5,039 99,513 104,552
Share conversion 1,449,144 764 (764) -
Free shares vesting 1,185,138 614 (614) -
Exercise of stock options 74,720 37 361 398
Direct costs paid related to the IPO - - (5,840) (5,840)
Contribution to restricted reserve - - (207) (107)
As at December 31, 2012 33,993,562 17,822 225,570 243,393

Year ended December 31, 2011

In 2011, following the decision of the geakmeeting of May 11, 2011, the nominal value of the

Companyo6s shares was

5,419405 to 21,677,620.
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The Company also carried out a share capital increase as part of the exercise of redeemable warrants
through the issue of 46,704 new shares. This operation led to an increase in the share capital of US$ 27
thousand and US$ 238 thousandghare premium.

The total number of outstanding ordinary shares is 21,724,324 as at December 31, 2011 (5,419,405
a nominal v al

shares as at Decemi#rl ,

fully paid.

2010) .

Each share has

External costs net of tax incurred in 2011 and directly related to the IPO project are recorded as a
reduction of share premium as they concern the issue of reeesshnd the project was finalized post
closing in February 2012.

Year ended December 31, 2012

Since February 17, 2012, shares in the Company are listed on the NYSE Euronext exchange in Paris
(compartment B). Proceeds from the issuance of the sharestasf phe initial public offering was

on (079. &capitdl indreiase mfp,039 thdusamdhandrae pr e s e
increase in sdre premium of US$ 99,513 thousaiithis operation led to the issue 06680236 new

Uss$ 104.

shares.

Smi | |

External costsiet of tax incurred by the Company and directly related to the IPO are recorded as a
reduction of share premium.

By decision of the General Meeting of January 20, 2012, category D preference shares were converted
into ordinary shares. A capital increasaswecorded on this date 0f 764 thousand with an equal
decrease ishare premium and449144 new shares were issued.
Freeshares whose acquisition was conditional on the realisation of the IPO were definitively acquired
on March 6, 2012and on Decemlrel6, 2012 The share capital increased by US$ 614 thousand
through the issuef 1,185,138 ew shares.

The Company also carried out a share capital increase as part of the exercise aftoektaiptions,
through the issuancef 74720 new shares. Thigperation led to an inease in the share capital of
US$37thousand and US361 thousand in share premium.

The total number of outstanding share3%993 562as at December 31, 2012 (224324 as at
December 31, 2011). Each share has a nominal value@ 0 . 4 0. Al | i

18. Sharebased payments

ssued

shares

Share options, free shares and stock purchase warrants (BSA) are granted to management, employees
and third parties (service providers). As at December 31, 2012, the following share opticisriese
and stock purchase warrants (BSA) were granted by the Company.

Plan Date of Exercise Vesting / Conditions Number of  Expiration

allocation price in $ instruments date
per share

BSA 200702 30/08/2007 9.60 3 years graded vesting 9,200 10/10/2Q7

BSA 20074 30/08/2007 9.60 1 year- graded vesting 3,000 30/08/2017

BSA 20074 (2ieme 18/12/2008 10.31 1 year- graded vesting 3,000 18/12/2018

tranche)

BSA 20061 20/11/2006 5.06 1 year- graded vesting 46,704  20/11/2016

BSA 20055 17/02/2006 4.68 No vesting period, it can excercised at the ¢ 15,732 20/10/2015

of allocation.
BSA 20062 20/11/2006 5.06 4 years graded vesting 18,400 20/11/2016
BSA 20073 21/09/2007 9.91 2 years graded vesting and need to be part 4,000 21/09/2017

the Advosiry Board
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Plan Date of Exercise Vesting / Conditions Number of  Expiration
allocation price in $ instruments date
per share
BSA 20073 (2eme 21/09/2007 9.91 2 years graded vesting and need to be part 4,000 21/09/2017
tranche) the Advosiry Board
BSA 8 02/10/2008 13.98 3 years graded vesting 12,800 02/10/2018
BSA 20051 15/06/20® 7.28 No vesting period, it can excercised at the ¢ 43,332 15/06/2016
of allocation.
BSA 20053 15/06/2006 7.28 No vesting period, it can excercised at the ¢ 52,000 15/06/2016
of allocation.
BSA 12 01/10/2010 6.52 No vesting period butanditions exist such a: 200,000 01/10/2015
IPO or merger/acquisitions of more than 50
of theCompany and the market share price
must be higher than
Free shares Pool 1 28/07/2005 - Vesting occurs if: 113,200 NA
- Exit (Transfer of more than 90% of shares
IPO)
- If exit occurs before 2 years, service
condition of 2 years
=>Minimum 2 years maximum 10 years frol
28/07/2005
Number of shares depend on the exit price
(between 015 ($21) .
Free shares Pool 2 28/07/2005 - Vesting occurs if: 138,264 NA
- Exit (Transfer of more than 90% of shares
IPO)
- If exit occurs before 2 years, service
condition of 2 years
=>Minimum 2 years maximum 10 years froi
28/07/2005
Number of shares depend on the exit price
(between 045 ($62) .
Adition to pool 2 17/02/2006 - Vesting occurs if: 69,096 NA
- Exit (Transfer of more than 90% of shares
IPO)
- If exit occurs before 2 years, service
condition of 2 year
-25% at the end of each years since the
allocation date.
=>Minimum 2 years maximum 10 years frol
17/02/2006
Number of shares depend on the exit price
(between 057,51 ($7!
Other free shares 17/02/2006 - 4 years graded vesting 83,092 NA
Other free sharesPool 02/06/2006 - 2 years graded vesting and to be member ¢ 38,048 NA
A the board
Other free sharesPool 02/06/2006 - 3years graded vesting and to be member « 19,024 NA
B the board
Other free sharesPool 02/06/2006 - 4 years graded vesting and to be member ¢ 19,024 NA
C the board
Other free shares 03/11/2008 - 4 years those shares cdrbe allocated if they 20,000 NA
lead to own more than 10% of the total of
shares
Other free sharesPool 17/12/2010 - 2 years graded vesting IPO and market 1,116,000 NA
A conditions :
u25,5 (%$35) if 1 PO
($40) if 1 PO betweel
($47) if IPO after 24 months
Other free sharesPool 17/12/2010 - 4 years graded vesting IPO and market 110,000 NA
B conditions :
u25,5 (%$35) if 1 PO
($40) if 1 PO betweel
($47) if IPO after 24 months
Free shares 17/10/2012 - Graded vesting 50% after 2 years, 75% afte 160,000 NA

3 years and 100% after 4 years
Average of the stock price for the 20 days
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Plan Date of Exercise Vesting / Conditions Number of  Expiration
allocation price in $ instruments date
per share

preceeding October 17, 2014, must be abo
02,30 (%$3)
Free shares 20/12/2012 - Graded vesting 50% after 2 years, 75% afte 10,000 NA
3 years and 100% after 4 years
Average of the stock price for the 20 day
preceeding October 17, 2014, must be abo
03,22 (%$4,27)

SO 2005 1 Pool 3 28/07/2005 0.48 4 years graded vesting, minimum share pri 113,200 16/06/2015
of 0100 ($137) at e:

SO 2005 1 Pool 4 28/07/2005 0.48 4 years graded vesting, minimum share pric 102,240 16/06/2015
of G120 ($164) at e:

SO 2005 02 first grant 17/02/2006 4.68 4 years graded vesting. 96,908 20/10/2015

SO 2005 02 second 02/06/2006 5.05 4 years graded vesting. 51,904 12/09/2016

grant

SO 2006- 01 02/06/2006 5.05 4 years graded vesting. 273,200 02/06/2016

Options 20071-F (15 03/11/2008 12.89 5 years graded vesting and to be member « 82,400 19/06/2017

200) et Options 200&- the board

B (5 400)

Options 20061 02/@/2007 9.19 4 years graded vesting and to be member ¢ 105,200 16/04/2017
the board

Options ESS 20/12/2012 3.84 4 years vesting 300,000 16/04/2017

Part of the options will be granted based on
internal performance criteria of the ESS
business.

Options are conditional on the holder completing a certain number of years of service (the vesting
period). Certain options are exercisable subject to the common share of the Group achieving a certain
value. The Group has no legal or constructive obligatiorepurchase or settle the options in cash.

The number of stock purchase warrants outstanding and their related weighted average exercise prices
are as follows:

2011 2012
Number of Number of
Average exercist¢ financial Average financial
price in $ per instruments (in exercise price  instruments
share thousands) in $ per share (in thousands)
As at January 1st 7 348 7 300
Granted - - - -
Void - - 10 (58)
Exercised 7 (48) - -
Expired - - - -
As at December 31 7 300 7 242

No stock purchase warrants were granted in 2012. 58,000 stock purchase warrantsvbatame
2012.

The number of options outstanding and their weighted average exercise price is as follows:
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2011
Number of
Average exercise¢ financial
price in $ per instruments (in

2012
Number of
Awerage financial
exercise price  instruments

share thousands) in $ per share (in thousands)
As at January 1st 8 1,172 8 1,132
Granted - - 4 300
Void 11 (39) 11 (661)
Exercised - - 5 (75)
Expired - - -
As at December 31 8 1,133 5 696

75,000 stock options were exercised in 2012 (none in 2011). 300,000 stock options were granted in
2012 (non in 2011). 661,000 stock options bex&oid in 2012 (39,000 in 2011).

The number of free shares outstanding and their weighted average exercise price is as follows:

2011 2012
Average exercis¢ Number of free Average Number of free
price in $ per shares (in exercise price shares (in
share thousands) in $ per share thousands)
As at January 1st - 1,315 - 1,315
Granted - - - 680
Can be sold - - - -
Acquired - - - (1,185)
\oid - - - -
As at December 31 - 1,315 - 810

In 2012, 680,000 free shares were granted (none in 2011) and 1,185,000 were definitely acquired.

The valuation of shareptions, free shares and stock purchase warrants can be summarized as follows:

Share price at

Risk free Expected

Plan Valuation model grant date (US$) rate Volatility maturity (*)

BSA 200702 B&S 9.6 4.50% 51% 3
BSA 20074 B&S 10.275 4.50% 51% 3
BSA 2007-4 (2nd tranche) B&S 9.325 1.60% 71% 2
BSA 20061 B&S 5.3 4.50% 51% 5
BSA 20055 B&S 5 3.30% 49% 3
BSA 20062 B&S 5.175 3.50% 49% 5
BSA 20073 B&S 11.1 4.50% 51% 5
BSA 20073 (2nd tranche) B&S 10.825 3.00% 71% 4
BSA 8 B&S 13.375 1.20% 71% 4
BSA 20(-1 B&S 7.275 4.00% 49% 4
BSA 20053 B&S 7.275 4.00% 49% 4
BSA 12 B&S 6.525 1.50% 57% 4
SO 2005 1 Pool 3 B&S 0.475 3.30% 49% 10
SO 2005 1 Pool 4 B&S 0.475 3.30% 49% 10
SO 2005 02 first grant B&S 4.675 3.50% 49% 6
SO 2005 02 second grant B&S 5.05 4.00% 49% 7
SO 2006- 01 B&S 5.05 4.50% 51% 7
Options 20071-F (15,200) and Options 2006 B&S 12.9 3.20% 51% 4
1-B (5,400)

Options 2006L B&S 9.175 4.50% 51% 7
Options ESS B&S 3.84 4.50% 75% 4
Free shares pool 1 Share price at grant date 0.475 NA NA NA
Free shares pool 2 Share price at grant date 0.475 NA NA NA
Free sharesaddition to pool 2 Share price at grant date 4.7 NA NA NA
Other free shares Share price at grant date 4.7 NA NA NA
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Share price at  Risk free Expected

Plan Valuation model grant date (US$) rate Volatility maturity (*)
Other free shares Share price at grant date 4,975 NA NA NA
Pool A Share price at grant date 4.975 NA NA NA
Pool B Share price at grant date 4.975 NA NA NA
Pool C Share price at grant date 4.975 NA NA NA
Other free shares Share price at grant date 12.9 NA NA NA
Pool A MC 6.3 NA NA NA
Pool B MC 6.3 NA NA NA
Other free shares MC 2.8 NA NA NA
Other free shares MC 3.4 NA NA NA
MC : Monte Carlo valuation model
B&S : Black & Sholes valuation model
(*) Determined based on a peer group analysis
19. Retained earnings and other reserves
Retained earnings and other reserves break down as follows:
(in thousand dollars) 2011 2012
As at January 1 (63,533) (86,795)
Loss for the year (23,033) (37,485)
Share based payments 2,000 1,880
Actuarial loss on retirement benefit obligations (105) (346)
Financial instruments at fair value (1,773) 937
Contribution to restricted reserve - 107
Currency translation differences (351) 537
Treasury shares (501)
As at December 31, (86,795) (121,668}
Of which:
Retained earnings (96,567) (134,053
Legal reserve - -
Restricted reserves 2,553 2,661
Other comprehensive income (725) (135)
Share based payments 8,424 10,304
Currency translation differences (480) 57
Treasury shares - (501)
As at December 31, (86,795) (121,668

In France, companies must transfer 5% of their annual profit to a legal reserve until the reserve reaches
10% of the share capital. The Group having generated losses in the past, no comthiasitbeen

made to this reserve.

In October 2012, the Company transferred US$ 107 thousand to restricted reserves to secure the issue

of free shares.

116



Financial information Consolidated financial stateme

20. Trade payables

Trade and other payables break down as follows:

(in thousand dollars) 2011 2012
Trade payables 16,205 12,301
Accrued expenses 10,910 11,142
Social security and other taxes 2,596 3,304
Advances from customers 266 1,588
Total 29,977 28,335

21. Financial debts

Financial debtdreak down as follows:

(in thousand dollars) 2011 2012

Non-current

Research tax credit financing - 6,225

Obligations under finance lease 963 677
963 6,902

Current

Obligations under finance lease 357 532

Bank overdrafts - 276

Total 1,320 7,710

A factoring contract for the research tax credit receivable for the year ended December 31, 2011
recorded as an asset on the balance sheet has been implemented with a financial institution in June
2012 and its term is June 20IFhis financing amounting to US$940 thousand corresponds to 90%

of the research tax credit receivable. The remaining 10% will be paid to the Company in June 2015 at
the maturity of the contract.he cash receed represents an amount of US$ 5,390 thnds net of

interest and commissions for a total amount of $550 thousand. Interest and commissions have been
recognized in prepaid expenses and are spread over the duration of the contract. Given that the
financing of the RTC is denominated in Euros, theoant presented on the balance sheet can be
affected by exchange rate fluctuations.

Obligations under finance leases are effectively secured as the rights to the leased asset revert to the
lessor in the event of default.
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22. Repayable advances

Other deld break down as follows:

(in thousand dollars) 2011 2012
Repayable advances 852 3,443
Total 852 3,443

852 3,443

Other payables - Non-current portion
Other payables - Current portion

The Group benefits from repayable advances from OSEO for research and innovation programs. These
advances are repayable if and only if the contractually defined commercial objectives are achieved.
The Group received additiona#payable advances amounting to US$ 2,591 in 2012. No advance was
repaid or recognized as definitively acquired during 2011 and 2012. The repayment of these advances

is subject to revenue objectives being achieved on the related projects.

23.  Retirement begfit obligations

The Group operates a defined benefit pension plan in France and its obligations to employees in terms

of retirement benefits are limited to a lump sum payment based on remuneration and length of service,
determined for each employee. InetUK the Group operates under a defined contribution plan
whereby the Companyods |iability is |imited to it

The amounts recognized in the balance sheet are determined as follows:

(in thousand dollars) 2011 2012
Present value of unfunded obligations 1,183 1,749

The movement in the defined obligation over the yeasifollows:

(in thousand dollars) 2011 2012
As at January 1 897 1,183
Current service cost 121 144
Interest cost 46 52
Actuarial (losses)/gains 109 353
Exchange differences 10 17
Liabilities assumed as part of a business combination - -
As at December 31 1,183 1,749

The amounts recognized in the income statement are as follows:

(in thousand dollars) 2011 2012
Current service cost 121 144
Interest cost 46 52

167 196

As at December 31
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The principal actuarial assumptions used were as follows:

2011 2012
Discount rate 4.30% 3.00%
Salary growth rate 3% 3%
Inflation rate 2% 2%

Assumptions regarding future mortality expectations are set based on actuarial advice in accordance
with pulished statistics and experience in France.

The liability recognized as at December 31, 2012 takes into account the latest regulations in terms of
pension obligations.

The sensitivity of the overall pension liability to changes in the weighted priregsaimptions as
follows:

Change in assumption Impact on overall liability
Discount rate Increase/decrease of 8.3% Decrease/Increase of 4.5%

24.  Provisions for other liabilities and charges

Provisions for other liabilities and charges break dowroimas:

(in thousand dollars) Employee Customer Others Total
related claims
litigations
As at January 1, 2011 213 397 75 685

Charges / (credited) to the income statement:
- Additional provisions - - - -

- Unused amounts reversed - (163) (61) (224)
- Used during the year - (130) - (130)
Exchange differences (8) 4) (@) (13)
As at December 31, 2011 205 100 13 318
(in thousand dollars) Employee Customer Others Total
related claims
litigations

As at January 1, 2012 205 100 13 318
Charges / (credited) to the income statement:

- Additional provisions - 299 200 498
- Unused amounts reversed - - - -
- Used during the year (21) (57) - (78)
Exchange differences 6 6 4 15
As at December 31, 2012 190 348 217 754

(a) Employee litigation
The Group is subject to legal proceedings arising in the ordinary course of business. Management does

not expect that the ultimate costs necessary to resolve these matters will have a material adverse effect
ontheGrop6 s consolidated financi al position, resul
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(b) Customer claims

Customer claims relate to matters which may result in credit notes being issued, or deductibles being
paid to insurers in the event of litigations covered byriaisce policies.

(c) Other provisions

The Group records research tax credit in the income statement when all conditions described in note
2.17 are respected. In certain cases, all the necessary documentation may not be available. In this case,
the correponding research tax credit is recorded as an asset but the receivable is provided for.

25. Deferred income

Deferred income breaks down as follows:

(in thousand dollars) 2011 2012
Maintenance - 1,122
Licenses 2,372 4,240
Non refundable advance on order backlog - 6,460
As at December 31, 2,372 11,822

Deferred income for maintenance mainly relates to contracts acquired from ESS (see Note 5)

Deferred imome for licenses mainly relates to the prepayments received from Intel Corporation (see
Note 7).

The Company entered into an agreement with a customer during the second half of 2012. At the
maturity of this contract, the Company received a non repagabkmnce related to order backlog to be
delivered before June 30, 2013 at the latest. This amount will be recognized in revenue when the
products are delivered which will be by June 30, 2013 at the latest.

26. Research and development expenses

Research andevelopment expenses break down as follows:

(in thousand dollars) 2011 2012
Research and development expense 41,833 43,81C
Share base payment 328 369
Research tax credit (7,054) (7,863)
Grants (571) (946)
Total 34,536 35,370

The amount of the research tax credit varies according to the corresponding research effort, which can
fluctuate significantly by period according to the nature and progress of ongoing projects and the
grans received.
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27.  Other (losses)gains, net

Other (losses)/gains, net break down as follows:

(in thousand dollars) 2011 2012
Transaction costs related to acquisition of ESS - (554)
Restructuring program linked to acquisition of SMS (514) (232)
Impairment of assets acquired as part of acquisition of the SMS business  (1,713) -
Reversal of intangible liabilities non recurrent 829 -
Foreign exchange gains/ (losses) on operating activities - (2,025)
Total (1,398) (2,811)

Operating exchange gains and losses relate to exchange differences affecting revenue and operating
expanses concluded during the yeas well as the impact dheir revaluation at closing rates of
operating assets and liabilities denominated in currencies other than the functional currency of the
consolidated companieS.he classification of operating exchange gains and losses within other
operating losses anaigs, net which is the preferred method under IFRS was applied for the first time

in 2012.

28.  Expenses by nature

Expenses by nature break down as follows:

(in thousand dollars) 2011 2012
Purchase of wafers including inventory variation 71,116 60,020
Semi finished goods and consumables used 21,649 15,896
Depreciation, amortization, impairment charges and write offs 4,468 4972
Employees and compensation benefits 45,461 47,432
Subcontracting and temporary work force 10,318 7,982
BExternal services 7,030 11,900
Travel expenses and entertainment 4,103 3,768
Buildings and office leases 2,950 2,921
Advertising, promotion and trade shows 1,112 1,158
Fees, commissions and royalties 5,349 5,305
Grants and research tax credit (7,625) (8,570)
External transaction costs related to acquisition 436 533
Amortization and depreciation of acquired assets 6,273 4517
Others 3,292 1,491
Total 175,930 159,325
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29. Employee benefit expense

Employee benefit expense breaks down as follows:

(in thousand dollars) 2011 2012
Wages and salaries including termination benefits 30,207 33,715
Social security costs 11,063 11,697
Share options granted to management and employees 2,000 1,880
Pension costs - defined benefit plan 190 141
Total 43,461 47,432

30. Finance incomand expense

Finance income and expense breaks down as follows:

(in thousand dollars) 2011 2012
Foreign exchange loss (4,628) (1,394)
Interest expense (876) (854)
Finance costs (5,504) (2,248)
Foreign exchange gain 6,936 1,118
Interest income 71 872
Finance income 7,007 1,990
Finance income / (loss), net 1,503 (258)

Foreign exchange gains and losses relating to financial transactions settled during dseweaas
the impact of the revaluation at closing rates of cash denominated in Euros imwild&, are
recognized in financial result.
31. Income tax expense

The income tax expense breaks down as follows:

(in thousand dollars) 2011 2012

Taxcalculated at domestic taxrates applicable to profits in the respective countries

- United Kingdom - 156
- USA (69) (90)
- Singapore - 0)
- Poland (5) (8)
- Netherland - (8)
- Finland - -

(74) 51
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The effective income tax charge differs from the theoretical amount that would arise from applying the
income tax rate calculated baswdrates applicable in France as a result of the following elements:

2011 2012
Loss before income tax (22,959) (37,380)
Theoretical income tax (tax rate of 34.43%) 7,905 12,870
Effect of different taxrates in foreign taxjusridictions (44) (30)
Tax effect of
Unrecognized taxlosses during the period (9,606) (14,784)
Research tax credit not liable to income tax 2,519 2,644
Share based payment (688) (687)
Other permanent differences (159) 37
Effective income tax (74) 51

The unrecognized deferred tax assets as at December 31, 2012 amount&ISthousand (US$
40,851 as at December 31, 2011) mainly corresponding to the tax effect on the ath@pesses
carried forward in the French companies which can be used against future taxable profits for an
unlimited number of years.

32.  Earnings per share

(a) Basic

Basic earnings per share are calculated by dividing the profit attributable to egjgigyshof the
Company by the weighted average number of ordinary shares in issue during:the year

2011 2012
Loss attributable to equity holders of the Company (in thousand dollars) (23,033) (37,485)
Weighted average number of ordinary shares in issue 21,703,410 31,586,90¢
Basic loss per share ($ per share) (1.06) (1.19)

The variation in earnings per share mainly results from the share capital increases realized over the
year which have an impact on the weighted averag@auof shares.

(b) Diluted
Diluted earnings per share are calculated by adjusting the weighted average number of ordinary shares
outstanding with the shares which would be issued as a consequence of the exercising of dilutive

financial instruments.

The Group has three categories of dilutive potential financial instruments: free shares, warrants, and
stock options
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The number of shares calculated as above is compared with the number of shares that would have been
issued assuming the exercising of tilattve instruments:

2011 2012
Weighted average number of ordinary shares in issue 21,703,410  31,586,90¢
Adjustments for:
- Free shares - 509,87C
- Warrants 34,132 -
- Stock options 187,620 -
Adjustments for treasury method (157,506) -

Weighted average number of ordinary shares for diluted earnings per share 21,767,656  32,096,77¢

Diluted loss per share ($ per share) (1.06) 1.17)

The final vesting of certain free shares, warrants and stock options plans was conditional on the
occurrence of an initial public offering or a change in control. As the IPO was realized on February 17,
2012, the free shares, wanta and options relating to the plans concerned have been included in the
calculation of the diluted earnings per share.

Warrants and stock options related tegming plans have an exercise prioeeedinghe share price

as atDecember 312012 and havéherefore not been taken into account for the calculation of the
diluted earnings per share.

For the purposesf the table above, warrants and stock options are included in the diluted earnings per
share calculation through the treasury stock method. tidasury stock method assumes that the
proceeds from the exercise of warrants and stock options are used to repurchase common stock.

For accounting purposes, when dilutive instruments have the result that the dilutive loss per share is
less than the basloss per share, the impact of dilutive instruments is not taken into account.

33. Commitments
(a) Capital commitments
Capital expenditure contracted for at the balance sheet date but not yet incurred is as follows:

(in thousand dollars) 2011 2012

Equipment - 288
Intangible assets - Licenses - -

Total - 288
(a) Operating lease commitments

The Goup leases offices under noancellable operating lease agreements. The majority of lease
agreements are renewable at the endefahse period at market rates.

The Group also leases certain equipment under cancellable operating leasgeags.
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Thefuture aggregate minimum lease payments undeicaanellable operating leases are as follows:

(in thousand dollars) 2011 2012

Gross finance lease liabilities - minimum lease payment

No later than 1 year 1,356 738
Later than 1 year and no later than 5 years 1,932 199
Later than 5 years - -

Total 3,288 937

In December 2012, the Company entered into a leasing agreement foipgangsfoperty which will

be the new base for its registered office. The initiahtlon of the lease is six years. As part of this
contract, signed in August 2012, the Company has committed to renting approximately 5500 square
meters of office space from the availability date of the building, envisaged to be in July 2013. The
future ren payments over six years amount to approximately US$ 6,016 thousand and are not included
in the table presented above.

(c) Other commitments

(in thousand dollars) 2011 2012
Raw material purchasing 48,690 27,061
Committed finance lease - Material not yet received - -

Security bonds 390 390
Total 49,080 27,451

A Wafer purchase agreement between Atmel Corp. and the Company was signed as part of the
acquisition of the BIS division of Atmel on September 30, 2010, whereby the Company committed to
partially take on the obligation previously held by Atmel to purchase a minimum number of wafers
from the company LFoundry on an annual basis for 48 months beginning on thetiacqdéte and

on a declining basis, at prices predetermined in the contract.

34. Related party transactions
(a) Transactions with related companies

Three of the members of the Companyédés Supervi s
Mobiwire (formerly Sagm Wireless, now in liquidation) in 2011. The Group conducted transactions

with Mobiwire in the first quarter of 2011. Each transaction was for asigmificant amount and was
negotiated without the personal involvement of the Supervisory Board memitkeidaaagement
believes that they were made on an armbés | ength

The Group purchases audit and consulting services from the company Leyton & Associés who share a
common shareholder with the Group in the stugent firm GIMV. These services were negotiated
under normal market conditions, without the involvement of the common shareholder, and amounted
to US$ XXX thousand and US$ 227 thousand for 2012 and 2011 respectively.
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(b) Key management compensation

Key maragement is composed of Management Board members. The compensation paid or payable to
key management for employee services is as follows:

In thousand dollars 2011 2012
Salary 1451 1519
Share based compensation expenses 1184 920
Total 2635 2439

35. Events after the reporting period

On March 5, 2013, the Company announced a project to adapt its strategy ltHaetavito a
reorganization of its business on a global basis. The reorganization plan will be further detailed during
the course of 2013. The impact of this plan on the consolidated financial statements will be accounted
for once sufficient details andligble estimates are known and constitute a constructive obligation for
the Company.

There are no other significant events occurring since December 31, 2012 to report.

36. Consolidated entities

The consolidated financial statements as at December 31,i0d@e the accounts of the Company
and the following entities:

Country Entity Percentage of ownership
2011 2012
United States Inside Secure Corporation 100% 100%
Singapore Inside Secure (Asia) Pte Ltd 100% 100%
Poland Inside Secure Sp.z.o.0. 100% 100%
France Vault-IC France SAS 100% 100%
United Kingdom Vault-IC UK Ltd 100% 100%
Netherlands InsideSecure B.V - 100%
Netherlands Inside Secure Amsterdam B.V - 100%
Finland InsideSecure Oy - 100%

As disclosed above, the Group acquired Embddsecurity Solutions on December 1, 2012. As part

of the transaction which was a combination of an asset and a share deal, the Group acquired 100% of
the shares of Inside Secure B.V (formerly AuthenTec B.V), which holds 100% of the shares of Inside
SecureAmsterdam B.V (formerly AuthenTec Amsterdam B.V) and 100% of the shares of Inside
Secure Oy (formerly AuthenTec Oy), companies dedicated to R&D and product engineering.
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PricewaterhouseCoopers Audit Antoine OLANDA
63 rue de Villiers 38 parc du Golf
92200Neuilly-sur-Seine 13856 AixenProvence

STATUTORY AUDI TORSO REPORT ON THE CONSOLI DATED F
STATEMENTS

For the year ended December 31, 2012

Thisisa free translation into English of the statu
statements issued in French and is provided solely for the convenience of English speaking users. The
statutory auditorsd r ep dyrraquiredrbyg Franahdas inisutH reportmat i on
whether modified or not. This information presented below is the audit opinion on the consolidated
financi al statements and includes an explanator
certain signifcant accounting and auditing matters. These assessments were considered for the
purpose of issuing an audit opinion on the consolidated financial statements taken as a whole and not

to provide separate assurance on individual account balances, transastidisclosures.

This report should be read in conjunction with, and construed in accordance with, French law and
professional auditing standards applicable in France.

To the Shareholders,

In compliance with the assignment entrusted to us by the Shatelkor s 6 Gener al Meet in
report to you, for the year ended December 31, 2012, on:

1 the audit of the accompanying consolidated financial statements of Inside Secure;
1 the justification of our assessmenend
1 the specific verification required bgw.

The consolidated financial statements have been approved by the Management Board. Our role is to
express an opinion on these financial statements based on our audit.

I. Opinion on the consolidated financial statements

We conducted our audit in aagdance with professional standards applicable in France; those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
consolidated financial statements are free of material misstatement. An audit invohersiperf
procedures, using sampling technigues or other methods of selection, to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements. An audit also includes evaluating
the appropriateness of accounting policiesduand the reasonableness of accounting estimates made,

as well as the overall presentation of the financial statements. We believe that the audit evidence we
have obtained is sufficient and appropriate to provide a basis for our audit opinion.

In our opnion, the consolidated financial statements give a true and fair view of the assets and
liabilities and of the financial position of the Group as at December 31, 2012 and of the results of its
operations for the year then ended, in accordance with IntamabEinancial Reporting Standards as
adopted by the European Union.
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Il. Justification of our assessments

The accounting estimates used in the preparation of the financial statements as at December 31, 2012
take into account the specific nature of thehnology industry in which the Company operates. It is in

this context that in accordance with the requirements of article 198#3the French Commercial
Code(code de commerceglating to the justification of our assessments, we bring to your iatient

the following matters:

As stated in note 4 tothe can§ i dat ed f i n a @ritidalaaccanting adtimates ard s , f
j ud g mehe tCempany is required to make certain estimates and assumptions, specifically with
regards to revenue recognitionetimpairment of no#inancial assets, particularly of goodwill and of

other intangible assets and liabilities, sHaased payments, the fair value of derivatives and other
financial instruments and accounting for income taxes.

The policies adopted in thirespect are disclosed in note 2 to the consolidated financial statements,
6Summary of significant accounting policiesbo. F
documentation, assessed the reasonableness of the assessments made by Managesniéied that

the relevant notes included appropriate disclosures of the assumptions used.

These assessments were made as part of our audit of the consolidated financial statements taken as a
whole, and therefore contributed to the opinion we formbith is expressed in the first part of this

report.

Ill. Specific verifications

As required by law, we have also verifigd accordance with professional standards applicable in
Francee he i nf or mati on presented in the Groupds mana

We have no matters to report as to its fair presentation and consistency with the consolidated financial
statements.

Neuilly-surSeine and AibenProvence, March 5, 2013

The statutory auditors

PricewaterhouseCoopers Audit Antoine Olanda

Philippe Willemin
Partner
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[TEXT INTENTIONALLY OMITTED.]
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Société anonyme a directoire et directoire de surveillance au capltab8& 424,80euros
Siege social : 41, palub du Golf, 13856 AixenProvence cedex 3
399275395 RCS AixenProvence

CHAIRMAN 6 REPORT ON CORPORATE GOVERNANCE,
INTERNAL CONTROL AND RISK MANAGEMENT

Dear Shareholders,

In accordance with the provisions of Article L. 288 of the French Commerti@ode, as Chairman

of the Supervisory Board | have the honor of presenting this report to you, in which you will find
information on the composition of the Supervisory Board and the application of the principle of equal
male and female representation be Board, the conditions under which the work of this Board was
prepared and organized over the course of the 2012 financial year, as well as the internal control and
risk management procedures put in place by the Company.

This report, which was prepad by the corporate secretary and the finance departments of the
Company, was submitted to the Audit Committee before being approved by the Supervisory Board at
its meeting dated April 24, 2013.

1. Corporate governance and representation of women and meon the Supervisory Board

| NSI| DE Secure (or t h esocigt€ anonpyragontosiock cosmparsy) withr & n c h
Management Board and a Supervisory Boklndas established on November 30, 1994.

At its meeting held on March 31, 2011, the Supervigdyar d (or t he fABoardo) aj
charter, which was amended on November 21, 20h% charter details, in particular, the rules
applicable to the operation of the Board, the rules of conduct, and the obligations of the members of

the Supervisry Board of the Company, and the terms and conditions of operation of the Board and the
committeesThe main provisions of the Boardds internal

At its meeting held on March 31, 2011, the Supervisory Board decided tasuse reference the

corporate governance code of publitigded companies published by the AFEP and MEDEF in
December 2008, reviewed in April 2010 and approved byAhwrité des Marchés Financiers
(French financi al ma r k ede ef referergeaifor @drporate gowwmande AMF 0 )
AAFBMEDEF Cdhisecode is available on the MEDEF websiteviv.medef.cor, among

other places.

The goal of the Company is to comply with all of the recommendationtined in the AFEP
MEDEF Code.
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In particular, the Company intends to comply with the following recommendations:

- ensuring that the Supervisory Board is composed of and maintains a presence of at least 20%
women within a time frame of 3 years andabfleast 40% women within a time frame of 6
years as from the date on which the securities of the Company were admitted to trading on the
NYSE Euronext regulated stock exchange in Paris, France,

- ensuring that, by the expiration of the aforementiongga period, whenever the Board is
composed of 9 members the difference between the number of members of each gender is not
higher than 2.

To this end, the Gener al Sharehol dersdé Meeting
member of the Supesory Board.

Lastly, in July 2012, the nhumber of members on the Audit Committee was extended to three, two of
which are independentherefore, the Audit Committee complies with the recommendations of the
AFEP-MEDEF Code according to which an audit comneitimust be composed of at least 2/3
independent members.

1.1. Composition of the Supervisory Board

Pursuant to applicable legal and statutory provisions, the Supervisory Board is composed of at least
three members and at most nine, appointed by shareboldart t he Gener al Shar ehol
term of three yearsThey are eligible for reelection at expiration of their term of offlnethe event

that a seat becomes vacant, the members of the Supervisory Board may coopt other members under the
condiions set by law and applicable regulations.

In accordance with the terms of its internal charter, the Supervisory Board undertakes to make all
efforts to ensure that it is composed of at least a majority of independent members in the meaning of
the AFERMEDEF CodeThose members of the Board who do not entertain any relationship with the
Company, its Group, or its management that could potentially compromise their freedom of judgment
are considered independent.

As of December 31, 2012, the Supervisory lovas composed of 8 membefithe Supervisory

Board considers that six of its eight members are independent. Patrick Jones, Glenn Collinson, Ronald
Black, Jean Schmitt, Joélle ToledanoandRhen ds st r at ®g i (Strategid bvestimerts t i s s ¢
Fund) effectively meet the criteria defined in thmrporate governance code of publitigded

companies published by the AFBFEDEF, as revised in April 2010, insofar as they:

- are not currently or were not over the course of the past five years, eitheyeasplor
corporate officers of the Company, and either employees or corporate officers of one of its
subsidiaries;

- are not corporate officers of a company in which the Company exercises, either directly or
indirectly, a role as director or in which a Coamy employee appointed as such or a corporate
officer of the Company (either currently in office or having been in office during the past five
years at least) exercises a role as director,

- are not clients, suppliers, investment bankers, finance bafik#rat are key for the Company
or the Group, or (ii) for which the Company or its Group represent a significant portion of
their business,

- do not have any close familial ties with a corporate officer,
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- have not acted as auditors of the Company theecourse of the past five years, and

- have not been members of the Board of the Company for more than twelve years.

The members of the Supervisory Board who represent significant shareholders of the Company can be
considered independent provided tlugynot participate in the control of the CompaBgyond a 10%

share capital and voting rights threshold, the Board must, based on the report delivered by the
compensation and appointment committee, systematically review the status of independence of its
members while taking into account the distribution of the share capital of the Company and the existence of
potential conflicts of interest.

With respect to the above, the Supervisory Board determined that althoudforitie stratégique
d 6i nv e shddsspprexmeataly 7.1% of the share capital, it could still be qualified as an independent
member.

In addition, at least one of the independent members must have specific skills in finance or accounting in
order to be appointed to the Audit Committee,olhis the case for Patrick Jones (please refer to the
summary of his professional experience included below).

The following table details the composition of the Supervisory Board as of December 31A2012.
that date, the Supervisory Board of the Conypaad eight members.

Name of individual or Company Initial date and expiration date of the term of office

Alex Brabers (Chairman of the Board) Term of office beginning on May 11, 2011 and expiring at the
of the General Sh ar ethapprayecthies
financial statements for the financial year ended on Decembe
2013

Jean Schmitt (Vic&€€hairman of the Board] Term of office beginning on June 30, 2010 and expiring at the
of the General Sharehol der s
financial statements for the financial year ended on Decembe
2012

Patrick Schwager Jones Term of office beginning on June 29, 2012 and expiring at the
of the General Sharehol der s
financial statements for the fineial year ended on December 3
2014

Ronald Black (1) Term of office beginning on June 29, 2012 and expiring at the
of the General Sharehol der s
financial statements for the financial year ended on Decembe
2014

Glenn Collinson Term of office beginning on May 11, 2011 and expiring at the
of the General Sharehol der s
financial statements for the financial year ended on Decembe
2013

Fonds strat®gique Term of office beginning on June 30, 2010 and expiring at the
represeted by Thierry Sommelet of the General Sharehol der s
financial statements for the financial year ended on Decembe
2012

136



Chairmard geport on corporate governant

Appendixl internal control and risk management

Name of individual or Company Initial date and expiration date of the term of office

Sofinnova Partners, representgdQiivier | Term of office beginning on January ZQ)12and expiring at the

Sichel end of the General Sharehol ¢
financial statements for the financial year ended on Decembe
2014

Joélle Toledano Term of office begining on June 22012and expiring at the en
of the General Sharehol der s
financial statements for the financial year ended on Decembe
2014

(1) To complete this information, please note that on February 28, 2013 RoaaldrBsigned from his duties
as member of the Supervisory Board.

The management report provides the list of functions and terms of office held in other companies as
well as the main function exercised by each member of the Board.

Alex Brabers - Chairmanof the Supervisory Board, member of the Audit Committee and of the
Compensation and Appointment Committee

Al ex Brabers is GIMVdés Executive Vice President
investments in the fields of IT and communioas. With more than twenty years of experience in the
venture capital industry, Alex brings invaluable knowledge of growth capital financing to INSIDE. He

has been involved in the sales or initial public offerings of numerous companies. Alex is a director
Telenet (Euronext Brussels symbol: TNET), Nomadesk, VirtenSys and OTN Systems. He also
previously sat on the board of Option International, Barconet, Telos, Emme and Mobistar. Prior to
signing on with GIMV in 1990, he worked in banking, initially asrader in international money

mar ket i nstrument s, then as a strategic planne
Louvain University.

Jean Schmitt i Vice Chairman of the Supervisory Board, Chairman of the Compensation and
Appointment Committee

Jean Schmitt is the managing director of JoltTech Capital, a private equity management company,
specialized in capital investment in European technological SMEapccompanies. Before founding
JoltTech Capital, Jean Schmitt spent 10 years as a part@afiahova Partners, where he led the
investment team in the technology and information sector. Jean Schmitt is the founder of SLP
InfoWare, one of the worldwide leaders in predictive CRM software for the telecommunications sector,
which he sold to Gemplus 2000. He then held the joint roles of CEO of SLP InfoWare and Vice
President for Telecoms Solutions & Applications at Gemplus. Jean Schmitt founded and sold three
other companies before founding SLP InfoWare. Jean Schmitt is currently a member oarthefbo
directors of Celsius (France) and Heptagon (Singapore), and Chairman of Groupe Hattemer SAS
(France).Jean Schmitt is a graduate of tReole Nationale Supérieure des Télécommunications
(ENST) in Paris and holds a postgraduate degree in artifitigligence. Jean has been lecturing at
the ATel ecom Pariso engineering school since 200

Patrick Jonesi Supervisory Board Member, Chairman of the Audit Committee and member of the
Compensation and Appointment Committee

Patrick Jones is currently Chadan of the board of directors for Lattice Semiconductor (Nasdaq
symbol: LSCC), afablesssemiconductor company, Epocrates Inc. (Nasdaq symbol: EPOC), a
provider of mobile solutions and services to healthcare professionals, and Diaologic Inc. (Nasdaq
symbol DLGC). He also sits on the board of directord=tdidigm (Nasdaq symbol: FLDM), a creator

and manufacturer of integrated fluidic systems for biology, and of Vesta Inc., a designer of electronic
payment solutions for the telecommunications industraddition, he previously sat on the board of
many hightech firms financed by venture capital investors. From 1998 to 2001, Patrickemas

Vice Presidenand CFO of Gemplus SA (currently integrated into Gemalto), the smart card market
leader, for which & successfully oversaw the initial public offering on the New York and Paris stock
exchanges. He had previously served/e® President for Finance and Corporate Contralteintel

and CFO at LSI Logic, a manufacturer of specialized semicondué¢ierdean his career as an
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engineer at IBM, before working for Singer Company in Thailand, France and Singapore. He has an
MBA in finance from Saint Louis University (United States) and is a graduate of the University of
lllinois-UrbanaChampaign (United States)

Ronald Black i Supervisory Board Member and member of the Compensation and Appointment
Committee

Ronald Black is the CEO of Rambus (Nasdaq symbol: RMBS) and a director for EnPamaously,

he was the CEO of MobiWire (formerly Sagem Wireless FranChgirman and CEO of UPEK

(which merged with AuthenTec and was later sold to Apple in 2012) and before that Chairman and
CEO of Wavecom, a French wireless solutions provider listed on the Euronext Paris securities market.
Ronald has held several senior &xtéve roles within other companies as well. Specifically, he was
Executive Vice President of the client systems group at Agere Systems, Vice President and General
Manager of nexgeneration networks at Gemplus (now Gemalto) and General Manager of
communiations systems for the semiconductor product sector at Motorola (now Freescale). He also
occupied a number of senior managemen-processost s i n
group, as well as in its Development and Electronic Packaging Applinai gr oup s . He has
degree in science and a PhD in engineering and materials science from Cornell University in New
York.

Glenn Collinsoni Supervisory Board Member

The coefounder of Cambridge Silicon Radio Plc. (LSE symbol: CSR), Glenn Catliosersaw the
development of CSR from its formation in 1998 to its listing as a public company in 2004, first as
Marketing Director and then as Sales Director. Since stepping down from the CSR board in 2007, his
time has been taken up with directorshipdNatul Ltd., a mobile wireless data services provider, at
Solar Press Ltd, a company focused on the development of organic photovoltaic modules, and at
Wolfson Microelectronics plc. (LSE symbol: WLF), a London Stock Exchdistgd supplier of
analog and nmxied-signal chips for general consumer and professional applications. Other posts Glenn
has held include director of Sonaptic Ltd, from April 2005 to July 2007, when it was sold to Wolfson,
director of DiBcom SA, a fabless company specialized in the desighips for mobile devices and
portable televisions until July 2012, and director of Microemissive Displays group plc., from April to
November of 2008. Prior to dounding CSR, he was Senior Engineer and Marketing Manager at
Cambridge Consultants Ltd (@61998) and Design Engineer and Marketing Manager at Texas
Instruments (1989996). He is a member of the Institution of Engineering and Technology and holds
a Bachelor of Science in physics and a Master of Science in electronics from Durham Univ&rsity, a
well as an MBA from Cranfield University.

Thierry _Sommelet i Permanent representative of FSFF ¢ n d s strat ®gi que doéi
Supervisory Board Member

Before joining FSI in 2009 as an Investment Director, Thierry Sommelet was Head of Investments in
thedéveloppement numérique des territoif@egional Digital Development) service of tBaisse des

Dép6ts where he was responsible for investments i
financial markets with Crédit Commercial de Franecew HSBC), in Paris and New York, where he

was in charge of risk management. In 1996, he joined Renaissance Software (now Infinity), a supplier

of software to financial institutions, managing its Londi@sed European financial engineering team.

From 2000to 2001, he took charge of development and Internet strategy at media company InfosCE.

He then moved t&€aisse des dépdis 2002. Thierry Sommelet sits on the board of directors of the
following companies: TDF, 3S Photonics, Mader and Sipartech. Heradaaje of the ENPC civil
engineering school in Paris and earned an MBA from Insead, the international business school.

Olivier Sichel T Permanent Representative of Sofinnova Partners, Supervisory Board Member
Since July 2012, Olivier Sichel is the Chasmmand Chief Executive Officer of LeGuide.com, the
European leader in online shopping guiddaving joined Sofinnova Partners as a Partner in 2006, he
became a venture partner in 20H2 held various operational posts at France Telecom from 1998 to
2000, before being appointed Chief Executive Officer of Alapage.com in 2000, ehassul retail
company acquired by Wanadoo, and Chief Executive Officer of Wanadoo in 120P204, Olivier
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Sichel managed the reintegration of Wanadoo into the France Telecom gtile taking on the
management -loifne tasn di fli nxtéedhen eatriéd oat the mesger @frthe fixe
telephone teams with Wanadoo in all of Europe and was, in particular, one of the early contributors to
the launch of the Liveboxna of VolP.While at Sofinnova Partners, Olivier invested in OpenERP,
Solutions30, Taptu, and Twendde has served as a director for Streamezzo (sold to Amdocs), Sprice
(sold to TravelPort), and blueKiwi (sold to Atos). He currently serves as direct8ofotions30 and
Sofipost, and as a nerting member of the board of directors of Volubill. Olivier graduated from

ESSEC Business School (France) and from EEA (0l e Nat i onal)dFradcg@)faddnsi ni st r

an Inspector of Financengpecteur des finaeg in France.

Joélle Toledanai Supervisory Board Member

With a PhD in both mathematics and economics, Joélle Toledano has pursued a career in higher
education along with a career in busineSke started out as a research associate witlCémére

National de la Recherche Scientifigerench National Center for Scientific Research) before
becoming a lecturengaitre de conférences Economics at the University of Rouen (Franég)the

same time, she held various management posts in IT and telecaratimns companie®\s such, she
became VicePresident of Alcatel TITN and of Alcatéinsware from 1987 to 1989, followed by CEO

of CCMC Ressources Humaines. She then joined the La Poste group as Head of Strategy in 1993,
before becoming its Head of Eur@peand National Regulation in 2004 professor at th&niversités

a SUPELEC(Paris) since 2005, Joélle Toledano was a member of the college altbeté de
régulation des communications électroniques et des p@SRSEP) from 2005 to late 2011.

1.2.  Duties of the Supervisory Board

The Supervisory Board is subject to the provisions of the French Commercial Code, to articles 15 to 17 of
the ByLaws of the Company, and to the internal charter it adopted.

In particular, the Supervisory Board is respaesior:

- exercising permanent oversight of the management of the Company by the Management Board,

- appointing those members of the Management Board responsible for defining the strategy of the
Group and for managing it,

- setting the compensation oktmembers of the Management Board,

- authorizing the agreements and commitments discussed in articles-86 2286l L. 2280-1 of
the French Commercial Code,

- suggesting statutory auditors for appointment

- approvig t he Chairman of the Boardbs report on
It checks the quality of information disclosed to shareholders and to the markets.

There are no statutory limitations to the powers of the Management Board.

1.3.  Conditions under which the work of the Supervisory Board was prepared and organized

In order to efficiently participate in the work and deliberations of the Board, each member of the Board

requests the documents he or she deem useful. Such requests mustobisdvitnagement Board or,
as the case mdye, any other senior executive.
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Each member of the Board is allowed to meet with the main executives of the company, provided prior
notification is sent the Management Boafthe members of the Management Boassh attend these
meetings unless the Board member in question reflisesnembers of the Management Board can speak

at any Board meeting.

The Management Board informs the Board on a regular basis regarding the financial position, cash
position, financialcommitments of the Company and the Group, as well as regarding any significant
events that may have occurred.

Lastly, any new member of the Board can request to receive training on the specificities of the
Company and its Group, their business activiied their business sectors.

The Board meets as often as necessary in the corporate interest of the Company and at least once per
quarter. No later than on the last meeting of the financial year, the Board sets the dates of its quarterly
meetings to be helin the following financial year. The members of the Board are notified by letter,
facsimile, or email at least eight (8) days prior to each meéthgyBoard can also be convened by any
means available, even verbally, if all the active members of taedBwe present or represented at the
meeting.

All documents, in final or draft form, are sent, handed, or made available to the members of the Board
within a reasonable time frame prior to the meeting, in order to inform them regarding the agenda of the
meeting and any gquestions subject to the Boar dods

In addition, at each meeting the Board is updated regarding the financial position, the cash position, and the
commitments of the Company.

The members of the Board can attend Board meetings via-g@#erencing or any other means of
telecommunicationThis attendance method is not valid for deciding on the following matters: (i)
appointing, terminating, or setting the compensation of members of the Management Board, and (ii)
reviewing and auditinghe annual financial statements, including the consolidated financial statements,
and reviewing the management report including the management report of the Group.

The means put in place must enable the identification of those in attendance and guleantee
effective participation.

The minutes of the meeting lists those members using “dodef@rencing or any other means of
telecommunication to attend the meeting.

Annually, the Board reviews its terms and conditions of operation and, at least ongahzee

years, complete a formal evaluation with the assistance of an external consultant, as the case may
be. The purpose of this evaluation is also to ensure that important questions are adequately
prepared and debated, and to assess the contributeacbfmember to the work completed by the
Board based on his or her abilities and implication, in particular.

1.4. Report on the activity of the Board over the course of the 2012 financial year
Over the course of the past financial year, the SupervBoayd of the Company met 14 tim&he

Chairman of the Board chaired these meetings, it being specified that the average attendance rate of all
members of the Board for the financial year was equal to 82%.
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1.5. Audit Committee

The audit committee (th@ Audi t Commi tt eeo0) ltswersbers adepted & dew i n
internal charter on March 31, 2011, which was approved by the Supervisory Board that same day.

The goal of the Audit Committee, acting under the exclusive and collective authority of niteerae

of the Supervisory Board of the Company and in order to ensure the quality of internal control
procedures and of the reliability of the information provided to shareholders and to the financial
markets, is to monitor all issues associated with thabkshment and auditing of accounting and
financial information and, to this end, in particular:

- to monitor the process under which financial information is prepared,

- to monitor the effectiveness of internal control and risk management systemsnand,
particular:

- to evaluate the internal control processes as well as any measures adopted for the
purpose of solving any significant potential internal control dysfunctions,

- to review the annual work plan of the auditors,
- to assess the relevancetioé risk monitoring procedure,

- to monitor the legal auditing of the annual financial statements and consolidated financial
statements by the Statutory Auditors and, in particular:

- to review the assumptions retained in the financial statements,dip tbiel corporate
financial statements of the Company and the annuatybalfand, as the case may be,
guarterly consolidated financial statements before they are reviewed by the
Supervisory Board, while having regularly kept abreast of the financidgiggstash
position, and commitments of the Company, in particulabafance sheet data,

- to assess the merits of the choice in accounting principles and methods, in consultation
with the Statutory Auditors,

- to discuss the merits of the accountipginciples and methods retained, the
effectiveness of accounting auditing procedures, and all other relevant matters with
the members of the Management Board in charge of financial concerns as well as with
the Chief Financial Officer, from the end of agiven financial year to the date on
which the Audit Committee will seek to approve the draft version of the annual
financial statements,

- to review the significant transactions for which a conflict of interests may have occurred,

- to issue a recommendaiti on the Statutory Auditors suggested for appointment at the General

2 (

Sharehol dersd meeting and to review the condi

- to monitor the status of independence of the Statutory Auditors and, in particular:

- to suggesthte setting of rules that the Statutory Auditors can resort to with respect to
duties other than the auditing the financial statements in order to guarantee the
independence of the auditing services of the financial statements provided by such
Statutory Audtors in compliance with the law, regulations, and recommendations
applicable to the Company, and to ensure that such rules are well applied,

- to authorize any decision to resort to the Statutory Auditors for work other than the
auditing of the financiagtatements,
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- to review the conditions governing the use of financial derivatives,
- to monitor the status of significant disputes on a regular basis,

- to review the procedures implemented by the Company with respect to the receipt, filing, and
processlg of claims pertaining to accounting matters and accounting audits carried out
internally, to issues surrounding the auditing of the financial statements, as well as to
documents sent anonymously and confidentially by employees and that may call gitonque
any practices used in accounting or in the auditing of the financial statements, and

- generally, to provide any advice and to formulate any appropriate recommendations regarding
the matters set forth above.

If possible, the Audit Committee is cooged of at least three members of the Supervisory Board appointed
by the Supervisory Board, it being specified that at least two thirds of the members of the Audit Committee
must be, insofar as possible, independent members in accordance with thelefiteritin the corporate
governance code of publictyaded companies published by the AHBAEDEF in December 2008

and revised in April 2010, whiclné Company uses as a reference.

In selecting the members of the Audit Committee, the Supervisory Boamgettzat they are independent,
that at least one independent member of the Audit Committee has specific skills in finance or accounting,
and that all the members have basic skills in finance and accounting.

The members of the Audit Committee are:

- Patick Jones (Chairman, financial expert, and independent member),

- Alex Brabers (Chairman of the Supervisory Board), and
- Thierry Sommelefpermanent representative of R nds st r at ®gi gue dodi nvest

These three individuals were selected based andbeounting and financial skills, it being specified
that Patrick Jones and Thierry Sommelet also meet the independence criteria retained by the Company
and reiterated in the internal charter of the Board.

The Audit Committee can speak with any memiiéh@ Management Board of the Company and visit with

or interview the heads of operating or functional entities that may be of assistance to the Audit Committee in
completing its assignmenghould the Audit Committee choose to do so, it gives prior nticie
Chairman of the Supervisory Board and the Chairman of the Management Board of the Company. In
particular, the Audit Committee has the authority to interview persons who participate in the preparation of
the financial statements or their auditinghi@ Financial Officer and senior executives in financial
management).

The Audit Committee interviews the Statutory Auditors.

The Audit Committee met 6 times over the course of the 2012 financial year with an attendance rate of
100%.

1.6. Compensationand Appointment Committee
At its meeting dated March 31, 2011, the Supervisory Board of the Company decided to merge two

pre-existing committees (the governance committee and the compensation committee) into a single
compensation and appointment commiftee he A Compensati on and Appointr
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The main objectives of the Compensation and Appointment Committee are:

- to make recommendations to the Supervisory Board regarding the persons or entities that
should be appointed as members of the Manmsnt Board or the Supervisory Board, as the
case may be,

- to review the compensation policies implemented by the Group and applicable to senior
executives, to make proposals regarding the compensation of members of the Management
Board and, as the caseay be, of members of the Supervisory Board, and to prepare all
reports that the Company must disclose on these matters.

The Compensation and Appointment Committee is, in particular, responsible for the following:
- in regards to appointment matters:

- Make recommendations to the Supervisory Board on the composition of the
Management Board, the Supervisory Board and its committees;

- Propose annually to the Supervisory Board a list of members who may be qualified
as fiindependent me mdiandarslsd defiped rins themmpdrate t ot h
governance code of publicly traded companies published by the -MEEFEF in
December 2008 and revised in April 2010, which the Company uses as a reference,

- Establish a succession plan for the executive officers o€tmpany and assist the
Supervisory Board in the selection and evaluation of members of the Management
Board;

- Prepare a list of persons to recommend for appointment to the Management Board or
the Supervisory Board; and

- Prepare a list of members of tBapervisory Board to recommend for appointment to
one of the Supervisory Boardds committees

- in regards to compensation matters:

- Study the main objectives proposed by senior management regarding
compensation of executives who are not corporate officdrshe Company,
including free allocation of shares and stock options,

- Review the compensation of executives who are not corporate officers of the
Company, including free share plans and stock option plans, pension schemes,
welfare plans and benefits kind;

- Formulate recommendations and proposals to the Supervisory Board regarding:

- compensation, pension and welfare schemes, benefits in kind and other
pecuniary rights, including in the event that the terms of office of
Management Board members arerntinated. The Committee proposes
amounts and systems of compensation and, in particular, rules for calculation
of any variable compensation taking into account the strategy, objectives and
results of the Company and market standards;
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- free share plansstock option plans, and any similar profit sharing
mechanism and, in particular, the individual grants to the members of the
Management Board,

- Review the total amount of attendance fees and their distribution among the
Supervisory Board members, as iva$ the conditions of reimbursement of costs
that may have been incurred by the members of the Supervisory Board in
connection with their duties, if any;

- Prepare and present reports required under the terms of the internal charter of the
Supervisory Boal; and

- Prepare any other recommendation that could be requested by the Supervisory
Board or the Management Board regarding compensation.

Generally speaking, the Compensation and Appointment Comnuiteg@rovide any advice and
formulate any appropriatecommendations regarding the matters set forth above.

If possible, the Compensation and Appointment Committee is composed of at least three members of the
Supervisory Board appointed by the Supervisory Board, it being specified that no less thgarityeofna

the members of the Audit Committee must be, insofar as possible, independent members in accordance with
the criteria definedn the corporate governance code of publitigded companies published by the
AFEP-MEDEF in December 2008 and reviseddpril 2010, which the Company uses as a reference.

The members of the Compensation and Appointment Committee are:

- Jean Schmitt (Chairman),
- Ronald Black (independent member),
- Alex Brabers (Chairman of the Supervisory Board), and

- Patrick Jones (ingeendent member).

Within the context of its duties, the Compensation and Appointment Committee can submit a request
to the Chairman of the Management Board regarding the need for the assistance of any management
executive ¢adre dirigeant of the Company,the specific skills of which could facilitate the
completion of one of the tasks on the agenda.

The Compensation and Appointment Committee met 5 times over the course of the 2012 financial
year with an attendance rate of 95%.

1.7.  Principles and rules hat determine the compensation of corporate officersnfandataires
sociaux

The Company applies all of the recommendations contained in the-MBEE-EF Code relative to the
compensation of executive corporate officedfrigeants mandataires sociawand no-executive
corporate officersrmiandataires sociaux non dirigeahts

Detailed information on this compensation and their determination can be found in the Management
Report prepared by the Management Board for the financial year ended on December 31, 2012.

Over the course of the 2012 financial year, the variable items of compensation paid to Rémy de
Tonnac and Pascal Didier were determined by the Supervisory Board of the Company based on a
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proposal submitted by the Compensation and Appointment Committeacdordance with the
following criteria: (i) 60% based on meeting the financial objectives of the Group, and (ii) the
remaining 40% based on qualitative objectives (key actions for the Company such as launching new
products).

Over the course of the 201thdncial year, the variable items of compensation paid to the other
members of the Management Board under their respective employment contracts were set according to
the following criteria: (i) 80% based on individual qualitative objectives (key actions the
departments they are responsible for such as the certification of products), and (ii) the remaining 20%
based on meeting the financial objectives of the Group.

The total amount of attendance fees allocated to the members of the Supervisory Btie@0dr2
financial year was equal to EUR 100,000 (against EUR 48,000 for 2010 and none inT2@ylare
distributed as follows (in Euros):

Members of the Supervisory Board Gross amounts paid out
Ronald Black U
Alex Brabers a 20
Glenn Collinson a 11
Patrick Jones a 20
Jean Schmitt a 17
Joélle Toledano a 11
Fonds Strat®giqgue doél nv a 13
Sofinnova Partners a 6

Over the course of the 2012 financial year, certanpamate officers of the Company were granted
free shares, as detailed in the following table:

Duration Number of
First Date of Number of “ofthe shares that
and Last Office “Plan Shares Vesting Date Vestin must be
Name E— Granted mg held while
— in office
Rémy de | Chairman of | July 26, 10 400 July 26, 2014 2 years 10%
Tonnac the 2012
Management
Board
Pascal Chief July 26, 2 950 July 26, 2014 2 years 10%
Didier Executive 2012
Officer
Pierre Member of October 60 000 October 17, 2 years 10%
Garnier the 17, 2012 2014
Management 30 00 October 17, 2 years
Board 2015
30 000 October 17, | 5 years
2016

Within the context of a more general grant, the free shares granted to Rémy de Tonnac and Pascal
Didier correspond to the substitution of, respectively, 80,4@D1ah648 stocloptions that became
null and void at the time of the initial pliboffering in February 2012.

145



. Chairmard geport on corporate governant
Appendixl internal control and risk management

The free shares granted to Pierre Garnier had been granted before he was appointed to serve on the
Management Board of the Company.

1.8.  Other corporate governance considerations

The provisions relative to the participation of
Article 22 of the ByLaws available at the registered headquarters of the Comphayinformation

described in Artite L. 2251003 of the French Commercial Code that could potentially have an

i mpact in the event of a public offering, are de

2. Risk management and internal control procedures implemented by the Company

In drafting this section of its report, the Company used as its reference the-MMEEPF
implementation guide for the framework of reference on internal control adapted to publicly traded
companies, revised in April 2010.

2.1.  General risk management principles
A) Definition

Risk management aims to identify all of the main risks and risk factors that could affect the business
activities and processes of the company and to define the means of managing these risks and
maintaining them, or to bring them dovwm an acceptable level for the Company, in particular by
setting up preventative measures and controls linked to the internal control syktemrocess is
intended to cover all types of risks and to apply to all the business activities of the Comgahg a
Group.

B) Risk management objectives

The Company adopted the definition of risk management published by the Fketmité des
marchés financiefs according to which risk management is a leverage mechanism in the management
of the Company that adributes to:

- creating and maintaining the value, assets, and reputation of the Company,

- providing added security to the decisioraking and processes of the Company in order to
promote the reaching of objectives,

- promote consistency between actions #edsecurities of the Company,

- focus employees on a shared view of the main risks the Company is exposed to.

C) Components of the risk management system

The risk controlling method used by the Company is based, on the one hand, on the assessment of the
risks within the context of the definition provided in the annual business plan and, on the other, on the

elaboration of plans of action aimed at handling these risks.

The main risks associated with the business activities of the Company are descritted in
Management Boardds management report.

* Implementatiorguide for the framework of reference on internal control adapted to small and mid caps, as revised on July
22,2010
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Specific plans of action are put in place in order to respond appropriately to the main risks identified.
A constant monitoring is also implementddnancial risks and related controls in place are shared
with the Statutory Auditors and the Audit Committee on a regular basis in order to adapt or modify
them, as the case may beEhe Company continues to elaborate its risk management syshem.
Company has established a risk map over the course of the secowd thalf2012 financial year,
which provides it with a more systematic monitoring tool.

2.2.

Relationship between risk management and internal control

The internal control system relies in particular on risk management to identify the main risks that need
to be controlledIn the past, the Company has first elaborated and developed an internal control
system, whereas the elaboration of the risk management system is moreTieedlwmpany is now
involved to reconciling both systems, aiming to identify teems of controls to which the key

processes of the company that could potentially be impacted byeiskarr d e d

2.3.

General Internal Control Principles

A) Definition

as

imaj or o

Inside Secure uses as a guideline the definition of intermédat@roposed by the Frendétutorité des
marchés financiers according to which internal control is a system implemented by the Company
intended to ensure:

A

A

A

A

compliance with laws and regulations of its activities;

the enforcement of instructions and guide$ set by senior management,

the proper functioning of the internal processes of the Company,

the reliability of its financial information,

and, generally, contribute to the monitoring of its activities, the effectiveness of its operations and the
efficient use of its resources. Over the course of the financial year, the Company continued to
i mpl ement an

distributed throughout the businesses of the Company is relevart

nternal

control

system
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However, the use of internal controls does not constitute an absolute guarantee that the objectives of
the Company will be reached, or even that the risk of error or fraud will be fully controlled or

eliminated.

B) The components of internatontrol

Standard

The procedures described below are those of the Company and its subsidiaries, the financial
statements of which are consolidated by the global integration method, it being hereby specified that in
the context of its development and oé timitial listing of its shares on the NYSE Euronext regulated
market in Paris, France, the Company intends to improve and supplement its existing system by
referring to the guidelines contained in the implementation guide for the framework of reference on

5 Implementatiorguide for the framework of referenoe internal control adapted to small and mid caps, as revised on July

22,2010
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risk management and internal control adapted to small and mid caps published by theA\Bteriigh
des Marchés Financiemsn July 22, 2010.

The various actors of the internal control system

The Groupds internal cont r otdofgshe €ampany, its Slipéndssry 0 n
Board, its Audit Committee and its Compensation and Appointment Committee. Their composition,
functions and operation are described above.

Accounting and financial organization and steering

In order to make its financiand accounting information more reliable, the Group has implemented a
number of procedures, mainly organized around:

A athreeyear business plan,

A an annual budget,

A a monthly consolidated reporting for internal use, enabling the reconciliation of
accountingdata and forecasts, thahall contribute to the quality and reliability of its
financial information, it being specified that such reporting is also used for the financial
management of the Group.

Identification of key controls and the monitoring of theiplementation
Within the context of the drafting of its risk map in 2012, the Group identified the major risks it is

exposed to as a result of the nature of its business activitiesGroup identified fifteen processes
used in the preparation of itm&ncial information:

- Governance - Cash and derivatives

- Reporting and budgetary procedures - Contractual and legal framework

- Research and development activity - Tax matters

- Existence and valuation of stocks - Research tax credits and grants

- Recognition of income and customers - Subsidiaries

- Purchase and suppliers providers - Information systems

- Payroll and Human Resources - Procedures for closing interim and annual

. _ financial statements
- Procedues for investment and capital

expenditures

Thes processes are listed in an internal control matrix that included 200 key controls during its most
recent review in November 2012. Some key controls have revieééedal control weaknesses, which
as far as the Compang concerned, did not significanthaffect the reliability of its financial

information as offsetting controls were implemented. These are areas of improvement for the Group.

The Audit Committee reviews the matrix of internal control on an annual basis.
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Accounting and Financial informatmsystem
The Group has established three information systems in order to strengthen its internal control system:

A a management tool for ERP (SAP), the objective of which is to restore financial
information in an automated and secure way. This tool hascédpestablish a plan of
accounts, to improve the traceability of information and create audit trails,

A a tool to monitor research and development projects that enables the monitoring, on a per
project basis, of the time spent by researchers on each paogdhe costs incurred in
connection with each project.

A A software package for modeling projected cash flows in order to manage cash projections
in connection with accounting and budget control data.

Resources allocated to internal control

Given its sizethe Group has not established an internal audit department. Internal control is primarily
the responsibility of its financial department. During their visit to sites abroad, its teams review the
analyses of the financial statements prepared by the aaotsirof its subsidiaries. In general, for
foreign subsidiaries, the Group relies on outside auditors for the preparation of the financial statements
and the annual tax returns in order to maintain an adequate segregation of duties and to ensure proper
conpliance with and implementation of local legal and tax provisions.

2.4.  Scope of risk management and internal control

The internal control procedures described herein are applicable to the Company as well as to any of its
subsidiaries for which the finaiat statements are consolidated according to the global integration
method.

2.5. Bodies responsible for risk management and internal control

The Management Board of the Company is responsible for the identification and processing of
essential challengesnd defines strategic and operational objectilteensures that the strategy is
executed and reviews the options contributing to its effective implementation, in particular in the fields
of technology, security, and human and financial resources.

The framework of reference used by the Company for its internal control is focused on ensuring that
the accounting and financial information is reliable and on compliance with applicable laws and
regulations, in particular in the area of preparation of accayatid financial information.

The Management Board is responsible for the supervision of the internal control system of the
Company Since its does not have an internal auditing department, the Management Board entrusts the
financial department with thesponsibility of identifying the risks and implementing, monitoring, and
evaluating the internal control system.

Within the financial department, the CFO, financial overseers, and the management control
department are an integral part of the system and worclose collaboration with the various
operating services in order to guarantee an acceptable level of internal control.

Lastly, acting under the authority of the members of the Supervisory Board of the Company and in
order to ensure the quality of @mhal control procedures and of the reliability of the information
provided to shareholders and to the financial markets, The Audit Committee monitors all issues
associated with the establishment and auditing of accounting and financial information.
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2.6. Limitations of risk management and internal control and areas of improvement

Risk management and internal control represent a constantly improving prbte2813, the
Company intends to test its risk management system and to improve the monitodigtified plans

of action. At the same time, the Company intends to update its internal control system by taking into
account changes in its internal structure and its busiiéesCompany also plans to ensure that the
internal control system it implemeastt can cover the risks identified when it established its risk map.

The Supervisory Board approves the terms of this report, which will be presented at the General
Sharehol ders6 Meeting called to approve the fina

The Chairman of the Supervisory Board

150



Audi tor sd r eporstrepaton
. corporate governance, internal control and |
Appendix2 management

Appendix 2

Auditors 6report on the chairmand seport on corporate governance,
internal control and risk management

[TEXT INTENTIONALLY OMITTED.]
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