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Esmertec half -y ear report 2007

Dear Shareholders,

Esmertec reported a solid result for the first half of 2007, giving confidence to
our str ategic direction and high qualit y of ex ecution. The dev elopment in both

our core segments is encour  aging and we are back on our solid growth tr ack.
Our consider able efforts, initiated in 2006, to systematically impro ve oper a-

tional efficiency ha ve pro ved effectiv e. We have also broadened our customer

base. Our substantial oper  ational progress has resulted in the growth of rev e-

nues to USD 17.0 million representing an increase of 76.6% compared to the

first half -y ear of 2006 and an increase of 12.3% to the second-half y ear of

2006. In the first half -y ear 2007, cash flow from oper ations w as positiv e with
an amount of USD 1.6 million.

Our Mobile and Multimedia Devices segment, pro viding Ja va-based softw are
platforms and services to device manufacturers, recorded a higher lev el of
shipments and ex ceeded our expectations. Our technology is currently used in
mobile handsets from three of the four leading handset manufacturers. In the
first half of 2007 shipments b y customers reached 46.3 million units (19.9 mil -
lion in the first quarter and 26.4 million in the second quarter), an increase of
155.9% compared to the first half of 2006 with a total of 18.1 million units
shipped and an increase of 11.3% to the second half of 2006 (total units ship -
ped 41.6 million). Our mark et share impro ved to an estimated 8.7% in the first
half -y ear 2007 from 3.9% in the first half -y ear 2006.

The major achiev ements in the Mobile and Multimedia Devices segment in
the first half of 2007 included entering the UIQ Alliance P artner Progr am to
offer our Jbed™ Adv anced Ja va™ Multi-tasking Virtual Machine (MVM) to UIQ
customers globally . Esmertec also announced its collabor ation with Hi
Corpor ation to integr ate HI's 3D rendering engine on Esmertec's Jbed Virtual
Machine pro viding game dev elopers a high qualit y platform for creating 3D
games on a broad r ange of mobile handsets.

The Mobile Oper ator segment, focusing on deliv ering turn-k ey mobile
browsing solutions and applications to telecom oper ators, also maintained its
growth pace. Thisw as evidenced b y the acquisition of two new customers. As
of June 30, 2007, 20 mobile oper ators had deplo yed Esmertec's US SD
browsing solution to serv e a cumulativ e consumer base of o ver 100 million
mobile phone subscribers.

Our Board announces that Jean-Claude Martinez has chosen to step-down
as CEO December 31, 2007. After six y ears with the compan vy, during which he
successfully turned around Esmertec's organization and oper ations, he believ es
the time is right to pass on the o versight of daily oper ations to a new CEO . He
remains a v aluable asset to Esmertec as the compan y continues to dev  elop its
businesses. Therefore, the Board is pleased to announce that he has accepted
its offer of an important new role, that of a Board Member . Jean-Claude
Martinez will be put forth as a candidate for the Board at the next Annual
Gener al Meeting to be held Ma y 15, 2008.

Over the past six y ears, the last 18 month of which he serv ed as CEO, we
have counted on Jean-Claude Martinez's profound expertise and his inspiring
energy . We wish to express our gr atitude for his dedication. Jean-Claude
Martinez accepted the position of CEO during a difficult period in Esmertec's
history . Guided b y his genuine confidence in the capabilities of the compan Y,
he restructured Esmertec's assets and adv anced the compan y tow ards profita -
bilit y. The compan y will continue to benefit from his str ategic vision when he
transitions to his new role of Board Member
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The Board is pleased to announce that in the course of the compan y's suc -
cession plan Thomas Hornung will succeed as CEO effectiv e January 1, 2008.
Thomas Hornung will initially join Esmertec's ex ecutiv e management team
October 1, 2007 as Deput y CEO, at which time he will work with Jean-Claude
Martinez for an optimal tr ~ ansition and implementation of future dev elopment.

In Thomas Hornung Esmertec will gain a demonstr ated ex ecution expert
who has impeccable knowledge of our industry . He has an extensiv e network
of contacts and has earned their respect. He has more than 20 y ears experi -
ence in the IT and telecommunications industries, including ex ecutiv e manage -
ment positions in leading companies such as Nex dorf Computer , Siemens/Cisco
and Debitel AG. Prior to joining Esmertec he work ed as an ex ecutiv e business
consultant for international customers and in vestors in the area of telecommu -
nications, con vergence technology and consumer electronic solutions focusing
on business dev elopment, inno vation and partner management and "go-to-
mark et" str ategies. He holds a master's degree in ph ysics and en vironmental
techniques and earned a Ph.D . in semiconductor ph  ysics.

Thomas Hornung brings a wealth of industry know -how to the team, which
will be of great v alue to Esmertec as we ex  ecute our str ategic goals to become
the benchmark for cutting-edge technology solutions combined with ex cellent
customer care and mark et-oriented research and dev  elopment. Thomas
Hornung has already gained insight into Esmertec through his consulting role
in mark eting and str ategy dev elopment.

The Board also announces the appointment of P atrick R emy as Chief
Technical Officer of Esmertec effectiv e October 1, 2007. P atrick R emy is CT O
and co-founder of Cellicum S A and he led the compan y's technological
research, str ategy and solutions deliv  ery initiativ es. Prior to founding Cellicium,
Patrick R emy held a k ey engineering position with Fr ance T elecom Mobiles. He
is a gr aduate of Ecole Nationale Supérieure des Télécommunications in P aris,
France, and Ecole P olytechnique in P alaiseau, Fr ance.

Let us now present the financial results of the first half -y ear 2007.

Esmertec key figures

In USD millions FYI 2005  H1 2006 H2 2006 FY 2006  H1 2007
Revenues 39.2 9.6 15.2 24.8 17.0
Gross profit 24.3 2.1 7.9 10.0 10.6
OPEX* 27.9 16.8 135 30.3 13.6
LBITA -5.9 -14.9 -6.7 -21.6 -1.7
Oper ating income / EBIT (loss) -13.8 -34.2 -11.1 -45.3 -4.3
Net loss attributable to equit y

holders of Esmertec AG -15.7 -34.2 -14.3 -48.4 -4.7
Cash flow from oper ating activities -15.7 -15.2 -5.0 -20.2 1.6

*Ex cluding bad debt expense, amortization of intangible assets, impairment of intangible assets,
restructuring expense, other income and expenses and capitaliz ed dev elopment costs.
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Revenues

1H2007 rev enues for the Group totalled USD 17.0 million, an increase of
76.6% compared to 1H2006 and an increase of 12.3% to 2H2006. In both our
segments we deriv e rev enue from two primary sources: softw are licenses and
services. The license rev  enue continues to be Esmertec's financial backbone
although the income gener  ated b y services is gaining importance.

The Mobile and Multimedia Devices segment has shown a solid growth with
an increase of 66.6% compared to 1H2006 and an increase of 16.5% to
2H2006 and the rev  enues totalling USD 10.5 million. This performance reflects
the strong ongoing shipments b y existing customers. Esmertec expects ship -
ments and mark et share to increase in the course of the y ear.

In the Mobile Oper ator segment the rev  enues totalled USD 6.5 million. The
rev enue growth w as 95.5% compared to 1H2006 and 6.1% to 2H2006. The
result in this segment reflects both existing customers extending their capaci -
ties and new customers contributing to the positiv e performance.

Revenues from our Global Services offering across the segments totalled
USD 7.2 million. Service rev  enue is gener ated through consulting services,
customiz ed softw are dev elopment projects, engineering and system integr ati -
on services as well as tr  aining and technical support services. Our customers
value the best -in-class expertise we are able to offer through our global com -
petence centres with professional local client -facing teams.

Gross margin

In 1H2007 the gross margin for the consolidated business w as 62.3% of the
rev enues, compared to 22.1% in 1H2006 and 52.3% in 2H2006 respectiv ely.
Gross margin in the Mobile and Multimedia Devices segment w as 51.0%. In the

Mobile Oper ator segment the gross margin w as 80.6%.

Operating expenses

Total oper ating expenses ex cl. bad debt expense, amortization of intangible
assets, impairment of intangible assets, restructuring expense, other income

and expenses and capitaliz  ed dev elopment costs in 1H2007 were USD 13.6
million, representing a decrease of 19.3% compared to 1H2006 and an increa -
se of 0.5% to 2H2006. In 2006 Esmertec launched cost and efficiency impro -

vement measures including tight control of service costs, research and dev e-
lopment, sales and mark  eting and gener al and administr ativ e expenses. This
oper ational streamlining has resulted in cost sa vings of USD 3.2 million in
1H2007 compared to 1H2006.

Measures tak en to reduce the risk of incurring bad debts ha ve shown their
effect. Minor bad debts to the amount of USD 41,000 ha ve been recorded in
1H2007.

Net loss

Net loss attributable to the equit y holders of Esmertec AG for 1H2007 w as USD
4.7 million (USD 0.28 per share). In 1H2006 net loss attributable to the equi -
ty holders of Esmertec AG w as USD 34.2 million (USD 2.10 per share) and in
2H2006 14.3 million (USD 0.87 per share).

Cash flow from operations and cash

Cash flow from oper ating activities impro  ved consider ably in 1H2007 and rea -
ched USD 1.6 million. The impro vement is due to continuously increasing cash
collections as a consequence of the impro vements in the oper ational perfor -
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mance and tight cost control. Based on 2006 performance, Esmertec paid USD
6.3 million in cash plus USD 1.2 million in Esmertec shares as a portion of the
purchase price relating to the acquisition of Cellicium. The last portion of the
purchase price will be due in 1Q2008.

As at June 30, 2007, cash and cash equiv alents (including short  -termin vest-
ments) amounted to USD 7.0 million compared to USD 13.2 million as at
December 31, 2006.

Facing the future with confidence

The telecommunication industry is driv en by new customer requirements for
services and the pace of technological changes. W e are con vinced that our str  a-
tegic and oper ational initiativ  es ha ve laid a solid foundation for future success.

Back on tr ack, we now concentr ate our efforts on building our mark eting and

sales network, dev eloping inno vativ e technology and closely managing our
oper ational expenses.

In the Mobile and Multimedia Devices segment we expect shipments and
mark et share to continue to grow during the course of the y ear due to strong
order backlog and sustained renew als of contr acts with top-tier customers. In
the second half of 2007, we will extend Esmertec's offerings dedicated to our
customers'v alues. Thiswill ensurethev  ery best experience deliv  ery in the mo-

bile & multimedia world. Esmertec as partner of choice for k ey pla yers in con -
verging mobile, multimedia & content services industry will bring ultimate per -
forming technologies and solution expertise for creating, deplo ying and running

the best digital service experiences.

In the Mobile Oper ator segment our customers face price pressures and
seek to differentiate and personaliz e their products in order to increase custo -
mer lo yalty. With our products and services we are ideally positioned to help
our customer to achiev e their goals. The compan vy aims at further strengthe -
ning our presence in the Americas and emerging countries.

For the fully ear 2007, we expect our rev enues to be o ver USD 35.5 million
and cash flow from oper  ations to be positiv  e.

On behalf of the Board of Directors and the Ex ecutiv e Management T eam,
we would lik e to thank all Esmertec emplo yees for their strong motiv ation to
master the existing challenges. W e also thank our customers for their trust and
you, our v alued shareholders, fory  our continuing support.

Ruedi Noser Jean-Claude Martinez
Chairman of the Board of Directors Chief Ex ecutiv e Officer
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Interim consolidated balance sheet as of June 30, 2007

(in USD 1,000s) Notes December 31, 2006 June 30, 2007
(unaudited)
Assets
Current assets
Cash and cash equiv alents 3,142 6,574
Short -term in vestments and mark  etable securities 10,055 384
Trade accounts receiv able 5 29,606 29,100
Income tax receiv  able 513 6
Other receiv ables 1,350 1,119
In ventory 2,053 2,573
Prepaid expenses and accrued income 1,330 1,662
Total current assets 48,049 41,418
Non-current assets
Furniture and equipment 1,253 1,111
Intangible assets 7 38,611 37,716
Long-term in vestments and other financial assets 4,719 5,123
Deferred tax assets 0 0
Total non-current assets 44,583 43,950
Total assets 92,632 85,368
Liabilities and equity
Current liabilities
Interest -bearing loans and borrowings 8 27 27
Trade accounts pa yable 812 2,649
Income tax pa yable 1,867 1,870
Other pa yables 10,621 8,092
Accrued expenses 10,083 9,967
Deferred rev enue 1,126 2,431
Total current liabilities 24,536 25,036
Non-current liabilities
Interest -bearing loans and borrowings 8 31,932 31,027
Other long-term liabilities 5,032 0
Pension liabilities 1,055 1,096
Deferred rev enue 105 143
Deferred tax liabilities 2,121 2,005
Total non-current liabilities 40,245 34,271
Total liabilities 64,781 59,307
Shareholders’ equity
Share capital 9 1,348 1,375
Share premium 123,338 124,758
Treasury shares -1 0
Changes in fair v alue of financial assets 0 199
Cumulativ e tr anslation adjustment -3,414 -2,189
Accumulated losses -93,420 -98,082
gz::Lfgggpztrt];butable to equity holders of the 27.851 26,061
Minorit y interest 0 0
Total equity 27,851 26,061
Total liabilities and equity 92,632 85,368
These Interim Consolidated Financial Statements should be read in conjunction with the accompan ying Notes.
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Interim consolidated statement of operations
for the six months ended June 30, 2007

Six months ended

(in USD 1,000s, ex cept per share amounts) Notes June 30, 2006 June 30, 2007
(unaudited) (unaudited)
License rev enue 4,037 9,795
Service rev enue 5,588 7,200
Total revenue 9,625 16,995
Cost of license rev  enue -283 -1,496
Cost of service rev enue -7,219 -4,914
Total cost of revenue -7,502 -6,410
Gross profit 2,123 10,585
Research and dev elopment, net of capitaliz ~ ed costs 7 -3,867 -2,876
Sales and mark eting -4,724 -4,590
Bad debt expense 5 -903 -41
Gener al and administr  ativ e -5,820 -4,761
Amortization of intangible assets -3,637 -2,638
Impairment of intangible assets 7 -15,635 0
Restructuring expense 10 -1,707
Loss from operations before interest and taxes -34,170 -4,321
Financial income 1,827 2,575
Financial expenses -4,283 -2'692
Loss before income taxes -36,626 -4,438
Income tax benefit / (expense) 1,445 -224
Net loss for the period -35,181 -4,662

Attributable to

equit y holders of the parent compan y -34,169 -4,662

Minorit y interest -1,012 0
-35,181 -4,662

Basic and diluted loss per share 11 -2.10 -0.28

These Interim Consolidated Financial Statements should be read in conjunction with the accompan ying Notes.
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Interim consolidated statement of changes in equity
for the six months ended June 30, 2007 (unaudited)

Attributable to equit

y holders of the parent compan y

Changes in  Cumulativ e
Share Share Treasury fair v alue of  translation  Accumulated Minorit y Total

(in USD 1,000s) capital premium shares financial assets  adjustment losses Total interest equit y
Balance at December 31,
2005 1,231 114,737 -1 0 888 -44,987 71,868 1,067 72,935
Net loss 0 0 0 0 0 -34,169 -34,169 -1,012  -35,181
Other comprehensiv e income:
- Translation adjustment 70 6,288 0 0 -3,101 0 3,257 10 3,267
Total recognized income and
expense for the period 70 6,288 0 0 -3,101 -34,169 -30,912 -1,002 -31,914
Increase of share capital 12 302 0 0 0 0 314 0 314
Stock option expense 0 311 311 311
Reversal of allocated deferred
tax es on IPO expenses directly 0 -1,464 0 0 0 0 -1,464 0 -1,464
recogniz ed in equit y
Share tr ansfer ESLab Inc. , Korea 0 39 1 0 0 0 40 0 40
Balance at June 30, 2006 1,313 120,213 0 -2,213 -79,156 40,157 65 40,222
Balance at December 31,
2006 1,348 123,338 -1 0 -3,414 -93,420 27,851 0 27,851
Net loss 0 0 0 0 0 -4,662 -4,662 0 -4,662
Other comprehensiv e income:
- Translation adjustment -10 -984 0 0 1225 0 231 0 231
- Changes in fair v alue of

financial assets 0 0 0 199 0 0 199 0 199
Total recognized income and
expense for the period -10 -984 0 199 1,225 -4,662 -4,232 0 -4,232
Increase of share capital 24 284 0 0 0 0 308 0 308
Sha_res issued in cpnnectlon with 13 1,192 0 0 0 0 1,205 0 1,205
business combinations (Note 4)
Transfer of treasury shares 0 5 1 0 0 0 6 0 6
Amendment of con vertible bond 0 534 0 0 0 0 534 0 534
(Note 8)
Stock option expense 0 389 0 0 0 0 389 0 389
Balance at June 30, 2007 1,375 124,758 0 199 -2,189 -98,082 26,061 0 26,061

These Interim Consolidated Financial Statements should be read in conjunction with the accompan

ying Notes.



10

Esmertec half -y ear report 2007

Condensed interim consolidated cash flow statement

for the six months ended June 30, 2007

(in USD 1,000s)

Six months ended
June 30, 2007

Notes  June 30, 2006

Net loss for the period -35,181 -4,662
Adjustments for:
Depreciation and amortization 3,820 2,917
Impairment of intangible assets 7 15,635 0
Loss on sale of fix ed assets 41 0
Amendment of con vertible bond 8 0 -1,067
Foreign ex change gain on intercompan  y tr ansactions -199 -18
Cost of stock options 311 389
Increase of pension accruals 32 60
Increase of bad debt reserv e, net 5 903 41
Interest expense 1,786 2,101
Interest income -439 -294
Income tax es -1,445 224
-14,736 -309
Net changes in working capital -29 2,162
Income and withholding tax es paid -404 -205
Net cash (used in)/provided by operating activities -15,169 1,648
Capital expenditure for fix ~ ed assets -397 -115
Capital expenditure for intangible assets -2,673 -1,352
Acquisition of businesses, net of cash acquired -11,839 0
In vestment/financing of business 6 -844 -400
Decrease of short -term in vestments and mark etable securities 19,634 9,671
Interest receiv  ed 182 13
Increase in financial assets -29 0
Net cash (used in)/provided by investing activities 4,034 7,817
Repayment of borrowings -1,273 0
Settlement of pa yments relating to acquisitions 4 0 -6,293
Proceeds from issue of share capital 314 308
Interest paid -113 -34
Net cash used in financing activities -1,072 -6,019
Net (decrease)/increase in cash and cash equivalents -12,207 3,446
Cash and cash equiv alents at beginning of period 35,771 3,142
Effect of ex change r ate fluctuations on cash and cash equiv alents 1,448 -14
Cash and cash equivalents at end of period 25,012 6,574

These Interim Consolidated Financial Statements should be read in conjunction with the accompan ying Notes.
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Selected notes to the interim consolidated
financial statements

1 Corporate information and principles of consolidation

The Esmertec Group (‘Esmertec’ or the ‘Group’) consists of Esmertec AG (‘the
Compan y’), incorpor ated on April 1, 1999, in Dibendorf , Switz erland, and its
consolidated subsidiaries, which are the following controlled companies:

Ownership at
June 30,
Share capital
Compan y (million) 2007  Function Consolidated since
Esmertec Inc. , Lexington, MA, US A USD 0.1 100% S Creation: Ma y 2000
Acquisition: July 2004;
inactiv e since oper ations
OOVM A/S , Aarhus, Denmark DKK 0.5 100% - ceased in July 2006
Esmertec (China) Co . Ltd.
Beijing, PRC CNY 2.0 65% E/S Creation: April 2005
Esmertec Holding AG CHF 1.0 100% A Creation: F ebruary 2006
Cellicium S A, Bagneux, Fr ance EUR 0.08 100% E/S Acquisition: F ebruary 2006
Esmertec K orea Co . Ltd. KRW 50.78 100% E/S Creation: A ugust 2006
A = Administr ativ e S = Sales and support E = Engineering services (internal/external)

Esmertec AG is publicly tr  aded on the S wiss Stock Ex change (SWX).

2 Basis of preparation and accounting policies

Basis of preparation

The interim consolidated financial statements for the six months ended

June 30, 2007, were prepared in accordance with 1A S 34, Interim Financial
Reporting, and in line with the accounting standards as communicated in the

annual report 2006.

In Note 1 to the annual consolidated financial statements for the y ear ended
December 31, 2006, management discussed in detail the Group's abilit yas a
going concern. While the uncertainties related to the reco verabilit y of the tr ade

accounts receiv able remain, the Group managed to significantly reduce its

losses and to gener ate positiv e cash flows from oper  ations. Although no assur -
ance can be giv en, management remains confident that the going-concern
assumption of these interim consolidated financial statements is appropriate.

The prepar ation of the interim consolidated financial statements requires
management to mak e estimates and assumptions that affect the reported
amounts of rev enues, expenses, assets, liabilities and disclosure of contingent
liabilities. If actual circumstances in the future deviate from such estimates and
assumptions, the original estimates and assumptions will be modified as appro -
priate in the period in which the circumstances change. The judgments and
assumptions tak en in these interim consolidated financial statements do not
differ from those tak en and disclosed in detail in the annual report 2006.
During the periods under review , there were no significant changes in esti-
mates that should be reported under this heading.

11
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Changes in accounting policies
The Group adopted the following new and revised International Financial
Reporting Standards and interpretations effectiv e January 1, 2007:

- IFRS 7 ‘Financial Instruments: Disclosures’

- IFRS 8 ‘Oper ating Segments’

- IAS 1 (revised) ‘Presentation of Financial Statements: Capital Disclosures’
- 1A'S 23 (revised) ‘Borrowing Costs’

- IFRIC 7-10

Such newly issued and revised standards and interpretations did not ha ve any
effect on these consolidated interim financial statements.

Reclassification of other revenue and cost of other revenue

Other rev enue and cost of otherrev  enue disclosed separ ately in the statement

of oper ations for the six months ended June 30, 2006, mainly included rev e-
nues and related costs of goods sold incurring from the sale of third-part y
hardw are and softw are products from the Mobile Oper ator segment. As these
rev enues and costs are directly link ed to services pro vided, it has been deci -
dedto present such rev enues as part of “Service rev  enue” and “Cost of service
rev enue” in the statement of oper ations.

3 Seasonality of operations
Management believ es that Esmertec is not exposed to significant seasonal or
cyclical v ariations in its oper  ations.

4 Business combinations
Cellicium SA first earn-out payment
In January 2007 it w  as determined that the portion of the purchase price for
Cellicium S A which w as based on 2006 performance criteria had been fully
earned. The total amount due for this earn-out pa yment w as USD 7.5 million
(EUR 5.9 million), of which USD 6.3 million w as paid in cash and USD 1.2 mil -
lion w as paid b y the issuance of 154,032 shares of Esmertec AG.

The last portion of the purchase price in the amount of USD 5.1 million (EUR
3.8 million) included in other pa yables, which is based on 2007 performance
criteria, will be due in Q12008.

5 Trade accounts receivable
During the six months ended June 30, 2007, some smaller accounts, not pro -
vided for in previous periods, needed to be written off . The net amount of bad
debt expense recogniz ed in the statement of oper ations for the six months
ended June 30, 2007, is USD 41,000.

During the six months ended June 30, 2006, management increased the

pro vision related to risk in China and also pro vided for the net amount due
from one American customer . The net amount of bad debt expense recogniz ed
in the statement of oper  ations in the six months ended June 30, 2006, w as

USD 903,000 and w as net of the rev ersal of pro visions for the cost of third-
part y licenses initially recorded in cost of sales and other related liabilities.

6 Long-term investments and funding in Javaground
Esmertec has agreed to pro  vide a loan of up to a total of USD 1.6 million to
help fund Ja vaground's working capital requirements. The loan, which is repa y-
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able beginning of 2008 and bears interest at 4% per annum, is funded up to a
maximum of USD 400,000 per quarter; until December 31, 2006, a total
amount of USD 1.2 million had been funded. The last installment in the amount
of USD 400,000 w as paid in January 2007.

Esmertec did not ex  ecute the option in early 2007 to tak e acontrolling inter -
est in Ja vaground. In early 2008 there is a further option a vailable; this op-
tion is ex ercisable purely at Esmertec's discretion.

7 Intangible assets
Impairment of intangible assets
In 2006, after a review of the latest mark et conditions and internal sales pipe -
line, management decided to prioritiz e the dev elopment of products around
Esmertec’ s core technologies, resulting in a revised product roadmap with
some projects discontinued. In addition, management decided to reduce
Esmertec’ s presence in mark ets where Esmertec did not ha  ve a strong posi-
tion.

These ev ents and decisions triggered new estimations of future cash flows
from Esmertec’ s acquired and internally dev eloped intangible assets.

In total an impairment loss of USD 15,635,000 (June 30, 2007: 0) w as
recorded which has fully been allocated to the Mobile & Multimedia Devices
segment.

Capitalized development costs

Dev elopment costs incurred after technical feasibilit y has been demonstr ated
are capitaliz ed until such time as the product incorpor ating the technology is
commercializ ed. The total amount of dev elopment cost capitaliz  ed during the
six months ended June 30, 2007, amounted to USD 1,352,000 compared to

USD 2,420,000 for the six months ended June 30, 2006. Capitaliz ed dev elop -
ment costs are amortiz  ed over a period of fiv e years after the commercial
release of the respectiv e product.

8 Interest-bearing loans and borrowings
In 2004 and 2005 Esmertec issued con vertible notes in the aggregate amount
of CHF 33.850 million and CHF 3.175 million respectiv ely. The con vertible notes
mature in September 2008 and 2009, and pa y interestatar ate of 4.25% per
annum on the face v alue of the notes. The con  vertible notes entitle the holders
to con vert the notes into share at a fix price, beginning on March 30, 2006. T 0
the extent the bonds are not con verted b y the maturit y date, Esmertec is
required to redeem the bonds at the principal amount plus a premium of
18.5%.

In March 2007 it w as proposed to the bond holders to amend the existing
debt agreements. Con vertible note holders representing 90.57% of the total
convertible bond principal agreed to the amendments.

The following terms and conditions were amended:

Conversion price and maturity dates

For one-third of the bond principal, the con version price is reduced from CHF
16.20 to CHF 13.00, in ex change the maturit y on this third is extended one
year bey ond the original maturit  y date. F or the second third of the bond prin -
cipal, the con version price is reduced from CHF 16.20 to CHF 11.00, the matu -
rit y date is extended to two y ears after the original maturit y date. F or the last

13
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third of the bond principal, the con version price and the maturit y date remain
unchanged.

Non-conversion premium

For the third where the maturit y is extended b y one y ear bey ond the original
maturit y date, the premium is increased from 18.5% to 23.5%. F or the third
where the maturit y is extended b y two y ears, the premium is increased from
18.5% to 28.5%.

Esmertec has the option to repa y a portion or the total of the uncon verted
balance of the note on the original maturit y dates, with the appro  val of the
bondholders, and with pa  yment of the non-con  version premium.

Overview of fairv alues and maturit y dates of interest -bearing loans and bor -
rowings as of June 30, 2007:

(in USD 1,000s) At June 30, 2007
Convertible bonds 30,930
Loan "P ensionskasse S Air Group" 124
Total 31,054
Total current portion of interest-bearing loans and borrowings (1 year or less) 27
1-2y ears 12,009
2-5y ears 19,017
Total non-current portion of interest-bearing loans and borrowings 31,027
Total interest-bearing loans and borrowings 31,054

Such substantial modifications of terms and conditions of a debt instrument are
accounted for as an extinguishment of the original financial liabilit y and the
recognition of a new financial liabilit y at the point in time when the amendment
is taking place. The difference between the carrying amount of the existing lia -
bilit y and the fairv  alue of the new liabilit  yisrecogniz ed as a gain or loss in the
income statement. The amendment leads to a gain of USD 1,067,000 recog-
nized as other financial income in the statement of oper ations.

The fair v alue of the new liabilit y componentw as calculated using the effec -
tiv e interest r ate of the bonds. The residual amount of USD 534,000 for this
newly issued con vertible bond, representing the v alue of the equit y con version
component, is included in ‘Shareholders' equit y in share premium’

9 Share capital
During the six -month periods ended June 30, 2006 and 2007, no dividends
were paid out.



The mo vements in issued share capital for the six

2007, are as follows:
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-month period ended June 30,

Number of Share capital
shares (USD1,000s)
Issued share capital at January 1 16,448,622 1,348
Event:
Shares issued through ex  ercise of stock options 290,626 24
Shares issued in connection with business combinations 154,032 13
Translation adjustment 0 -10
Issued share capital at June 30 16,893,280 1,375
Thereof treasury shares 20 0
Authoriz ed share capital at June 30 154,983 19
Conditional share capital at June 30 4,909,141 400

Shares issued through exercise of stock options

During the six -month period ended June 30, 2007, stock options were ex er-
cised resulting in the issuance of 290,626 shares at a nominal v alue of CHF
0.10 each, with net proceeds to the Compan y of CHF 377,000 (USD 308,000).

Shares issued in connection with business combinations
In February 2007 the compan vy issued out of the authoriz ed share capital a

total of 154,032 shares in connection with the acquisition of Cellicium S A,
France, for the settlement of a part of the first earn-out portion of the pur -
chase price of USD 1,205,000 to the former shareholders of Cellicium S A.

Treasury shares

In March 2007 Esmertec tr  ansferred 1,040 of its treasury shares to a third-

part y supplier in ex change for price reductions for services to be obtained o ver
a specific period, representing a fair v alue of appro ximately CHF 8,000 (USD
6,000).

Authorized and conditional share capital
At the Annual Gener al Meeting of Shareholders held in April 2007, the share -
holders v oted to decrease the authoriz ed share capital and increase the condi
tional share capital by 49,604 (496,040 shares of CHF 0.10 each).

The authoriz ed share capital comprises shares which the Board of Directors
is entitled to issue at its discretion until April 19, 2009.

The conditional share capital comprises shares which are reserv
exercise of stock options and for the con version of con vertible bonds.

ed for the
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Stock options
The following table details the mo vements in outstanding emplo yee stock op-
tions from January 1, 2007, until June 30, 2007:

(in 1,000s) For the six months ended June 30, 2007
Opening balance 1,597
Granted 483
Exercised -291
Cancelled and expired -137
Ending balance 1,652
- Thereof v ested 791
In January and April 2007 the Board of Directors gr anted a total of 482,500
stock options to emplo  yees of Esmertec Group . The options gr anted ha ve an
exercise price equal to the mark et price of the shares on the date of gr ant.
One-fourth (25%) of the options v est at the end of the first y ear and the re-
maining 75% v  est str aight -line on a quarterly basis o ver the subsequent three
years.

The amount of stock option expense recogniz ed in the first half of 2007 w as

USD 389,000 (USD 311,000 in the first half of 2006). The expenses recog-
nized in 2006 included the one-time effect of expenses to be recorded for
modifications of v ested unex ercised options in the amount of USD 144,000.
Such modifications were relating to the extension of the ex ercise period.

10 Restructuring
In June 2006, management decided to reorganiz e and restructure the
Esmertec Group . This resulted in a decision to close the engineering center in
Denmark which had focused on the non-core OOVM product line, a reduction
in the sales and support effort in Japan and the elimination of certain middle
management roles. All of these decisions, which resulted in the elimination of
positions, were launched during the month of June 2006.

The costs related to this restructuring of the organization were recogniz ed
in the results of oper ations for the first six months of 2006 in the amount of
USD 1.7 million. These costs comprised primarily final compensation for termi -
nated emplo yees and, to a lesser extent, consulting fees related to the process,
and costs to terminate leases.

For the six months ended June 30, 2007, no restructuring expenses were
incurred.

11 Loss per share

The basic earnings per share are calculated b y dividing the net loss of USD
4,662,000 (net loss of USD 34,169,000 in prior period) attributable to equit y
holders of the parent compan y by 16,749,533 weighted a  verage numbers of
shares issued and outstanding during the period (16,252,549 in prior period).
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12 Segment reporting
Segment reporting for the six months ended June 30, 2007:

Mobile & Multimedia Devices Mobile Oper ator Total Esmertec Group
Six months ended June 30 Six months ended June 30 Six months ended June 30
(in USD 1,000s) 2006 2007 2006 2007 2006 2007
Total rev enue 6,309 10,513 3,316 6,482 9,625 16,995
Gross profit 14 5,363 2,109 5,222 2,123 10,585
(Loss)/profit from
oper ations (EBIT) -34,190 -5,106 20 785 -34,170 -4,321

13 Commitments and contingencies
The Group's companies gr ant guar antees in the normal course of business. A t
June 30, 2007, performance guar antees and tender bonds had been issued to
customers and prospects b y the Mobile Oper ator segment totaling USD
383,850 (December 31, 2006, USD 268,125). All such bank guar antees were
secured b y liens in an amount equal to the guar anteed amounts on mark  et-
able securit y accounts held at the issuing banks.

Management is not a ware of an y other significant commitments or contin -
gent liabilities which ha  ve not been disclosed in these interim consolidated
financial statements.

14 Related-party transactions
In December 2005, Esmertec entered into a service agreement with a com-
puter games publisher controlled b y Esmertec's largest shareholder . Under the
terms of the service agreement, Esmertec created a game porting and testing
center in Chinaand oper  ated it through March 2007. The only client of the port -
ing and testing center is the games publisher . The service fee charged is based
on arm's-length negotiations. In Ma y 2007 a new agreement with similar con -
ditions w as signed b y both parties. Esmertec will oper ate the testing center
through December 2007. In January 2008, the porting and testing center ma y
be tr ansferred to the games publisher at its option, or Esmertec ma y continue
to oper ate the center and continue to charge service fees to the game pub-
lisher. USD 332,000 w as recogniz ed in rev enue during the six months ended
June 30, 2007 (June 30, 2006: USD 330,000).

In December 2006 and beginning of 2007, Esmertec entered into service

agreements with two telecommunication softw are suppliers controlled b y a
member of Esmertec's Board of Directors. Under the terms of the agreements,
which were negotiated on an arm's-length basis, Esmertec will pro vide soft -

ware dev elopment services. During the six months ended June 30, 2007, USD
385,000 w as recogniz ed in service rev enue.

There were no other significant tr ansactions with related parties during the
six-month periods ended June 30, 2006 and 2007.
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15 Post-balance-sheet events

Significant shareholders

As of A ugust 30, P atinex AG, S witz erland, became a new significant sharehold-

er of Esmertec. The percentage of shares held as of A ugust 30, 2007, w as
5.82%.

There ha ve been no other ev ents between June 30, 2007, and the date of
authorization of these interim consolidated financial statements that would

lead to an adjustment of the carrying amounts of assets and liabilities present -
ed as of June 30, 2007 or would otherwise ha ve to be disclosed.

The Board of Directors authoriz ed these interim consolidated financial state -
ments for issuance on September 15, 2007.
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