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Highlights
»»

Apple announced new iPhone models that read NFC
tags without a separate app, spurring demand across all
regions and verticals

»»

Thinfilm signs new NFC deals with category-leading
OTC Pharma, Spirits and Beer brands and releases
case study highlighting strong NFC use metrics for
Kilchoman campaign

»»

Customer de-stocking of EAS inventory in the shoe
category led to sequentially lower sales

»»

Successful customer trial of modified application
method for EAS in jeans category expected to increase
EAS demand from Q1 2019

»»

Obtained double-digit yield on fully Roll-to-Roll (R2R)
processed EAS lots; expect product qualification in Q1
2019

»»

Path-critical R2R tools for NFC production expected to
ship to Thinfilm by end-Q4, following successful specific
component redesign

»»

Partially roll-process lots of NFC die to be completed by
end-January 2019; full roll-processed and yielded NFC
lots delayed to Q2 2019.

»»

Cost-reduction program executed, including a 20%
reduction in head-count during Q3, leading to an
expected annual USD 10 million OPEX savings
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Chief Financial Officer

Business Review
NFC orders increased during the quarter, including
deployments by The Conran Shop, in partnership with
Pinterest, as well as new deployments by Yuni Beauty,
Lagunitas Brewing Company, and nutritional products
company Iovate. The company secured new orders
from global leaders in the Beer, Spirits and OTC Pharma
categories. Deliverables included NFC tags, access
to Thinfilm’s CNECT platform, and mobile marketing
consulting services. In-field deployments during Q3
began using the CNECT 2.0 Cloud Services, which features
improved tag management, marketing campaign creation
tools, and enhanced analytics capabilities. EAS demand
was significantly lower than in previous quarters because
of a de-stocking of inventory by Thinfilm’s fast-fashion
end-customer.
Brand interest in NFC has dramatically increased following
Apple's recent improvements in the NFC user experience.
Specifically, Apple announced that new iPhone models
(XS, XS Max and XR) will be able to read NFC tags to launch
content without requiring a separate NFC reader app.
Furthermore, NFC tags can now be read directly from the
phone's lock screen. Thinfilm has progressed discussions
with strategic partners, and received expressions of
interest for ultra-high-volume, in excess of 100 million
units, for NFC labels with customer-specific features for
delivery starting in late 2019.
Thinfilm completed its first lots of fully roll-processed EAS
in September and achieved double-digit yield for sections
of the roll containing optimal designs. This means that the
first six tools required for NFC roll-based production are
now in continuous operation. Of the remaining equipment
required for the start of NFC roll-based manufacturing, two
critical-path tools are still at tool vendors. One is scheduled
to ship in mid-November, while the Reactive Ion Etcher (RIE)
tool is expected to complete factory acceptance testing in
December. It is now clear, based on tests completed, that
the tool required minor specific modifications, which have
now been completed. Results include improved power
utilization, allowing engineering efforts on the tool to focus
on further improving process uniformity and speed.

It is now expected that partially roll-processed ‘hook’ lots
will be completed by end-January 2019, and that fully
roll-processed batches will be delayed to Q2, following
installation of the path-critical RIE tool in Q1 2019. In sum,
the NFC roll-to-roll investment program is approximately
eight months delayed compared to the initial timeline
communicated in December 2016. As a result, product
qualification of roll-processed NFC using Thinfilm’s Printed
Dopant Polysilicon is now expected in H2 2019, in time to
meet scaled demand anticipated in late 2019 and 2020.
As previously announced, Thinfilm has enhanced its product
roadmap by adding a one-time-programmable capability
to printed NFC ICs. This now includes demonstration of
reader-initiated communication with printed NFC labels.
Further product development work now also includes
prototyping module designs combining a printed NFC IC
with an on-chip antenna that can be inductively coupled
to a secondary antenna embedded into packaging. This
simplifies integration by avoiding bumping and flip-chip
attach costs, making the NFC module more robust and
much more cost-effective for packaging applications. It is
expected that these product development efforts will be
in market by end-2020.
The slower increase in deployment of NFC tags
on-package than anticipated has delayed cash breakeven until during 2020. To address this, as well as initiating
a cost reduction program, it is envisaged that future
funding requirements will be met by a strategic equity
partner. Discussions have commenced and the board is
encouraged by their progress.

Thinfilm and Pioneering Distillery Mackmyra
Bring NFC Interactivity to Whisky and Gin Brands
Thinfilm announced Mackmyra Swedish Whisky as a
new customer in the spirits category. Based in Sweden,
the award- winning distiller of single-malt whisky is using
Thinfilm's NFC mobile marketing solution to connect
directly with customers via smartphone, raise awareness of
its Private Cask program, and launch social media-driven
campaigns that promote its most popular products.
Mackmyra's initial deployment, launching this quarter, uses
Thinfilm NFC tags to build digital provenance information
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into Mackmyra's Private Cask offering, which allows
consumers to create and bottle their own unique whisky.
Each individual bottle originating from the Private Cask
will link back to detailed information about that specific
cask. Following this, a second campaign will promote a
customer-submitted drink recipe competition featuring
the distillery's flagship "MACK" whisky and its premium
Lab+Distillery gin. Customers who submit unique recipes
and share through social platforms will have a chance to
win various prizes.

Slikhaar to Launch Interactive Products in Beauty
and Personal Care Market
Thinfilm announced that Slikhaar, the innovative
men's hair care leader and digital disruptor, will launch
interactive personal care products in the fourth quarter
of 2018. Slikhaar will use Thinfilm's NFC mobile marketing
solution to connect directly with consumers and promote
its SlikhaarTV YouTube channel, which currently has
approximately two million subscribers.
Slikhaar is integrating NFC tags in select major hair and
skin care products under its popular By Vilain brand. Each
uniquely identifiable NFC tag integrates seamlessly with
Thinfilm's CNECT Cloud Platform to enable the delivery
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of custom digital content and experiences to Slikhaar's
predominantly mobile-first consumer base. Shoppers and
existing customers will be able to touch their smartphone
to the connected products - either in-store, at home, or
on the go - to instantly join the Slikhaar Community, view
hairstyling videos, watch product tutorials, and learn about
the latest fashion trends, as well as share content via social,
and make online purchases. The company has distribution
agreements with retail chains in Denmark and Germany,
with broader expansion throughout Europe to follow.

Thinfilm Announces Collaboration with Pinterest
and The Conran Shop
Thinfilm announced a collaboration with Pinterest and
premium furniture retailer The Conran Shop during the
2018 London Design Festival.
As part of this innovative installation, Conran Shop
customers use their smartphones to explore products
and automatically add favorites to their personal Pinterest
board. Powered by Thinfilm's NFC mobile marketing
technology and the CNECT Cloud Platform, the solution
provides a simple and convenient way for customers to
create, curate, and share digital Pinterest boards containing
Conran Shop products while browsing in the physical retail
store.
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Shows and Events

Digital Analytics Association Late Afternoon
(DAALA) – Berlin, Germany
July 4, 2018
“Digital Analytics Association Late Afternoon” (DAALA),
created by the German branch of Digital Analytics
Association. Held in Berlin, this monthly event focused
on analytics, with an interactive exchange. Thinfilm a
DAA network participant, invited to speak, initiated an
afternoon discussion, on: The ABCs of NFC (Near Field
Communication), “How can I blend data from the physical
and digital worlds to uncover unique insights?” followed by
a presentation of Thinfilm’s technology solutions, tapping
bottles, magnets, coasters, while displaying data visualized
on CNECT™ cloud platform dashboard.
wiTs Wine Industry Technology Symposium (WBM
Tech Symposium) – Napa, California
August 21, 2018
The Wine Industry Technology Symposium (WITS) a
conference for winery brand professionals looking to
implement technology solutions and ways to analyze
sales data. At Thinfilm’s booth, in 30-minute intervals, we
delivered an NFC solution presentation, demonstrating
various tech options, innovations, and strategies to wine
industry attendees, throughout the day. Thinfilm delivered
a wine focused NFC solutions presentation and live
product demonstration using neck collars, hang tags, and
bottles to interested wine industry brand professionals.
Additionally, as a sponsor, in a separate presentation area,
on stage, Thinfilm delivered a “20-minute mobile demo”
showcasing NFC mobile marketing solutions to interested
audience attendees.
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Gardner Robinson, Director of Sales, Americas, Alcohol Division,
showcases Thinfilm innvation at the Wine Industry Technology
Symposium

World Spirits Conference: The Global
Whiskies and Spirits Summit 2018 – Adelaide,
Australia
August 27 – 28, 2018
The World's Spirits Conference is the world’s leading
summit on global trends for producers in the whisky and
spirits industry, analyzing international product, design,
sales and marketing trends. Thinfilm one of five sponsors,
exhibited in the pre-conference foyer, met with attendees
during breaks and lunch, before entering conference
sessions.” As an exhibitor, Thinfilm showcased its NFC
mobile marketing solutions, demonstrated product form
factors, and displayed real-time data and actionable
insights using CNECT™ cloud platform. Thinfilm secured
two speaking engagements Day 1 - Talk: “Delivering Digital
Experiences to Physical Products” and Day 2 – Workshop
- “How Smart Packaging Can Help Deliver Branded
Experiences, Increase Sales and Provide Real Time Insight
and Monitoring of the Supply Chain”
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Dan Wilmott, Director Sales, ANZ, delivers a talk and workshop to
attendees at the Asia Pacific World Spirits Conference Summit

Jay Deng, Director of Sales, Greater China, features an array of
Thinfilm products at The 3rd China Digital Supply Chain + China Smart
Logistics Summits 2018

The 3rd China Digital Supply Chain Summit 2018
+ China Smart Logistics Summit 2018 – Shanghai,
China
September 11 – 12, 2018

Packaging Innovations 2018 – London, England
September 12 – 13, 2018

These two co-located summit events focused on
“Intelligent Transformation of Supply Chain and Logistics.”
Industry professionals from e-commerce, pharmaceuticals,
medical equipment, automobile, machinery manufacturing,
apparel, shoes, and home appliances participated. The
latest supply chain professionals gathered to learn, build
and focus towards end to end transparent, integrated,
agile supply chains with disruptive technologies like IoT,
data analytics, blockchain, AI, cloud and machine learning,
while being demand-sensitive and customer-centric.
Thinfilm exhibited, demonstrated product tapping and
showcased NFC mobile marketing and digital supply
chain solutions, in real-time using CNECT™ cloud platform
dashboard results to attendees and delegates during the
two-day summit. Thinfilm’s brand support included a twopage insertion and a continuous looping corporate video,
during conference session coffee breaks.
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In joint participation, Thinfilm was invited to participate in a
“20-minute panel session discussion with Hunter Luxury (a
luxury carton supplier for cosmetics and spirit industries).
Featured topic: “The Future of Luxury Packaging is available,
right here, right now”. Thinfilm speaker: Dr. Antony Fryer,
Sales Engineer and Mike Banister, Managing Director, at
Hunter Luxury. Additionally, Hunter Luxury created and
distributed a newsletter, at Packaging Innovations 2018,
featuring Thinfilm NFC technology article.

6

WeWorks Community Lunch & Learn – Singapore
September 13, 2018

IOT Hub East Sweden Project – Uppsala, Sweden
August 20, 2018 – August 19, 2019

With an audience of 40 attendees, Thinfilm CEO Dr. Davor
Sutija presented at the WeWorks Community Members
Lunch-and-Learn. Topic discussed: “What If Any Thing
Could Be Made Digital?” A lively interactive discussion
and product demonstration focused around: “What would
bridging this gap between physical to digital mean for your
business and ability to engage directly with your customers
mean?” Thinfilm showcased how to enable the Internet
of Everything through NFC (near field communications)
solutions. Members listened while Dr. Davor Sutija, shared
how companies and brands globally are driving direct
communication with their customers by simply tapping
and analyze results via CNECT platform.

The IoT Hub East Sweden project is a yearlong pilot
project, Thinfilm in collaboration with IOT Hub East, is
conducting a pilot with the police, the purpose to keep
track of evidence. The showroom display, demonstrates
various Thinfilm NFC product solutions and form factors
samples. Thinfilm products on display include: ElasticTag
(Iovate), Hang Tags (Kilchoman), Tags (NFC OpenSense
& SpeedTap) Blockchain (Alcohol), Cosmetics (Yuni).
Showcasing these use cases inspires visitors and
participants for new projects. A second project Linköping
municipality - Playful Internet of Things aims to use IoT
to create playful environments in public place that will
enhance learning connected to sustainable development.
By rating digitally enhanced learning environments that
utilize the impact and change of digital technology, the
project will innovate in developing both technology,
concepts and public space itself. Thinfilm’s contribution
focus, to build digitally enhanced, malleable installations
that communicate and interact with each other, and the
audience. The project aims to create a meeting between
physical space and malleable technology in a way that
allows users to play, discover and meet new places and
people in the public space.

WWDMAGIC – Las Vegas, Nevada
August 13 – 15, 2018
The MAGIC convention is apparel focused, specifically in
prestige/premium brands, footwear and smaller boutique
type brands. The booths are held by the brands and the
buyers are retailers scoping clothing lines to add to their
stores. Thinfilm participated as an attendee. Focused on:
an eye on what consumers/buyers are looking for – what
are the trends, etc. and ability to have conversations with
these brands on different ways they see Thinfilm adding
value to their marketing efforts.

DNB Nordic TMT Investor Day – Oslo, Norway
August 29, 2018
Thinfilm CEO Dr. Davor Sutija delivered a presentation at
the DNB Nordic TMT Conference on August 29, 2018. The
presentation title “NFC – Intelligence Everywhere” focused
on mobile marketing primary use cases and product feature
improvement options, highlighting Thinfilm with the largest
number NFC branded-goods deployments in-market
globally, providing actionable B2B and B2C insights.
London Design Festival 2018 – London, England
September 15 – 23, 2018
The collaboration with Pinterest and The Conran Shop,
launched during the 2018 London Design Festival to create
an immersive and personalized shopping experience.
Customers at The Conran shop were able to use their
smartphones to explore products and automatically
add favorites to their personal Pinterest board. Powered
by Thinfilm's NFC mobile marketing technology and
the CNECT™ Cloud Platform, the solution provides an
innovative way for customers to create, curate, and share
Pinterest boards while browsing in-store. The collaboration
offers customers an interactive journey through the world
of design to discover new ideas to plan for and products
to purchase.
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2018 Mobile Marketing Association ‘SMARTIES’
Award Program Event - Spain
November 6, 2018
The MMA Smarties program recognizes the best mobilefirst marketing campaigns, judged by an independent
jury of brand and agency experts. Bodegas Barbadillo’s
‘Dando en el Blanco’ nationwide smart bottle innovation
campaign combined Thinfilm NFC tags functionality to
126,000 bottles with key analysis using CNECT™ Cloud
Platform. It was distributed to over 200 major retail
outlets across Spain to promote a “Tap and Win’ contest
to boost sales and consumer engagement. Built around
the company’s signature Castillo de San Diego white wine,
earned Barbardillo and Thinfilm a 2018 Smarties™ Spain
Award from the Mobile Marketing Association (MMA)
in recognition of the campaign’s outstanding strategy,
execution, creativity, and results.

Alvaro Alés, Director, Marketing & Communications, Barbadillo
and Chris Jones, Sales Director EMEA, Thinfilm accepting MMA
‘SMARTIES’ Award.
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Thinfilm Solutions and Products
NFC Solutions

NFC SpeedTap™ Tags: NFC SpeedTap tags use near field
communication to communicate wirelessly with suitably
enabled smartphones and industrial readers. This allows
users to communicate with everyday objects for a variety
of consumer and industrial use cases.
NFC OpenSense™ Tags: Thinfilm’s proprietary and patented
NFC OpenSense technology can be used as an electronic
seal that provides smartphone-centric NFC readability
before and after product opening. Unique identifiers within
each OpenSense tag support applications for fighting
product diversion, counterfeiting, unauthorized refills,
and the use of forged containers. On the consumer side,
brand marketers can benefit from enhanced consumer
engagement capabilities that provide contextually
useful information both prior to initial opening and during
consumption.
CNECT™ Cloud Platform: CNECT is a multi-tenant,
cloud-based Software-as-a-Service (SaaS) platform that
facilitates direct brand-consumer engagement through a
simple tap of an NFC label, including those using Thinfilm
SpeedTap and OpenSense tags. The platform provides a
turnkey solution for managing and tracking each unique tag
and deploying mobile campaigns to engage consumers,
instant e-commerce reordering, product authentication, as
part of a brand’s omnichannel mobile marketing strategy.
Using the CNECT platform, marketers can uncover
insights based on consumer tapping behavior to optimize
performance throughout a campaign. To expand the
range of consumer experiences that can be triggered
through the platform, the CNECT platform can be used
to improve supply chain transparency through interaction

with blockchain ledgers and will soon add the capability to
manage augmented reality experiences.
CNECT Blockchain Services

CNECT Blockchain Services combine the inherent security
and ease-of-use of NFC technology to streamline the
integration of blockchain’s advantages into both supply
chain and consumer-facing transparency applications.
Built into Thinfilm’s CNECT Cloud Platform and powered
by the Ethereum blockchain app platform, the offering
allows brands, distributors, and retail stores to strengthen
supply chains while enhancing NFC mobile marketing
engagement with product traceability and transparency
information – all through the tap of a smartphone.
Blockchain “ownership transfer” transactions, which
utilize the unique item-level IDs and robust security
characteristics of Thinfilm NFC tags, can be quickly and
easily executed within the Thinfilm Blockchain mobile
apps.
Electronic Article Surveillance (EAS) Tags

Thinfilm EAS tags represent a new category of thin, flexible
anti-shoplifting labels. The tags are produced using a
proprietary process that improves traditional electronic
article surveillance with a permanent deactivation feature.
These next-generation security labels are easily integrated
at the point of manufacture into fast-fashion items such
as shoes, denims, chinos, and other apparel. Thinfilm EAS
tags are also compatible with the global base of installed
8.2 MHz RF EAS infrastructure.

About Thinfilm
Thinfilm is enabling the Internet of Everything through our NFC (near field communications) solutions. We provide consumerfocused NFC mobile marketing as well as industrial and supply chain solutions, including blockchain applications. Thinfilm
provides end-to-end support throughout the entire process. This starts with the manufacturing of NFC tags through our
ground-breaking, roll-to-roll printed electronics production process, integration support to get those tags on physical objects,
and our CNECT™ cloud-based software platform which captures data and provides actionable insights into consumer
behavior and business logistics.
Thin Film Electronics ASA is a publicly listed company in Norway with global headquarters in Oslo, Norway; US headquarters
in San Jose, California; and offices in Linköping, Sweden; San Francisco; London; Singapore; and Shanghai.
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Condensed Consolidated Financial
Report as of 30 September 2018
Thinfilm experienced a 24% fall in product revenues (EAS, NFC and CNECT) during the first nine months of 2018 compared
to the same period in 2017. While NFC orders grew in the third quarter, the company saw a fall in demand for EAS products
as a result of a single-period inventory de-stocking by its fast-fashion end-customer. In addition, total revenue and other
income through Q3 2018 are both significantly lower than in 2017, as the 2017 figures included non-core Joint Development
Agreement (JDA) activities and extraordinary equipment sales. Cost control activities lowered operational costs by 6% per
Q3 2018, compared to 2017.
During the first nine months of 2018, Thinfilm’s revenue and other income amounted to USD 2,564 thousand, 46% lower than
in the same period last year (9M 2017: USD 4,725 thousand). Sales revenue from EAS, NFC and CNECT products amounted to
USD 1,068 thousand through Q3 2018, compared to USD 1,410 thousand in the same period of 2017, a decrease of 24%. In 2017,
Thinfilm received significant revenues from a JDA with a global pharmaceutical company, which was completed during the
same year. Thinfilm currently has no JDA revenues.
During the first nine months of 2018, 12.3 million EAS tags were shipped, compared to 23.7 million in the similar period last
year, while shipment of NFC SpeedTap tags increased 26%. Income related to government grants and other funded projects
amounted to USD 1,023 thousand in the period (9M 2017: USD 1,225 thousand). The 16% decrease is explained by certain funded
projects being completed during the year. Before 1 January 2018, income from Government Grants and other funded projects
was recognized as Other operating revenue. From 1 January onwards, such income is recognized as Other Income. Please refer
to Footnote 2 for additional information.
Excluding government grants, other income amounted to USD 452 thousand in the first nine months of 2018 (9M 2017: USD 796
thousand). Other income in both periods is primarily related to gains on disposal of fixed assets. Disposed assets comprised
those acquired when the Company secured the Junction Avenue facility, plus surplus Linköping site assets. During the first half
of 2017, the company received sublease income from the Company’s previous production facility at Zanker Road in San Jose.
From Q3 2018, the company receives sublease income its Junction Avenue, San Jose facility.
Operating costs (excluding depreciation and amortization charges) amounted to USD 40,600 thousand during the first nine
months of 2018, including the cost of share-based compensation of USD 1,201 thousand. The corresponding figures for the
same period in 2017 were USD 43,296 thousand and USD 1,336 thousand, respectively. The decrease in operating costs during
the first nine months of 2018, compared to the same period in 2017, was USD 2,696 thousand, and was primarily attributable to:
1)

USD 3,024 thousand lower costs for premises and supplies. The decrease is mainly because of double rental costs
in the first six months of 2017 when the US subsidiary moved from Zanker Road to Junction Avenue. Further, the
decrease its because of down-sized activities at the Linköping site.

2)

USD 2,120 thousand lower other expenses. The first nine months of 2018 is positively impacted by higher capitalizable
development costs compared to the same period last year, as the NFC SpeedTap project met the IAS 38 capitalization
requirements of future economic benefits during Q3 2017. Further, the first nine months of 2017 incurred higher
production variance costs and inventory valuation adjustments.

3)

These savings are offset by USD 2,776 thousand in higher payroll costs. This is mainly related to a significant increase in
the average number of global full-time equivalents (FTEs) during the first eight months of 2018, including consultants
and contract workers, as a result of the company’s CAPEX program and go-to-market activities. In Q3, the company
reduced headcount by 27 FTEs through a reduction-in-force. FTEs through the first three quarters of 2018 averaged
167, compared to 158 during the same period in 2017. The company employed 157 FTEs (permanent and temporary)
per 31 October 2018.
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Thinfilm’s San Jose front-end production facility is currently in operation 24 hours per day, 7 days per week. While the bulk of
the production currently remains non-revenue generating (engineering lots used for yield, design, and product development
work), the cost impact is similar to that of a fully ramped facility.
While resources allocated to production related activities are increasing, Thinfilm maintained a high level of R&D activity.
During the first nine months of 2018, USD 7,198 thousand was spent developing manufacturing processes and operating
procedures for roll-to-roll manufacturing. The corresponding amount for the same period last year was USD 12,032 thousand.
Investments in fixed and intangible assets amounted to USD 11,965 thousand in the first nine months of 2018, compared to
USD 12,620 thousand in the same period in 2017. The investments are mostly related to equipment for the new roll-based
production line at the San Jose site.
As of 30 September 2018, Thinfilm had also made prepayments amounting to USD 10,206 thousand relating to investments
in equipment and machinery (9M 2017: 12,314 thousand). These prepayments are recognized as other receivables since
only part of the equipment and machinery had been received from suppliers as of 30 September 2018. Thinfilm’s roll-to-roll
CAPEX program is expected to cost USD 36,200 thousand vs USD 32,000 thousand initially budgeted in November 2016.
67% of these costs have been incurred, including the pre-payments referred to above. By end of Q1 2019, it is expected that
the company will have incurred 94% of the total project costs. Depreciation, amortization and impairment charges during the
first nine months of 2018 amounted to USD 2,997 thousand (9M 2017: USD 2,562 thousand).
Net financial items in the first nine months of 2018 amounted to a gain of USD 1,485 thousand (9M 2017: USD 1,532 thousand
gain), and were mainly related to unrealized foreign currency gains. The Company operates at a loss and there is a tax loss
carry forward position in the parent company and in the Swedish and American subsidiaries. While local taxes are incurred
in some of the subsidiaries, the parent company in Norway has not incurred any tax costs during the first nine months of
2018, nor in the same period in the prior year. The Company has not recognized any deferred tax assets on its balance sheet
relating to these tax loss carry forward positions, as this potential asset does not yet qualify for inclusion.
The loss for the first nine months of 2018 was USD 39,557 thousand, corresponding to a basic loss per share of USD 0.03. In
the same period in 2017, the loss amounted to USD 39,640 thousand, corresponding to a basic loss per share of USD 0.05.
Cash Flow
The group’s cash balance decreased by USD 50,046 thousand in the first nine months of 2018, compared to a decrease of
USD 61,349 thousand in the same period last year. The net decrease in cash balance is explained by the following principal
elements:
1)

USD 43,215 thousand outflow from operating activities,

2)

USD 8,204 thousand outflow from investing activities,

3)

USD 495 thousand outflow from financing activities, and

4)

USD 1,868 thousand currency translation gain on cash and bank deposits.

The USD 43,215 thousand outflow from operating activities is primarily explained by an operating loss excluding depreciation,
amortization and impairment charges of USD 38,036 thousand. The cash balance on 30 September 2018 amounted to USD
48,074 thousand, while the cash balance on 30 September 2017 amounted to USD 12,856 thousand.
Balance Sheet
Fixed assets on 30 September 2018 amounted to USD 28,701 thousand and mainly stem from machinery and equipment in
San Jose, California. Other receivables include USD 10,206 thousand prepayments related to equipment and machinery that
had yet to be received from the suppliers as of 30 September 2018. The Company has a financial lease on the balance sheet
which amounts to USD 10,729 thousand and relates to the new US headquarters. In addition, intangible assets amounted to
USD 3,224 thousand on 30 September 2018. Intangible assets include the value of patents acquired from Kovio, Inc. in 2014,
and certain capitalized SpeedTap™ and EAS development costs.
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Principal Risks
Thinfilm is exposed to various risks of a financial and operational nature. It is the duty of the Board to present the principal
risks of Thinfilm and its business. The Company’s predominant risks are market and business risks, summarized in the
following points:
I.

Many of the emerging markets that Thinfilm targets, as well as the markets it intends to pursue, are still immature for
in-market deployments and there is a potential risk of delays in the timing of sales.

II.

To a certain extent, Thinfilm is dependent on continued collaboration with technology, material, and
manufacturing partners.

III. There may be product-development risks that arise related to cost-functionality competitiveness of the products
Thinfilm is developing.
IV. The Company is not yet cash generative and operates at a loss, and there is uncertainty tied to the generation of
future cash flow. The Company is however well capitalized based on the private placement in October 2017. At the
date of this report, the Company’s cash position is adequate to cover all liquidity needs for 2018 and into 2019.
Going forward, Thinfilm foresees four important revenue sources:
1)

Sales of its own designed and manufactured products, and;

2)

Sales of conventional NFC labels manufactured for Thinfilm and suitably encoded for use by its platforms, and;

3)

Monetization of Thinfilm’s CNECT™ software platform, and;

4)

Licensing/royalty revenue, where partners and customers pay for using the Company’s intellectual property rights (IPR).

Thinfilm’s ability to earn revenue partly depends on continued successful technology and product development as well as
the Company’s ability to legally protect its IPR. This, in turn, depends on the Company’s ability to attract and retain competent
staff and the adequacy of Thinfilm’s patenting and other IP-protection activities.
Thinfilm is exposed to certain financial risks related to fluctuation of exchange rates and interest rate levels.
On 30 September 2018, equity amounted to USD 91,334 thousand, representing 83% of the gross balance sheet and 489%
of the share capital.							
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Outlook
Thin Film Electronics ASA (“Thinfilm”) is developing technology that is expected to be critical to the extension of the Internet
of Things to ordinary objects. Thinfilm’s NFC OpenSense™ and SpeedTap™ labels communicate wirelessly with appropriately
configured NFC-enabled smartphones and can be applied to consumables and other disposable objects. The inclusion
of NFC in smartphones increased dramatically over the past several years. According to the NFC Forum, the number of
smartphones with NFC is expected to exceed two billion by end-2018. In addition, NFC applications beyond payments
are now being introduced in major markets around the world. Thinfilm continues to be a leading participant in the NFC
community through its participation in NFC Forum working groups and committees.
NFC labels based on Thinfilm’s PDPS (printed dopant polysilicon) IC technology are distinguished by their exceptional speed
(a complete read in less than 10 milliseconds), their ability to act as an electronic seal (using OpenSense technology), their
shock and impact resistance, and their ability to be flexed repeatedly over curved surfaces less than 15 cm in diameter.
Thinfilm also expects significant shipments of conventional silicon NFC tags that supplement Thinfilm’s own manufacturing
and allow tag reading on all major mobile platforms, including iPhone. Each NFC label is permanently encoded by Thinfilm
with a unique, randomized URL or other identifier to prevent hacking and to resist cloning. Thinfilm has also built a significant
partner ecosystem, including digital activation agencies and packaging partners such as Ogilvy & Mather, Jones Packaging,
Bedford Industries, Beneli AB and Skanem.
Thinfilm has shipped over 50 million EAS labels to its fast-fashion end-customer, and expects continued unit volume increases
in 2019. The Company has also shipped 7-figure volumes of NFC labels and inlays to its customers since Q2 2017. Thinfilm
anticipates further growth in key verticals such as spirits, wines, craft beer, cosmetics, tobacco, and OTC pharmaceuticals.
Thinfilm’s Junction Avenue manufacturing facility in San Jose, California includes a manufacturing clean room designed to
scale current production through a high-volume roll-to-roll manufacturing line for EAS products and transistor-based NFC
products. In 2019, Thinfilm expects to be prepared to support up to one billion units of annual production volume, with NFC
demand expected to increase substantially for mobile marketing, product enhancement and supply chain use cases.
The demand outlook for Thinfilm’s NFC solutions depends on the degree to which major brands deploy NFC tags as an
integral part of primary or secondary packaging. During the first nine months of 2018, Thinfilm and customers have launched
over forty in-market campaigns featuring NFC-integrated packaging in deployments as large as hundreds of thousands of
units per campaign or product. Thinfilm customer case studies have demonstrated high consumer engagement rates for
NFC mobile marketing compared to alternative digital technologies. The consumer usability of NFC is expected to increase
following the recent release of the iPhone XS, XS Max, and XR models. To enhance its go-to-market strategy, Thinfilm
has added new use cases to its solution offering, including secure documents, supply chain applications, and industrial
use-cases. The CNECT Cloud Platform, which allows Thinfilm to provide a complete solution to NFC users, distinguishes
the Company from pure-play NFC label providers. During the coming year, Thinfilm expects to enter into further strategic
partnerships to enhance the value of its NFC solutions and cloud platform for clients in new and existing vertical markets.
The going concern assumption has been applied when preparing this interim financial report. As previously announced, the
slower increase in deployment of NFC tags on-package than anticipated has delayed cash break-even until during 2020. To
address this, as well as initiating a cost reduction program, it is envisaged that future funding requirements will be met by a
strategic equity partner. Discussions have commenced and the board is encouraged by their progress.
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Thin Film Electronics ASA Group
Condensed consolidated interim financial statements as of 30 September 2018 (Unaudited)
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Amounts in USD 1,000

1 July - 30
1 July - 30
1 January - 30
1 January - 30
1 January - 31
Note September 2018 September 2017 September 2018 September 2017 December 2017

Sales revenue

223

633

1 089

2 705

2 980

-

577

-

1 225

2 040

Other income

356

100

1 475

796

887

Total revenue & Other Income

579

1 310

2 564

4 725

5 907

Other operating revenue

Operating costs

10,11

(13 381)

(14 638)

(40 600)

(43 296)

(58 994)

Depreciation, amortization
and impairment loss

3,4,5

(1 009)

(832)

(2 997)

(2 562)

(6 991)

(13 811)

(14 160)

(41 033)

(41 133)

(60 078)

(488)

405

1 485

1 532

374

(14 299)

(13 755)

(39 548)

(39 601)

(59 704)

(3)

(6)

(8)

(39)

122

Profit (loss) for the period

(14 302)

(13 761)

(39 557)

(39 640)

(59 581)

Profit (loss) attributable
to owners of the parent

(14 302)

(13 761)

(39 557)

(39 640)

(59 581)

(USD 0.01)

(USD 0.02)

(USD 0.03)

(USD 0.05)

(USD 0.07)

(14 302)

(13 761)

(39 557)

(39 640)

(59 581)

108

189

(252)

482

456

(14 194)

(13 572)

(39 809)

(39 158)

(59 126)

Operating profit (loss)
Net financial items
Profit (loss) before income tax
Income tax expense

Profit (loss) per share basic and diluted
Profit (loss) for the period

7

Other comprehensive income
Currency translation
Total comprehensive income
for the period, net of tax
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

Amounts in USD 1,000

Note

30 September 2018

30 September 2017

31 December 2017

8

ASSETS
Non-current assets
Property, plant and equipment

3

28 701

19 836

20 522

Financial lease

5

10 729

11 802

11 534

Intangible assets

4

3 224

3 462

2 190

42 654

35 100

34 246

3 983

1 047

709

15 769

17 001

16 245

Cash and cash equivalents

48 074

12 856

98 120

Total current assets

67 826

30 904

115 073

110 479

66 004

149 319

18 660

13 911

18 660

Other paid-in equity

321 090

221 204

319 817

Currency translation

(13 775)

(13 494)

(13 520)

(234 641)

(175 143)

(195 083)

91 334

46 478

129 874

-

269

-

Long-term financial lease liabilities

11 645

12 260

12 125

Total non-current liabilities

11 645

12 530

12 125

Trade and other payables

7 500

6 996

7 320

Total current liabilities

7 500

6 996

7 320

110 479

66 004

149 319

Total non-current assets
Current assets
Inventory
Trade and other receivables

9

TOTAL ASSETS

EQUITY
Ordinary shares

6

Retained earnings
Total equity

LIABILITIES

8

Non-current liabilities
Deferred tax liabilities

Current liabilities

TOTAL EQUITY AND LIABILITIES
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CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

Share capital

Other
paid-in equity

Currency
translation

Retained
earnings

Total

18 660

319 819

(13 521)

(195 084)

129 874

Share issues

-

(15)

-

-

(15)

Share based compensation

-

1 287

-

-

1 287

Comprehensive income

-

-

(254)

(39 557)

(39 811)

Balance at 30 September 2018

18 660

321 090

(13 775)

(234 641)

91 334

Balance at 1 January 2017

13 877

219 097

(13 976)

(135 503)

83 495

34

535

-

-

569

Share based compensation

-

1 573

-

-

1 573

Comprehensive income

-

-

482

(39 640)

(39 158)

Balance at 30 September 2017

13 911

221 204

(13 494)

(175 143)

46 478

Balance at 1 January 2017

13 877

219 097

(13 976)

(135 503)

83 495

4 783

98 502

-

-

103 285

Share based compensation

-

2 220

-

-

2 220

Comprehensive income

-

-

456

(59 581)

(59 126)

18 659

319 819

(13 520)

(195 084)

129 874

Amounts in USD 1,000
Balance at 1 January 2018

Share issues

Share issues

Balance at 31 December 2017
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CONSOLIDATED CASH FLOW STATEMENTS

Amounts in USD 1,000

1 July - 30
1 July - 30
1 January - 30
1 January - 30
1 January - 31
Note September 2018 September 2017 September 2018 September 2017 December 2017

CASH FLOW FROM OPERATING
ACTIVITIES
Profit (loss) before tax

(14 299)

(13 755)

(39 548)

(39 601)

(59 704)

6

551

590

1 287

1 573

2 220

3,4,5

1 009

832

2 997

2 562

3 966

-

-

-

-

3 175

(1)

(107)

(399)

(546)

(350)

(21)

(110)

(72)

(110)

(38)

(1 613)

948

(7 479)

(1 679)

(1 588)

(14 374)

(11 602)

(43 215)

(37 801)

(52 319)

(1 009)

(2 887)

(3 855)

(12 144)

(15 910)

(1 950)

(1 032)

(4 633)

(12 314)

(11 484)

Financial lease payments

-

-

-

-

-

Purchases of intangible assets

-

(63)

-

(63)

(63)

(332)

(193)

(1 146)

(413)

(702)

1

214

1 187

738

1 052

56

214

244

222

343

(3 234)

(3 746)

(8 204)

(23 974)

(26 764)

-

99

(15)

569

103 285

Financial lease payments

(173)

(132)

(480)

(320)

(456)

Net cash from financing activities

(173)

(33)

(495)

248

102 829

Currency translation effects on cash and
bank deposits

(373)

59

1 868

178

170

(18 154)

(15 323)

(50 046)

(61 349)

23 915

Cash and bank deposits
at the beginning of the period

66 228

28 179

98 120

74 205

74 205

CASH AND BANK DEPOSITS
AT THE END OF THE PERIOD

48 074

12 856

48 074

12 856

98 120

Share-based payment (equity part)
Depreciation and amortization
Write down inventory,
machinery and intangible assets
Gain on sale of fixed assets
Taxes paid for the period
Changes in working capital
and non-cash items
Net cash from operating activities

CASH FLOW FROM INVESTING
ACTIVITIES
Purchase of property, plant and
equipment

3

Prepayments relating to purchase of
property, plant and equipment

Capitalized development expenses

4

Proceeds from sale of fixed assets
Interest received
Net cash from investing activities

CASH FLOW FROM FINANCING
ACTIVITIES
Proceeds from issuance of shares

Net increase (decrease) in cash
and bank deposits

6
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Notes to the Consolidated Financial
Statements

NOTE 1 – INFORMATION ABOUT THE GROUP

Thin Film Electronics ASA (“Thinfilm” or “the Company”) was founded on 22 December 2005. Thin Film Electronics ASA Group
(“Thinfilm”) consists of the parent company Thinfilm ASA and the subsidiaries Thin Film Electronics AB (“Thinfilm AB”), Thin
Film Electronics Inc. (“Thinfilm Inc.”), Thin Film Holding ("Thinfilm Holding"), Thin Film Electronics KK (“Thinfilm KK”), Thin Film
Electronics HK Limited (“Thinfilm HK”), Thin Film Electronics UK Ltd. (“Thinfilm UK”), Thin Film Electronics Co. Ltd. (“Thinfilm
China”), Thin Film Electronics Singapore pte. Ltd. (“Thinfilm SING”). The group was formed on 15 February 2006, when Thinfilm
ASA purchased the business and assets, including the subsidiary Thinfilm AB, from Thin Film OldCo AS (“OldCo”).
The objectives of the Company shall be the commercialization, research, development and production of technology and
products related to printed electronics components and smart systems. These objectives may be carried out in full internally,
or in whole or in part externally through collaborative efforts with one or more of the Company’s ecosystem partners.
The Company is a public limited-liability company incorporated and domiciled in Norway. The address of its registered office
is Henrik Ibsens gate 100, Oslo, Norway. The Company’s shares were admitted to listing at the Oslo Axess on 30 January 2008
and to the Oslo Børs on 27 February 2015. On 24 March 2015 Thinfilm’s American Depository Receipts (ADRs) commenced
trading in the United States on OTCQX International.

NOTE 2 – BASIS OF PREPARATION, ACCOUNTING POLICIES, AND RESOLUTIONS

This condensed interim financial report for the first nine months of 2018 has been prepared in accordance with IAS 34 interim
financial reporting. The condensed consolidated interim financial report should be read in conjunction with the consolidated
annual financial statements for 2017. The IFRS accounting policies applied in this condensed consolidated interim financial
report are in all materiality consistent with those applied and described in the consolidated annual financial statements for
2017. The group has adopted IFRS 9 and IFRS 15 from 1 January 2018. In connection to adoption of IFRS 15, and in association
to IFRS guidelines on revenue recognition, the group has decided to reclassify government grants from Other operating
revenue to Other income. Government grants in the first nine months of 2018 amounted to USD 1,023 thousand, compared
to USD 1,225 thousand in the same period last year, and USD 2,040 thousand for the year 2017. The adoption of IFRS 9 has
had no effect on the condensed consolidated interim financial report
The going concern assumption has been applied when preparing this interim financial report. This consolidated interim
financial report has not been subject to audit. Please consult the Outlook section for details regarding the company's funding
situation and plan.
The report was resolved by the Board of Directors on 8 November 2018.
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NOTE 3 – PROPERTY, PLANT AND EQUIPMENT

Amounts in USD 1,000

Tangible assets

Period ended 30 September 2018
Net value on 1 January 2018

20 522

Additions

10 819

Disposals

(552)

Exchange differences

(10)

Impairments

-

Depreciation

(2 078)

Net book value on 30 September 2018

28 701

Other receivables include USD 10,206 thousand prepayments related to investment in equipment and machinery that had
not been received from the suppliers as of 30 September 2018.			
Period ended 30 September 2017
Net book value on 1 January 2017

9 155

Additions

12 144

Disposals

(193)

Exchange differences

67

Impairments

-

Depreciation

(1 338)

Net book value on 30 September 2017

19 836

Other receivables include USD 12,314 thousand prepayments related to investment in equipment and machinery that had
not been received from the suppliers as of 30 September 2017.
Year ended 31 December 2017
Net value on 1 January 2017

9 155

Additions

16 457

Disposals

(903)

Exchange differences

315

Impairments

(1 807)

Depreciation

(2 696)

Net book value on 31 December 2017

20 522

Other receivables include USD 11,484 thousand prepayments related to investment in equipment and machinery that had
not been received from the suppliers as of 31 December 2017.			

Interim Report and Financial Statements / Third Quarter 2018

19

NOTE 4 – INTANGIBLE ASSETS

Amounts in USD 1,000

Intangible assets

Period ended 30 September 2018
Net value on 1 January 2018

2 190

Additions

1 146

Disposals

-

Exchange differences
Impairment
Amortization
Net book value on 30 September 2018

(113)
3 224

Period ended 30 September 2017
Net value on 1 January 2017

3 142

Additions

476

Disposals

-

Exchange differences

-

Impairment

-

Amortization
Net book value on 30 September 2017

(156)
3 462

Year ended 31 December 2017
Net value on 1 January 2017

3 142

Additions

765

Disposals

(300)

Exchange differences
Impairment
Amortization
Net book value on 31 December 2017
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NOTE 5 – FINANCIAL LEASE

The Company entered into a lease agreement in November 2016 relating to the property building of its new US headquarters
in San Jose, CA. The lease in San Jose expires in September 2028. The building element of the lease agreement is classified
as a financial lease as the present value of the minimum lease payments amounts to substantially all of the fair value of the
leased asset. The land element of the lease has been accounted for separately as an operating lease.
Net book value of leased building:
Amounts in USD 1,000

30 September 2018

30 September 2017

31 December 2017

Net value on 1 January

11 534

12 607

12 607

(805)

(805)

(1 073)

10 729

11 802

11 534

30 September 2018

30 September 2017

31 December 2017

Less than one year

1 462

1 064

1 418

Between one and five years

5 477

5 244

5 345

More than five years

5 996

7 108

6 680

12 936

13 415

13 444

Amortization
Net book value at end of period

Present value of minimum lease payments:
Amounts in USD 1,000

Sum
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NOTE 6 – SHARES, WARRANTS AND SUBSCRIPTION RIGHTS

Number of shares
Shares at 1 January 2018

1 171 871 617

Shares at 30 September 2018

1 171 871 617

Shares at 1 January 2017

816 759 117

Share issue to employees, 24 February

105 000

Share issue to employees, 5 May

2 057 500

Share issue to employees, 11 August

450 000

Private Placement October, Tranche 1

81 500 000

Private Placement November, Tranche 2

271 000 000

Shares at 31 December 2017

Number of warrants and
subscription rights

1 171 871 617

1 January - 30 September 2018

1 January - 30 September 2017

1 January - 31 December 2017

Warrants and subscription rights
opening balance

122 422 326

127 584 826

127 584 826

Grant of incentive subscription
rights

12 180 000

3 255 000

33 550 000

(20 860 000)

(2 455 000)

(4 850 000)

Exercise of subscription rights

-

(2 612 500)

(2 612 500)

Allotment of warrants

-

-

-

Exercise and expiry of warrants

(57 017 326)

-

(31 250 000)

Warrants and subscription rights
closing balance

56 725 000

125 772 326

122 422 326

Terminated, forfeited and expired
subscription rights
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NOTE 7 – PROFIT (LOSS) PER SHARE

1 January - 30 September 2018

1 January - 30 September 2017

1 January - 31 December 2017

Profit (loss) attributable to
shareholders (USD 1000)

(39 557)

(39 640)

(59 581)

Weighted average basic
number of shares in issue

1 171 871 617

818 040 802

862 739 254

Weighted average diluted
number of shares

1 171 871 617

818 614 187

863 185 627

(USD 0.03)

(USD 0.05)

(USD 0.07)

Profit (loss) per share,
basic and diluted

The weighted average basic and diluted number of shares for the third quarter of 2018 is equal to the weighted average for
the first nine months of 2018.
When the period result is a loss, the loss per diluted number of shares shall not be reduced by the higher diluted number of
shares, but the diluted result per share equals the result per basic number of shares.
The diluted number of shares has been calculated by the treasury stock method. If the adjusted exercise price of subscription
rights exceeds the average share price in the period, the subscription rights are not counted as being dilutive.

NOTE 8 – CONTINGENT ASSETS AND LIABILITIES

As a part of the relocation of Thinfilm’s US headquarters in the second quarter of 2017 a USD 1,600 thousand Letter of Credit
has been issued to the new landlord. The Company has in addition entered into a Tenancy Guarantee with the new landlord.
The guarantee is given to secure payment of the lease rent. The guarantee liability amounts to USD 5,000 thousand and
shall reduce on an annual basis of USD 500 thousand per year commencing with the second lease year until the liability
reaches zero dollars.

NOTE 9 – TRADE AND OTHER RECEIVABLES

On 30 September 2018, trade and other receivables amounted to USD 15,769 thousand. The components of this balance
are specified below.
Amounts in USD 1000

30 September 2018

30 September 2017

31 December 2017

Accounts receivable

1 302

1 420

1 929

Receivables from grants

1 968

1 568

1 222

VAT-related receivables

178

202

382

11 908

13 554

12 601

413

257

110

15 769

17 001

16 245

Pre-payments to suppliers
Other current receivables
Sum

NOTE 10 – RELATED PARTY TRANSACTIONS

In the period 1 January - 30 September 2018, Thinfilm has recorded USD 269 thousand (net of VAT) for legal services provided
by law firm Ræder, in which Thinfilm’s Chairman is a partner.
Also, in the same period, Thinfilm has recorded USD 34 thousand (net of VAT) for R2R probe card equipment delivered by
Translarity, a company in which Thinfilm board member Laura Ann Oliphant is a shareholder and CEO. 		
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NOTE 11 – OPERATING COSTS

Amounts in USD 1,000

1 January - 30 September 2018

1 January - 30 September 2017

1 January - 31 December 2017

23 688

20 912

28 124

Share based remuneration

1 201

1 336

1 971

Services

4 363

4 108

5 937

Premises, supplies

8 078

11 102

15 654

Sales and marketing

2 344

2 791

3 791

926

3 046

3 516

40 600

43 296

58 994

Payroll

Other expenses
Total operating costs

NOTE 12 – EVENTS OCCURRING AFTER THE BALANCE SHEET DATE

In the Board meeting on 8 November 2018, the Board resolved to grant a total of 1,170,000 Employee Subscription Rights to
new employees, each with an exercise price of NOK 0.90.				
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