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Hlgk qudity UFiD in+ from SMARTüACfuIfIi bighrrr culiomer requif~mrnrr in t e r m  of rrcurlty anä quolN) 

Ovewiew 

SMARTRAC was founded in 2ooo.ARer a corporate 

restructuringand the i n July 2006, SMARTWC NM. 
har been a stock corporanon under Dutch law. domlclled 

in Amsterdam and traded inthe Prime Standard at the 
Frankfurt Stock Exchange (FSE). 

uction and R&Díadlities are 

located in thepmvinceofAyutthaya nearBangkok 

(Thailand).& of Decernberg,2006,SMARTRAC@mployed 

majority ofthem working inThailand. 

I workforce of close to 1,800 pwple wlth the m5t 

In the RFID wbe chain. SMARTRAC has positioned ttself 

as a focused inlay manufacturer, located between main 
suppiiers (=n.chip manuíacturers) andcustome- (card 

W catdsand readkrrr or 

upon the company's stmng pozition In the workjwide 

RFIDvalue diatn. 

istofa mcmoryor mimconbolier 

chip bonded toananienna,which kmbedded in a 
carrier materiai,ruch asPK.SMAmRAC's inlays are 

tntegratedinto thecusto 

data to a reader 



UJIQB I' u6riaB 
BUSINESS I SEGMENTS 

Yor the Standard segment, SMARIRAC hoids a ieading 

pitini as manuMunrofRFID inlaysfarapplicat(ons 

in pubk tramport. acess Eontrol and ü i ~ i l ~ g b i l c ~ .  

SMA~ai romanagcdtobui ld  upawerldwidelead- 

ing poaftion in the High SecwrttysegmmtTha segment 
coniprisas RFID iniqysfor eF-aseprts and contactiess 

&ylll& Ca&. 
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SMARTME has a broad technology base.Thewrnpany3 
CQM mnpaencc fs %u? 
kk p&ion OfMgh. 

technotbgylo a certaln extentSMI(RTRACalsoapplis 

echnobgy,whrch isalso patented The 

Revenue by reglons 

ûveralLSMARIRAc currentk has overiwcustomen 
locaied In marethan 27 countnes. 



1 o Company profile 

Share information 

Snarenolaer siructure 

kofDecember3i.ioo6.thefamilyofManfred Rletzler, 

Rtchard Bird.Vice Chairman ofìhe Supervisory Board. 

held 34.17 percent of alt shares. Mhermembersofthe 

direct relatives together held 
$ percentofallshares At theendofthefinancialyar 

2006. thefreefloatoftheSMARïRACshareaccordingto 
the definition ofDeutsche Borsewas32.53 percent.As 

of Februaryzoo7thefreefloat had increasedioM.g6 

percent 

WARTRAC. together held 3330 percent and 

Asof March 15,2007,thefreefioat increasedtomore 

thany, percent thankstoa share transaction In which 

altagether approximately40 percent of al1 SMARTRAC 
shares were placed mainly wlth lmtitvtional investors. 

in thecourse ofthis transaction. Richard ûird,founder of 

SMARTRAC and Vice Chairman of the mmpany's Super- 

visory Board, sold his interest in SMARìRACAnother 

55o.000 shares carnefrom theequity interest OfTCL 

of Manfred Rietzier, CE0 of SMARTRPK. Subrequent to 

thissharetransadlon.the Rletzler famrly still controls 

a strategic majority equity interest of 2ppercent of 
al1 shares An addittonai 200,000 shares were sold by 

Iled by Elirabeth Rletzier.thewlfc 

chneider.ChiefSalesOcer ofSMArnrinc.Ap 
proxirnatelyqpercent ofSMARTRAC shares wil1 contrnue 

to be held by the company's management 

Use o f  pioceedr from the Ipo 



to invest the proreeds to faci i i tate t i ie  further sustain 

ablegrawthof iheiampany 

Dlvldend policy and dhridend proposal 

SMARTRAC currently has no plans to distribule a dividend. 

Share price deveiopment 

Thefixed SharePricefortheiPOinJuly2006was €17. 

OnDecember31.~0oé,thesharepricewa5€ 21.29 

Earnings per share for financial yearioob are € 0.79. 

&ofMarchi,2007,thesharepricewentupto€2q 
March rg.2007,theshare pricewas€ 23. 

Information policy 

in accordance withthe regulatoty frameworkfor pubiic 

listedcompanies.SMARTRAC's informatton poiicy is 

d s i g n d  tu lnform thepublicin a comprehensíve,timely 

and transparent a way as passible about the werali 

development ofthecompany Quarterlyand annual 

financialfiguresaswellas pressreleascsandother 

information abouf strategces, prospects and prduds of 

SMARTRACcanalso befound onthecompany's website 

a t  wwwsmartrac-gmup.com.To address the special 

information needs of financial inwstorr and anaiysts, 

SMARTRAC organises roadshows and provides taitor- 

made offers of information. such as telephone confer- 

encesfor anaiysts ontheoccasion ofthe quarterly 

financiai díxlosures or other significant occasions 



I 2 Statement of the Supervirory Board 

Statement ofthe SMARTWC Supervisory Board 

The SMARTRAC Supervisory Board hereby presents the 

hnnual Rppori 2006 of SMARIRAC NV and would like 
to report on the acüiities of the Board in finaneial2006 

asweilaspointingouithe9oard'sassessmentofthe 

mmpanfs strategy and development during that period 

TheChalrman ofthe SMARRAC Supervisofy Board E Prof 

Dr Bernd FahrhoistheViceChairman is Ricbrd Bird and 
Wolfgang Huppenbauer i s  Memberofthe Supervisory 

Board 

Pmf Dr. Bernd Dieter Fahrholz andwlfgang Huppew 
bauef fulfil the requirements of independent members 

ofthesuprvisofy Boardto thefull extent.Aisfounderof 

SMARTRAC and a malor siiarehoide5theVice:C 

ory Board. On Mareh is, 2007, 

interestof approximateiy 35 percent in SMARTRK mainly 

t o  institutional investorr. From this date on he does not 

interrstinthecompanshare. 

I principles of good corporate 

according ?o the Dutch Corporate Gowmance Code are 

implemented at  SMARTRAC k i  

arejustified by the specific requirements of SMARTRAC 

andareiistedon page37ofthisreportunderthesection 

"Corçorate Gwernance". 

The Suprvisory Board held two meetings durlngfinancial 

year 2.0,04 which were.aJ,waítended by members ofthe 

1 I I 

I 

oftheSqpewismy Board Richard Bird ma 

latbns tothe management and operaho 

thecompany. Nevertheless. hedoes notfuMl any official 
managementfuncttons that go beyond his mandate as 

avlcechairman oftheSMARTRAC Superrisory Board Wis 
cein theRFIDinduztfyha5significantly 

ik ofthts Board. and he has thus mm- 
pletelyfuMlledthe roleofawluable memtverofthesu- 

Board of Management ofSMARTRAC NY in addition,the 

Supervisory Board a l m  met without the management of 
me mmpany being present and dizcuss 
and perfomanceoftheManagement Board asa whoie 

and ofthe mdividual memberswhich is refleded by the 

change in the remuneration ofthe Management Board 
beginningin theyear 2007 



The Supervkoiy Board also mot in ïebruaryzoq without 

themanagement ofthemmpany 

cunItsprmfiie,wm~itionandmmpetenceasw~las 

ownfunctioningandthattofits in 
allmemkrsafthe[doard werepreswit inallofthemeet- 

ings in persan. But in ordertoenabifproperworkofthe 

Board, absent members partidpated wia telephone. 

By.doin,gro.theopeiabil~oft~e Supervisary Board 

ww!d beadequately guäränteed wìithoutany'kservatlons. 

commíitee were fvmil 
accordancewtth theprin 

Governanee Coda 

Audit Committee 

The~sl(softheauditmmm~aewereperformeddurlng 

regular meetings m the mcasion ofthe quarteriy repcm 
of5MARTRAC 

Risk Management 

The execution af internai and business risk management 

and the deveiopment of  internal control systems were 

rv-lsory Board andweremnltored 

ommitiee'rheassessments bythe 

d to the full extent 

This h mainiy due t6 the fact mat SMARiRAC 1sa young 
a highly dynamtcgrmth 

anagement @ver top priorw 

ta menagingcompany risk a d  I:. pwmg the nght 

wntrol systems into pla 

mentedatSMARTRACtodatefulfiltheBasicrequire- 

menti 

Remuneraiion Commiti@e 

Theremuneiatton ofthemanagement andthestock 

options plan were discussed duringthe regular meet- 

Supervlsoiy Boafd.The remuneration poiicy 
sistsofa baresalary WithMriableper- 

formance compensation,dosely linked to tha individual 

achiwement ofobjecti'ves as Weil asthe success ofthe 

company and including a Stock Option Plan.The overall 

remuneratlon palicy is continuously adjusted to market 

developments Wth the set mmpetitivecomparison 

Hembrr dnce Januaw 13,2006 
Term ef @re endr in 1010 

swln Citlien, Home Domlclic is Singapere 

- Founáer of SMARTRAC 
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serving as an adjustment factor. With itr remune 

policySMARTnACrneetsthegoal dbcinganaitm~Hve 

led managers and employees tg work 
Board Kgardsfhe mumrakton policy 

MSMbRTRACaradequateand thereforesuppoyts We 

mmpanypolicy in thismsped.Adetailed 

reportcanbefoui-d at page40 

Selection and Appointment Committee 

As faras management appointments are concerned,the 

S ~ p e r v i s ~ r y  Board maintained theroieofaselectlon ai-d 

appointmeni committee Tasks and composition ofthe 

Flnancial year and strateglc approach 

SMARTRAC NV.reportson averysuccessfulfinandalyear 

with thlsfirstannual report since its mrporate restruc- 

turing and the IPQ in Julyzoo6.Thecompany achiwed 

lmpressîve growth figuresfor revenuesand earnings in 
the reporting period The Supervlsory Board k aitogether 

verypleased with thedevelopment ofthecompanyin 

thefinancíalyear 2006 and beyond. 

Theconsolldated financiai statements on pages& to 

91 ofthis annual report have been audited by KPMG 

In Amsterdam.The Netherlands.Their 

rt is incluàed on pages 92 and 93 

I c .._ -bef of thr Supwviiory #a 

Appointcd with efject os of the date oj  the admlssion resolution by the FSf 

Trrm of otfrra end3 in  zoog 

German Citizen. none Domiclie i s  Singapore 

- Prcsldcnt and C E 0  of DalmlerChrysler Thoiland 

- Farmer varlotis monagcment posltions in AustraIIo, Asia ond Eumpr 

for D.almlerCkryrier AG 

The Supervisory Board is very satisfied with the perfor- 

mance of the management of SMARTRAC as a whole. 

lnciudlng the performance of each single management 

body as weli as moperation and coordination between 

the different management bodies. Board was I n w M  in ai1 afthe 
onwderationsreigaralngthebaric Strategy. related rW5 

From ihe point of view of the Supervisoiy Board. 

SMARTRAC acts upon a cieariy defined strategy with 

theefficient allocation offinanclal and management 

resources in aquickiydeveiopingand highiydynamic 

RFID markt  environment.The corporate strategy was 

discussed by the Supervisory Board during it's meetings 

in 2006. 

ion @risk management 

parency wasïàCiïitafW to  tRe Superulsory Board äc 



I 

memanagement ofSm 

approach inu;otiwjthafwironthrremalarR~ds, 

&ere futureoriented achieuements for the company 

muid be made. Al1 decbions were clearlyaligned with 
theoverallgoal ofths mmpanyto deliversudainahle 

p l%bd lQ 

arebeing impiemented 

- me IPO ~ a 5  SWCE~~S~UIIY 

ineethe IPC,thesharaprice 

dweloped wel1 and *ie mmpany has arready created 

onandwasenhancedinz 

viewof~heSupervnory Board, 
R T ~ C i s w d i p ~ s í t i n ~  i 

markt and hastheprerequmites to 

a5 a *dor player in this rnarketplace. 

shareholdepr qprove thc Annual 

treatnent afthe resulks coniained 
thereln.The appmlwi l l  servet0 
ment Board's conduct ofthe 

supdsion exercised bythe 

Board 

isory Boardwan~tothsnktheman- 

ageemenf md ;iIIbftheempl 

forthekwark and 
ablc amtributkn tothe swcw a d  pmspnw of the 

mmpany. 

Amsterdam, March 19, IWJ 

Prof. Dr.ûernd Fahrholz 

Riihard Blrd 

Woifgang Huppenbauer 

me business addms ofthe memben of the 
SMAKiRACSuperví~ory Board is: 

Parnassuswegroj, ion DE Arnsterdam.The Nethsrlandr. 



i 6  LetteroftheCEOandtheCFO 

Dea r s h a re h ol de rs, 

Thisfirst publiciy avallabie 

portant miiestoneforSMARTRACNX.and weare proud 

to present toyou the resuits of a successfutfinanclai year 

for our company 

a l  report marks an Im- 300000 and 450.000 

ing uptocloset~ioomiliionunltsin2006. 

W t h  our superiorand proprieta 

for high quality mmponents in  secure mntactiess data 

transmission, SMARTRACtoday is a major playcr in the 

RFiDlndusiry. Our business primaríly consi 
ïacturingand Supplylng iniays,as opposed 

completed cards and reade 

and the industry-wide biggest production capacity 

ravidlng related e e m  

clistomerr has turned out to be wry successful and wil1 
remain the basisofourcurrent andfutureaperations 

AltogeYher, we pmcessed more than co0 tons of plastics 

W t h  our ongoing growth in revenues and proñts we 

managedto build uponourieadingpositíon in keyseg- 

mentsoftheworldwideRFiDmarket andto tieupwith 
our profrtabie results from the previousyears 

in 2006 our groupwideoperations generated revenues 

rniiiion,thusmorethandoubilngtheresultof 

8 25 2 million En 2005 With tegard to EBIïü4thegrowth 

rate 15 wen more impressive. Compared to 2oog.when 
we reportedan EBITDAof84.9 miilion.Iwtyeafsfigure 

nted to 811.9 million, representing a plus of more 

than 140 percent. 



. ~, Campany j Statemeotofthe ' ,  
profile , super ui ra^ Board CE0 2nd the CFC , segrnentr raaor i  

Theoveralltrendfrom thepreviourquarterlyreporting 

periods consolidated forthefinancial yearzoo6, with 

the High Security segment comprisingePasrports and 

ePayment being the main gr0wth driver. In comparison 

tozoo5,when RFiD applicationrirom this segment 

eFaBpori pmpas in ,paticuiar gainedsusbinable mo- 
mentum thmughouî thepest)asr.Asignificant numbcr 
~ofgovarnmnts have alk* intduccd epM5pQTIr and 

rnors.montrksaa abcut to.opifm ePjsspofl,sOl.Miom. 
SMaRTRBLisirrrolved.inmos~ofthe~rojectr.sthe 

kutsche Börse wekomt 

I 
I 

ì ! 
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mHlionfortheumepariod Inthcpnorpr).mainlYdue 
te  tkrgroupearnlngsof E 9.1 milllon (priixyeace 3.0 
milllon). Risins byS 6.1 milllon, thc rcruitfor S m  

alm cornparsfsvourablywlth the pioryaar pencdThis 

efîect was counter-Mancd by a fhe In warkin8 capital. 

in the mid-term. SMARTRAC plans to invest around 

3 percent of revenues in research and deveiopment of 

products and production technology, These activities 

are concentrated in Thailand. where a dedicated team of 

specialists is working on new technologies and products. 

I 
* w u r p d r i r i o n  

*rWIryy:.$iM~ 

,i-edip&tWm 
,d,B(Q 4wwl 

notably by the nse of trade receivables (E 6.1 miiiion) 

which reflects the strong increase in the level ofsales 

volume compared to the prioryear. 

Mainiydue to thefurther expansion of our production 

capacity, net cash used for investing activities accu- 

mulatedtoEii.4millionin2006comparedtoE4.5 

million in 2005. Net cash provided by financing activities 

increased markedly by€ 36.9 million aiterour successful 

initia1 pubiic offering in luly2006.3.5 million new shares 

wece placed with institutional and private investors for 

a price of E 17 per share.The proceedsfrom the issue net 

of related cost ( E  48.5 miiiion) were reduced to pay back 

substantially ai1 loans amounting to E 14.7 miiiion a t  that 

time. Furthermore. the proceeds proved to be a sustain- 

able basis for the further expansion ofour production 

capacities and product range. In the second half ofthe 

year 2006 we invested E 6.0 million in propefty, plant 

and equipment. 

The increase in inventortes and trade receivables in 

comparison to December 2 0 0 5  refleas the ramp-up in 

production m conjunction with an ongoing rise in sales 

On the basisof the strategtcdecisians implemented in 

the reporting period to date, we are wel1 prepared to 

assure our future prorperity From the perspective of the 
Board of Management. the slogan"Managmg growth' 

best describes what has been SMARTRAC'S guiding prin- 

ciple and rnain chalienge throughout the past financial 

year and beyond 

We neariycompieted OW corporate restructuring proces5 
with the incorporation of our Dutch holding company 

SMARTRAC NV.and now have the right organisational 

structuresand management in place.On this basis we 

wil1 further adapt ourorganisation to the expanding 

company's needs. As in al1 strategic decisions, the contri- 

bution to the sustainable profitability of SMARTRAC wil1 

continue to beour leading principle. 



pofie I ~uperv~iorymr~ I ~ O a n d t h e  

SMARTRACs successful IW inluly2006was deñnitely 

another important mflestone, providing th 

with a solid financiai basis for further expansion. Overall, 

our company was wel1 xeceived bythefinancial com- 
munriyand there is risinginterest inSMARTRACshares 

Net cash and cash equivalents rose significantly by 
f 34.8 million in the year m06.This can be traced back 
t o  the net proceeds rcceived fram the IPO in iuly 2006. 

Consequently, we reduced ourfinancial liabilitler by E 8.4 

miliion thanks to the iW proceeds 

1 
I! 
-.. 

T 8 i ... 

tm ueathgsignihcantvatue 

ed tórour rhareholderrllnd the  assesswnts by 
lntoutfurthergrowth pxspedives 

for SMARTRAC'S shares. 

InashantrançaCtiononMardi 15,2007,approximately 

40percentoiaiiSMART res have been sold by 
orlgrnal sharehotdeisandplaced mainlywith inst'iu- 

tional Inyestols,& a nsult. thefreefloat has Inmased 

Me freefloat ofolir rhan.Through 

thfs sharetransadio 

thegreat mterestshown by insî i iu~o~ai  i r ~ ~ ~ t o n  h 

model and the excellent pmspecis of owr compsny. 

Q 
Owingtothe proceedc~romthe IPOinJuly2006,share ~ l o n l  opening 

nally,thesharepremiurnaccountincreasedby£~.~million ~n rebiuory 1007 , 
neicñiWwskand including relatedtax beneñis iWmrts 
and rebtedtau advantages wek directiy offsetagainst 

thesharepremlum account In thecourseoftheiffl 

,- 
capital increased b y ~ i , ~ $ ~ o 0 0 t o E 6 , ~ ~ 0 . 0 0 0  AddItio- w r c m o n y  tn ïhrihÙnd 

L\S 

Buddhirt monk mrrcr 
fortory o n d  cmpio$rer 

1 

Overall, in an upturning worldwide RFiD markei we 

choseexactiythe rigM tlmtngfortherestructuringof 

SMARTRAC and the IPOascructal prerequisites to bulld 

upon our leading position inthis industry. 

Another ongoing strategicdiredion in 2006 and beyond 

is the expansion ofour production capaciiy In the 
reparting penod of 2006 we invested E: 11.3 rniiiion in 

prop&#, plant and equipment (2005 8 4.6 miilion) This 

investment inciudes our fourth plant inThailand which 

wa5 oiñctally opened on February 2,2007This factory wil1 

mncentrate on the production ofstandardcomponents. 
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thus ieleasing additfond capacity at ourother locations 

fmthr pra$u&on of hbgK.iewrity RFIO in&. 

productban capacity 

worldwide in thefiel 

In DeoLmberZOo W. and the Swedish 

ciarified and seitied ali the 

issuesthat were previoudy open betvueen thewocam- 
panies In an agreement.ThB primarily indved 

ttieuEeofce~inpatentsmla~dtothepmdU~iohof 

mers’needs even m0re 

Theexpannonofourpmduitlon capadtresgoes along 

the wire-embeddingtechnoi 

radhfreqwency idmtfficaîion device5 usingthe WIR- 

chnofogy Underthisagwment As= Abloy 

W i n  return,ko Abloy &E m e i d  a 

rshlp rightr in a numb>erofpa*nts 

exciusive iicense fotthe ongdng ure of 

SMARTWIC acknouledges the Im 

therefore furtheroptìmising the corpomtegwmanm 
with a clear mansgement: focus 
wntrd rystems.Aithough nd 

al1 sydem çouid be imptemerted tothefull extent, we 
Ilofthebaricrequire 

improve in an ongoing 



,L,..,:,p1,1, I.,,, ,.,,e,>t;,::,,e 

p r ,  t:lr >,,pe,v,<<,,, B,>dr,l 

Business outlook to participate in thts growth.Additionallp Eioltogistics 

applications promise attradive future growth rates for 

SMARTRAC.Wewillcontinuetosecureourposition in the 

Standard segment also with significant investrnePlts in 

research,technology and product development. 

Weexpedfurthergrowth in allsegments.Piflaneningor 

even saturation in the market for secure RFID inlayrcan- 

not be foreseen from our current perspective. 

3 
k J  

With more and morecountiiesstarting ePassport proj- "Mqa@nggrowth" wil1 dafinltely renain,a core chal- G I W i W  4- 
ects,this product Ilne wil1 continuetogather momentum 

for 5MARIRAC.Thlsalso holds tniefortheePayment SMRTRAC's rtrongpmitlonirsthe Ieadlnpwppliwfa p m ~ u ~ k i  the 

marketand weantklpatefurtherorganic growthfor 

contactiess payment appbtions as well. L i k  most new 

lenges and we belleve the sloww-than-project4 increasc 

lmge at SMARTRRC We wil1 continue to'build upon 

high quality RFID mmpmntr in thrweddwidc RFID 

ualmchaln."Jur o b j ~ f o r ~ a r e c l e a r l y a l i g w d  

M r R  m 4 n  9 

L ~, 

U(H6'y 1 
'I 

! ~, technolcgies,ehyment Isequally sub]ectedtochal- wRhthis@ tostrryyni+nourcomppposmonad 
I ~. 
, ,  

In volumes In thls segment ihould be mnsidered against 

this background.H~~r, thismarkt  wil1 develop 

ïurther and quick turnamund tlmesfor unexpected high 

VoIumeswIII continueto bea majorcompetitiveadvan- 

fakm in 2006 ako goint oui mabr stntglcdRcdi~m 
forthe yrar o f 2 0 4  and beysnd. 

tagc of SMARTRAC. 

Furthermore.weseegrowth potentiai in the Standard 

segment. Wlth our bmad technolom base. comprising 
superior production technologieswearemll prepared 
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$(enytmea,  h s d  We wil1 fürtherexpand production capacities and intend 

& e h M  (Jrfl htl  tostart production of high securttyinlaysin theUnited 
nrd 

~ w n  

h t )  
' 

States.And we wil1 deveiopaddiional markets with 

their own production piants NeverthelessThailand wil1 

remain our main production lm i i on  in 2007. Despite 

certain political developments, we stiii we theThai au- 
thoritlesas ~iiabiepartnersandThaiiandasoneofthe 

best places in the world to wnductowr business 

The pmtectlon of our intellectual pmperty rightswíll 

als0 remain on the agenda.Wesee ourpatents mainly 

in the wire-embeddingtechnologyas a 

ourcompany We wil1 therefore continue to take eífec- 

üveaction against any patent infringemenîs lncluding 

addttional patents rsultingfrom new processs under 

lopment as wel1 

SMARTRAC NV. wil1 

make significant contribution to the future consolidatlon 

processin theRFiD marketpiace.We haveailofthepre- 

requisites and the right strategy in piace.Our customers 

appreciatethehighquaiityofourproductsas wellasthe 

innovative technoiogical power ofSMARTRAC and the 

financiai market supports US. in addition.our workforce 

and management are highly identified with the goals of 

ourcompany. in order to keepour ieading porition. we 

wil1 therefore make surethat SMARTRAC remains an at- 

tractive company to workfor. 

Je to  be a strong player and 

Amsterdam,March ig, 2007 

Manfred Rietiier 

CE0 

Dr Christian Fisdier 

CFD 
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Standard segment 

re RfiD inlays praduced In owr Standard sspent 
have historlcaliy Beenour p r t m a r y r w r c e a f r w e  in 

finandal20~6 th revenues between standard 

access control product line. 

the Standacdsegmentcmtain a --end mmorychip. 

andbasicenctyption arecommon. 

Our StanUard segment also e 
ich besidescard-ktattd injays also 

d mlated inlays and pducts urcdfm 
rlfication applltatlons {e 

ingand tradnp,anlmal ID 1mplants.Iaundrytagsand 

casipo 

for2ooâonwards. 

näard scgmeni gene&& revenues of e 24.7 

rnillïon in zoo6 and E i million in 2oq.The suucessful 
mplernentation of large-smleprojects amund the world, 

5 main dnversforthe sub 
ur8elhg more transii companiesto dopi 

siahttal revenuegrov&h in the5tanöardscgment 

fonameafewexarnpes.S~RTRACpraductsare belng 

used in the Trans Santiago PublicTranspo 

Santlago, Chile,the "CIysPer Card Public Tra 
inlondan,ureatBritaln,theaicytrain Pub 

a Acres Control 

We reeadditional significent gmwth potentiai in the 

Bio/LOgMk5 and toa certaiheama 

multi component cardr.compar@d 

multi component ca 
er& smh as a battery to  apply energy 

forextraf@~reslikeadisplay. 

IR additim.we are in prmanent close co 

customerstcwkvelop ncw tailormade app 
tkir  RFID quinmenis to rupportthls 

applkatbn5 in üio/Lcglstics lik 
off.erifttef&in&tpmspin this 

ngoîng basis we ara a h  assessirrg sddmnai 

I optibns as wil as strategie partnerships 

ctìQn of RFID mmponeflts. 



2 6  Standard segment 

Revenues 

Infinandal yearzougthe Standard segmentstill ac- 
mmtd for 79 percent of overall revenues.The ve 

In 2006, g8 percent of our Standard segment Rvenues 

were generated by mass translt & acces control appiica- 

tions. with inlays for logsticsgenenting 

Cross prof3 

ourïhg m66,gmss pmnt in our Standard segment war 

h@s embedded in our 

2006 has incieased mmpared tothe prevwus year 

~erali.thisleadrtoalowergmirprofitmatginfnthe 

Standard segmmí mmpared tothe High Sesiurdy segment 



EEITDA 

TheStandard segment achiewd EBimAofG 2.8 million 

in2006,compared toeai millionfortheysarofzoo5 

The EBITüA margin áecreased from 21 percent in 2005 ta 
11 percent in ñnanciai year ioo6.Thedecrease had been 

anticipated andwaspartiycausedbyasea 

decrease in the third quarter 2006 and a higher propor- 
tionofmemorychips which bearlenvalueaddedforthe 

cornpany ar these are purchased (chip sourang). 



18 High Securltysegment 

High Sccurlty segment W i e s s  bmking,credit and deblt cardr.This prcduct line 

gerieratede2.3 million in menues infinandalyear 

2m-jand.E f 2 mlllion in rewnuesduring theywrmo6 
representingapwkh of13 percent. 

indude saphísticated encryption functions and permit 

advaneed caicuiationrte tie made. 

In 2006.SMARTRAC mana uild upon itsleading 

panyguarsntees high serurity standards in prodilaion. 

ofsecurityand qwalitj 
highesi requirements interms 

ePayment 

SMARTRAC maintdn4 ik kadi 

tshan?inePayment.@ure 

sts on manufacturlng high secu 

asiarerunners afnationwie 

ralimts, in addition, thefirrtePaymeni pmjwtsalready 
start& in E U K O , ~  In 2006. 
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.SM4RTRACisaúietoofferPhe 

full rangeofRFIDinlayprodu~forthesecurepayment 

industry and isthe ideal manhcturing partner In this 

ePassports 

in financial yeat2006,wesaw strongsustainedgrowth 

m our ePassports product h e ,  in which we manufacture 

special inlays designed for electronic passports Toa 
ma&.%. I 

Although we achieved strong growth in the epayment 

produci Iineoverthe past twoyears.growth ratesoverall 

did not reach thefigures as anticipated in our internal 

estimates and outlined by industry experts as wel1 as in 

indeuendent studies 

Nevertheless. we still believe that ePayment is an emerg- 

ing market segment and that an increasing number of 

card isíuers wil1 migratefrom traditional magneticstripe 

and contact-based chip cards to contactless cards.Com. 

pared to  conventionai credit cards these ePayment 

cards offer seriour advantager for ciistomeríand bank- 

ingcompanies as wel1 as merchants.Wethusstili expect 

a high organic growth rate to happen with a certain delay 

cornpared to previous market projections.The United 

States and Asia wiil be the main markets with additional 

projects being implemented in Europe. 

certain exient. this psitive development could compen- 

satefor lower growth rates in theePayment business 

and strengthen the overall position ofthe High Security 

segment within SMARTRAC's portfolio 

Revenuesfrom our ePassports product line increased 

from f 2.8 million in financial year 2005  t o f  21.9 million 

in 2006, representing a growth of 695 percent. 

We beiieve that the ePassport product segment still ha5 

attractive prospedsfor future expansion of production 

volurner. In particular the security standards that have 

been ddned by the U5 government can be seen as a 

main drivingfactor. 



3 0  High Securitysegment 

Cumntiy there am appmimdtdy80 countricsworl& 

wide workingkwards impkmantlng eFaspíts. 
SMARïPACirirnukúin around50projects,aiready 
suppiying Mme a, prm with signiñonî MIUIMS. 

A 
A 

r~eorrpon Inlay: 

UI@ serurity 

rcginrnt moin 

A malor miiestone for SMARTRAC'S ePassport business 
was the purchase orderthecompanyobtained tosupply 

several miliion ePassport Inlays for the United Staks' 
CPaSrport pmJeCt in 2006 and 2ooï.Thë purchase order 

placed by infineon Technologies AG i s  the most signifi- 

cant order in the high-security RFID inlay industryto 

date.The US programme,for which S M A W  pmducer 

theInlaysassupplier.iscurrentlytheworldsIargest 

ePassporí project. ûther orders such as the supplyto thc 

Austrian ebssport p~oject ais0 sustainabty contribuk to 

thegrowth in ths businesssegment. 

g w i t h  dr6v.r 

In asos 



Rcvenues 

The high-securiYy business has been the main growth 

driver in 2006, contributing considerably to the ongoing 

growth in d e s  and prot% Sales in our High W r i t y  

segment were therefore far higher in financial year 2006 

than in eoo~.Duetotheerpansion ofouractivities in the 

ePasspofi market asweil as secwe contacüess ebyment 

applicationsihe relative revenuecontributlons in zoo6 

compared to2005continued tochangesignifican 

favouroftheHighSecuritysegment.WhereastheHigh 

Security segment accounted far 20 percent 

enues in 2005 (e 5 mil1 
total revenues in 2006 (e 27.1 miliion) 

), it accounted for 52 percent of 

in 2006.1g percent of our High Sewrrty sqpent  rev- 

enues weregenerated by ePayment inlays, with mlaysfor 

ePassports generating 81 percent.The ratioswitched in 
ávourofePassprts compare 

revenuesinthe nighSecurr,segmentcamefromewy- 

ment and 5s percentfrom ePassparts.The dedine ofthe 
percentage of ePayment In 
Is annbutableto the overal 

oftheePayment marketas wel1 arthe posítivedevelop 

ment In ePassports 

Cross pront 

During2006,grossprofit in our High Securitysegment 

was f 12.8 million (zoo51 f 1.4 miliion). representing a 

gross profit margin of 47 percent 12005.28 percent) Due 

tothesensitivenessofthe mlcrodiips,mostofthechips 

in the High Security buslness segment are consigned.We 

turrently oniy purchasea smal1 percentageofthediips 

uwdinour high securityproducts 

EBITDA 

our High Securttysegmeniachieved EBITDAoï 

€9.8 million.mmpared toEo.gmillionfartheyear 

zoog.repmentiriga mqorcontribution to the proftabie 

gcoWtti ofthe company.The EBiTDAmargin increased 

fromiapcn~in2005tO36prcentin1006. 



j z  Keyfactors affecting our business 

Key factors affeding our blusiness 

inthlschapterwewowld liketor~ectsomeofthemajor 
0fSMARTWCthat have had 

e to have a material effe 
ofopmtions and financial 

Timing d project Implementation 
by end-customen 

We are experiencing significant growth in our business 

overali.and partlculariy in our High Secuntysegment, as 

governments, retaiien and bankcontinue impiemmt- 

ing eFassport and ePaymmt systemr A5 these sySems 

bewme more and moreoperationai.governmentsand 

banks need to quicklysuppiytheirciients and cltirens 

wlth a large number of  epassportsand comactless cards 

Our customers, such as card manufadurers end secure 

printing housesand system integrators.provide US with 

íorecasisof theirexpected ordervolumes based in part 

on estimies of when bank, governments and others 

wil1 implementthesenewsystems.insomecases,delays 

in the implementation of major prol& have 

our customers to teduceforecqstvolumelTh 
such delays ispartiruiariy high wmi regard toePasspor& 

where technica1 difficulties and political opp 

the iniroduction of electronicïravel documents due 
to privacyand technicai cancerns havecaused severai 

countries to delay the lmpiementation of ePassports. Bui 

as an increasing number ofcountriesnptforeParsport 
solutions, we seethe aforementloned concerns and 
obstacler decrease overall 

ment bosmess.wrth regard toawr ePaJlrneiit products, 
retailer reluflanceto make rlgniñcant irwesiments In 

card neaders rnay delaq the acceance of contilctless 

credkanddebit cards. 

lay in projects in OUT 

p&poned. 

rdln&our resu~ofoppera~~onsdurlicgany particu- 

riod have keenand maymntinueto signifienily be 
affeaed by h k e  timing o f  project Imptemerhtim by end- 

incorporating our pmdu&. 

Gmwth in our cPaymeni and ePassport 
product iine 

Our High Securltysegment is growing faster than aur 

Standard segment We are able to realise superior 

margins on high security producb compared to our 

standard product Iines. Accordingly, our proñtability wuld 

beaffected bythetlmingofimplementation byvarious 

countries. 

Capacity management 

Theavailabilityofsufficientprodudioncapacity Isone 

of our main competitive advantages.aiso enabling quick 

turnamund timesfor unexpected volumes we 5eek to 
maintain up to ia percent exces5 capaciiy to meei grow- 
ingdemandfrom ourcustomers. 

With ourfourth production piani inTha4land.which 

opened in Febrwaiy loq,we wntinued to increase 

our production ca efourthfactofywill produce 

wmponents in the Yandard segment, thus releasing 



additional capacity at other locattorn Wr the productton 

ofhighh-secunty RFlD inlays amrd 
high seuidty standärds and requi 

efikienriy may haw a simhkant kmpact on wr cwtorner 

relatííns and results ofopiations. Our results 

tfainrng and a redurlion in yteid, 

duringthr pmessafewpanding 

the opening of additienal new production faclllties map 

may aiso be affe* by ram 

Mfcrochlp purchares 

chips boughtorconsigned isa main 

aspect forttte wedl pro@ margins in our business. 

In financiai year a006 we purchased percent &he 
microdilp used in our Sndard s c ~ m r d .  and l a s  than 

BpeneniMthe rnlcroailpsu5edinourH$h~rity 
ss$,m~nt,on our own 

prodlrctr currentlylsata 

low I&. 

When we purdiasethe 

co* ofthe chips repment a stgnifieant p r t b n  Mthe 

hips u d i i l  ourinlq$,the 

Inlays for whlch we purchase chips may have a signfficaaitt 

asXihgchipsallorvsusto 

increase outakoluîe profrts,an increase in theshare of 

chipswe buyon ourawn accsunt 
prlce ofsuch chips wil1 dihte our margini In addllicn, 

purchasingdipsand mal ingan adequatechip 

res %gniñcantworking capitd, parbiwlarly 

thechips used In epasspocts, whrch are 

l i ~ , a n d  therefore more 

Labour costr 

During2ooó.rnorethan 80 percentofouri 

weregeneratedinThaiiand,wherewebene6tframlow 

labour wsts. We Intend to produce inlays in Cermany and 

we are In the prmess to determine a production location 

for passport i n i m  in the United Statest0 start production 
there in late 2007 or earlymoB.0ther p r o i e  are under- 

wayforthemtenslon ofourgiobal pioâudion network. 

In ûermany, wefacestgnlficantiy higher labour msts 

than inThalland.Morrover,produdian volumes ofthe 

plannedtobeproduced in Germanyaresignifi- 
cantlylowerthanthevoiumesof productsweproducetn 

Thailand Accordingly.ourWeral1 marglnin oure 

businesswili beaffected ta theexient thatmare unabie 
to charge a higher average price for ePassports produced 

in ûermarycomparedto thore produced inThailand. 

intheUnltedStates,weexpectrignfficanily higher pro- 

ductionvoiumes than in Cerrnany,which we ex@ wIII 

mitlgate the effects af higher labor co& compared to 

Thailand to a reriain exient. if high produchon 

cannot beachloledrntheWnitedStates.ourresultsd 

operations may be signilïcantly affected. 



34 Keyhctorsafffstlngour business 

ERect ofcurrenqfludwtlonr 

We publish ourcombined and consolldated financnl in- 

formation in euros. Asignifiant portion ofourmnues 

and mts, however, are generated in currencies other 

than the euro, particularly the US dollarfor our revenues 

and theïhai baht for our costr In addition, a smal1 

amountofwr bank loansaredenominateä inThai baht. 

Since wedo not cumntly hedgeagainstfluctuations in 

the exchange rates between these currencles and the 

euro.5uchfluctuationscan hamand havehad.a mate- 
riaiimpactonour rcported resu,bwhenwetransiate 

arnounts denominated In dollars and baht Int0 euros for 

reporting purposes. 

in addltion,tothe@xtentthatweincurmitsinone 
currency and earn revenues In another, our pmñt rnargins 

rney be aífected by changes In the exchange rate between 
thecurrencies.Ournvenuesandgmsspmfitcanbe 

highly sensiüve to exchange ratefluchiations. 

üut M are currently developing a hedglng stratw, 

andwewlll lrnplement appmpriate instrumentsand 

proCesses accordingiy 

We have Rot incumd signfficanttan IiablrRLer sin- 

ourinaption inzocalnThaiiand,m hrveenloyedmr- 

ponte i n c o m t t a x ~ p t i o n s  tiedb a YpKIiIc i& of 
investment and rpeaW production %argaS.Thes ben- 
eiítsmaynot bcavailabktnthefuture lfthe relcMnttm 

ruler Changp.theexemption5 expire.weái1 to meet the 

necxssaiyrequinmcnts,or i f w e d  the IimiB ofthe 
taxmmpt&n,myofwhich ~OUM cauuowrMectWbx 

retetoinaaon.Bzscdena rateofjopcmeilfthenormoi 

mrpomíc lnwmctaxxnteinihaiiand,wf ex- 
1006 tax m p m  MUM ha= ka, C 2759 theuwnd. 

in sdóiïkm,our Nam rations u) Gemany and in 
the UnìW Ststcs Wni k SU GermananBUnited 

a con«pandrngtax 

exemption and rnay increase our uffccHn tux nte. 
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Disclosure of market risks 

Political risks 

Toa certain extent we are exposed to poltical risk due 

tothefactthatauroperatians and producttiom* 
as research and technology are predorninantiy based in 

Thailand.But despite ongoing political changes occur- 

ing InThailand beginning in lak? zoo6,there has noi 

been any negative impact onthe businesroperationsof 

SMARTRAC in the countrylhe Thai Board of Inwstmeni 

Committee, Ministry of Industry, ha5 aiready expilcitiy 

ment pollcy.Wearethe 

sustainable baris with the Board of investment Corn- 

mntee.All ofthe agreements ktween the Commiitee 

and SMARTRAC wil1 be fulfilleU withoutany constraints. 

SMARIRAC wil1 therefore continue to benefitfrorn the 

inwstor-friendly investment and taxenvironrnent in 

Thailand.Thisassessment has been conrirmed eg. by 

KPMG in Thailand which does not 5ee any adwrse &cts 

on theoperationsof SMARTRA€ 

reign invertors of the connnuity oftheir invest- 
coopeating on a stable and 

R i s k  related to rival RFID pmductïon technologles 

Arnongthe woridwide piayers in thecompei 

RFID preduction therearedifferent pmduction technolo- 

giesfor RFID inlays in operation. Nevertheless, SMART- 

competitars.The cornpany holdr malor patents t a k  out 

rigiits of u k  in many 

td bethemostadvancedformajor highquailty RRDap 

AddltIonaliy the mrnpany manently inuestingin 

research and technologyto hap K keep this laading 
re seer itseffwell posltioned 

hwnpua]  Y, i0 warldmlde EompetlMrs in termsofpro- 

dixtlon technologies 

Risk related to patent ïnfringemerrls 
byuirnpatitorr 

SMARTRAC holds major patents inthewire-embeddlng 
technoio$y%rthe production of high+quaiky RFID inlays 

that have setrtandardsacmssthe industry.Thecompany 

rees ongoing patent lrrfrlngernenis by cornpetitors as 

aihreatto its business operations. SMARTFX hasthvc; 
forealreadytaken legai actions against mrne wmpetlion 
which have led to agreements, acknowledging the pak& 
rights ofSMP<dllRAc 

In December zao6,SMARTRnC reached agroundbfeak- 

ingagreementwíth theSwedish mrnpanyksa Abloy 

AB regardingtheuse of ceríain patent5 reiated to the 

production of radio frequmcy ldentfication devices using 

the wtre-embeddin% technoio~, By thls agreement Assa 

Ablcy AB assigned its partial ownership rights in apprmi- 

mateíy 70 patentst0 SMARTRAC N.V IR return. Assa Abloy 

AB received a wrldmide, nen-exclusive license forthe 
ongoing useoithe patenis. 
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lnordcríopiot~itsItidingpor<tioninuKRFiOindUs- 

tryiiñecompanywili c~ntlnuctotfftctivelypmîectsts 
patcntrightsand wii~centlnuetotlkelcgala~n inthe 

caw ofmy patent Infringements. 

0urnpoitingcurruryistheeum.DDwtowr interna- 

tionilcustomcr kascwe havc tomnduct tnwadwin  

-i cumnciesinainiytk eumand the US ddlar. As 
a muk5MAWb erpoml ío achangeratefluctua- 

tions.Thisriskisreduwd,hswever,~thefactthatour 
manufachiring costs are denominated in euro andThai 

baht in an alrnost 01c11 railo. Most dourmateriaisare 

sournd klwmpeaiidpaidforineum.Theothera>mpo- 
ncnts ofour manufaduringmstr are laborand supplies. 

whidiarrmalnlypridforinThaibaht.AstheTha1 baht 
isclorriyIhlredtotheVSdollar.ourmanufactunngcoN 
arrsomnvhitbalancedcdntheeumandtheUS 

doilar.This partid 'natuni hede" hdpr to reduce the ri& 

of kssescausad byurchangcmfefiuctuatbns.~urnu- 
W imbalanrrsbetwceneumandUSddiaracmunts 

aredoseiymoniîored.Wearein thep-&ccverihg 

ruch imbalances by intmducing hadging and 

impkmmting appmpriatelmtruments and procesSer. 

Inflitlon rbk 

inñatimn has not had a çlgnYhent impact duringthe 

periods undcr miew. Hwwer, we facethe rrsk of in- 

masing inflation with rcgatdtooneor ~ W C U K ~ ~ S  

in whkh we Aaw splficlint reeivables or savings 

Credit dsk 

iniolvent.To minimiuthls risk, wefdiowverysirkt 

guiáeíina for ehtenfflng astomer credit. Each individuai 

astomer is assigncd credit limb, which are checM 

a downpaymenî or a letter of credii &re we accept 

orders fmm customers in critkal regiem. 

eech newshiprnant.ln addition,we rquirecither 

üquidity risk 

Our iiquidiiy risk managcrneRtfwiseronthemanaljl- 

ment ofour cash Inflcm and EashoutRmDuetathe 

i m ~ o f c h i p p u r c t i ~ o n o u r m h R o w , m c l o s e ~ *  
m o n i t o r w r c h í p p u ~ t o m i d  signiñcantlyduc- 

ingourosh flow by purchasingtoo many cRips.Ww4ii 

continue to carcfulky consider custamer requatr thai we 
purchase more chlpson our oWn ~ ~ c o u n t .  

Prla risk on chip prices 

Chip p r i a  ~era i ly tendtodecmse mertm.Changcr 

in giobal dmund can kadtoïemponry increases in 

demsnd.whldimlgMmaiRinchipsho~~and~ip 

rationing. During p r b d s d  rpt10,ning.uK Iwd t!inufor 
chiprand their priasinnasc. 

Mort of our produdr are based on plastic materialr such 

as WC. PET or PC.These are oil-based products Accord- 

ingiy, prices for such materiais maytluctuate with oii 

prices.Such pricw are generally pasxd on to customers. 

Interesi nte risk 

WearcIlraaporedtoinaerrstratcrkb.Glnn thaieur 

bank UabilM ha= heen substntiaily rrdused dwring 

financial )iear interest rate rflk has hen R(kKcd 

acmrdingly. 
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Dutch Corporate Governance Code 

SM4RIRPC NY is incorporated in the Netheriands as 

aDutchmmpany,and»Ii~edatmeF~nlrhirtStork 

Exchange (ÇSE).itissubjeatothe~ut~fi Corporate 

CovarnanceCode (Yhe Dutdi Code") whkh setr out 

TheGroup managesltsva 

within thestrategic,opemtbnai and fmanciai 

wkoie, nqfurmaiized rl5kmonitoringpracerr is 

in piace.The managementgi 
mpany ri~~andisputtingtheright 

ems in place.fotlmin~aitraeable 
strategy wiîh clsariy defincd milertones 1 

rerpea. 

isdlscussingvariour altcrnaî 
wktch s$mi this purpose an 

Thevestfngperiod af Bpf'ons granied 

dependent on the fulfillment of pmdeterm 

ateria. butsoieiy on the lapre of the vesting 

C En vwaf thewryshwt  historyof 

cmprmy. ii is not required. ROY posslble to 
set pre-&ermined crîîerta for theeercise of 

ions.~ismaychangeowrtime,andwiil be 

dosely montio 

11.2.2. Tkewmphiiy hes 
memberoftheManegement~~asavarl- 

able portion ofthesalaryfie reason is  thatthe 

mance ofthe Management Board whether 

thestockopíion price forthecompany's shares 

granted to memkrs of the Manageme 

istwopaFs and not thrceyeafs.The m m p y  
isMthe oplnlon that. bemuse other employees 
have a westingperiod of two years, management 

@ion Plan, provides for a 

instead offive,forthe 

fixing ofthe exercise prlce ofoptions. beause 
webeldevethatduetothe 

share ten days give afairer 

theawragewgrfive days 





Remuneration report 

40 Remuneratlon repari 

Thetasks ofthe Remuneration C 

Wftiied by the Supervisory Board in accordance wiih the 

prlnciples ofthe Dutch Corporate Governance Code. 

rvisory Board determines the remuneration and 

further wndltions óf empioymefltfor every member of 
the Management Board wiihin the scope ofthe compa- 

ny's remuneration polio/ and subject to the provisions 

tioned in sectlon 135 Boot 2 of the Dutch Clvil Code 

Thegoals of the SMARTKAC remuneration policy íor 

ViemembersoftheManagemcnt Board aretoaítract 

retain and reward taiented management byofkring a 

compensatlon that is wmpetiilve, motivates members 

t o  meet the company's business objectlws and aiigns 

the intererts of management with the intererts of the 
shareholáeríThe overall remuneration policy is based on 

8 remuneration schemie which takes int0 account specific 
tasks and the scope of individuai responsibilities of each 

memberofthe Management Baard The overall remuner- 

ationofthemembersoftheManagement Eoard.assum- 

ingthat chaiienging but achienbletargets have been set 

and met shouid he cleariy a b e  the market average of 
the remuneration practicesofthecomparlson p u p  

Compensation for Management Board 
mernbers 

Flnanclal year zo06 

New empioyment contracts were entered into between 

the company and Manfred Rieizier and Dr Christian 

Fischer in February 2006 

Pursuant to his employment contract, Mr. Rietzier ha5 

received total annual compensatioq of E 144.000. In ad- 

ditton, housingand other expenses ofMr.Ri 

IandamountingtoE were b o m  by the company. 

herreceivesa lafge percentageof hissaiaryas 

amrïablesaiary.Thereason isthat hissalaryshould 

depend onthe performanceofthecompany.Thisiscon- 

sidered to be an incentive to wort for the performance of 

Mr Rletzlerwhoisa maJorshareholder in 

any only receives a basicsalary. Beinga major 

sharehoidwls enough incentivebr him totryto achieve 

a goud pcrforman€eofViecompany. 

Dr flscher pursuant to his einploY. 

ment wntract coniisted of an annuai base wmpensation 
of f 24opoo and avariabie wmpensation of1 percent 

(2006:€119,000) ofEBITDAoftheSMARTFKGmupin 

@e respectiw year Hs5 compnsation als0 wmprised an 

additional incentive-based portmn granteú in theform 

ofan one-time IPO-bonus accordingto preùetermined 

wnditions The bonus amounted to 1 percent (€ 595,oOo) 

ofthegross proceeds to the wmpanyfrom thecapftal 

increase in connection with the success~ui initia1 pubiic 

offering,dated Juiy 20,2006. i'his part of Dr.Flschds 

remuneration acknowiedges his crucial contrlbution t o  

the successful ipo ofthe company. Dr. Firdier is eiigible 

to partícipate in the company's current stock option 

program.infinanhial year 2006, Dr. Fischer received 

5,pooopuonsfrom thïs stock optton program wtth a nel 

realizabieyalueofapproximately8 jj,ooaThe grant of 
+he opttons dves not depend on achievementsofcertain 

oftheshareof SMARTRACforwhichtheManagement 

Board Is accountable. 
not necessary. 

onal performance criteria are 



in additicn.Mr. Rfetzler and UI. Fisrher were prowided 

with a companycar. 

The company ha$ providd Mr. R l d e r  and Dr FlScher 
wiö, general accident insurance coverags ofa customary 

amount. 

Under his employment agreement With a subsidlary of 

hewaspmvidedwithammpanycar.Mr~iesiessenhôs 

E zopoa 

Al1 menaheriafthe Mana 

redundanq, paymmts.Thetms oftheemployment 

agreemenísareegual tothetemis oftheirappintment 

Finanùal pars beginning 2007 

In ~007thesaIariesPorMr.Rietzler.Dr.FircherandMr 

Bmwn have been increased.The main reason for the deci- 

siontoi~~a5ethesalarmisthatgkienthegr~h of 
the companyand itr rubsidtaries.thecomplexityof the 
strudureandthetasltsoftheManagement ùoardto prc- 
curefurthergrowth ofthe Compmythe saiarylncrease 

better matchesthe remmeration pal~cyd&ermined by 
the shareholdws meetlng 

New empfoyment contracts were entered int0 between 
the companyand Mr. Rietzier. Di Fischer and Mr. Brown 

forthefinancialyears beginning 2007 

Pursuant to his employment contract, Mr Rietzler IS en- 

titled to receive toial annual compensation of€ i80,ooo 

he houslng and ether expenses ofMr. Rietzier 

inThailand wil1 be borne bythe company. 

The compensation of Dr. Fischer under his employment 
contract consistts of  an annual base compensation of 
B~0,oooandavariableannoalcompenration 6 1 5 0  

pemnti.75 percent and z prce 

SM&lRACCreup in tke reqieaive yean zw~,zoo8 and 

zoog rcrpedwly. Dr. Fischer is elîgible to parücipate 

iomo opîtons.Thegrant afth 

dependson the p e r f o r n a n ~ o f r h e r h a ~ e o ~ ~ ~ l ~  
forwhtchthe Management %aard is accountable. 

Thetefmaddtlonal performancewiteria arenai regulred. 

Inaddlüon, Mt Rieklm andDr Fischnofthe Manage 

m m  Boarä Wil1 be prarlded with a company car. 

fhecsmpanywill pmvide both members oftheManage- 

ment Board with genera1 accident lnsunnce wvefaEe of 
acustcxnsryamouni. Thercgwlarterm Ofthe60W%t 

wRhMrRietzlerandDr.ï+s 

ent agreement with a subsidiary 

ofthemmpany,Mr,.Bmaa nemberaftheManaw 

receivetotal annual cesmpensa- 
iioniofe y10.000 and a war 

0 9 a n d 2 0 0 8 . M r . E ~ n ' s ~ o ~ ~ t c m i  

asmemt%rofthe Managernehtüodmdsattke~rst 

neral Meetingof5hareh~lders In 1008. 

reeive annual compensation 

~frm thecompany Intheamowntofeig~oaMr Dricr- 
sen's c m t n & n a l m a s  memberofthehhnagement 
BoardeRQsat th@firstGenetal Meetingof5harehdders 

in 2008. 

AU members of the Management Boardare not cntiüed 
t Q  reCeive Fedtmdai7Cy payn@ntr.Theterm ofthe empiq. 

ment qgretmerits are egml rmoffheir appoint- 
mentaçdirectors. 

Eorfurtherdetails regardmgtheco 

Supervisos, Board memberi we referto note 

consolidated fiflancial statements 
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~h ConsolidatPd financlal statements 

Consolidated statement of cash ROWS 
For the years ended 31 December 





I the combined and consolidatcd fininclal infoim 

i. Reporting entity 

a) General 

SMARTRAC NV. r thc Cornpany") is a rompanydorniciled in Parnassuweg ioj.io77 DE Arniterdarn.The Netherlands.Ttie 

Cempany was incorporated on 13 January 2006. to act as a the holding cornpany for tlie SMARTRAC Group r thc Group"), 

cornprising of the  following entities: 
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Corporate Flnancral 

Company Statement oftlie M e r o f t h e  ~ u n n e r i  by Key business Rirkr 

factors pmhk SupeNirory Board CE0 and thc CFO iegrnerrh 
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Company Statement ofthc Letterofthe Busineis by Key buanerr R 
proñle SuprvisoryBoard CEOand theCFO segment5 facto6 

. Other 
tatementr information 





4. Segment reporting 

Segment information is presented in respect of the 

Group's business and geographlcai segments.The pri- 

maryfwmat business segments, ls baçed on the Grwp's 

management and internsl reporting structurv. 

Segment resuits include items directly attributableto 

asegmentaswellasthosethatcan bealiocatedona 

rvasonable bask.ûther operatmg expenses have been 

aliocated to segments based on the volume of u n b  pro- 
duced by eaûi segment Assets and iiabiliries and capital 

expcnditure are noi allocated tosegments kcausethey 

are utilized In the production of both Stanóard and High 

Secuniy components 

Whcn! pioductlonlînde of a unii only a W  me reg- 
ment. the total depreciationof this unit was allocatedto 
thissegment.Wherea unit pmducedfor bathsegments, 
thedepreclation wasalloated accorddingto thesegrnent's 

portion &he shipment volume (pieces; depreclatton 

wrthrn cost obsa1es)andaccordingtothesegmerit's por- 

tion of saies revenues (depreciation withln aúministntlve 

expenses). 

Consolldated segment infomution fof z w 6  and zoo5 by business segment% 

. 



Notes to the combined and consolidated financial information 

The Group began producing and selling high security components in 2005 

mnucsbywbsegmemwa5fdbvm 



1 Mher !?I 

information 

1 

I1 ~~~~~~n~~~~ 

I 

-iP 

XytecSolutions Sdn Bhd 

Xytecsharesare nat Iistedon a stockexchangeand hence thefairvalueof its sharescannot bedetermined Financlal 

information can be rummarised asfollows 

AlltransfersoffundsfromXytectotheCroup.~e dlstributionofcash dividends,aresubJecttotheapprovaiofat least 51% 

of al1 rhareholders ofthe assoclate The Croup ha5 not received anydividendsfrom the associate 

I 



' Noter to the combined and consolidated financial information 

- 

I 
... 



- 
Cnmpany Statementofthe Letterafthe Burlnerrby Keybuilness R isk  Corpcrate Finafinal üther 

profile Supewisary Board CEOand theCFO segmentr factors governanm riaïemnts information 

. .  

I 

' I  

9. ûther operating income (expenses) 

A loss from disposal offixed assets has been incurred due to a contractual arrangement with a curtorner in order to render 

technica1 equipment without rernuneratlon.This loss arnounts to E 513.000. equal to the bookvalue oíthe equiprnent at 

the timeofdisposal. 



L 

0 4  Notes to the combined and consolidated financlal information 

10. Net financial income (expenses) 

I r 



Recognired directly in equity 

1 --I 

Moveinentl. in deferrcd t a x  asset5 are as follows - 
~~ ~~ ~- 1,993 - 37- 

Ai 31 December 2006,deferred tdx assets have not been recogn6ed in respect of deductihleiempor~rydifferences arnouiii~ 

ing to E ~>.ooo ( 2 0 0 5  E ~0.000)  brcause it is experted that these benefitr (expenses) wil1 he utilized duriiig SMARTRAC 
Tecliriology Liinited'r tax rxeiiiptiori periadr 

Balance 31 December ~. . 



o @  Noter to the cornbined and consolldated financial information 



Pro forma earnings per share 2005 

Pro forma numberofordinaryrharer 
at i r  Decernbei 2005 '0,000 

Weighted average number of ordinary rharesfor 

the purpore of diiuted earningr pershare 

Theweightedaveragenumberofordinarysharesforthe 

purpose of diiuted earnings per share inciude the dilu- 

tive potentiai shares of SMARTRAC stock option scheme 

(first tranche): 

~ Average market share price:Theavenge market 

share pricefrom 20JuIy2006 untii 31 December 

2006 was€ i7.si 

Effective tax rate:The effectwe tax rate is o 56. 
Exercise Price:The exercise price of the stock options 

is E 77.00 

- 

- 

I Cmrolidtled 
1006 



bi i  N d and ion 



I 



I ?  Noter to the combined and conrolidated financial Information 
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Coqpany Statnmentofthc Lmerofthe Businesiby KeV business Risk5 

profile Supwisory Baard CE0 andiheCFO regments factors 

1. 
[i i 

18. Cash and cash equivalents 

~ ~~~~~ ~ ~~. 
~ -.: / - .  - - 

11: 8 ,  

At31 Decemberzoo6,theGmup hadatotalofunuwdcndlt~ciin~esamoijni ln~toE2,z~,ooo(~oo~:er~6i~,~oj.  
At 3i December 2006 SMARTRAC held € 33;r~.ooo in debt Instruments for tradlng purposes at Fair miue through prorit 

and loss,witha duratlonof3 monthsalssatthemomentofacquisfflon. 

Share capital 

I 
U 

I 
On issueaírlanuary 
Irrued for cash 
brued for contrlbuted rubsldlarics i 

Authorised sharecapital 

SMARTRAC N.V was incorporated on 23 January 2006 

wlth an authorlsed sharecapltal of25,ooo.oooshares 

of€i.ooeachandlrsuedandpaidupsharecapitaiof 

~.ooo,ooosharesof€iweach On7Fcbruary2w6,tr(e 

shareholders resolnd to amend the Company’s Articles 

of Association bysplitting and wnvertlng each existing 

€i.ooshareintotwosharesofE0.50each.Following 

thisarnendment theauthorlsedsharecapitalofthe 

Company is € 25,000,000. wmprlslng of p,ooopoo 

shareswithaparvelueof€osoeach Regardlngthe 

3,500,000 shares issued b r  cash plcasc referto note id. 



Noter to the combined and conrolidated financiai information 
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kpst In #he Income statement 
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22. Trade and non-trade payables 

I- .. 

- 
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27. PromdoRa1 prtvilegas 

Byviflue ofthe provisionhoftheThai Govemmhntk 
Induwal Imicstrnent Pmmotion Act8:E. 2520. 

Teuindogy Ed. har been granted, promettonal privileges 
celatlngto its rnanwâcturingof~nspwi& andekd- 
mnkparkormmpneri% InThailand. Thepromotional , I g; , 
priviieg- indudr. among otherihingsf I I 

, 

- Exemption fmn carporate income tax on net 
eamtngs fmm the prom 
to.seven pars (see note ir) 

receilvedfmm campanies ubng similar pmmotional 

- Exemption firn corpste inmetaxon 

pr i ri l ege s . 

I 
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Company Statemm of the Lmerof the Buiines by Key buimesi Risk 
piofik Supervirory Board CEOandtheCFO rcgmentr factors 

The baiances of receivable and payables with related parties are shown below 

I Theoutstanding balancerof the receivables with Emsquares AG (forrnerly SMARTRACTechnology AG) were fully provlded 

for as at 31 December zoo5 and 31 December 2006. 

i 
1 



80 Company financiai statements of SMARTRAC N.V. 
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Company balance sheet as at 31 December 2006 





6 M o k s  te the @alnpanyiina~3l statements of SWi?TMC N.V. 

i to the company fii 

z. Basis of  preparation 

The consaiidated financial statements are prepared a r  

cording to the standards laid down by the International 

Accounting Standards Board and adopted by the Euro- 

pean Union (hereinafter referred toa5 EU~IFRS).in retting 

the principies for the recognition and measurement of 

arsets and Iiabilities and deterniination of the result for 

ibs separate financial statements. SMARTRAC NV har 

imade up use of the option provided in Article 362.8 af 

Par i  y, b o k  2 of the Netheriandr Civil Code.This means 

that the principies for the recognition and mearurement 

of assets and Iiabilities and determination ofthe rerult 

(hereinafter referred to as prinriples for recognition and 

mearurement) of the separate financial statements of 

SMARTRAC N.V. are t l ie same as those applied for t t ie  

consolidated EU-IFRS finanrial statenienis. Assmates,  

over which significant influence is exercised are stated 011 

the basis of the equity method, Reference i s  made to the 

accounting priiicipies ar described in note 2 aiid 3 of the 

consolidated financiai statements. 

The conipany presents a condensed income statement. 

usingthefacilityofArtlcle4ozof Part  y , B n o k z . o f t h e  

Netherlands Civi l  Code. 



5. hvestments in rubsidiarv eornaanics 
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Cash and cash equiwaluits 

SharecaDitai 
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Campany Statement ofthe ietterofthe Busines5 by Key burineis Flnantd üihcr Si? 

profile Supewirory Board CE0 2nd theCFO cegrnentr factair statemer& information 
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Compaiiy 
profile 

Statement of the Letterof the 
5iipeiviroiy Roard CEOnnd theCFI1 

Burinerr by 
regrnrnts 

Key biislrirrr 
faaitors 

R i s k  

14. Contingencies 

Legal claim5 

Manfred Rietzler 

Chief Executiw Mhcer 

Ronald Brown 

Chief Operations Officer 

Prof. Dr, üernd Fahrholz 

Chairman 



g r  Auditorr'report 

Rep& on the Rnanclal strtcmenir 

We have audited the 2006financiai statements of SMAR- 

TRACN.V,Amsterdam asseiouton pagesq2togi.The 

financial statements consist ofthe comolldatedfinancial 

statements and the wmpany financial st&ements.The 

wnsolidated financiai statements comprise the consoll- 

dated baianceshectas at 31 December 3006.the lncome 

statement, statements of changes in shareholders'equtty 

andstakmentafca5hRawsfocfhe~rthenended.and 

a summatyof signiñcant accounting polkies and 0th- 
expianatory notes The company financial statements 

comprise the company balance sheet as at 31 December 

2wó.thecompany income statementfwtheyearthen 

ended and the notes. 

Management Is respnsible for the preparation and fair 

presentalon ofthefinancial statements in acmráance 

with International Finanoal Rcportlng Standards as 

adopted by the Europan Union and with Part g af B w k  2 

of the Netherlands C i d  code, and forthe prepantíon of 

the management board report in accoróance wRh Pari 9 

of Emk zofthe NeîherlandsCivii Ccde.Thlr responsibi- 

iity imludew designing. impiementrng and maintaining 

Internal control relevant to the prepafation and fair pre- 

sentation of thefinanctal statements that arefreefrom 

matmiai misstatement. whether due to fraud or error: 
seWing and applying appropopriate accountirtg poiicies; 
and making accounting estimates that are reasonable In 

the clrarrnstancer 

Auditors' rarponslbllity 

üur responsibilityis towpresran opinionon thefinan- 

cial statements based on our audit.we conductcd our 

audit in accordancewith Dutch iaw.This law requlns 

that we comp4yw.m ethica1 requirements and plan 

and períorm the audn to oótain reasonable awrance 

whetherthefinanoai statemcntsarefmefmm material 

missiatement 

An audit inmlves performingprmeduresto obtain audit 

widcnce abouttheamounts and dlscionires in thefinan- 

clal statements.The procedures seiected depend on the 

auditor's judgment inciuding the assessment afthe rkks 

of materiai misstatement ofthefinancial statements, 

whether due to fraud or error. In makng those risk as- 

ressments, the auditor considers internal control relevant 

totheentity'spreparatlonandfiir presentationafthe 

financial statements in ordertodesign audit procedures 

that are approprlafe in thecircumdances. but notforthe 

purpose of expressingan opinion on the effectlveness of 
the entiíy's internal control. An audit also includes wa- 
luating the appropriateners of accounting pallcies used 
and the reasonableness of accounting estimates made by 
management,as wel1 as waiuating the overall presenta- 

tion ofthefinanciai statements, 

We ki iwethatthe audit evidence we have obtained is 
suffinenî and appropriate to provide a basis for our audit 

opinion 









Where these legal entities inciude companies belonging 

to the Same group, it shall be sufficient to designate that 

group.The reasons for any recommendation ar proposal 

for appointment or re-appointment shail be stated. In the 

event of reappointment.the manner in which the candi- 

date has performed his duties as a Supervisory Director 

shail be taken intoaccount. 

Resolutionr t o  

a. 

b. merge ("juridische fusie'] 

c. split-off ("rplitsing").and 

d. wind upthecompany 

amend the articles of association 

shail be capabie of being passed if the proposai ro rnar 

effect has been made bytheManagement Board.If such 

proposal has not been made by the Management Board. 

then these resolutions shall only be capabie of being 

passed with a majority of a t  least two thirds of the votes 

validlyrasi In a General Meeting, in which at least three 

quariers of the issued share capitai is represented. 

Ari1cleii:The Management Board isauthorised untii 

g March 2011 to issue shares, or to issue rights to 

take shares uhtil the issued share capital amounts to 

E 12,,000.000. 
I '  

I '  _I 

~ 8 8 ,  I 

I he Management Boara IS auth:risea unZ8 August 
2007 to repurchase and acquire up to 10 percent of the 

issuedsharecapitaloftheCompanyatthetimeof any 

repurchase. for a consideration of at least 80 percent of 

thestock priceofthesharesoftheCompanyat thedate 

of such repurchaseand for a maximum consideration of 

120 percent of such stock price. 

a r d e  ij: Nat applicable 



' -  



I. ' F  

I 

I 





I 

I 


