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PART I
FINANCIAL INFORMATION

Item 1. Financial Statements
LKQ CORPORATION AND SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Income
(In thousands, except per share data)

Three Months Ended
March 31,
2019 2018

Revenue $3,100,303 $2,720,764
Cost of goods sold 1,892,039 1,666,793
Gross margin 1,208,264 1,053,971
Selling, general and administrative expenses 896,532 766,891
Restructuring and acquisition related expenses 3,307 4,054
Impairment of net assets held for sale 15,023 —
Depreciation and amortization 71,002 56,458
Operating income 222,400 226,568
Other expense (income):
Interest expense, net of interest income 36,089 28,515
Other income, net (3,851 ) (2,882 )
Total other expense, net 32,238 25,633
Income before provision for income taxes 190,162 200,935
Provision for income taxes 51,550 49,584
Equity in (losses) earnings of unconsolidated subsidiaries (39,549 ) 1,412
Net income 99,063 152,763
Less: net income (loss) attributable to noncontrolling interest 1,015 (197 )
Net income attributable to LKQ stockholders $98,048 $152,960

Basic earnings per share: (1)

Net income $0.31 $0.49
Less: net income (loss) attributable to noncontrolling interest 0.00 (0.00 )
Net income attributable to LKQ stockholders $0.31 $0.49

Diluted earnings per share: (1)

Net income $0.31 $0.49
Less: net income (loss) attributable to noncontrolling interest 0.00 (0.00 )
Net income attributable to LKQ stockholders $0.31 $0.49
(1) The sum of the individual earnings per share amounts may not equal the total due to rounding.

The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
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LKQ CORPORATION AND SUBSIDIARIES

Unaudited Condensed Consolidated Statements of Comprehensive Income
(In thousands)

Three Months Ended
March 31,
2019 2018

Net income $99,063 $152,763
Less: net income (loss) attributable to noncontrolling interest 1,015 (197 )
Net income attributable to LKQ stockholders 98,048 152,960

Other comprehensive income (loss):
Foreign currency translation, net of tax (9,895 ) 48,485
Net change in unrealized gains/losses on cash flow hedges, net of tax (2,737 ) 3,254
Net change in unrealized gains/losses on pension plans, net of tax 191 (621 )
Net change in other comprehensive loss from unconsolidated subsidiaries (3,463 ) (605 )
Other comprehensive (loss) income (15,904 ) 50,513

Comprehensive income 83,159 203,276
Less: comprehensive income (loss) attributable to noncontrolling interest 1,015 (197 )
Comprehensive income attributable to LKQ stockholders $82,144 $203,473

The accompanying notes are an integral part of the unaudited condensed consolidated financial statements.
4
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LKQ CORPORATION AND SUBSIDIARIES
Unaudited Condensed Consolidated Balance Sheets
(In thousands, except share and per share data)

March 31, December 31,
2019 2018

Assets
Current assets:
Cash and cash equivalents $316,066 $331,761
Receivables, net 1,353,491 1,154,083
Inventories 2,692,006 2,836,075
Prepaid expenses and other current assets 283,207 199,030
Total current assets 4,644,770 4,520,949
Property, plant and equipment, net 1,206,342 1,220,162
Operating lease assets, net 1,279,576 —
Intangible assets:
Goodwill 4,354,306 4,381,458
Other intangibles, net 889,609 928,752
Equity method investments 134,234 179,169
Other assets 157,073 162,912
Total assets $12,665,910 $11,393,402
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $952,688 $942,398
Accrued expenses:
Accrued payroll-related liabilities 143,026 172,005
Other accrued expenses 317,826 288,425
Refund liability 105,435 104,585
Other current liabilities 100,058 61,109
Current portion of operating lease liabilities 216,172 —
Current portion of long-term obligations 136,283 121,826 7
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The balance sheet as of December 31, 2015 has been derived from the audited financial statements at that date but
does not include all of the information and notes required by accounting principles generally accepted in the United
States of America for complete financial statements.

References in this Quarterly Report on Form 10-Q to “authoritative guidance” is to the Accounting Standards
Codification issued by the Financial Accounting Standards Board (“FASB”).

For further information, refer to the financial statements and notes thereto included in the Company’s Annual Report
on Form 10-K for the year ended December 31, 2015.

Recent Accounting Pronouncements

In May 2014, the FASB issued Accounting Standards Update (“ASU”) 2014-09, Revenue from Contracts with
Customers (Topic 606). ASU 2014-09 completes the joint effort by the FASB and International Accounting Standards
Board (“IASB”) to improve financial reporting by creating common revenue recognition guidance for U.S. GAAP and
International Financial Reporting Standards (“IFRS”). ASU 2014-09 applies to all companies that enter into contracts
with customers to transfer goods or services. ASU 2014-09 is effective for public entities for interim and annual
reporting periods beginning in the first quarter of 2018. Early adoption is permitted beginning in the first quarter of
2017 for public companies. The Company is currently evaluating the requirements of ASU 2014-09 and have not yet
determined its impact on our consolidated financial statements and expects to be completed by December 31, 2016.

Use of Estimates

The preparation of the Company’s financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the amounts
reported in the Company’s financial statements and accompanying notes. Significant estimates and assumptions that
affect amounts reported in the financial statements include the evaluation of goodwill for impairment, valuation of
intangible assets, deferred tax valuation allowances, and the fair value of stock options granted under the Company’s
stock-based compensation plans. Due to the inherent uncertainties involved in making estimates, actual results
reported in future periods may be different from those estimates.

Cash and Cash Equivalents
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Cash and cash equivalents include cash and highly liquid investments with original maturities of three months or less
when purchased. There were no cash equivalents held on June 30, 2016 and December 31, 2015.

Allowance for Doubtful Accounts

The Company records its allowance for doubtful accounts based upon its assessment of various factors. The Company
considers historical experience, the age of the accounts receivable balances, credit quality of the Company’s customers,
current economic conditions and other factors that may affect customers’ ability to pay.

Inventory

Inventory is stated at the lower of cost or market and cost is determined using the first-in, first-out method. Inventory
is primarily comprised of finished goods. As of June 30, 2016 and December 31, 2015, the majority of inventory is
related to Government and Commercial Identity products for intended near-term sales.

8
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Goodwill

Goodwill represents the excess of acquisition cost over the fair value of net assets acquired in business combinations.
Pursuant to ASC Topic 350, the Company tests goodwill for impairment on an annual basis in the fourth quarter, or
between annual tests, in certain circumstances. Under guidance, the Company first assessed qualitative factors to
determine whether it was necessary to perform the two-step quantitative goodwill impairment test. An entity is not
required to calculate the fair value of a reporting unit unless the entity determines, based on a qualitative assessment,
that it is more likely than not that its fair value is less than its carrying amount. Events or changes in circumstances
which could trigger an impairment review include macroeconomic conditions, industry and market conditions, cost
factors, overall financial performance, other entity specific events and sustained decrease in share price.

Intangible Assets

Intangible assets include trade names, patents developed technology non-contractual customer relationships. The
Company uses the straight line method to amortize these assets over their estimated useful lives. The Company
reviews its long-lived assets for impairment whenever events or changes in circumstances indicate that the carrying
amount of these assets may not be fully recoverable in accordance with ASC Topic 360. To determine recoverability
of its long-lived assets, the Company evaluates the probability that future undiscounted net cash flows, without
interest charges, will be less than the carrying amount of the assets. There were no impairment charges recognized
during the six months ended June 30, 2016 and 2015.

Income Taxes

The Company accounts for income taxes under in accordance with ASC Topic 740, “Accounting for Income Taxes.”
Deferred tax assets and liabilities are recognized for the estimated future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
net operating loss carryforwards. Deferred tax assets and liabilities are measured using expected tax rates in effect for
the year in which those temporary differences are expected to be recovered or settled. The Company has recorded a
full valuation allowance for its net deferred tax assets as of June 30, 2016 and December 31, 2015, due to the
uncertainty of the realizability of those assets.

Fair Value of Financial Instruments
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The Company adheres to the provisions of ASC Topic 820, “Fair Value Measurements and Disclosures”. This
pronouncement requires that the Company calculate the fair value of financial instruments and include this additional
information in the notes to financial statements when the fair value is different than the book value of those financial
instruments. The Company’s financial instruments include cash and cash equivalents, accounts receivable, note
receivable, accounts payable and accrued expenses. At June 30, 2016 and December 31, 2015, the carrying value of
the Company’s financial instruments approximated fair value, due to their short-term nature.

Revenue Recognition and Deferred Revenue

Revenue is generally recognized when persuasive evidence of an arrangement exists, delivery has occurred, the fee is
fixed and determinable, collectability is probable, and there is no future Company involvement or commitment. The
Company sells its commercial products directly through its sales force and through distributors. Revenue from direct
sales of products is recognized when shipped to the customer and title has passed.

Under the provisions of ASC Topic 605-25, “Revenue Arrangements with Multiple Deliverables,” for multi-element
arrangements that include tangible products containing software essential to the tangible product’s functionality and
undelivered software elements relating to the tangible product’s essential software, the Company allocates revenue to
all deliverables based on their relative selling prices. In such circumstances, the Company uses a hierarchy to
determine the selling price to be used for allocating revenue to deliverables: (i) vendor-specific objective evidence of
fair value (“VSOE”), (ii) third-party evidence of selling price and (iii) best estimate of the selling price (“ESP”). VSOE
generally exists only when the Company sells the deliverable separately and is the price actually charged by the
Company for that deliverable. ESPs reflect the Company’s best estimates of what the selling prices of elements would
be if they were sold regularly on a stand-alone basis.

The Company also recognizes revenues from licensing of its patented software to customers. The licensed software
requires continuing service or post contractual customer support and performance; accordingly, a portion of the
revenue is deferred based on its fair value and recognized ratably over the period in which the future service, support
and performance are provided, which is generally one to three years. Royalties from the licensing of the Company’s
technology are recognized as revenues in the period they are earned.

9
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The Company also performs consulting work for other companies. These services are billed on a time and materials
basis. Revenue from these arrangements is also recognized as time is spent on the contract and materials are
purchased.

Subscriptions to database information can be purchased for month-to-month, one, two, and three year periods.
Revenue from subscriptions are deferred and recognized over the contractual period, which is typically three years.

The Company offers enhanced extended warranties for its sales of hardware and software at a set price. The revenue
from these sales are deferred and recognized on a straight-line basis over the contractual period, which is typically one
to four years.

Business Concentrations and Credit Risk

During the three and six month periods ended June 30, 2016, the Company made sales to three customers that
accounted for approximately 38% and 35% of total revenues, respectively. The revenue was associated with three
commercial identity sales customers. These customers represented 27% of total accounts receivable at June 30, 2016.
During the three and six month periods ended June 30, 2015, the Company made sales to one customer that accounted
for approximately 45% and 33% of total revenues, respectively. The revenue was associated with a commercial
identity sales customer. This customer represented 55% of total accounts receivable at June 30, 2015.

Net Loss Per Share

Basic net loss per share is computed by dividing the net loss for the period by the weighted average number of
common shares outstanding during the period. Diluted net loss per share is computed by dividing the net loss for the
period by the weighted average number of shares of common stock and potentially dilutive common stock outstanding
during the period. The dilutive effect of outstanding options and restricted stock is reflected in diluted earnings per
share by application of the treasury stock method. The calculation of diluted net loss per share excludes all
anti-dilutive shares.

Three Months Ended
June 30,

Six Months Ended
June 30,

2016 2015 2016 2015
Numerator:
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Net Loss $(1,775,116) $(1,213,973) $(3,918,607) $(2,516,086)

Denominator:
Weighted average common shares –
Basic/Diluted 9,108,856 9,835,927 9,393,587 9,448,777

Net Loss per share –
Basic/Diluted $(0.19 ) $(0.12 ) $(0.42 ) $(0.27 )

The following table summarizes the common stock equivalents excluded from loss per diluted share because their
effect would be anti-dilutive:

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

Stock options 2,054,547 371,048 2,054,547 371,048
Warrants 688,301 64,981 688,301 64,981
Restricted stock 53,017 55,280 53,017 55,280

2,795,865 491,309 2,795,865 491,309

10
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The above listing is not intended to be a comprehensive list of all of our accounting policies. In many cases, the
accounting treatment of a particular transaction is specifically dictated by generally accepted accounting principles,
with no need for management’s judgment in their application. There are also areas in which management’s judgment in
selecting any available alternative would not produce a materially different result.

3. INTANGIBLE ASSETS AND GOODWILL

The changes in the carrying amount of intangible assets for six months ended June 30, 2016 were as follows:

Balance at December 31, 2015 $2,470,127
Deduction: Amortization expense (157,781 )
Balance at June 30, 2016 $2,312,346

The following summarizes amortization of intangible assets included in the statement of operations:

Three Months
Ended Six Months Ended

June 30, June 30,
2016 2015 2016 2015

Cost of sales $59,163 $59,163 $118,326 $229,735
General and administrative 19,728 138,520 39,455 274,472

$78,891 $197,683 $157,781 $504,207

4. NOTE RECEIVABLE

On August 31, 2015, the Company sold the wireless enterprise assets to the Jamestown S’Klallam Tribe (the “Buyer”)
for total consideration of $350,000 which consists of an upfront cash payment of $30,000, the issuance of a
promissory note totaling $200,000 and contingent consideration up to a maximum of $120,000 based on future
earnings. Under the terms of the promissory note, monthly payments of $3,683 including principal and interest at 4%,
are to be made over a 60-month term expiring in August 2020. At June 30, 2016, the total note receivable is $169,377,
of which $38,131 and $131,246 is included in Other Current Assets and Notes Receivable, net of current portion,
respectively on the Consolidated Balance Sheets. At December 31, 2015, the total note receivable is $187,861, of
which $37,365 and $150,496 is included in other current assets and Notes Receivable, net of current portion,
respectively on the Consolidated Balance Sheets.
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5. DEBT

Revolving Line of Credit

The Company has a revolving credit facility with Silicon Valley Bank that allows for maximum borrowings of
$2,000,000. The borrowings are secured by certain collateralized accounts totaling $2,000,000. The facility bears
interest at a rate of U.S. prime (3.50% at June 30, 2016). Interest is payable monthly and the principal is due upon
maturity on October 5, 2017. At June 30, 2016, there were no amounts outstanding under this facility and unused
availability under this facility was $2,000,000.

6. ACCRUED EXPENSES

Accrued expenses are comprised of the following:

June 30,
2016

December
31, 2015

Professional fees $237,363 $172,766
Payroll and related 265,867 313,003
Severance payments to former officer 211,240 -
Equipment received not invoiced 84,241 -
Equity issuance costs 47,500 -
Other 34,922 50,547

$881,133 $536,316

11
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7. INCOME TAXES

As of December 31, 2015, the Company had net operating loss carryforwards (NOL’s) for federal and New York state
income tax purposes of approximately $47.4 million. In March 2016, the Company completed an Internal Revenue
Code Section 382 study which determined that a cumulative three-year ownership change in excess of 50% had
occurred in March 2016 due to a share repurchase. As a result, the Company’s available NOLs were reduced from
$47.4 million at December 31, 2015 to $2.2 million during the first quarter of 2016. There can be no assurance that the
Company will realize any benefit of the NOL’s. The federal and New York state NOL’s are available to offset future
taxable income and expire from 2016 through 2036 if not utilized. The Company has a full valuation allowance on its
deferred tax assets since management continues to believe that it is more likely than not that these assets will not be
realized.

8. SHARE BASED COMPENSATION

The Company accounts for the issuance of equity awards to employees in accordance with ASC Topic 718 and 505,
which requires that the cost resulting from all share based payment transactions be recognized in the financial
statements. These pronouncements establish fair value as the measurement objective in accounting for share based
payment arrangements and requires all companies to apply a fair value based measurement method in accounting for
all share based payment transactions with employees.

All stock-based compensation is included in operating expenses for the periods as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015

Compensation cost recognized:
Selling, general & administrative $360,884 $158,437 $638,357 $245,515
Research & Development 8,780 20,446 29,337 21,893

$369,664 $178,883 $667,694 $267,408

The Company uses the Black-Scholes option pricing model to value the options. The table below presents the
weighted average expected life of the options in years. The expected life computation is based on the time to option
expiration. Volatility is determined using changes in historical stock prices. The interest rate for periods within the
expected life of the award is based on the U.S. Treasury yield curve in effect at the time of grant.
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The fair value of share-based payment units was estimated using the Black-Scholes option pricing model with the
following assumptions and weighted average fair values as follows:

Six Months
Ended
June 30, 2016

Valuation assumptions:
Stock price $1.01 – $1.93
Exercise price $1.01 – $1.93
Expected dividend yield 0 %
Expected volatility 96.77% – 97.23%
Expected life (in years) 5
Risk-free interest rate 1.21% – 1.35 %

Stock option activity under the 1998, 1999, 2001, 2003, 2006 and 2015 Stock Option Plans (collectively, the “Plans”)
during the periods indicated below were as follows:

12
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Number
of

Shares

Subject to

Issuance

Weighted-

average

Exercise

Price

Weighted-

average

Remaining

Contractual

Term

Aggregate

Intrinsic

Value

Outstanding at December 31, 2015 1,901,298 $ 1.46 4.51 years $ -

Granted 228,543 1.21
Forfeited or expired (75,294 ) 3.25
Exercised - - - -
Outstanding at June 30, 2016 2,054,547 $ 1.37 3.29 years $ 419,130

Exercisable at June 30, 2016 944,392 $ 1.38 2.34 years $ 189,453

The aggregate intrinsic value in the table above represents the total pretax intrinsic value (the difference between the
Company’s closing stock price on the last trading day of the period and the exercise price, multiplied by the number of
in-the-money options) that would have been received by the option holders had they all exercised their options on
June 30, 2016. This amount changes based upon the fair market value of the Company’s stock.

As of June 30, 2016, the Company had 963,401 shares available for future grants under the Plans.

Restricted Stock Units

The Company issues Restricted Stock Units (“RSUs”) which are equity-based instruments that may be settled in shares
of common stock of the Company. During the six months ended June 30, 2016, the Company issued RSUs to certain
directors and officers as compensation. RSU agreements can vest immediately or with the passage of time. The
vesting of all RSUs is contingent on continued board and employment services.

The compensation expense incurred by the Company for RSUs is based on the closing market price of the Company’s
common stock on the date of grant and is amortized ratably on a straight-line basis over the requisite service period
and charged to general and administrative expense with a corresponding increase to additional paid-in capital.

Edgar Filing: LKQ CORP - Form 10-Q

17



Number
of
Shares

Weighted
Average
Grant
Date
Fair
Value

Aggregate
Intrinsic
Value

Outstanding at December 31, 2015 67,077 $ 1.56 $ -
Granted 63,883 1.68 -
Vested and Settled in Shares (77,943) 1.58 -

Outstanding at June 30, 2016 53,017 $ 1.67 $ 764

As of June 30, 2016, there was $695,830 of total unrecognized compensation cost, net of estimated forfeitures, related
to all unvested stock options and restricted stock units, which is expected to be recognized over a weighted average
period of approximately 2.2 years.

Warrants

All previously granted warrants were issued with an exercise price that was equal to or above the fair market value of
the Company’s common stock on the date of grant. As of June 30, 2016, the Company had 688,301 remaining warrants
outstanding and exercisable through 2021. No warrants were exercised for the six months ended June 30, 2016.
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9. COMMON STOCK

On January 14, 2015, the Company announced the closing of an underwritten public offering of 4,857,143 shares of
its common stock, offered to the public at $1.75 per share. Net proceeds to the Company from this offering were
approximately $7,845,000 after deducting underwriting discounts and commissions paid by the Company. Direct
offering costs totaling approximately $214,000 were recorded as a reduction to the net proceeds on the consolidated
statement of stockholders’ equity.

On February 24, 2016, the Company entered into a stock repurchase agreement with two former directors, who were
also members of management (the “Former Executives”) for the repurchase of all 979,114 shares owned by the Former
Executives of the Company’s common stock for $1,096,608. The transaction was finalized on March 4, 2016.

On June 15, 2016, the Company announced the closing of an underwritten public offering of 1,200,000 shares of its
common stock and 600,000 five year warrants to purchase shares with an exercise price of $2.20 per share, at a
combined public offering of $1.75 per share and half-warrant. Net proceeds to the Company from this offering were
approximately $1,902,000 after deducting underwriting discounts and commissions paid by the Company. As part of
the offering, there was an overallotment option for the underwriters to purchase up to 180,000 shares of common
stock at a purchase price of $1.63 per share and/or up to 90,000 additional warrants at a purchase price of $0.0001 per
warrant. On June 20, 2016, the underwriters exercised their right to purchase 23,320 warrants. Direct offering costs
totaling approximately $121,000 were recorded as a reduction to the net proceeds on the consolidated statement of
stockholders’ equity.

10. LEGAL PROCEEDINGS

The Company is not aware of any infringement by the Company’s products or technology on the proprietary rights of
others.

The Company is not currently involved in any legal or regulatory proceeding, or arbitration, the outcome of which is
expected to have a material adverse effect on its business.

11. COMMITMENTS AND CONTINGENCIES
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The Company leases an office in the state of New York and storage space in the state of Washington which expire in
March 2018 and December 2016, respectively. The landlord (“Landlord”) of the Washington space is owned by the
Former Executives as discussed in Note 9.

On February 24, 2016, the Company terminated the Washington lease and paid a $100,000 termination fee to the
Landlord in full satisfaction the Company’s remaining obligations under its original lease.

On May 19, 2016, Mr. Robert Williamsen, the Company’s Vice President and Chief Revenue Officer departed the
Company, via mutual consent, to pursue other interests. Pursuant to Mr. Williamsen’s employment agreement with the
Company, Mr. Williamsen will receive a payment of his monthly salary, subject to all applicable withholdings, for a
period of 12 months following May 19, 2016, which the first payment commenced on July 7, 2016, and partial
reimbursement for continued health, dental, and vision coverage through August 2016. Pursuant to the terms of Mr.
Williamsen’s stock option agreements, Mr. Williamsen will be entitled for a period of 90 days following his departure
from the Company to exercise his vested stock option awards.

14
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Item 2.	Management’s Discussion and Analysis of Financial Condition and Results of Operations

References made in this Quarterly Report on Form 10-Q to “we,” “our,” “us,” “Intellicheck,” or the “Company,” refer to
Intellicheck Mobilisa, Inc.

The following discussion and analysis of our financial condition and results of operations constitutes management’s
review of the factors that affected our financial and operating performance for the six month period ended June 30,
2016. This discussion should be read in conjunction with the financial statements and notes thereto contained
elsewhere in this report and in our Annual Report on Form 10-K, for the year ended December 31, 2015. The
consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries, Mobilisa,
Inc. (“Mobilisa”) and Positive Access Corporation (“Positive Access”).

Overview

We are a leading technology solutions company that is engaged in developing, integrating and marketing threat
identification, identity authentication, verification and validation technology solutions making it possible for
customers to enhance the safety and awareness of their facilities and people, improve customer service, and achieve
increased operational efficiencies to address a variety of challenges that include retail fraud prevention, age-restricted
product sales compliance, law enforcement increased situational awareness and threat identification and prevention,
and mobile and handheld access control and security for the government, military and commercial markets. Among
Intellicheck’s products are Retail ID™ and Retail ID Mobile™, the industry leading solution for preventing fraud in the
retail industry that provides added value in increasing customer loyalty program and credit card application
conversions; while delivering enhanced customer service; Age ID™, a smartphone or tablet-based solution that can also
be integrated in point of sale systems which provides instant identification verification and authentication solutions for
applications that include the prevention of the sale of age-restricted products to minors; Law ID™, a flexible solution for
mobile devices including smartphones and tablets that is used by law enforcement officers to identify and mitigate
threats; and Defense ID®, a mobile and fixed infrastructure solution for threat identification, identity authentication
and access control to military bases and other government facilities, and Guest ID™, which makes hotel check-in faster,
easier and more accurate by instantly authenticating an individual’s ID, and automatically populating registration
forms.

We continue to develop and release innovative products based upon its rich patent portfolio consisting of over 25
patents.

Critical Accounting Policies and the Use of Estimates
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The preparation of the Company’s financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the amounts
reported in the Company’s financial statements and accompanying notes. Significant estimates and assumptions that
affect amounts reported in the financial statements include impairment of goodwill, valuation of intangible assets,
deferred tax valuation allowances, allowance for doubtful accounts and the fair value of stock options granted under
the Company’s stock-based compensation plans. Due to the inherent uncertainties involved in making estimates, actual
results reported in future periods may be different from those estimates.

We believe that there are several accounting policies that are critical to understanding our historical and future
performance, as these policies affect the reported amounts of revenue and the more significant areas involving
management’s judgments and estimates. These significant accounting policies relate to revenue recognition,
stock-based compensation, deferred taxes and commitments and contingencies. These policies and our procedures
related to these policies are described in detail below.

Goodwill

The excess of the purchase consideration over the fair value of the assets of acquired businesses is considered
goodwill. Under authoritative guidance, purchased goodwill is not amortized, but rather it is periodically reviewed for
impairment. We had goodwill of $8,101,661 at June 30, 2016. This goodwill resulted from the acquisition of
Mobilisa, Inc. and Positive Access Corporation.

For the year ended December 31, 2015, we performed our annual impairment test of goodwill in the fourth quarter.
Under authoritative guidance, we can use industry and Company specific qualitative factors to determine whether it is
more likely than not that impairment exists, before using a two-step quantitative analysis. Events or changes in
circumstances which could trigger an impairment review include macroeconomic conditions, industry and market
conditions, cost factors, overall financial performance, other entity specific events and sustained decrease in share
price. As a result of the qualitative factors in 2015, specifically as a result of the decline in the stock price and the
decrease in market multiples, we performed the first step of the goodwill impairment test in order to identify potential
impairment by comparing our fair value of the Company to our carrying amount, including goodwill. The fair value
was determined using the weighting of certain valuation techniques, including both income and market approaches
which include a discounted cash flow analysis, an estimation of an implied control premium, in addition to our market
capitalization on the measurement date. The implied control premium selected was developed based on certain
observable market data of comparable companies. The market capitalization is sensitive to the volatility of our stock
price. Although we believe that the factors considered in the impairment analysis are reasonable, changes in any one
of the assumptions used could have produced a different result which may have led to an impairment charge. Any
future impairment loss could have a material adverse effect on our long-term assets and operating expenses in the
period in which impairment is determined to exist.
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As of December 31, 2015, we determined that the fair value was in excess of its carrying amount and therefore the
second step of the goodwill impairment test was not required.

We determined that no events occurred or circumstances changed during the six months ended June 30, 2016 that
would more likely than not reduce the fair value of the Company below its carrying amounts. We will, however,
continue to monitor our stock price and operations for any potential indicators of impairment. We will conduct the
2016 annual test for goodwill impairment in the fourth quarter, or at such time where an indicator of impairment
appears to exist.

Intangible Assets

Our intangible assets consist of trade names, patents, developed technology and non-contractual customer
relationships and as a result of a qualitative analysis, we do not believe there is any indication of impairment.

Revenue Recognition and Deferred Revenue

Revenue is generally recognized when persuasive evidence of an arrangement exists, delivery has occurred, the fee is
fixed and determinable, collectability is probable, and there is no future Company involvement or commitment. We
sell our commercial products directly through its sales force and through distributors. Revenue from direct sales of
products is recognized when shipped to the customer and title has passed.

Under the provisions of ASC Topic 605-25, “Revenue Arrangements with Multiple Deliverables,” for multi-element
arrangements that include tangible products containing software essential to the tangible product’s functionality and
undelivered software elements relating to the tangible product’s essential software, we allocate revenue to all
deliverables based on their relative selling prices. In such circumstances, we use a hierarchy to determine the selling
price to be used for allocating revenue to deliverables: (i) vendor-specific objective evidence of fair value (“VSOE”), (ii)
third-party evidence of selling price and (iii) best estimate of the selling price (“ESP”). VSOE generally exists only
when we sell the deliverable separately and is the price actually charged by us for that deliverable. ESPs reflect the
Company’s best estimates of what the selling prices of elements would be if they were sold regularly on a stand-alone
basis.

We also recognize revenues from licensing of its patented software to customers. The licensed software requires
continuing service or post contractual customer support and performance; accordingly, a portion of the revenue is
deferred based on its fair value and recognized ratably over the period in which the future service, support and
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performance are provided, which is generally one to three years. Royalties from the licensing of our technology are
recognized as revenues in the period they are earned.

We also perform consulting work for other companies. These services are billed on a time and materials basis.
Revenue from these arrangements is also recognized as time is spent on the contract and materials are purchased.

Subscriptions to database information can be purchased for month-to-month, one, two, and three year periods.
Revenue from subscriptions are deferred and recognized over the contractual period, which is typically three years.

We offer enhanced extended warranties for our sales of hardware and software at a set price. The revenue from these
sales are deferred and recognized on a straight-line basis over the contractual period, which is typically one to four
years.
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Stock-Based Compensation

We account for the issuance of equity awards to employees in accordance with ASC Topic 718 and 505, which
requires that the cost resulting from all share based payment transactions be recognized in the financial statements.
This pronouncement establishes fair value as the measurement objective in accounting for share based payment
arrangements and requires all companies to apply a fair value based measurement method in accounting for all share
based payment transactions with employees.

Deferred Income Taxes

Deferred tax assets and liabilities are recognized for the estimated future tax consequences attributable to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases and
net operating loss carry forwards. Deferred tax assets and liabilities are measured using expected tax rates in effect for
the year in which those temporary differences are expected to be recovered or settled. We have recorded a full
valuation allowance for our net deferred tax assets as of June 30, 2016, due to the uncertainty of the our ability to
realize those assets.

Commitments and Contingencies

We are not currently involved in any legal proceedings that we believe would have a material adverse effect on our
financial position, results of operations or cash flows.

The above listing is not intended to be a comprehensive list of all of our accounting policies. In many cases, the
accounting treatment of a particular transaction is specifically dictated by generally accepted accounting principles,
with no need for management’s judgment in their application. There are also areas in which management’s judgment in
selecting any available alternative would not produce a materially different result.

Results of Operations (All figures have been rounded to the nearest $1,000)

Comparison of the three months ended June 30, 2016 to the three months ended June 30, 2015
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Revenues for quarter ended June 30, 2016 decreased 59% to $940,000 compared to $2,292,000 for the previous year.

Three months ended June 30,

2016 2015 %
Change

Identity Systems $936,000 $2,023,000 (54 )%
Other 4,000 269,000 (99 )%

$940,000 $2,292,000 (59 )%

The decrease in Identity Systems revenue in the second quarter of 2016 is primarily the result of lower commercial
and Defense ID® sales. The decrease in other revenues is a result of our sale of the Wireless asset business in the third
quarter of 2015. Total invoiced orders decreased 71% to $849,000 in the second quarter of 2016 compared to
$2,908,000 in the second quarter of 2015. As of June 30, 2016, our backlog, which represents non-cancelable sales
orders for products not yet shipped and services to be performed, was approximately $124,000 compared to
$1,046,000 at June 30, 2015. As of December 31, 2015, our backlog was approximately $339,000.

Our gross profit as a percentage of revenues was 79.6% for the three months ended June 30, 2016 compared to 45.4%
for the three months ended June 30, 2015. The increase in percentage is due to higher revenues on our Software as a
Service (“SaaS”) model and lower equipment sales that typically has a lower margin.

Operating expenses, which consist of selling, general and administrative and research and development expenses,
increased $269,000 or 12% to $2,528,000 for the three months ended June 30, 2016 compared to $2,259,000 for the
three months ended June 30, 2015. This increase is primarily due to a severance package in the current quarter to a
former officer pursuant to an employment agreement to be paid through May 2017 and from accelerated R&D efforts
on two new products; our Retail ID Mobile product we launched in May along with another product we will be
announcing shortly. These increases are offset in part by a reduction in headcount and amortization in 2015 related to
a fully amortized intangible asset.
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Interest and other income and interest expense was insignificant in the three month periods ended June 30, 2016 and
2015.

As further explained in Note 7, we have a net operating loss carryforward for losses generated in prior years of $2.2
million and, therefore, no provision for income tax has been made for the three months ended June 30, 2016.

As a result of the factors noted above, the Company generated a net loss of $1,775,000 for the three months ended
June 30, 2016 compared to a net loss of $1,214,000 for the three months ended June 30, 2015.

Comparison of the six months ended June 30, 2016 to the six months ended June 30, 2015

Revenues decreased by 42% to $1,891,000 for the six months ended June 30, 2016 from $3,279,000 for the six
months ended June 30, 2015.

Six months ended June 30,

2016 2015 %
Change

Identity Systems $1,884,000 $2,951,000 (36 )%
Other 7,000 328,000 (98 )%

$1,891,000 $3,279,000 (42 )%

The decrease in Identity Systems revenues in the six months ended June 30, 2016, is primarily the result of lower
commercial and Defense ID® sales. The decrease in other revenues is the result of our sale of the Wireless asset
business in the third quarter of 2015.

Our gross profit as a percentage of revenues amounted to 81.2% for the six months ended June 30, 2016 compared to
49.9% for the six months ended June 30, 2015. The increase in the percentage is due to higher revenues on our new
SaaS model and lower equipment sales that typically has a lower margin.

Operating expenses, which consist of selling, general and administrative and research and development expenses,
increased $1,283,000 or 31% to $5,464,000 for the six months ended June 30, 2016 from $4,181,000 for the six
months ended June 30, 2015. This increase is primarily due to a severance package expensed in the current quarter to
a former officer pursuant to an employment agreement to be paid through May 2017, accelerated R&D efforts on two
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new products; our Retail ID Mobile product we launched in May along with another product we will be announcing
shortly and legal fees. These increases are offset in part by a reduction in headcount and amortization in 2015 related
to a fully amortized intangible asset.

Interest and other income and expense was insignificant in both periods presented.

As further explained in Note 7, we have a net operating loss carryforward for losses generated in prior years of $2.2
million and, therefore, no provision for income tax has been made for the six months ended June 30, 2016.

As a result of the factors noted above, the Company generated a net loss of $3,919,000 for the six months ended June
30, 2016 as compared to a net loss of $2,516,000 for the six months ended June 30, 2015.

Liquidity and Capital Resources (All figures have been rounded to the nearest $1,000)

As of June 30, 2016, we had cash and cash equivalents of $3,993,000, working capital (defined as current assets
minus current liabilities) of $3,207,000, total assets of $16,096,000 and stockholders’ equity of $13,760,000.

During the six months ended June 30, 2016, we used net cash of $2,625,000 in operating activities as compared to net
cash used of $2,495,000 in the six months ended June 30, 2015. Cash used in investing activities was $20,000 for the
six months ended June 30, 2016 compared to $197,000 for the six months ended June 30, 2015. Cash provided by
financing activities was $684,000 for the six months ended June 30, 2016 compared to $7,629,000 for the six months
ended June 30, 2015.
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On February 24, 2016, we entered into a stock repurchase agreement with two former directors, who were also
members of management (the “Former Executives”) for the repurchase of all 979,114 shares owned by the Former
Executives of our common stock for $1,096,608. The transaction was finalized on March 4, 2016.

On June 15, 2016, we announced the closing of an underwritten public offering of 1,200,000 shares of its common
stock and 600,000 five year warrants to purchase shares with an exercise price of $2.20 per share, at a combined
public offering of $1.75 per share and half-warrant. Net proceeds to the Company from this offering were
approximately $1,902,000 after deducting underwriting discounts and commissions paid by the Company. As part of
the offering, there was an overallotment option for the underwriters to purchase up to 180,000 shares of common
stock at a purchase price of $1.63 per share and/or up to 90,000 additional warrants at a purchase price of $0.0001 per
warrant. On June 20, 2016, the underwriters exercised their right to purchase 23,320 warrants. Direct offering costs
totaling approximately $121,000 were recorded as a reduction to the net proceeds on the consolidated statement of
stockholders’ equity.

We have a revolving credit facility with Silicon Valley Bank that allows for maximum borrowings of $2,000,000. The
borrowings are secured by collateralized accounts totaling $2,000,000. The facility bears interest at a rate of U.S.
prime (3.50 % at June 30, 2016). Interest is payable monthly and the principal is due upon maturity on October 5,
2017. At June 30, 2016, there were no amounts outstanding under this facility and unused availability under this
facility was $2,000,000.

We currently anticipate that our available cash, expected cash from operations and availability under the revolving
credit agreement, will be sufficient to meet our anticipated working capital and capital expenditure requirements for at
least the next 12 months.

We keep the option open to raise additional funds to respond to business contingencies which may include the need to
fund more rapid expansion, fund additional marketing expenditures, develop new markets for our technology, enhance
our operating infrastructure, respond to competitive pressures, or acquire complementary businesses or necessary
technologies. There can be no assurance that we will be able to secure the additional funds when needed or obtain
such on terms satisfactory to us, if at all.

We have filed a universal shelf registration statement on Form S-3 with the Securities and Exchange Commission
(“SEC”), which became effective July 19, 2010. Under the shelf registration statement, we may offer and sell, from time
to time in the future in one or more public offerings, our common stock, preferred stock, warrants, and units. The
aggregate initial offering price of all securities sold by us will not exceed $25,000,000, and, pursuant to SEC rules, we
may only sell up to one-third of the market cap held by non-affiliate stockholders in any 12-month period. We
renewed this registration with the SEC on July 31, 2013 and it was declared effective August 6, 2013.
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The specific terms of any future offering, including the prices and use of proceeds, will be determined at the time of
any such offering and will be described in detail in a prospectus supplement which will be filed with the SEC at the
time of the offering.

The shelf registration statement is designed to give the Company the flexibility to access additional capital at some
point in the future when market conditions are appropriate.

We are not currently involved in any legal or regulatory proceeding, or arbitration, the outcome of which is expected
to have a material adverse effect on our business.

Net Operating Loss Carry Forwards

As of December 31, 2015, we had net operating loss carryforwards (“NOL’s”) for federal and New York State income
tax purposes of approximately $47.4 million. In March 2016, we completed a study which determined that a
cumulative three-year ownership change in excess of 50% had occurred in March 2016 due to a share repurchase. As a
result, our available NOLs were reduced from $47.4 million to $2.2 million during the first quarter of 2016. There can
be no assurance that we will realize any benefit of the NOL’s. The federal and New York state NOL’s are available to
offset future taxable income and expire from 2016 to 2036, if not utilized.
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Adjusted EBITDA

We use Adjusted EBITDA as a non-GAAP financial performance measurement. Adjusted EBITDA is calculated by
adding back to net loss, interest, income taxes, impairments of long-lived assets and goodwill, depreciation,
amortization and stock-based compensation expense. Adjusted EBITDA is provided to investors to supplement the
results of operations reported in accordance with GAAP. Management believes that Adjusted EBITDA provides an
additional tool for investors to use in comparing our financial results with other companies that also use Adjusted
EBITDA in their communications to investors. By excluding non-cash charges such as impairments of long-lived
assets and goodwill, amortization, depreciation and stock-based compensation, as well as non-operating charges for
interest and income taxes, investors can evaluate our operations and can compare the results on a more consistent
basis to the results of other companies. In addition, Adjusted EBITDA is one of the primary measures management
uses to monitor and evaluate financial and operating results.

We consider Adjusted EBITDA to be an important indicator of our operational strength and performance of our
business and a useful measure of our historical operating trends. However, there are significant limitations to the use
of Adjusted EBITDA since it excludes interest and other income and expense, impairments of long lived assets and
goodwill, stock-based compensation expense, all of which impact our profitability, as well as depreciation and
amortization related to the use of long-term assets which benefit multiple periods. We believe that these limitations
are compensated by providing Adjusted EBITDA only with GAAP net loss and clearly identifying the difference
between the two measures. Consequently, Adjusted EBITDA should not be considered in isolation or as a substitute
for net loss presented in accordance with GAAP. Adjusted EBITDA as defined by us may not be comparable with
similarly named measures provided by other entities.

A reconciliation of GAAP net loss to Adjusted EBITDA follows:

Three Months Ended Six Months Ended
June 30, June 30,
2016 2015 2016 2015
(Unaudited)

Net loss $(1,775,116) $(1,213,973) $(3,918,607) $(2,516,086)
Reconciling items:
Interest and other - net (4,078 ) (4,273 ) (9,193 ) (29,423 )
Depreciation and amortization 116,377 230,702 223,170 571,023
Stock-based compensation costs 369,664 178,883 667,694 267,408
Adjusted EBITDA (1,293,153) $(808,661 ) $(3,036,936) $(1,707,078)

Off-Balance Sheet Arrangements
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We have not entered into any off-balance sheet financing arrangements and have not established any special purpose
entities. We have not guaranteed any debt or commitments of other entities or entered into any options on
non-financial assets.

Forward Looking Statements

This document contains “forward-looking statements” within the meaning of the Private Securities Litigation Reform
Act of 1995, particularly statements anticipating future growth in revenues, loss from operations and cash flow. Words
such as “anticipates,” “estimates,” “expects,” “projects,” “intends,” “plans,” “believes” and words and terms of similar substance used
in connection with any discussion of future operating or financial performance identify forward-looking statements.
These forward-looking statements are based on management’s current expectations and beliefs about future events. As
with any projection or forecast, they are inherently susceptible to uncertainty and changes in circumstances, and the
Company is under no obligation to, and expressly disclaims any obligation to, update or alter its forward-looking
statements whether as a result of such changes, new information, subsequent events or otherwise.
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Item 3. Quantitative and Qualitative Disclosures About Market Risk

Financial instruments, which subject us to concentrations of credit risk, consist primarily of cash and cash equivalents.
We maintain cash in one financial institution. We perform periodic evaluations of the relative credit standing of this
institution.

Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our Chief Executive Officer and our Chief Financial Officer evaluated, with the participation of our management, the
effectiveness of our disclosure controls and procedures as of the end of the period covered by this Quarterly Report on
Form 10-Q. As of June 30, 2016, our Chief Executive Officer and our Chief Financial Officer concluded that our
disclosure controls and procedures, as defined in Securities Exchange Act Rule 13a-15(e) and 15d-15(e), were
effective.

Our disclosure controls and procedures have been formulated to ensure (i) that information that we are required to
disclose in reports that we file or submit under the Securities Exchange Act of 1934 were recorded, processed,
summarized and reported within the time periods specified in Securities and Exchange Commission rules and forms
and (ii) that the information required to be disclosed by us is accumulated and communicated to our management,
including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding
required disclosures.

Changes in Internal Controls over Financial Reporting

There was no change in our internal controls over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f)
under the Exchange Act) during the second quarter of 2016 covered by this Quarterly Report on Form 10-Q that have
materially affected, or are reasonably likely to materially affect, our internal controls over financial reporting.
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Part II - Other Information

Item 1. LEGAL PROCEEDINGS

None.

Item 1A. Risk Factors

Current economic conditions may cause a decline in business and consumer spending which could adversely affect
our business and financial performance.

While a significant portion of our business is with the U.S. government, our operating results may be impacted by the
overall health of the North American economy. Our business and financial performance, including collection of our
accounts receivable, realization of inventory, recoverability of assets including investments, may be adversely affected
by current and future economic conditions, such as a reduction in the availability of credit, financial market volatility,
recession, etc.

Our operations and financial results are subject to various other risks and uncertainties that could adversely affect our
business, financial condition, results of operations, and trading price of our common stock. Please refer to our annual
report on Form 10-K for fiscal year 2015 for information concerning other risks and uncertainties that could
negatively impact us.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS

None.

Item 3. DEFAULTS UPON SENIOR SECURITIES
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None.

Item 4. MINE SAFETY DISCLOSURES

Not applicable.

Item 5. OTHER INFORMATION

None.

Item 6. Exhibits

(a) The following exhibits are filed as part of the Quarterly Report on Form 10-Q:

Exhibit No. Description

31.1 Rule 13a-14(a) Certification of Chief Executive Officer
31.2 Rule 13a-14(a) Certification of Chief Financial Officer
32 18 U.S.C. Section 1350 Certifications
101.INS XBRL Instance Document
101.SCH XBRL Taxonomy Extension Schema
101.CAL XBRL Taxonomy Extension Calculation Linkbase
101.DEF XBRL Taxonomy Extension Definition Linkbase
101.LAB XBRL Taxonomy Extension Label Linkbase
101.PRE XBRL Taxonomy Extension Presentation Linkbase
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Signatures

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

Date: August 11, 2016 Intellicheck Mobilisa, Inc.

By: /s/ William Roof
William Roof, PhD, MBA
Chief Executive Officer

By: /s/ Bill White
Bill White
Chief Financial Officer
(Principal Financial and Accounting Officer)
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