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Identive Group and the Identive logo are trademarks of Identive Group, Inc. Other product and brand names not belonging to Identive that
appear in this document are trademarks or registered trademarks of their respective owners.

Statement Regarding Forward Looking Statements

This Annual Report on Form 10-K, including the documents incorporated by reference in this Annual Report, contains forward-looking

statements for purposes of the safe harbor provisions under Section 27A of the Securities Act of 1933, as amended, and Section 21E of the

Securities Exchange Act of 1934, as amended. For example, statements, other than statements of historical facts regarding our strategy, future

operations and growth, financial position, projected results, estimated revenues or losses, projected costs, prospects, plans, market trends,

competition and objectives of management constitute forward-looking statements. In some cases, you can identify forward-looking statements

by terms such as will, believe, could, should, would, may, anticipate, intend, plan, estimate, expect, project or the negat
other similar expressions. Although we believe that our expectations reflected in or suggested by the forward-looking statements that we make in

this Annual Report on Form 10-K are reasonable, we cannot guarantee future results, performance or achievements. You should not place undue

reliance on these forward-looking statements. All forward-looking statements speak only as of the date of this Annual Report on Form 10-K.

While we may elect to update forward-looking statements at some point in the future, we specifically disclaim any obligation to do so, even if

our expectations change, whether as a result of new information, future events or otherwise. We also caution you that such forward-looking

statements are subject to risks, uncertainties and other factors, not all of which are known to us or within our control, and that actual events or

results may differ materially from those indicated by these forward-looking statements. We disclose some of the factors that could cause our

actual results to differ materially from our expectations in the Customers, Research and Development, = Competition,  Proprietary Information and
Technology, Risk Factors and Management s Discussion and Analysis of Financial Condition and Results of Operations sections and elsewhere

in this Annual Report on Form 10-K. These cautionary statements qualify all of the forward-looking statements included in this Annual Report

on Form 10-K that are attributable to us or persons acting on our behalf.

PART I

ITEM 1. BUSINESS
Overview of the Company

Identive Group, Inc. ( Identive, the Company, we and us ) provides secure identification ( Secure ID ) solutions that combine the convenience «
radio frequency identification ( RFID ) with the security of smart card technology to enable people to easily and securely interact with and
manage digital devices, systems and data. Our offerings include hardware products, software, integrated systems and services to address the
global markets for credential management, physical and logical/cyber access control, integrated ID solutions and a host of NFC and
RFID-enabled applications for customers in the government, enterprise, consumer, education, healthcare and transportation sectors. Our business
model is principally based on strong technology-driven organic growth, supported by disciplined acquisitive expansion. Our common stock is
listed on the NASDAQ Global Market in the U.S. under the symbol INVE and the Frankfurt Stock Exchange in Germany under the symbol
INV.

We operate in two segments, Identity Management Solutions & Services ( Identity Management ) and Identification Products & Components ( ID
Products ):

In our Identity Management segment we design, supply and manage solutions, systems and services that enable the secure
management of credentials in diverse markets. These credentials are used for the identification of people and the granting of rights
and privileges based on defined policies. Our Identity Management offerings include integrated physical and logical (i.e., PC,
network or cyber) access systems, integrated ID solutions, cashless payment solutions and cloud-based credential management
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systems, all of which are designed to enable organizations to enhance convenience and speed for users while supporting greater
security and compliance to regulatory requirements. We sell our Identity Management solutions under our Hirsch Identive,
idOnDemand and Multicard brands, as well as additional country or market specific brands. Our Identity Management end
customers operate in the government, education, enterprise and commercial markets and can be found in multiple vertical market
segments including healthcare, banking, industrial, retail and critical infrastructure.

In our ID Products segment we design and manufacture both standard and highly specialized RFID and smart card technology-based
products and components, including NFC products and components, that are used in the government, enterprise and consumer
markets for a number of identity-based and related applications, including logical access, physical access, eHealth, eGovernment,
citizen ID, mobile payments, loyalty schemes, and transportation and event ticketing. The ID Products segment includes the results
of our ID Infrastructure and Transponder business units. Through our ID Infrastructure business unit, we design and manufacture
readers and terminals based on both contact and contactless smart card technology, as well as related software components. Through
our Transponder business unit, we design and manufacture RFID inlays as well as inlay-based RFID tags, labels, stickers and cards.
Our ID Infrastructure and Transponder products are primarily sold under the Identive brand.
Sales from our Identity Management segment accounted for approximately 55% of our total revenue in 2011, 56% of our total revenue in 2010
and 42% of our total revenue in 2009. Sales from our ID Products segment accounted for approximately 45% of our total revenue in 2011, 44%
of our total revenue in 2010 and 58% of our total revenue in 2009. Additional information about our results for the last three years for these
segments is provided in Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations of this Annual Report
on Form 10-K. See Note 12 of Notes to Consolidated Financial Statements in Item 8 below for further details about revenue and assets by
region.

Our corporate headquarters are located in Santa Ana, California and our European and operational headquarters are located in Ismaning,
Germany. The Company s books and records and financial reporting process is performed in Ismaning, Germany. We maintain facilities in
Chennai, India for research and development and in Australia, Canada, Germany, Hong Kong, Japan, the Netherlands, Singapore, Switzerland
and the U.S. for individual business unit operations and sales. The Company was founded in 1990 in Munich, Germany and incorporated in 1996
under the laws of the State of Delaware.

Industry Background

We operate in the market for secure identification, or Secure ID solutions, which utilize both RFID and/or smart card technologies to produce,
manage and work with electronic identity credentials that help people and companies manage access to data and resources as well as protect
people and assets. Electronic identity credentials most commonly take the form of cards or tokens and also are beginning to be embedded within
mobile phones. Common card-type credentials include smart chip-based cards, building or network access cards, drivers licenses, national IDs,
employee IDs and student IDs. In addition to identifying the holder, electronic credentials are used to authorize the granting of rights and
privileges, for example to gain access to a building or network, to use funds from a merchant, bank wallet or bank account, or to access
information or services, such as tax records or healthcare data and equipment.

Electronic identity credentials require a corresponding infrastructure of readers, software and systems with which to interact and process the data
they hold. This infrastructure includes various types of identity or access cards and tokens, readers, as well as software- and hardware-based
systems such as those that control physical and network access or those that process payment transactions. In addition, because each electronic
identity credential is used to identify a specific individual or object, or to grant privileges based on specific criteria, it is critical that the
credentials are issued and managed in a secure and systematic manner. This often involves compliance with various specifications and standards
of issuing organizations such as government agencies or corporations.
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Our mission is to be the world s signature company in Secure ID, and our goal is to build a lasting business of scale and technology to both
enable and capitalize on the growth of smart card and RFID technologies and the adoption of NFC, converged access and other trends within the
Secure ID market. To accomplish this, our strategy is to provide innovative products, systems and services that address the need for solutions
across the Secure ID value chain that are differentiated by being interoperable, easy to integrate and easy to use. Our current organization
comprises significant core technology and expertise in key areas of Secure ID, including RFID and smart card technologies and their application
in vertical markets including physical access, cybersecurity, credential issuance and management, payment and ID systems integration. Our
business model centers on technology-driven organic growth using our existing capabilities, complemented by disciplined acquisitive activity.
We pursue investments and acquisitions with a focus on increasing our scale, reinforcing our market position in targeted areas and fully
leveraging our strengths and opportunities to enter new markets, as well as driving consolidation in the rapidly growing, yet fragmented markets
for identification-based technologies.

We believe the market for Secure ID solutions offers significant opportunities for growth, both in terms of the continued use of core
identification technologies and the emergence of newer technologies that are being leveraged for Secure ID applications. We believe the
following technologies and trends are among the most important to drive opportunities for our business:

Smart Cards A smart card is a credit card-sized plastic card with a built-in microcontroller or secure memory chip that allows the card to store
large amounts of data, carry out on-card functions such as encryption and mutual authentication, and interact intelligently with a smart card

reader. The self-contained processing and memory capabilities of smart cards makes them resistant to attack as they do not need to depend upon
potentially vulnerable external resources. Because of this, smart cards are often used in applications that require a high level of security

protection and authentication. Traditional contact smart cards connect to a reader with direct physical electronic contact while contactless smart
cards require only close proximity to a reader to connect via a radio frequency interface. In addition to traditional cards, smart card technology is

also available in fobs, subscriber identity modules (SIMs) used in GSM mobile phones, and USB-based tokens.

The market research firm Eurosmart reported in November 2011 that more than 6.1 billion smart cards shipped globally in 2011 and forecasts
that over 6.9 billion smart cards will ship in 2012, a growth rate of 13%. Major drivers of this growth include an estimated 25% increase in the
use of contactless smart cards for national ID, eGovernment and electronic health card programs. Second, there is a trend towards the use of
multi-application contactless cards that combine two or more of identity, payment, social benefits and transport services on a single card. Third,
there is a movement towards embedding smart card elements within mobile phones to enable these devices to act as secure credentials for a
variety of applications, including NFC and cloud computing.

We are a leading global supplier of contact and contactless smart card reader technology for secure authentication, including readers for
logical/cyber access, national ID, eGovernment and eHealth applications. Our capabilities also include patent pending processes for

manufacturing advanced smart card technology in a card s inner layers, under our Smartcore brand. In addition, we have significant experience in
deploying smart card-based systems that leverage multiple applications on a single card, primarily in the higher education market. We believe

that the continued growth in demand for smart card technology provides ongoing and new opportunities for our products and services.

RFID Radio frequency identification, or RFID, is a wireless, short-range communications technology that uses radio waves to automatically
identify people or objects. An RFID system consists of a reader and a transponder, or tag, which includes an integrated circuit (IC) or chip
containing the information to be transmitted, and an antenna for receiving and transmitting the signal, both of which are affixed to a thin
substrate called an inlay. Primarily because of the convenience it offers users, RFID is rapidly emerging as the replacement for traditional
identification devices, such as those utilizing simple barcodes and smart cards requiring direct contact
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with a reader. IDTechEx estimates the value of the overall RFID market in 2011 to be $5.84 billion, up from $5.63 billion in 2010. Applications
for which RFID is increasingly being used include mobile payment and banking, student and government IDs, physical and network access
control, mass transit, event ticketing and library media tracking.

We have significant expertise in the design and production of RFID technology as well as a deep understanding of the security needs inherent in
application areas that are increasingly using RFID, such as government ID and access control. Building on a robust foundation of patented
technologies, we specialize in combining and connecting integrated circuit chips from external suppliers with our own antenna designs to
produce RFID inlays that can withstand the physical and environmental stresses in the applications in which the products are used. We also offer
significant versatility in converting our inlays into finished RFID tags, labels and cards to address a range of applications, including asset
tracking, transit and event ticketing, access control, secure mobile payment and animal identification. In addition to RFID inlays and tags we
also supply RFID readers for a variety of applications. We believe we are very well positioned to address the growing demand for RFID
technology with our technology base, expertise in design and manufacturing and knowledge of the Secure ID applications market.

NFC An important development in the market for Secure ID is the expected rapid growth of a specific type of RFID technology known as near
field communications, or NFC. NFC is an emerging standard for short-range connectivity that enables secure interactions between mobile
devices, such as smartphones, and other devices, including NFC tags, readers or point-of-sale terminals. The adoption of NFC is still in an early
stage, but the broad availability of NFC-enabled smartphones and the corresponding deployment of an NFC infrastructure and applications are
expected to result in significant growth in NFC products and applications over the next several years. Applications for which NFC is expected to
be widely used include mobile payment, access control, ticketing, advertising and data sharing, as well as many others. To address the expected
growth of NFC, during 2011 we formed a dedicated Mobility & NFC Solutions group that is focused on coordinating Identive s NFC strategy
and activities.

In 2011, only 5% of new mobile phones were NFC-enabled, but it is estimated that this number will rise to approximately 46% by 2016,
according to a February 2012 report from the research firm MarketsandMarkets. The firm further predicts that the NFC applications market will
grow from $7.7 billion in 2011 to $34.5 billion by 2016, at an estimated compound annual growth rate of 35%, with mobile payments, ticketing
and access control among the most attractive applications. While NFC makes it possible for people to use their smartphones to purchase items or
services in the same way they would use a credit or debit card, the availability of such systems is expected to expand well beyond the large

open-loop payment networks such as Visa and Mastercard. Indeed, we believe there will be a widespread and relatively rapid adoption of NFC
for closed loop payment transactions, in which a financial institution or an individual merchant issues limited-purpose, private-label payment
cards to its customers for use only with a particular merchant or service provider.

We have experience and know-how in developing and providing both prepaid (stored value) and credit-based closed-loop NFC payment
solutions, and have deployed such systems for retailers, fuel companies and stadium operators. We also have extensive experience in deploying
our own software-based payment solutions, including Cashless Betalen , which we developed to enable a secure digital wallet program for the
Dutch financial institution, Rabobank, and polypurse , which is a multi-function credential management and cashless payment platform for the
Swiss education market.

Outside payment, we believe that there is also a significant opportunity for NFC-enabled ticketing, advertising and access control. For example,
in a February 2012 report Juniper Research predicts that one in eight (13%) of North American and western European mobile users will use their
NFC-enabled mobile phones as a metro rail or bus ticket by 2016, compared with less than 1% today. Moreover, worldwide mobile ticketing
transactions are set to quadruple to 23 billion and NFC-based tickets to represent 50% of all mobile ticket revenue by 2016. We believe our
strength in both RFID and smart card technologies, our payment capabilities
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and our company-wide focus on NFC put us in a strong position to take advantage of the emerging opportunities for NFC technology in the
Secure ID market.

Converged Access  Within the Secure ID market, there is a pronounced trend towards the integration, or convergence of systems that provide
physical access to buildings and logical access to PCs, IT/cyber networks or electronic log-on systems. Traditionally, organizations have had
disparate systems and policies for physical and logical access. This often caused gaps in security as breaches can occur due to the inability of the
different systems to communicate. Increasingly, physical and logical access control systems are now being combined into a single system, which
enables an organization to provide integrated, policy-based logical and physical access as well as network provisioning throughout a user s
lifecycle. Converged access is particularly relevant in the U.S. Government market, as Homeland Security Presidential Directive ( HSPD )-12 and
Federal Information Processing Standards ( FIPS ) 201 mandate that personal identification verification cards utilizing secure contactless interface
technologies be issued to all personnel, across federal agencies, both to provide secure authentication of employees and to provide secure access

to both facilities and computer networks. The goal behind these mandates is to increase the security of personnel and assets through the use of
converged access control systems.

We are a leading provider of logical access readers and of physical access control and integrated, identity-based security systems, and our
Velocity software is one of the most highly regarded security and access management platforms in the market. We have been a trusted supplier
of both physical and logical access solutions to the U.S. Government for many years and have been deeply involved in the development of new
standards designed to address the convergence of physical and logical access systems. To further strengthen our ability to address the need for
converged systems, in early 2012 we formed a dedicated Converged Access group within our ID Infrastructure business unit that is focused on
developing a new range of converged readers and secure credentials that work across a large number of different proprietary and standards-based
technologies. These new offerings will build and expand on innovative technology that was developed by our idOnDemand business unit as part
of their Software as a Service ( SaaS )-based credential management offering, as well as on our strength in network access smart card reader
technology. We are also expanding our capabilities to produce secure identity credentials. We believe we are well positioned to benefit from the
trend towards convergence as the federal government, state and local agencies as well as corporate organizations invest in the migration towards
new integrated systems based on the federal identity credential guidelines.

To strengthen and expand our capabilities in the Secure ID market, from time to time we acquire other companies that we believe can provide us
with important technology, market coverage or other benefits. During the last two years, we have acquired the following companies:

On January 4, 2010, we acquired Bluehill ID, a publicly-held RFID technology and ID solutions company based in Switzerland.

On April 14, 2010, we acquired RockWest Technology Group LLC (now doing business as Multicard U.S.), a privately-held
provider of identification and security solutions based in Denver, Colorado.

On November 19, 2010 we acquired Smartag, a Singapore-based manufacturer of high frequency ( HF ) and ultra high frequency
( UHF ) RFID inlays and inlay-based solutions.

On May 2, 2011, we acquired approximately 95.8% of the outstanding shares of idOnDemand, a privately-held provider of
cloud-based credential management solutions based in Pleasanton, California. We acquired the remaining shares of idOnDemand in
January 2012.

On July 18, 2011, we acquired polyright SA, a privately-held provider of identity management platforms and open-ended rights and
services management solutions for higher education, healthcare and industry, based in Switzerland.

On January 30, 2012, we acquired approximately 58.8% of the outstanding shares of payment solution AG, a privately-held German
company that provides cashless payment solutions for stadiums, arenas and other event venues.
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We believe our robust technology portfolio and our significant capabilities in the areas of physical and logical access, credential issuance and
management, ID systems integration and RFID and NFC applications position us to become the signature company in Secure ID.

Our Offerings and Brands
Currently, we address the market for Secure ID solutions with the following products, systems and services:

Transponder products  Our Transponder products include RFID inlays and inlay-based cards, labels, tags and stickers, including NFC inlays and
tags and other radio frequency ( RF ) and IC components. We manufacture our Transponder products at state of the art facilities in Sauerlach,
Germany and Singapore, and we market and sell our Transponder products from these facilities as well as from operations in the U.S. and
Canada. Our inlays and converted inlay products are used in a diverse range of applications, including transport and event ticketing, asset
tracking, secure mobile payments and NFC-based applications. The majority of our Transponder products are currently sold as RFID inlays

under the Identive brand, although previously these were sold under multiple brands, including TagStar and Smartag. We sell our converted

inlay products, such as tags and labels, under our Smartag brand and we sell specialty inlays for card manufacturing under our Smartcore brand.

(www.identive-transponders.com)

ID Infrastructure products  Our ID Infrastructure products include a broad range of contact, contactless and mobile smart card readers and
terminals as well as digital identity and transaction platforms that are utilized around the world to enable logical and physical access, security
and identification applications, transaction systems, and eHealth- and eGovernment programs. Our ID infrastructure products are designed at our
research and development center in India and manufacturing is outsourced. We serve our global ID Infrastructure customer base from
operational headquarters in Germany and sales offices in the U.S., Tokyo, and Hong Kong. The majority of our ID Infrastructure products are
currently sold under the Identive brand, although previously these were sold primarily under the SCM Microsystems brand and to a lesser extent
under the Arygon brand. We also offer a range of smart card-based security, productivity and time recording solutions for small and
medium-size businesses under our retail CHIPDRIVE® brand. (www.identive-infrastructure.com)

Integrated ID solutions  Under our Multicard brand, we offer customized integration services that enable a diverse range of ID applications,
including credential issuance and personalization, smart city and e-Government service provisioning, multi-application campus ID solutions and
cashless payments. Through our local operations in Australia, Germany, the Netherlands, Switzerland and the U.S., we work with customers in

the government, education, healthcare, corporate, financial and retail markets to design, build, install and support integrated ID solutions.
(www.multicard.com)

Identity as a Service Under our idOnDemand brand, we market and sell cloud-based credential management services that allow organizations to
quickly, easily and cost effectively grant trusted access for employees, customers and partners to information and assets such as IT systems,
remote access, data encryption, secure email, building access and mobile authentication. We deliver our credential management solutions using
standards-based technology and a Software as a Service, or SaaS, model. (www.idondemand.com)

Integrated physical access and identity-based security systems We market and sell enterprise-class physical access control and integrated
identity-based security systems under our Hirsch Identive brand. Our Hirsch Identive security systems integrate access control, video
surveillance, intrusion detection, building management and other network-based systems using a wide range of credentials, including digital
certificates, smart cards, RFID cards and biometrics in order to successfully secure facilities, digital assets and electronic transactions. We
design and support our Hirsch Identive systems from our facility in Santa Ana, California. (http://hirsch-identive.com)
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We sell to customers worldwide in a diverse range of markets, including government, enterprise, commercial banking, consumer, education,
healthcare and transportation. A significant amount of our revenue comes from various entities of the U.S. federal government sector. The
majority of our federal government sales are made through our indirect sales network or priced using published General Service Administration
schedules and we do not believe that we are subject to any material risk of renegotiation or termination at the election of these government
entities. Sales to our top ten customers accounted for approximately 25% of total revenue in 2011, 24% of total revenue in 2010 and 42% of total
revenue in 2009. No customer accounted for more than 10% of the Company s total revenue in 2011, 2010 or 2009.

Sales and Marketing

For the most part, each of the business units within Identive conducts its own sales and marketing activities in the markets in which it competes,
utilizing its own sales and marketing organization to solicit prospective channel partners and/or end customers, provide technical advice and
support with respect to products, systems and services, and manage relationships with customers, distributors and/or OEMs. Increasingly, we are
working to leverage our sales and marketing support resources and programs across our business units in order to maximize our efforts and
coordinate our efforts in our target markets. The majority of our Transponder and ID Infrastructure products are currently sold under the Identive
brand, utilizing indirect sales channels including dealers, systems integrators, value added resellers, resellers and Internet sales. We sell our
physical access control and integrated security and identity systems under our Hirsch Identive brand directly to end users, with fulfillment of the
order primarily provided through a channel of local systems integrator partners. We sell and deliver our integrated ID solutions under our
Multicard brand primarily through a direct sales effort. We sell our cloud-based credential management solutions under our idOnDemand brand,
primarily utilizing a direct selling model. In support of our sales efforts, we participate in trade shows and conduct sales training courses,
targeted marketing programs and advertising, and ongoing customer and third-party communications programs.

Competition

The market for secure identification products, systems and solutions is competitive and characterized by rapidly changing technology, as well as
fragmentation of solutions providers. We believe that competition in this market is likely to intensify as a result of an ongoing increase in
demand for RFID technology, integrated access control systems, credential issuance and management, cashless payment solutions and other
identification-based solutions.

We face a range of competition for our products, systems and solutions. In our ID Products segment, competition for our smart card readers and
reader technology primarily comes from a few companies, including Gemalto NV and HID Global (a division of ASSA ABLOY AB), as well as
from a number of smaller suppliers in Asia. Competition for our RFID inlays and inlay-based products comes from a small number of
organizations that understand the specialized processes and have the capital equipment required to serve the transponder market. Competitors in
this market include SMARTRAC NV, which in the last few years has acquired former competitors UPM RFID and KSW Microtec, as well as a
number of inlay conversion companies in Asia. In the market for NFC tags, readers and other solutions, we face competition from traditional
smart card reader and RFID technology providers, including Gemalto and ASSA ABLOY for NFC readers, and SMARTRAC and other inlay
converters for NFC tags.

In our Identity Management segment, enterprise-class physical access control and integrated security and identity systems are available from
numerous suppliers. In this market we primarily compete with AMAG Technology (a division of G4S plc), Lenel Systems International (a
division of United Technologies Corp.), Software House (a division of Tyco International Ltd.) and Honeywell International Inc. In the market
for ID systems integration and credential issuance, we compete primarily with system integrators that focus on providing card-based identity
systems. These integrators vary by market and geography and include large
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international firms as well as local suppliers focused on serving specific countries or regions. Competition for our credential management
systems includes HID Global in the physical access sector, but in the logical access sector centers around whether or not the customer chooses to
deploy a traditional in-house system assisted by vendors such as Activldentity (a division of ASSA ABLOY) and Intercede Group plc, or adopt
a cloud-based model, which we have pioneered.

We also experience indirect competition from certain of our customers who currently offer alternative products or are expected to introduce
competitive products in the future. We may in the future face competition from these and other parties that develop security and RFID products
based upon approaches similar to or different from those employed by us. In addition, the market for security and RFID products may ultimately
be dominated by approaches other than the approach marketed by us. We believe that the principal competitive factors affecting the market for
our products, systems and solutions include:

the extent to which products and systems must support evolving industry standards and provide interoperability;

the extent to which standards are widely adopted and product interoperability is required within industry segments;

technical features;

the ability of suppliers to effectively integrate multiple products and systems in order to address customer requirements including full
system capabilities, cost of ownership and ease of use;

quality and reliability;

the ability of suppliers to quickly develop new products and integrated solutions quickly to satisfy new market and customer
requirements;

ease of use;

strength of sales and distribution channels; and

price and total cost of system ownership.
While we believe that we compete favorably within our market environment, we may not be able to continue to successfully compete due to a
variety of factors, as further discussed in Risk Factors.

Seasonality

In our business overall, we may experience significant variations in demand for our products quarter to quarter, and overall we typically
experience a stronger demand cycle in the second half of our fiscal year. Sales of our Hirsch Identive security systems are subject to U.S.
Government budget cycles and are generally highest in the third quarter of each year. Sales of our ID Infrastructure smart card readers and chips
for government programs are impacted by testing and compliance schedules of government bodies as well as roll-out schedules for application
deployments, both of which contribute to variability in demand from quarter to quarter. Further, this business is typically subject to seasonality
based on governmental budget cycles, with lowest sales in the first half, and in particular the first quarter of the year, and highest sales in the
second half of each year. In our global Multicard business, a variety of local market factors including government budget cycles and retail
demand cycles typically result in stronger demand in the second half of the year. In general, sales of our global Transponder products also are
marginally stronger in the second half of the year.
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We typically do not maintain a significant level of backlog. As a result, revenue in any quarter depends on contracts entered into or orders

booked and shipped in that quarter. Sales are made primarily pursuant to purchase orders for current delivery or agreements covering purchases
over a period of time. Our customer
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contracts generally do not require fixed long-term purchase commitments. In view of our order and shipment patterns, and because of the
possibility of customer changes in delivery schedules or cancellation of orders, we do not believe that such agreements provide meaningful
backlog figures or are necessarily indicative of actual sales for any succeeding period.

Research and Development

We have made substantial investments in research and development ( R&D ), particularly in the areas of NFC products and software systems for
payment and credential management applications, including our SaaS-based Identity as a Service offering, RFID inlays and related technology,
smart card-based physical and network access devices, and physical access controllers, readers and security management software. We will
continue to invest in R&D that advances key areas of our business. To ensure the effective use of R&D resources within each of our product and
solutions areas and to facilitate sharing of technologies and expertise across the organization, we have an Executive Vice President of

Technology and Product Management that oversees the application of resources. Within each product and solutions area and as needed between
these areas, our engineering design teams work cross-functionally with marketing managers, applications engineers and customers to develop
products, product enhancements, software and systems to meet customer and market requirements. We also strive to develop and maintain close
relationships with key suppliers of components and technologies in order to be able to quickly introduce new offerings that incorporate the latest
technological advances.

We focus the bulk of our R&D activities on the development of products and solutions for new and emerging market opportunities. R&D
expenses were approximately $7.0 million in 2011, $4.7 million in 2010 and $4.3 million in 2009. The majority of our R&D activities for smart
card reader products and technologies occurs in India; the majority of R&D activities for our SaaS, NFC solutions and physical access control
systems occurs in California; the majority of R&D activities for our RFID inlays and inlay-based products occurs in Germany and Singapore;
and the majority of R&D activities for our card and payment software systems occurs in the Netherlands. During 2011, through our acquisitions
of idOnDemand and polyright we added significant software development capabilities in California for SaaS-based credential management and
in Switzerland for campus payment and identification systems.

Proprietary Technology and Intellectual Property

Our success depends significantly upon our proprietary technology. We currently rely on a combination of patent, copyright and trademark laws,
trade secrets, confidentiality agreements and contractual provisions to protect our proprietary rights, which afford only limited protection.
Additionally, for Hirsch Identive we utilize Intellectual Property Infringement Abatement Insurance to partially mitigate the risk of infringement
of our primary patents. Although we often seek to protect our proprietary technology through patents, it is possible that no new patents will be
issued, that our proprietary products or technologies are not patentable, and that any issued patent will fail to provide us with any competitive
advantages.

There has been a great deal of litigation in the technology industry regarding intellectual property rights and from time to time we may be
required to use litigation to protect our proprietary technology. This may result in our incurring substantial costs and there is no assurance that
we would be successful in any such litigation. Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy
aspects of our products or to use our proprietary information and software without authorization. In addition, the laws of some foreign countries
do not protect proprietary and intellectual property rights to the same extent as do the laws of the U.S. Because many of our products are sold
and a substantial portion of our business is conducted outside the U.S., our exposure to intellectual property risks may be higher. Our means of
protecting our proprietary and intellectual property rights may not be adequate. There is a risk that our competitors will independently develop
similar technology, duplicate our products or design around our patents or other intellectual property rights. If we are unsuccessful in protecting
our intellectual property or our products or technologies are duplicated by others, our business could be harmed.
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In addition, we have from time to time received claims that we are infringing upon third parties intellectual property rights. Future disputes with
third parties may arise and these disputes may not be resolved on terms acceptable to us. As the number of products and competitors in our target
markets grow, the likelihood of infringement claims also increases. Any claims or litigation may be time-consuming and costly, divert
management resources, cause product shipment delays, or require us to redesign our products, accept product returns or to write off inventory.
Any of these events could have a material effect on our business and operating results.

We are expanding our portfolio of more than 30 patent families (designs, patents, utility models, patents pending and exclusive licenses) in
individual or regional filings, covering products, electrical and mechanical designs, software system and methods and ideas for our various
businesses. In the past year we have added filings in RFID tags, converged access readers and systems, our Smartcore card family, and NFC
products. Additionally, we leverage our own ASIC designs for smart card interface in some of our reader devices. However, none of our patents
are currently material to our business.

Manufacturing and Sources of Supply

We utilize a combination of our own manufacturing facilities and the services of contract manufacturers in various countries around the world to
manufacture our products and components. Our physical access keypads, controllers and software are manufactured primarily in California,
using locally sourced components. The majority of our smart card reader products and components are manufactured in Singapore and China
and are certified to the ISO 9001:2000 quality manufacturing standard, and our remaining smart card readers and components are manufactured
in Germany and India. Our RFID inlays and inlay-based products are manufactured and assembled by our own internal manufacturing teams in
Singapore using locally sourced components and in Sauerlach, Germany using components sourced both locally and in Asia.

To meet increasing customer demand for RFID inlays and finished transponder products such as tags, labels and cards, during 2010 we doubled
our transponder manufacturing capacity with the addition of new manufacturing equipment and lines in Germany and during 2011 we again
nearly doubled existing capacity with the addition of new equipment and lines both in Germany and also at our facility in Singapore, which we
acquired in late 2010.

We have implemented formal quality control programs to satisfy customer requirements for high quality and reliable products. To ensure that
products manufactured by third parties are consistent with internal standards, our quality control programs include management of all key
aspects of the production process, including establishing product specifications, selecting the components to be used to produce products,
selecting the suppliers of these components and negotiating the prices for certain of these components. In addition, we may work with suppliers
to improve process control and product design.

We believe that our success will depend in large part on our ability to provide quality products and services while ensuring the highest level of
security for our products during the manufacturing process. In the event any of our contract manufacturers are unable or unwilling to continue to
manufacture our products, we may have to rely on other current manufacturing sources or identify and qualify new contract manufacturers. Any
significant delay in our ability to obtain adequate supplies of our products from current or alternative sources would harm our business and
operating results.

For the majority of our product manufacturing, we utilize a global sourcing strategy that serve all business solutions areas within the company,
which allows us to achieve economies of scale and uniform quality standards for our products, and to support gross margins.

On an ongoing basis, we analyze the need to add alternative sources for both our products and components. For example, we currently utilize the
foundry services of external suppliers to produce our ASICs for smart cards readers and inlays, and we use chips and antenna components from
third-party suppliers in our RFID inlays and
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contactless smart card readers. Wherever possible, we have added additional sources of supply for components. However, a risk remains that we
may be adversely impacted by an inadequate supply of components, price increases, late deliveries or poor component quality. In addition, some
of the basic components used in our reader products, such as semiconductors, may at any time be in great demand. This could result in
components not being available to us in a timely manner or at all, particularly if larger companies have ordered more significant volumes of
those components, or in higher prices being charged for components.

Employees

As of December 31, 2011, we had 436 full-time employees, of which 97 were in research and development, 126 were in sales and marketing, 83
were in general and administrative and 130 were in manufacturing and related functions. We are not subject to any collective bargaining
agreements and, to our knowledge, none of our employees are currently represented by a labor union. To date, we have experienced no work
stoppages and believe that our employee relations are generally good.

Foreign Operations; Properties

We operate globally, with corporate headquarters in Santa Ana, California and European operational headquarters in Ismaning, Germany. We
also maintain leased facilities in Australia, Canada, Germany, Hong Kong, India, Japan, the Netherlands, Singapore, Switzerland and the U.S.
We consider these properties adequate for our business needs.

Legal Proceedings

From time to time, we could become subject to claims arising in the ordinary course of business or could be a defendant in lawsuits. While the
outcome of such claims or other proceedings cannot be predicted with certainty, our management expects that any such liabilities, to the extent
not provided for by insurance or otherwise, would not have a material effect on our financial condition, results of operations or cash flows.

We are not currently nor in the past twelve months have we been a party to any pending legal, governmental or arbitration proceeding, nor is, or
was in the past twelve months our property the subject of any pending legal, governmental or arbitration proceeding, that is not in the ordinary
course of business or otherwise material to the financial condition of our business nor are we aware that such proceedings are threatened.

Availability of SEC Filings

We make available through our website our Annual Reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and
amendments to those reports free of charge as soon as reasonably practicable after we electronically file such reports with the Securities and
Exchange Commission ( SEC ). Our Internet address is www.identive-group.com. The content on our website is not, nor should be deemed to be,
incorporated by reference into this Annual Report on Form 10-K. Additionally, documents filed by us with the SEC may be read and copied at

the Public Reference Section of the SEC, 100 F Street, N.E., Washington, D.C. 20549. Information on the operation of the Public Reference

Room may be obtained by calling the SEC at 1-800-SEC-0330. Our filings with the SEC are also available to the public through the SEC s
website at www.sec.gov.

ITEM 1A. RISK FACTORS

Our business and results of operations are subject to numerous risks, uncertainties and other factors that you should be aware of, some of which
are described below. The risks, uncertainties and other factors described in these risk factors are not the only ones facing our company.
Additional risks, uncertainties and other factors not presently known to us or that we currently deem immaterial may also impair our business
operations. Any of
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the risks, uncertainties and other factors could have a materially adverse effect on our business, financial condition, results of operations, cash
flows or product market share and could cause the trading price of our common stock to decline substantially.

Risks of Market Dynamics
Continuing weakness in global economic markets may adversely impact customers and customer spending patterns.

In recent times global economies have been impacted by disruptive financial events, economic uncertainty and most recently concerns about the
possible breakup of the Euro Zone. Continuing weakness or uncertainty in global economic markets may cause consumers, businesses and
governments to defer purchases in response to tighter credit, decreased cash availability and low consumer confidence. Accordingly, demand for
our products could fail to grow or could decrease and differ materially from our current expectations. In addition, some of our customers may
require substantial financing in order to fund their operations and make purchases from us. The inability of these customers to obtain sufficient
credit to finance purchases of our products and meet their payment obligations to us, or possible insolvencies of our customers, could result in
decreased customer demand, an impaired ability for us to collect on outstanding accounts receivable, significant delays in accounts receivable
payments, and significant write-offs of accounts receivable, each of which could adversely impact our financial results.

We are exposed to credit risk on our accounts receivables.

We are exposed to credit risk in our accounts receivable, and this risk is heightened in times of economic weakness. We distribute our products
both through third-party resellers and directly to certain customers and a majority of our outstanding trade receivables are not covered by
collateral or credit insurance. We may not be able to monitor and limit our exposure to credit risk on our trade and non-trade receivables, and we
may not be effective in limiting credit risk and avoiding losses.

Continuing weakness in global markets may adversely impact our suppliers.

Our ability to meet customers demands depends, in part, on our ability to obtain timely and adequate delivery of quality materials, parts and
components or products from our suppliers. Certain of our components are available only from a single source or limited sources. If certain key
suppliers were to become capacity constrained or insolvent for any reason, including a weak economic environment, it could result in a
reduction or interruption in supplies or a significant increase in the price of supplies, each of which would adversely impact our financial results.
In addition, credit constraints at key suppliers could result in accelerated payment of accounts payable by us, impacting our cash flow.

Our markets are highly competitive and technology is rapidly evolving. If we are unable to introduce new products and solutions, we may
experience a decrease in sales or lose customers.

The markets for our products are competitive and characterized by rapidly changing technology. Additionally, the demand for higher security
environments including rapid certified identity authentication has led to new standards driving the need for new technology solutions. We
believe that the principal competitive factors affecting the markets for our products and solutions include:

the extent to which products and systems must support evolving industry standards and provide interoperability;

the extent to which standards are widely adopted and product and system interoperability is required within industry segments;

the extent to which products are differentiated based on technical features, quality and reliability, ease of use, strength of distribution
channels and price;

12

Table of Contents 18



Edgar Filing: IDENTIVE GROUP, INC. - Form 10-K

Table of Conten

the ability of suppliers to quickly develop new products and integrated solutions to satisfy new market and customer requirements;

the total cost of ownership including installation, maintenance and expansion capability of systems; and

the ability to commercialize custom solutions for common customer requests.
We currently experience competition from a number of companies in each of our target market segments and we believe that competition in our
markets is likely to intensify as a result of anticipated increased demand for secure identification products, systems and solutions. We may not be
successful in competing against offerings from other companies and could lose business as a result.

We also experience indirect competition from certain of our customers who currently offer alternative products or solutions or are expected to
introduce competitive offerings in the future. For example, in our ID Infrastructure business, we sell our products to OEMs who incorporate our
products into their offerings or who resell our products in order to provide a more complete solution to their customers. If our OEM customers
develop their own products to replace ours, this would result in a loss of sales to those customers, as well as increased competition for our
products in the marketplace. In addition, these OEM customers could cancel outstanding orders for our products, which could cause us to write
down inventory already designated for those customers. In our Hirsch Identive business, many of our dealer channel partners act as system
integrators, providing installation and service, and therefore carry competitive lines of products and systems. This is a common practice within
the industry as the integrators need access to multiple lines in order to support all potential service and user requirements. Depending on the
technical competence of their sales forces, comfort level of their technical staff with our systems and price pressure from customers, these
integrators may choose to offer a competitive system. There is also business pressure to provide some level of sales to all vendors to maintain
access to a range of products and systems.

We mays, in the future, face competition from these and other parties that develop secure identification products based upon approaches similar
to or different from those employed by us. In addition, the market for secure identification products and solutions may ultimately be dominated
by approaches other than the approach marketed by us.

Many of our current and potential competitors have significantly greater financial, technical, marketing, purchasing and other resources than we
do. As a result, our competitors may be able to respond more quickly to new or emerging technologies or standards and to changes in customer
requirements. Our competitors may also be able to devote greater resources to the development, promotion and sale of products or solutions and
may be able to deliver competitive products or solutions at a lower end user price. Current and potential competitors have established or may
establish cooperative relationships among themselves or with third parties to increase the ability of their products or solutions to address the
needs of our prospective customers. Therefore, new competitors, or alliances among competitors, may emerge and rapidly acquire significant
market share. Increased competition is likely to result in price reductions, reduced operating margins and loss of market share.

Strategic Risks
Our future success will depend on our ability to keep pace with technological change and meet the needs of our target markets and customers.

The markets for our products are characterized by rapidly changing technology and the need to meet market requirements and to differentiate
our products and solutions through technological enhancements, and in some cases, price. Our customers needs change, new technologies are
introduced into the market, and industry standards continue to evolve. As a result, product life cycles are often short and difficult to predict, and
frequently we must develop new products quickly in order to remain competitive in light of new market
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requirements. Rapid changes in technology, or the adoption of new industry standards, could render our existing products obsolete and
unmarketable. Changes in market requirements could render our existing solutions obsolete or could require us to expend more on research and
development efforts.

Our future success will depend upon our ability to enhance our current products and solutions and to develop and introduce new offerings with
clearly differentiated benefits that address the increasingly sophisticated needs of our customers and that keep pace with technological
developments, new competitive product offerings and emerging industry standards. We must be able to demonstrate that our products have
features or functions that are clearly differentiated from existing or anticipated competitive offerings, or we may be unsuccessful in selling these
products. Our failure to develop, manufacture, launch and sell next-generation security products and solutions could significantly affect our
financial performance. In addition, in cases where we are selected to supply products or solutions based on features or capabilities that are still
under development, we must be able to complete our design, delivery and implementation process on a timely basis, or risk losing current and
any future revenue from those offerings. In developing our offerings, we must collaborate closely with our customers, suppliers and other
strategic partners to ensure that critical development, marketing and distribution projects proceed in a coordinated manner. Also, this
collaboration is important because these relationships increase our exposure to information necessary to anticipate trends and plan product
development. If any of our current relationships terminate or otherwise deteriorate, or if we are unable to enter into future alliances that provide
us with comparable insight into market trends, our product development and marketing efforts may be adversely affected, and we could lose
sales. We expect that our product development efforts will continue to require substantial investments and we may not have sufficient resources
to make the necessary investments.

In some cases, we depend upon partners who provide one or more components of the overall solution for a customer in conjunction with our
products. If our partners do not adapt their products and technologies to new market or distribution requirements, or if their products do not work
well, then we may not be able to sell our products into certain markets.

Because we operate in markets for which industry-wide standards have not yet been fully set, it is possible that any standards eventually adopted
could prove disadvantageous to or incompatible with our business model and product lines. If any of the standards supported by us do not
achieve or sustain market acceptance, our business and operating results would be materially and adversely affected.

Sales of our products depend on the development of emerging applications in our target markets and on diversifying and expanding our
customer base in new markets and geographic regions, and with new products.

We sell our products, systems and services primarily to address emerging applications that have not yet reached a stage of mass adoption or
deployment. For example, in our Multicard business, our solutions are used in various identity-based programs in Europe, such as cashless
payment, smart city offerings and, national and regional IDs, which are applications that are not yet widely implemented. We are also focused on
sales of products and solutions for the emerging near field communication (NFC) market, which is expected to grow as a result of the

availability of NFC-enabled mobile phones. As NFC phones are not yet widely deployed, this market for our products is also still in an early

stage. Additionally, we are investing in cloud-based solutions, also known as Software as a Service (SaaS), which are also in an early phase of
adoption.

Because the markets for our products and solutions are still emerging, demand for our offerings is subject to variability from period to period.
There is no assurance that demand will become more predictable as additional identity-based programs, NFC applications or SaaS solutions
demonstrate success. If demand for our products and solutions does not develop further and grow sufficiently, our revenue and gross profit
margins could decline or fail to grow. We cannot predict the future growth rate, if any, or size or composition of the market for any of our
offerings. Our target markets have not consistently grown or developed as quickly as we have expected, and we have experienced delays in the
development of new products designed to take advantage of new market opportunities. Since new target markets are still evolving, it is difficult
to assess the competitive environment or
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the size of the market that may develop. The demand and market acceptance for our offerings, as is common for new technologies, is subject to
high levels of uncertainty and risk and may be influenced by various factors, including, but not limited to, the following:

our ability to demonstrate to our potential customers and partners the value and benefits of new products;

the ability of our competitors to develop and market competitive solutions for emerging applications in our target markets and our
ability to win business in advance of and against such competition;

the adoption and/or continuation of industry or government regulations or policies requiring the use of products or solutions such as
our smart card readers or access control solutions;

the timing of large scale security programs involving smart cards, RFID and related technology by governments, banks and
enterprises;

the ability of financial institutions, corporate enterprises, the U.S. government and other governments to agree on industry
specifications and to develop and deploy security applications that will drive demand for products and solutions such as ours;

the widespread availability of certain technologies, such as NFC-enabled mobile phones, required to spur demand for our products,
such as our NFC tags and readers; and

general economic conditions, for example economic uncertainty.
Acquisitions and strategic investments expose us to significant risks.

A component of our ongoing business strategy is to seek to buy businesses, products and technologies that complement or augment our existing
businesses, products and technologies. Acquiring and integrating acquired businesses into our business exposes us to certain risks. The
combination of companies is a complex, costly and time-consuming process. As a result, we must devote significant management attention and
resources to finalizing transaction terms and to integrating the diverse business practices and operations of the acquired companies. These
processes may divert the attention of our executive officers and management from day-to-day operations and disrupt our business and, if
implemented ineffectively, preclude realization of the full benefits expected from the transactions. Failure to meet the challenges involved in
successfully integrating another company s operations with ours or otherwise to realize any of the anticipated benefits of an acquisition could
cause an interruption of, or a loss of momentum in, the activities of our combined company and could adversely affect our results of operations.
In addition, the integration of acquired companies may result in unanticipated problems, expenses, liabilities, competitive responses and loss of
customer relationships, may cause dilution of shareholder value, and may cause our stock price to decline.

Any future acquisition could expose us to additional significant risks, including, without limitation:

the use of our limited cash balance or potentially dilutive stock offerings to fund such acquisitions;

costs of any necessary financing, which may not be available on reasonable terms or at all;

accounting charges we might incur in connection with such acquisitions;
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the difficulty and expense of integrating personnel, technologies, customer, supplier and distributor relationships, marketing efforts

and facilities acquired through acquisitions;

integrating internal controls over financial reporting; discovering and correcting deficiencies in internal controls and other regulatory

compliance, data adequacy and integrity, product quality and product liabilities;

diversion of management resources;

failure to realize anticipated the benefits of the acquisition;

costly fees for legal and transaction-related services; and

the unanticipated assumption of liabilities.
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Any of the foregoing could have a material adverse effect on our financial condition and results of operations. We may not be successful with
any such acquisition. Acquisitions and strategic investments may also lead to substantial increases in non-current assets, including goodwill.
Write-downs of these assets due to unforeseen business developments may materially and adversely impact our financial condition and results of
operations.

Additionally, we have in the past acquired or made, and from time to time in the future may acquire or make, investments in companies,
products and technologies that we believe are complementary to our existing businesses, products and technologies. These investments may not
yield positive results.

We may not be able to secure additional financing.

We may seek or need to raise additional funds for general corporate and commercial purposes or for acquisitions. Our ability to obtain financing
depends on our historical and expected future operating and financial performance, and is also subject to prevailing economic conditions and to
financial, business and other factors beyond our control. If we are unable to secure additional financing when desired, our ability to fund our
business operations, make capital expenditures, pursue additional expansion or acquisition opportunities, or make another discretionary use of
cash could be limited, and this could adversely impact our financial results.

We currently expect that our current capital resources and available borrowings should be sufficient to meet our operating and capital
requirements at least through the end of 2012. We may, however, seek additional debt or equity financing prior to that time. There can be no
assurance that additional capital will be available to us on favorable terms or at all. The sale of additional debt or equity securities may cause
dilution to existing stockholders.

We may not recognize anticipated benefits from the strategic disposition or divestiture of portions of our business.

Our business strategy may also contemplate divesting portions of our business from time to time, if and when we believe we would be able to
realize greater value for our stockholders in so doing. We have in the past sold, and may from time to time in the future sell, all or one or more
portions of our business. Any divestiture or disposition could expose us to significant risks, including, without limitation, costly fees for legal
and transaction-related services; diversion of management resources; loss of key personnel; and reduction in revenue. Further, we may be
required to retain or indemnify the buyer against certain liabilities and obligations in connection with any such divestiture or disposition and we
may also become subject to third-party claims arising out of such divestiture or disposition. In addition, we may not achieve the expected price
in a divestiture transaction. Failure to overcome these risks could have a material adverse effect on our financial condition and results of
operations.

Operational Risks

We have incurred and may in the future incur significant expenses as a result of acquisitions, which reduces the amount of capital available to
fund our business.

We have incurred, and in the future may continue to incur, significant expenses related to acquisitions. These expenses include investment
banking fees, legal fees, accounting fees, printing and mailing of stockholder materials, integration and other costs, as well as past and possible
future outlays of cash. There may also be unanticipated costs related to acquisitions on an ongoing basis, including expenditures on acquisition
opportunities that do not result in completed transactions. As a result, the capital available to fund our activities has been and is expected to be
further reduced. If we are unsuccessful in securing sufficient sales from established markets or in generating sufficient new revenues from
emerging markets, then we would likely continue to require cash to fund our operations. The remaining cash available to us might not be
adequate in subsequent years.
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A material impairment in the carrying value of acquired goodwill or other intangible assets could negatively affect our consolidated operating
results and net worth.

A significant portion of our assets is goodwill and other intangible assets, which are reviewed on an annual basis and whenever events and
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. If the carrying value of these assets exceeds the
current fair value, the asset is considered impaired and is reduced to fair value, resulting in a non-cash charge to earnings during the period in
which any impairment is determined. Events and conditions that could result in impairment include a sustained drop in the market price of our
common stock, increased competition or loss of market share, product innovation or obsolescence, or a decline of our business related to
acquired companies. We cannot accurately predict the amount and timing of any impairment of assets.

We have incurred operating losses and may not achieve or maintain profitability.

We have a history of losses. In the future, we may not be able to achieve expected results, including any guidance or outlook we may provide
from time to time; we may continue to incur losses and we may be unable to achieve or maintain profitability.

Our results may fluctuate greatly from quarter to quarter and, as a result, may not be a valid indicator of our future performance.

Our quarterly and annual operating results have varied greatly in the past and will likely vary greatly in the future depending upon a number of
factors. Many of these factors are beyond our control. Our revenues, gross profit and operating results may fluctuate significantly from quarter to
quarter due to, among other things:

business and economic conditions overall and in our markets;

the timing and amount of orders we receive from our customers that may be tied to budgetary cycles, seasonal demand, product plans
or program roll-out schedules;

cancellations or delays of customer orders or the loss of a significant customer;

our ability to obtain an adequate supply of quality components on a timely basis;

the absence of significant backlog in our business;

our inventory levels and the inventory levels of our customers and indirect sales channels;

competition;

new product announcements or introductions;

our ability to develop, introduce, market and deliver new products and product enhancements on a timely basis, if at all;

our ability to successfully market and sell our products and solutions into new geographic or market segments;
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the sales volume, product configuration and mix of offerings that we sell;

technological changes in the markets for our products and solutions;

the rate of adoption of industry-wide standards;

reductions in the average selling prices that we are able to charge due to competition or other factors;

strategic acquisitions, sales and dispositions;

fluctuations in the value of foreign currencies against the U.S. dollar;

the timing and amount of marketing and research and development expenditures;
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loss of key personnel; and

costs related to events such as dispositions, organizational restructuring, headcount reductions, litigation or write-off of investments
or goodwill.
Due to these and other factors, our revenues may not increase or even remain at their current levels. Because a majority of our operating
expenses are fixed, a small variation in our revenues can cause significant variations in our operational results from quarter to quarter and our
operating results may vary significantly in future periods. Therefore, our historical results may not be a reliable indicator of our future
performance.

The unpredictable purchase patterns of customers in our ID Products segment impacts our budgeting process and may adversely affect our
results if orders are not placed in line with expectations.

In our Identity Management segment, sales tend to be relatively linear (regularly spaced throughout the quarter), as orders are tied to projects
with relatively predictable timelines. In our ID Products segment, the largest component of revenue in any given quarter is sales of smart card
reader technology. Historically, many of our smart card reader customers have tended to make a significant portion of their purchases towards
the end of the quarter, in part because they believe they are able to negotiate lower prices and more favorable terms. As a result, smart card
reader revenue in any quarter depends on contracts entered into or orders booked and shipped in that quarter. This makes it difficult to predict
revenues both in our smart card reader business, and for the company overall. Across both our segments, the timing of closing larger orders
increases the risk of quarter-to-quarter fluctuation in revenues. If orders forecasted for a specific group of customers for a particular quarter are
not realized or revenues are not otherwise recognized in that quarter, our operating results for that quarter could be materially adversely affected.
In addition, from time to time, we may experience unexpected increases or decreases in demand for our products resulting from fluctuations in
our customers budgets, purchasing patterns or deployment schedules. These occurrences are not always predictable and can have a significant
impact on our results in the period in which they occur.

If we do not accurately anticipate the correct mix of products that will be sold, we may be required to record charges related to excess
inventories.

Due to the unpredictable nature of the demand for our products, we are required to place orders with our suppliers for components, finished
products and services in advance of actual customer commitments to purchase these products. Significant unanticipated fluctuations in demand
could result in costly excess production or inventories. In order to minimize the negative financial impact of excess production, we may be
required to significantly reduce the sales price of the product to increase demand, which in turn could result in a reduction in the value of the
original inventory purchase. If we were to determine that we could not utilize or sell this inventory, we may be required to write down its value,
which we have done in the past. Writing down inventory or reducing product prices could adversely impact our cost of revenues and financial
condition.

We may choose to take back unsold inventory from our customers.

If demand is less than anticipated, our distribution customers may ask that we accept returned products that they do not believe they can sell. We
do not have a policy relating to product returns for the majority of our products. However, we may determine that it is in our best interest to
accept returns in order to maintain good relations with our customers. If we were to accept product returns, we may be required to take
additional inventory reserves to reflect the decreased market value of slow-selling returned inventory, even if the products are in good working
order.

We are subject to a lengthy sales cycle and additional delays could result in significant fluctuations in our quarterly operating results.

In much of our business, the initial sales cycle for a new customer usually takes a minimum of six to nine months, and even in the case of
established customers, it may take up to a year for us to receive approval for a
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given purchase from the customer. During this sales cycle, we may expend substantial financial and managerial resources with no assurance that
a sale will ultimately result. The length of a new customer s sales cycle depends on a number of factors, many of which we may not be able to
control. These factors include the customer s product and technical requirements and the level of competition we face for that customer s
business. Any delays in the sales cycle for new customers could delay or reduce our receipt of new revenue and could cause us to expend more
resources to obtain new customer wins. If we are unsuccessful in managing sales cycles, our business could be adversely affected.

Our business could be adversely affected by significant changes in the contracting or fiscal policies of governments and governmental entities.

We derive a substantial portion of our revenues from indirect sales to U.S. federal, state and local governments and government agencies, as well
as from subcontracts under federal government prime contracts. Large government programs are an important target for our business, as higher
security systems employing smart cards, RFID or other access control technologies are increasingly used to enable applications ranging from
authorizing building and network access for federal employees to paying taxes online, to citizen identification, to receiving health care. We
believe that the success and growth of our business will continue to be influenced by our successful procurement of government business either
directly or through our indirect sales channels. Accordingly, changes in government purchasing policies or government budgetary constraints
could directly affect our financial performance.

Among the factors that could adversely affect our government-related business are:

changes in fiscal policies or decreases in available government funding or grants;

changes in government programs or applicable requirements;

delays in developing technology standards;

the adoption of new laws or regulations or changes to existing laws or regulations pertaining to security;

changes in political or social attitudes with respect to security or electronic identification issues;

potential delays or changes in the government appropriations process; and

delays in the payment of its invoices by government payment offices.
These and other factors could cause governments and governmental agencies to reduce their purchases or to defer or cancel new identity
management programs that might have utilized our products, any of which could have an adverse effect on our business, financial condition and
results of operations. Many of our government end customers are subject to stringent budgetary constraints. The award of additional orders from
government agencies could be adversely affected by existing or future spending reduction efforts or budget cutbacks at these agencies.

For example, in our Hirsch Identive business, budget and project delays in the deployment of access control systems by U.S. government
agencies resulted in an estimated $3.6 million decrease in revenues in 2011 compared with the prior year. As a general trend, U.S. federal
agencies continue to be subject to federal security improvement mandates that require the implementation of systems such as ours, but budget
and funding constraints will likely continue to impact our sales with certain agencies.

We anticipate that an increasingly significant portion of our future revenues will come from government programs outside the U.S., such as
national identity, eGovernment, eHealth and others applications. We currently supply smart card readers, RFID stickers and credential
management solutions for various government programs in Europe and Asia and are actively targeting additional programs in these areas as well
as in Latin America. However, the timing of government smart card programs is not always certain and delays in program implementation are
common. The delay of government projects in any country for any reason could negatively impact our sales.

Table of Contents 27



Table of Contents

Edgar Filing: IDENTIVE GROUP, INC. - Form 10-K

19

28



Edgar Filing: IDENTIVE GROUP, INC. - Form 10-K

Table of Conten

Fluctuations in the valuation of foreign currencies could impact costs and/or revenues we disclose in U.S. dollars, and could result in foreign
currency losses.

A significant portion of our business is conducted in foreign currencies, principally the euro. Fluctuations in the value of foreign currencies
relative to the U.S. dollar will continue to cause currency exchange gains and losses. If a significant portion of operating expenses are incurred in
a foreign currency such as the euro, and revenues are generated in U.S. dollars, exchange rate fluctuations might have a positive or negative net
financial impact on these transactions, depending on whether the U.S. dollar devalues or revalues compared to the euro. In addition, the
valuation of current assets and liabilities that are denominated in a currency other than the functional currency can result in currency exchange
gains and losses. For example, when one of our subsidiaries uses the euro as the functional currency, and this subsidiary has a receivable in
U.S. dollars, a devaluation of the U.S. dollar against the euro of 10% would result in a foreign exchange loss of the reporting entity of 10% of
the value of the underlying U.S. dollar receivable. We cannot predict the effect of exchange rate fluctuations upon future quarterly and annual
operating results. The effect of currency exchange rate changes may increase or decrease our costs and/or revenues in any given quarter, and we
may experience currency losses in the future. To date, we have not adopted a hedging program to protect against risks associated with foreign
currency fluctuations.

We derive a substantial portion of revenue through the sale of our Hirsch Identive solutions for U.S. government programs that involve
competitive bidding and may be subject to significant delay, which may produce volatility in our revenues and earnings.

In our Hirsch Identive business a substantial portion of revenues are related to orders received from government agencies through our indirect
channel partners, and to a lesser extent, from direct sales governed by pricing as published in the General Services Administration ( GSA )
schedules. Government orders are frequently awarded only after a formal competitive bidding process, which typically is protracted and
dependent upon necessary funds being available to the public agency. We may not be awarded orders for which we bid directly and our dealers
may not be successful in their bids that would utilize our offerings. In some cases, unsuccessful bidders for government agency orders are
provided the opportunity to formally protest certain order awards through various agency, administrative and judicial channels. The protest
process may substantially delay a successful bidder s award or result in cancellation of the order entirely. Furthermore, local government agency
awards may be contingent upon availability of matching funds from federal or state entities and law enforcement and other government agencies
are subject to political, budgetary, purchasing and delivery constraints. Any of these factors can make it difficult to predict our quarterly and
annual revenues and operating results.

Our U.S. government business is dependent upon receipt of certain governmental approvals or certifications, and failure to receive such
approvals or certifications could have a material adverse effect on our sales in those market segments for which such approvals or certifications
are customary or required.

While we are not able to quantify the amount of sales made to the U.S. government due to the indirect nature of our selling process, we believe
that orders for U.S. government agencies represent a significant portion of our revenues. Failing to obtain certain government approvals or
certifications could have a material adverse effect in those environments for which such approvals or certifications are customary or required. As
newer versions of existing products, or new products in development, are released, they may require certifications or approvals. In addition, the
U.S. government may introduce new requirements that some existing products will be required to meet. If we fail to obtain any required
approvals or certifications for our products, our business will suffer.

Our business could be adversely affected by negative audits by government agencies; we could be required to reimburse the U.S. government for
costs that we have expended on government orders; and our ability to compete successfully for future orders could be materially impaired.

Government agencies may audit our business as part of their routine audits and investigations of government orders. As part of an audit, these
agencies may review our performance on orders, cost structures and
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compliance with applicable laws, regulations and standards. These agencies may also review the adequacy of, and our compliance with, our own
internal control systems and policies, including our purchasing, property, estimating, compensation and management information systems. If any
of our costs are found to be improperly allocated to a specific order, the costs may not be reimbursed and any costs already reimbursed for such
order may have to be refunded. An audit could materially affect our business competitive position and result in a material adjustment to our
financial results or statement of operations. If a government agency audit uncovers improper or illegal activities, we may be subject to civil and
criminal penalties and administrative sanctions, including termination of orders, forfeiture of profits, suspension of payments, fines and
suspension or debarment from doing business with the federal government. In addition, our business could suffer serious harm to its reputation if
allegations of impropriety were made against us.

While our business has never had a negative audit by a governmental agency, we cannot assure you that one will not occur. If we were
suspended or barred from supplying solutions to the federal government generally, or if our reputation or relationships with our distribution
channel or government agencies were impaired, or if the government otherwise ceased doing business with us or significantly decreased the
amount of business it does with us, our revenues and prospects would be materially harmed.

A significant portion of our sales is made through an indirect sales channel, and the loss of dealers, systems integrators, resellers, or other
channel partners could result in decreased revenue.

We currently use an indirect sales channel that includes dealers, systems integrators, value added resellers and resellers to sell a significant
portion of our products and solutions, primarily into markets or customers where the channel partner may have closer relationships or greater
access than we do. Some of these channel partners also sell our competitors products, and if they favor our competitors products for any reason,
they may fail to market our products as effectively or to devote resources necessary to provide effective sales, which would cause our sales to
suffer. Indirect selling arrangements are intended to benefit both us and the channel partner, and may be long- or short-term relationships,
depending on market conditions, competition in the marketplace and other factors. If we are unable to maintain effective indirect sales channels,
there could be a reduction in the amount of product we are able to sell, and our revenues could decrease.

Our business could suffer if our third-party manufacturers cannot meet production requirements.

Many of our products are manufactured outside the U.S. by contract manufacturers. Our reliance on foreign manufacturing poses a number of
risks, including, but not limited to:

difficulties in staffing;

currency fluctuations;

potentially adverse tax consequences;

unexpected changes in regulatory requirements;

tariffs and other trade barriers;

export controls;

political and economic instability;
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lack of control over the manufacturing process and ultimately over the quality of our products;

late delivery of our products, whether because of limited access to our product components, transportation delays and interruptions,
difficulties in staffing, or disruptions such as natural disasters;

capacity limitations of our manufacturers, particularly in the context of new large contracts for our products, whether because our
manufacturers lack the required capacity or are unwilling to produce the quantities we desire; and

obsolescence of our hardware products at the end of the manufacturing cycle.
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The use of contract manufacturing requires us to exercise strong planning and management in order to ensure that our products are manufactured
on schedule, to correct specifications and to a high standard of quality. If any of our contract manufacturers cannot meet our production
requirements, we may be required to rely on other contract manufacturing sources or identify and qualify new contract manufacturers. We may
be unable to identify or qualify new contract manufacturers in a timely manner or at all or with reasonable terms and these new manufacturers
may not allocate sufficient capacity to us in order to meet our requirements. Any significant delay in our ability to obtain adequate supplies of
our products from our current or alternative manufacturers would materially and adversely affect our business and operating results. In addition,
if we are not successful at managing the contract manufacturing process, the quality of our products could be jeopardized or inventories could be
too low or too high, which could result in damage to our reputation with our customers and in the marketplace, as well as possible write-offs of
excess inventory.

We have a limited number of suppliers of key components, and may experience difficulties in obtaining components for which there is significant
demand.

We rely upon a limited number of suppliers for some key components of our products. For example, we currently utilize the foundry services of
external suppliers to produce our ASICs for smart cards readers and inlays, and we use chips and antenna components from third-party suppliers
in our contactless smart card readers. Our reliance on a limited number of suppliers may expose us to various risks including, without limitation,
an inadequate supply of components, price increases, late deliveries and poor component quality. In addition, some of the basic components used
in our reader products, such as semiconductors, may at any time be in great demand. This could result in components not being available to us in
a timely manner or at all, particularly if larger companies have ordered more significant volumes of those components, or in higher prices being
charged for components. For example, limited availability of certain semiconductor chips used in our RFID and smart card reader products had a
negative impact in our sales during 2010. Disruption or termination of the supply of components or software used in our products could delay
shipments of our products. These delays could have a material adverse effect on our business and operating results and could also damage
relationships with current and prospective customers.

Cybersecurity breaches in systems we sell or maintain could result in the disclosure of sensitive government information or private personal
information that could result in the loss of clients and negative publicity.

Many of the systems we sell manage private personal information and protect information involved in sensitive government functions. A
cybersecurity breach in one of these systems could cause serious harm to our business as a result of negative publicity and could prevent us from
having further access to such systems or other similarly sensitive areas for other governmental clients.

As part of our technical support services, we agree, from time to time, to possess all or a portion of the security system database of our
customers. This service is subject to a number of risks. For example, despite our security measures our systems may be vulnerable to cyber
attacks by hackers, physical break-ins and service disruptions that could lead to interruptions, delays or loss of data. If any such compromise of
our security were to occur, it could be very expensive to correct, could damage our reputation and could discourage potential customers from
using our services. Although we have not experienced attempted cyber or physical attacks, we may experience such attempts in the future. Our
systems may also be affected by outages, delays and other difficulties. Our insurance coverage may be insufficient to cover losses and liabilities
that may result from such events.

Failure to properly manage the implementation of customer projects in our business may result in costs or claims against us, and our financial
results could be adversely affected.

In our business, deployments of our solutions often involve large-scale projects. The quality of our performance on such projects depends in
large part upon our ability to manage relationships with our customers
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and to effectively manage the implementation of our solutions in such projects and to deploy appropriate resources, including our own project
managers and third-party subcontractors, in a timely manner. Any defects or errors or failures to meet clients expectations could result in
damage to our reputation or even claims for substantial monetary damages against us. In addition, we sometimes provide guarantees to
customers that we will complete a project by a scheduled date or that our solutions will achieve defined performance standards. If our solutions
experience a performance problem, we may not be able to recover the additional costs we will incur in our remedial efforts, which could
materially impair profit derived from a particular project. Moreover, a portion of our revenues are derived from fixed price contracts.

Our products may have defects, which could damage our reputation, decrease market acceptance of our products, cause us to lose customers
and revenue and result in costly litigation or liability.

Products such as our smart card readers, access control panels and RFID inlays may contain defects for many reasons, including defective design
or manufacture, defective material or software inoperability issues. Often, these defects are not detected until after the products have been
shipped. If any of our products contain defects or perceived defects or have reliability, quality or compatibility problems or perceived problems,
our reputation might be damaged significantly, we could lose or experience a delay in market acceptance of the affected product or products and
we might be unable to retain existing customers or attract new customers. In addition, these defects could interrupt or delay sales. In the event of
an actual or perceived defect or other problem, we may need to invest significant capital, technical, managerial and other resources to investigate
and correct the potential defect or problem and potentially divert these resources from other development efforts. If we are unable to provide a
solution to the potential defect or problem that is acceptable to our customers, we may be required to incur substantial product recall, repair and
replacement and even litigation costs. These costs could have a material adverse effect on our business and operating results.

We provide warranties on certain product sales, which range from 12 to 24 months, and allowances for estimated warranty costs are recorded
during the period of sale. The determination of such allowances requires us to make estimates of product return rates and expected costs to repair
or to replace the products under warranty. We currently establish warranty reserves based on historical warranty costs for each product line
combined with liability estimates based on the prior twelve months sales activities. If actual return rates and/or repair and replacement costs
differ significantly from our estimates, adjustments to recognize additional cost of sales may be required in future periods.

In addition, because our customers rely on our smart card readers to prevent unauthorized access to PCs, networks or facilities, a malfunction of
or design defect in our products (or even a perceived defect) could result in legal or warranty claims against us for damages resulting from
security breaches. If such claims are adversely decided against us, the potential liability could be substantial and have a material adverse effect
on our business and operating results. Furthermore, the possible publicity associated with any such claim, whether or not decided against us,
could adversely affect our reputation. In addition, a well-publicized security breach involving smart card-based or other security systems could
adversely affect the market s perception of products like ours in general, or our products in particular, regardless of whether the breach is actual
or attributable to our products. Any of the foregoing events could cause demand for our products to decline, which would cause our business and
operating results to suffer.

We have global operations, which require significant financial, managerial and administrative resources.

Our business model includes the management of separate product lines that address disparate market opportunities that are geographically
dispersed. While there is some shared technology across our products, each product line requires significant research and development efforts to
address the evolving needs of our customers and markets. To support our development and sales efforts, we maintain company offices and
business operations in several locations around the world, including Australia, Canada, Germany, Hong Kong, India, Japan, the Netherlands,
Singapore, Switzerland and the U.S. We also maintain manufacturing facilities in Germany and
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Singapore and manage contract manufacturers in multiple countries, including China and Singapore. Managing our various development, sales,
administrative and manufacturing operations places a significant burden on our financial systems and has contributed to a level of operational
spending that is disproportionately high compared to our current revenue levels.

Operating in diverse geographic locations also imposes significant burdens on our managerial resources. In particular, our management must:

divert a significant amount of time and energy to manage employees and contractors from diverse cultural backgrounds and who
speak different languages;

travel between our different company offices;

maintain sufficient internal financial controls in multiple geographic locations that may have different control environments;

manage different product lines for different markets;

manage our supply and distribution channels across different countries and business practices; and

coordinate these efforts to produce an integrated business effort, focus and vision.
Any failure to effectively manage our operations globally could have a material adverse effect on our business and operating results.

We conduct a significant portion of our operations outside the U.S. Economic, political, regulatory and other risks associated with international
sales and operations could have an adverse effect on our results of operation.

We conduct a substantial portion of our business in Europe and Asia. Approximately 57% of our revenue in 2011 and 45% of our revenue in
2010 was derived from customers located outside the U.S.

Because a significant number of our principal customers are located in other countries, we anticipate that international sales will continue to
account for a substantial portion of our revenues. As a result, a significant portion of our sales and operations may continue to be subject to risks

associated with foreign operations, any of which could impact our sales and/or our operational performance. These risks include, but are not
limited to:

changes in foreign currency exchange rates;

changes in a specific country s or region s political or economic conditions and stability, particularly in emerging markets;

unexpected changes in foreign laws and regulatory requirements;

export controls;
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potentially adverse tax consequences;

longer accounts receivable collection cycles;

difficulty in managing widespread sales and manufacturing operations; and
less effective protection of intellectual property.

Personnel Risks

Our key personnel and directors are critical to our business, and such key personnel may not remain with us in the future.

We depend on the continued employment of our senior executive officers and other key management and technical personnel. If any of our key
personnel were to leave and not be replaced with sufficiently qualified and experienced personnel, our business could be adversely affected.
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We also believe that our future success will depend in large part on our ability to attract and retain highly qualified technical and management
personnel. However, competition for such personnel is intense. We may not be able to retain our key technical and management employees or to
attract, assimilate or retain other highly qualified technical and management personnel in the future.

Likewise, as a small, publicly-traded company, we are challenged to identify, attract and retain experienced professionals with diverse skills and
backgrounds who are qualified and willing to serve on our Board of Directors. The increased burden of regulatory compliance under the
Sarbanes-Oxley Act of 2002 and Dodd-Frank Act creates additional liability and exposure for directors; financial losses in our business and lack
of growth in our stock price make it difficult for us to offer attractive director compensation packages. If we are not able to attract and retain
qualified board members, our ability to practice a high level of corporate governance could be impaired.

Qualified management, marketing, and sales personnel are difficult to locate, hire and train, and if we cannot attract and retain qualified
personnel, it will harm the ability of our business to grow.

The success of our company depends, in part, on the continued service of key managerial, marketing and sales personnel. Competition for
qualified management, technical, sales and marketing employees is intense. We cannot assure you that we will be able to attract, retain and
integrate employees to develop and continue our business and successfully implement strategic acquisitions.

Risks of Financial and Capital Markets
Our stock price has been and is likely to remain volatile.

Over the past few years, the NASDAQ Stock Market and the Frankfurt Stock Exchange have experienced significant price and volume
fluctuations that have particularly affected the market prices of the stocks of technology companies. Volatility in our stock price on either or
both exchanges may result from a number of factors, including, among others:

low volumes of trading activity in our stock;

variations in our or our competitors financial and/or operational results;

the fluctuation in market value of comparable companies in any of our markets;

expected, perceived or announced relationships or transactions with third parties;

announcements of significant contract wins or losses;

comments and forecasts by securities analysts;

trading patterns of our stock on the NASDAQ Stock Market or the Frankfurt Stock Exchange;

the inclusion or removal of our stock from market indices, such as groups of technology stocks or other indices;

loss of key personnel;
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announcements of technological innovations or new products by us or our competitors;

announcements of dispositions, organizational restructuring, headcount reductions, litigation or write-off of investments;

litigation developments; and

general market downturns.
In the past, companies that have experienced volatility in the market price of their stock have been the object of securities class action litigation.
If we were the object of securities class action litigation, it could result in substantial costs and a diversion of our management s attention and
resources.
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You may experience dilution of your ownership interests due to the future issuance of additional shares of our stock, and future sales of shares
of our common stock could have an adverse effect on our stock price.

We have issued a significant number of shares of our common stock, together with warrants to purchase shares of our common stock, in
connection with a number of acquisitions in recent years. In May 2011 we issued approximately 7.8 million shares of Identive common stock in
an underwritten public offering. As of December 31, 2011, warrants to purchase approximately 8.6 million shares of Identive common stock
were outstanding. From time to time, in the future we also may issue additional previously authorized and unissued securities, resulting in the
dilution of the ownership interests of our current stockholders. We are currently authorized to issue up to 130,000,000 shares of common stock.
As of March 26, 2012, 59,107,945 shares of common stock were outstanding, excluding 618,400 shares held in treasury.

In addition, the Company maintains various incentive plans under which equity may be issued. As of December 31, 2011, an aggregate of
approximately 12.1 million shares of common stock are reserved for future grants and 2.3 million shares are reserved for future issuance
pursuant to outstanding equity awards under the various equity incentive plans. In addition, as of December 31, 2011, an aggregate of
approximately 5.9 million shares of common stock are reserved for future issuance in connection with the Company s acquisition of Bluehill ID,
idOnDemand and polyright. We may issue additional shares of our common stock or other securities that are convertible into or exercisable for
shares of common stock in connection with the hiring of personnel, future acquisitions, future private placements, or future public offerings of
our securities for capital raising or for other business purposes. If we issue additional securities, the aggregate percentage ownership of our
existing stockholders will be reduced. In addition, any new securities that we issue may have rights senior to those of our common stock.

The issuance of additional shares of common stock or preferred stock or other securities, or the perception that such issuances could occur, may
create downward pressure on the trading price of our common stock.

One of our directors indirectly holds significant amounts of our common stock and could have significant influence over the outcome of
corporate actions requiring board and stockholder approval.

As of March 1, 2012, Mountain Partners AG, together with its affiliates (collectively Mountain Partners ), had the right to vote approximately
13% of the outstanding shares of our common stock. Daniel Wenzel, a director of our Company, is a co-founder of Mountain Partners. As of
March 1, 2012, the directors and officers of Identive Group collectively held approximately 7% of our common stock. Accordingly, our directors
and officers could have influence over the outcome of corporate actions requiring board and stockholder approval, including the election of
directors, any merger, consolidation or sale of all or substantially all of our assets or any other significant corporate transaction.

Provisions in our agreements, charter documents, Delaware law and our rights plan may delay or prevent the acquisition of Identive by another
company, which could decrease the value of your shares.

Our certificate of incorporation and bylaws and Delaware law contain provisions that could make it more difficult for a third party to acquire us
or enter into a material transaction with us without the consent of our Board of Directors. These provisions include a classified Board of
Directors and limitations on actions by our stockholders by written consent. Delaware law imposes some restrictions on mergers and other
business combinations between us and any holder of 15% or more of our outstanding common stock. In addition, our Board of Directors has the
right to issue preferred stock without stockholder approval, which could be used to dilute the stock ownership of a potential hostile acquirer.

We have adopted a stockholder rights plan. The triggering and exercise of the rights would cause substantial dilution to a person or group that
attempts to acquire us on terms or in a manner not approved by our Board of Directors, except pursuant to an offer conditioned upon redemption
of the rights. While the rights are not intended to prevent a takeover of our Company, they may have the effect of rendering more difficult or
discouraging an acquisition of us that was deemed to be undesirable by our Board of Directors.
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These provisions will apply even if the offer were to be considered adequate by some of our stockholders. Because these provisions may be
deemed to discourage a change of control, they may delay or prevent the acquisition of our Company, which could decrease the value of our
common stock.

Legal and Regulatory Risks
Our business could be adversely affected by changes in laws or regulations pertaining to security.

The U.S. federal government, suppliers to the federal government and certain industries in the public sector currently fall, or may in the future
fall, under particular regulations pertaining to security. Some of the laws, regulations, certifications or requirements that may stimulate new
security systems sales include the following:

Homeland Security Presidential Directive (HSPD) 12 and Federal Information Processing Standards (FIPS) 201 produced by
National Institute of Standards and Technology (NIST);

Federal Information Security Management Act (FISMA);

Transportation Security Administration s (TSA) Transportation Worker Identification Credential (TWIC) program;

Sarbanes-Oxley Act of 2002 (also known as the Public Company Accounting Reform and Investor Protection Act);

Dodd-Frank Act;

Health Insurance Portability and Accountability Act (HIPAA);

Gramm-Leach Bliley Act of 1999 (GLBA, a.k.a., the Financial Modernization Act);

Customs-Trade Partnership Against Terrorism (C-TPAT);

Free and Secure Trade Program (FAST);

Chemical Facility Anti Terrorism Standards (CFATS); and

various codes of the Code of Federal Regulations (CFR).
Discontinuance of, changes in, or lack of adoption of laws or regulations pertaining to security could adversely affect our performance.

We are subject to extensive government regulation, and any failure to comply with applicable regulations could subject us to penalties that may
restrict our ability to conduct our business.
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Our business is affected by and must comply with various government regulations that impact its operating costs, profit margins and its internal
organization and operations. Furthermore, our business may be audited to assure compliance with these requirements. Any failure to comply
with applicable regulations, rules and approvals could result in the imposition of penalties, the loss of government orders or the removal of our
products from the GSA approved list, any of which could adversely affect our business, financial condition and results of operations. Among the
most significant regulations affecting our business are the following:

the Federal Acquisition Regulations, or the FAR, and agency regulations supplemental to the FAR, which comprehensively regulate
the formation and administration of, and performance under government contracts;

the Truth in Negotiations Act, which requires certification and disclosure of all cost and pricing data in connection with contract
negotiations;

the Cost Accounting Standards, which impose accounting requirements that govern our right to reimbursement under cost-based
government contracts;

the Foreign Corrupt Practices Act; and

laws, regulations and executive orders restricting the use and dissemination of information classified for national security purposes
and the exportation of certain products and technical data.
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These regulations affect how our customers can do business with us, and, in some instances, the regulations impose added costs on our business.
Any changes in applicable laws and regulations could restrict our ability to conduct our business. Any failure to comply with applicable laws
and regulations could result in contract termination, price or fee reductions or suspension or debarment from contracting with the federal
government generally.

If we are unable to continue to obtain U.S. government authorization regarding the export of our products, or if current or future export laws
limit or otherwise restrict our business, we could be prohibited from shipping our products to certain countries, which could cause our business,
financial condition and results of operations to suffer.

In our business, we must comply with U.S. and European Union ( EU ) laws, among others, regulating the export of our products. In some cases,
explicit authorization from the U.S. or an EU government is needed to export our products. The export regimes and the governing policies
applicable to our business are subject to changes. We cannot be certain that such export authorizations will be available to us or for our products
in the future. In some cases, we rely upon the compliance activities of our prime contractors, and we cannot be certain they have taken or will

take all measures necessary to comply with applicable export laws. If we or our prime contractor partners cannot obtain required government
approvals under applicable regulations, we may not be able to sell our products in certain international jurisdictions.

We face risks from future claims of third parties and litigation.

From time to time, we may be subject to claims of third parties, possibly resulting in litigation, which could include, among other things, claims
regarding infringement of the intellectual property rights of third parties, product defects, employment-related claims, and claims related to
acquisitions, dispositions or restructurings. Any such claims or litigation may be time-consuming and costly, divert management resources,
cause product shipment delays, require us to redesign our products, require us to accept returns of products and to write off inventory, or have
other adverse effects on our business. Any of the foregoing could have a material adverse effect on our results of operations and could require us
to pay significant monetary damages.

We expect the likelihood of intellectual property infringement and misappropriation claims may increase as the number of products and
competitors in our markets grows and as we increasingly incorporate third-party technology into our products. As a result of infringement
claims, we could be required to license intellectual property from a third-party or redesign our products. Licenses may not be offered when we
need them or on acceptable terms. If we do obtain licenses from third parties, we may be required to pay license fees or royalty payments or we
may be required to license some of our intellectual property to others in return for such licenses. If we are unable to obtain a license that is
necessary for us or our third-party manufacturers to manufacture our allegedly infringing products, we could be required to suspend the
manufacture of products or stop our suppliers from using processes that may infringe the rights of third parties. We may also be unsuccessful in
redesigning our products. Our suppliers and customers may be subject to infringement claims based on intellectual property included in our
products. We have historically agreed to indemnify our suppliers and customers for patent infringement claims relating to our products. The
scope of this indemnity varies, but may, in some instances, include indemnification for damages and expenses, including attorney s fees. We may
periodically engage in litigation as a result of these indemnification obligations. Our insurance policies exclude coverage for third-party claims
for patent infringement.

We may be exposed to risks of intellectual property infringement by third parties.

Our success depends significantly upon our proprietary technology. We currently rely on a combination of patent, copyright and trademark laws,
trade secrets, confidentiality agreements and contractual provisions to protect our proprietary rights, which afford only limited protection. We
may not be successful in protecting our proprietary technology through patents, it is possible that no new patents will be issued, that our
proprietary products or technologies are not patentable or that any issued patent will fail to provide us with any competitive advantages.
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There has been a great deal of litigation in the technology industry regarding intellectual property rights, and from time to time we may be
required to use litigation to protect our proprietary technology. This may result in our incurring substantial costs and we may not be successful in
any such litigation.

Despite our efforts to protect our proprietary rights, unauthorized parties may attempt to copy aspects of our products or to use our proprietary
information and software without authorization. In addition, the laws of some foreign countries do not protect proprietary and intellectual
property rights to the same extent as do the laws of the U.S. Because many of our products are sold and a significant portion of our business is
conducted outside the U.S., our exposure to intellectual property risks may be higher. Our means of protecting our proprietary and intellectual
property rights may not be adequate. There is a risk that our competitors will independently develop similar technology or duplicate our products
or design around patents or other intellectual property rights. If we are unsuccessful in protecting our intellectual property or our products or
technologies are duplicated by others, our business could be harmed.

Changes in tax laws or the interpretation thereof, adverse tax audits and other tax matters may adversely affect our future results.

A number of factors may impact our tax position, including:

the jurisdictions in which profits are determined to be earned and taxed;

the resolution of issues arising from tax audits with various tax authorities;

changes in the valuation of our deferred tax assets and liabilities;

adjustments to estimated taxes upon finalization of various tax returns;

increases in expenses not deductible for tax purposes; and

the repatriation of non-U.S. earnings for which we have not previously provided for U.S. taxes.
Any of these factors could make it more difficult for us to project or achieve expected tax results. An increase or decrease in our tax liabilities
due to these or other factors could adversely affect our financial results in future periods.

We face costs and risks associated with maintaining effective internal controls over financial reporting, and if we fail to achieve and maintain
adequate internal controls over financial reporting, our business, results of operations and financial condition, and investors confidence in us
could be materially affected.

Under Sections 302 and 404 of the Sarbanes-Oxley Act of 2002, our management is required to make certain assessments and certifications
regarding our disclosure controls and internal controls over financial reporting. We have dedicated, and expect to continue to dedicate,
significant management, financial and other resources in connection with our compliance with Section 404 of the Sarbanes-Oxley Act. The
process of maintaining and evaluating the effectiveness of these controls is expensive, time-consuming and requires significant attention from
our management and staff. During the course of our evaluation, we may identify areas requiring improvement and may be required to design
enhanced processes and controls to address issues identified through this review. This could result in significant delays and costs to us and
require us to divert substantial resources, including management time from other activities. We have found a material weakness in our internal
controls in the past and we cannot be certain in the future that we will be able to report that our controls are without material weakness or to
complete our evaluation of those controls in a timely fashion.

If we fail to maintain an effective system of disclosure controls or internal control over financial reporting, we may not be able to rely on the
integrity of our financial results, which could result in inaccurate or late reporting of our financial results and investigation by regulatory
authorities. If we fail to achieve and maintain adequate internal controls the financial position of our business could be harmed; current and
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shareholders could lose confidence in us and/or our reported financial results, which may cause a negative effect on the trading price of our
common stock; and we could be exposed to litigation or regulatory proceedings, which may be costly or divert management attention.

In addition, all internal control systems, no matter how well designed and operated, can only provide reasonable assurance that the objectives of
the control system are met. Because there are inherent limitations in all control systems, no evaluation of control can provide absolute assurance,
that all control issues and instances of fraud, if any, within the Company have been or will be detected. Projections of any evaluation of controls
effectiveness to future periods are subject to risks. Over time, controls may become inadequate because of changes in conditions or deterioration
in the degree of compliance with policies or procedures. Any failure of our internal control systems to be effective could adversely affect our
business.

ITEM 1B. UNRESOLVED STAFF COMMENTS
None.

ITEM 2. PROPERTIES

Our corporate headquarters are located in Santa Ana, California and we maintain European operational headquarters in Ismaning, Germany. We
lease additional facilities around the world to house our engineering, sales and marketing, administrative and manufacturing functions.
Additionally, we own an office building in the Netherlands which houses the software development, sales and marketing operations of our
Multicard Netherlands business. At December 31, 2011, our major facilities consisted of the following:

Square
Location Function Feet Lease Expiration Used by
Santa Ana, California Corporate headquarters. 34,599 November 2012 Corporate; Identity management
Co-located with Hirsch Identive segment
business headquarters
Ismaning, Germany European operational 22,000 November 2013 Both segments
headquarters and sales facility
for ID Infrastructure business
Chennai, India Research and development 10,398 April 2013 ID Products segment
Wallisellen, Switzerland Product development, sales and 15,478 October 2014 Identity Management segment
marketing for Multicard
Switzerland
Sauerlach, Germany Transponder manufacturing 11,647 November 2012 ID Products segment
Singapore Transponder manufacturing 16,060 May 2014 ID Products segment
Oud-Beijerland, The ProducF developmept, salesand 18,622 N/A Identity Management segment
Netherlands marketing for Multicard
Netherlands
Los Angeles, California Sales. and marketing for 5,160 June 2012 Identity Management segment
Multicard U.S.

ITEM 3. LEGAL PROCEEDINGS

From time to time, we could be subject to claims arising in the ordinary course of business or could be a defendant in lawsuits. While the
outcome of such claims or other proceedings cannot be predicted with certainty, our management expects that any such liabilities, to the extent
not provided for by insurance or otherwise, will not have a material effect on our financial condition, results of operations or cash flows.
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Not Applicable
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PART II

ITEMS. MARKET FOR REGISTRANT S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES
Price Range of Common Stock; Number of Holders; Dividends

Our common stock is traded on the NASDAQ Stock Market s Global Market under the symbol INVE and on the Frankfurt Stock Exchange
under the symbol INV. According to data available at March 1, 2012, we estimate we had approximately 3,000 stockholders of record and
beneficial stockholders. Not represented in this figure are individual stockholders in Germany whose custodian banks do not release stockholder
information to us. The following table sets forth the high and low closing prices of our common stock for the periods indicated.

NASDAQ Prime Standard
National Market (Quoted in Euros)
High Low High Low
Fiscal 2011:
First Quarter $3.20 $2.24 1.61 2.29
Second Quarter $5.69 $2.21 3.92 1.52
Third Quarter $2.45 $1.51 1.79 1.00
Fourth Quarter $2.55 $1.76 1.81 1.34
Fiscal 2010:
First Quarter $2.49 $1.45 1.76 1.13
Second Quarter $1.92 $1.55 1.41 1.26
Third Quarter $1.86 $1.40 1.33 1.13
Fourth Quarter $2.65 $1.82 1.87 1.30

We have never declared or paid cash dividends on our common stock or other securities. We currently anticipate that we will retain all of our
future earnings for use in the expansion and operation of our business and do not anticipate paying any cash dividends in the foreseeable future.

The disclosure required by Item 201(d) of Regulation S-K is included in Item 12 of this Annual Report on Form 10-K.
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Stock Performance Graph

The following performance graph compares the cumulative total return to holders of our common stock since December 31, 2006, to the

cumulative total return over such period of the NASDAQ Composite index and the RDG Technology Index.

The performance graph assumes that $100 was invested on December 31, 2006 in our common stock and in each of the comparative indices.

The performance graph further assumes that such amount was initially invested in our common stock at a price of $3.11 per share, the closing

price on December 31, 2006.

Our historic stock price performance is not necessarily indicative of future stock price performance.

Measurement Period

Identive
(Fiscal Year Covered) Group
Dec-06 $ 100.00
Dec-07 107.40
Dec-08 72.35
Dec-09 76.21
Dec-10 81.03
Dec-11 71.70
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$ 100.00
110.26
65.65
95.19
112.10
110.81

RDG

Technology

$

100.00
115.01

65.30
105.06
118.52
118.29
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Recent Sales of Unregistered Securities

In May 2011, we issued 3,328 shares of our common stock to one holder in exchange for 6,400 shares of Bluehill ID AG not previously tendered
in our combination with Bluehill ID AG. The shares were exchanged at a ratio of 0.52 shares of our common stock for each share of Bluehill ID
AG, the same exchange ratio as in the Bluehill ID AG combination.

In June 2011, we issued an aggregate of 15,170 shares of our common stock, having an approximate value of $35,000, in satisfaction of a
previously disclosed earn-out payment to the former owners of Bluehill ID AG under an agreement assumed in our combination with Bluehill
ID AG. In addition, we issued an aggregate of 122,098 shares of our common stock, having an approximate value of $281,000, in satisfaction of
a previously disclosed earn-out payment to the former owners of RockWest Technology Group LLC under the RockWest purchase agreement.

These shares were issued in reliance upon exemptions from registration provided by Section 4(2) of the Securities Act, including Regulation D
and Regulation S thereunder.

Purchases of Equity Securities by the Issuer and Affiliated Purchasers

None.
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ITEM 6. SELECTED FINANCIAL DATA

The comparability of our operating results for the years shown in the table below is impacted by our acquisitions of Hirsch on April 30, 2009;
Bluehill ID on January 4, 2010; RockWest (now doing business as Multicard U.S.) on April 14, 2010, Smartag on November 19, 2010,
idOnDemand on May 2, 2011 and polyright on July 18, 2011. Results of these businesses have been included since their respective acquisition
dates.

IDENTIVE GROUP, INC.

SELECTED CONSOLIDATED FINANCIAL DATA

Years Ended December 31,
2011 2010 2009 2008 2007
(In thousands, except per share data)
Consolidated Statement of Operations Data:

Net revenue $102,708 $ 84,843 $ 41,315 $ 28362  $30,435
Cost of revenue 59,906 47,485 21,971 15,358 17,145
Gross profit 42,802 37,358 19,344 13,004 13,290

Operating expenses:

Research and development 7,025 4,715 4,253 3,118 2,408

Selling and marketing 23,563 20,375 12,886 7,875 5,092

General and administrative 22,440 21,809 16,431 11,063 9,990

Amortization of intangibles 272

Impairment of intangibles 647

Restructuring 337

Gain on sale of assets (1,417) (1,455)

Total operating expenses 53,028 47,236 32,800 20,601 17,762

Loss from operations (10,226) (9,878) (13,456) (7,597) 4,472)
Loss and impairment on equity investments (2,244) (256)

Other income 262 264

Interest (expense) income, net (1,049) (865) 487) 757 1,639

Foreign currency gains (losses), net (398) (234) 76 (2,638) (346)

Loss from continuing operations before income taxes and noncontrolling

interest (11,411) (10,713) (16,111) (9,734) (3,179)
Provision (benefit) for income taxes 1,441 345 1,549 (752) (113)
Loss from continuing operations (9,970) (10,368) (14,562) (10,486) (3,292)
Income from discontinued operations, net of income taxes 0 220 383 376 1,371
Consolidated net loss (9,970) (10,148) (14,179) (10,110) (1,921)
Less: Net loss attributable to noncontrolling interest 468 630

Net loss attributable to Identive Group, Inc. $ (9,502) $ (9,518) $(14,179) $(10,110) $ (1,921)

Basic and diluted net loss per share attributable to Identive Group Inc.:

Loss from continuing operations $ (0.18) $ (023) $ (0.66) $ (0.66) 