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PART I – FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

INTELLI-CHECK – MOBILISA, INC.

CONSOLIDATED BALANCE SHEETS

September 30, December 31,
2008 2007

(Unaudited)
ASSETS

CURRENT ASSETS:
Cash and cash equivalents $ 1,520,269 $ 392,983
Marketable securities and short-term investments 800,000 1,650,000
Accounts receivable, net of allowance of $53,000 and $10,000
as of September 30, 2008 and December 31, 2007, respectively 2,430,589 1,076,732
Inventory 160,441 62,784
Other current assets 257,131 543,571
Total current assets 5,168,430 3,726,070

PROPERTY AND EQUIPMENT, net 503,235 81,464
GOODWILL 37,615,522 -
INTANGIBLE ASSETS, net 13,578,781 23,961
DEFERRED ACQUISITION COSTS - 208,000
OTHER ASSETS 51,395 34,916

Total assets $ 56,917,363 $ 4,074,411

LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES:
Accounts payable $ 303,437 $ 150,099
Accrued expenses 639,681 533,609
Deferred revenue 1,917,704 1,278,869
Income taxes payable 168,732 -
Total current liabilities 3,029,554 1,962,577

OTHER LIABILITIES 832,897 91,681

Total liabilities 3,862,451 2,054,258

STOCKHOLDERS’ EQUITY:
Common stock - $.001 par value; 40,000,000 shares authorized;
25,283,535 and 12,281,728 shares issued and outstanding, respectively 25,284 12,282
Additional paid-in capital 98,202,451 46,668,941
Accumulated deficit (45,172,823) (44,661,070)
Total stockholders’ equity 53,054,912 2,020,153

Total liabilities and stockholders’ equity $ 56,917,363 $ 4,074,411
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See accompanying notes to financial statements
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INTELLI-CHECK – MOBILISA, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

Three Months Ended September 30, Nine months ended September 30,
2008 2007 2008 2007

REVENUES $ 3,538,994 $ 856,938 $ 7,402,126 $ 2,281,533

COST OF REVENUES (973,485) (388,885) (1,979,057) (876,047)
Gross profit 2,565,509 468,053 5,423,069 1,405,486

OPERATING EXPENSES
Selling 453,969 354,783 1,171,912 1,160,703
General and administrative 1,274,701 477,563 3,112,851 1,837,814
Research and development 684,373 281,013 1,691,387 831,058
Total operating expenses 2,413,043 1,113,359 5,976,150 3,829,575

Income (loss) from operations 152,466 (645,306) (553,081) (2,424,089)

OTHER INCOME (EXPENSE)
Interest income 9,708 37,564 51,527 135,646
Other expense (10,199) - (10,199) -

(491) 37,564 41,328 135,646

Net income (loss) $ 151,975 $ (607,742) $ (511,753) $ (2,288,443)

PER SHARE INFORMATION
Net income (loss) per common share
-
Basic $ 0.01 $ (0.05) $ (0.02) $ (0.19)
Diluted $ 0.01 $ (0.05) $ (0.02) $ (0.19)

Weighted average common shares
used in computing per share amounts
-
Basic 25,244,594 12,281,728 21,502,992 12,256,701
Diluted 26,614,889 12,281,728 21,502,992 12,256,701

See accompanying notes to financial statements
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INTELLI-CHECK – MOBILISA, INC.

CONSOLIDATED STATEMENTS OF CASH FLOW
(Unaudited)

Nine months ended September 30,
2008 2007

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss $ (511,753) $ (2,288,443)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 973,294 29,214
Provision for doubtful accounts 43,000 -
Noncash stock-based compensation expense 294,917 456,988
Loss on sale of assets 10,199 -
Changes in assets and liabilities:
Increase in accounts receivable (13,136) (313,782)
Increase in inventory (35,164) (21,907)
Decrease (increase) in other current assets 316,410 (15,315)
Increase in other assets (148,422) -
Decrease in accounts payable and accrued expenses (321,936) (68,142)
(Decrease) increase in deferred revenue (370,042) 100,795
Decrease in income taxes payable (476,394) -
Decrease in other liabilities - (75,000)
Net cash used in operating activities (239,027) (2,195,592)

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of marketable securities and short-term investments - (3,237,000)
Sales of marketable securities and short-term investments 850,000 4,971,137
Purchases of property and equipment (107,232) (25,698)
Cash of Mobilisa, Inc., at date of acquisition 335,836 -
Net cash provided by investing activities 1,078,604 1,708,439

CASH FLOWS FROM FINANCING ACTIVITIES:
Net proceeds from issuance of common stock from exercise of stock
options and warrants 287,709 232,359
Net cash provided by financing activities 287,709 232,359

Increase (decrease) in cash and cash equivalents 1,127,286 (254,794)

CASH AND CASH EQUIVALENTS, beginning of period 392,983 526,917

CASH AND CASH EQUIVALENTS, end of period $ 1,520,269 $ 272,123

Supplemental schedule of noncash investing and financing activities:

On March 14, 2008, the Company acquired all of the common stock of  Mobilisa, Inc. by issuing common stock and
options in the amount of $50,963,886.

See accompanying notes to financial statements
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INTELLI-CHECK – MOBILISA, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY
For the nine months ended September 30, 2008

(Unaudited)

Additional
Common Stock Paid-in Accumulated

Shares Amount Capital Deficit Total

BALANCE, January 1, 2008 12,281,728 $ 12,282 $ 46,668,941 $ (44,661,070) $ 2,020,153

Stock-based compensation
expense - - 263,544 - 263,544
Issuance of common stock for
the acquisition of Mobilisa, Inc. 12,281,650 12,282 50,951,604 - 50,963,886
Issuance of common stock as
directors compensation 97,971 98 31,275 - 31,373
Exercise of options 622,186 622 287,087 - 287,709
Net loss - - - (511,753) (511,753)

BALANCE, September 30, 2008 25,283,535 $ 25,284 $ 98,202,451 $ (45,172,823) $ 53,054,912

See accompanying notes to financial statements
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INTELLI-CHECK – MOBILISA, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

Note 1. Summary of Significant Accounting Policies

Business

Intelli-Check - Mobilisa, Inc. (the “Company” or “Intelli-Check” or “We”) is a leading technology company in developing
and marketing wireless technology and identity systems for various applications including: mobile and handheld
wireless devices for the government, military and commercial markets. Products include the Defense ID systems, an
advanced ID card access-control product that is currently protecting over 50 military and federal locations and
ID-Check a technology that instantly reads, analyzes, and verifies encoded data in magnetic stripes and barcodes on
government-issue IDs from approximately 60 jurisdictions in the U.S. and Canada to determine if the content and
format are valid. Wireless products include Wireless Over Water (WOW), Floating Area Network (FAN), AIRchitect
and Wireless Buoys. Creating improved communications across water, our wireless solutions have capabilities for
security, environmental protection and mobile networking.

Principles of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiary,
Mobilisa, Inc. (“Mobilisa”). The acquisition of Mobilisa was completed on March 14, 2008, and therefore Mobilisa’s
results of operations are included in the financial statements for the period March 15 through September 30, 2008. All
intercompany balances and transactions have been eliminated upon consolidation.

Basis of Presentation

The accompanying unaudited financial statements have been prepared in accordance with generally accepted
accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10 of
Regulation S-X. Accordingly, they do not include all of the information and notes required by generally accepted
accounting principles for complete financial statements. In the opinion of management, the unaudited interim financial
statements furnished herein include all adjustments necessary for a fair presentation of the Company’s financial
position at September 30, 2008 and the results of its operations for the three and nine months ended September 30,
2008 and 2007, stockholders’ equity for the nine months ended September 30, 2008 and cash flows for the nine months
ended September 30, 2008 and 2007. All such adjustments are of a normal and recurring nature. Interim financial
statements are prepared on a basis consistent with the Company’s annual financial statements. Results of operations for
the three and nine month periods ended September 30, 2008, are not necessarily indicative of the operating results that
may be expected for the year ending December 31, 2008.

The balance sheet as of December 31, 2007 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.

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, 2007.

Liquidity

Edgar Filing: Intelli Check Mobilisa, Inc - Form 10-Q

11



The Company anticipates that its cash on hand, marketable securities and cash resources from expected revenues from
the sale of the units in inventory and the licensing of its technology will be sufficient to meet its anticipated working
capital and capital expenditure requirements for at least the next twelve months. These requirements are expected to
include the purchase of inventory, product development, sales and marketing expenses, working capital requirements
and other general corporate purposes. The Company may need 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 its technology, enhance its operating infrastructure, respond to competitive pressures, or
acquire complementary businesses or technologies. There can be no assurance that the Company will be able to secure
the additional funds when needed or obtain such on terms satisfactory to the Company, if at all.

7
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Recently Issued Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board ("FASB") issued Statement of Financial Accounting
Standards (“SFAS”) No. 157, “Fair Value Measurements,” which is effective for calendar year companies on January 1,
2008. The Statement defines fair value, establishes a framework for measuring fair value in accordance with Generally
Accepted Accounting Principles, and expands disclosures about fair value measurements. The Statement codifies the
definition of fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. The standard clarifies the principle that fair value
should be based on the assumptions market participants would use when pricing the asset or liability and establishes a
fair value hierarchy that prioritizes the information used to develop those assumptions. In February 2008, the FASB
issued FASB Staff Position (“FSP”) No. FAS 157-2, “Effective Date of FASB Statement No. 157” (“FSP FAS 157-2”),
which delays the effective date of SFAS 157 for all non-financial assets and non-financial liabilities, except those that
are recognized or disclosed at fair value in the financial statements on at least an annual basis, until fiscal years
beginning after November 15, 2008.  The Company is currently evaluating the impact of this pronouncement.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financials
Liabilities — Including an Amendment of FASB Statement No. 115”. This standard permits measurement of certain
financial assets and financial liabilities at fair value. If the fair value option is elected, the unrealized gains and losses
are reported in earnings at each reporting date. Generally, the fair value option may be elected on an
instrument-by-instrument basis, as long as it is applied to the instrument in its entirety. The fair value option election
is irrevocable, unless a new election date occurs. SFAS No. 159 requires prospective application and also establishes
certain additional presentation and disclosure requirements. The standard is effective as of the beginning of the fiscal
year that begins after November 15, 2007. The Company has elected not to adopt the fair value option of SFAS No.
159.

In December 2007, the FASB issued SFAS No. 141 (revised 2007) (SFAS 141R), “Business Combinations.” SFAS
141R replaces SFAS No. 141, “Business Combinations.” SFAS 141R establishes principles and requirements for how
an acquirer, a) recognizes and measures the assets acquired, the liabilities assumed, and any noncontrolling interest in
the acquiree, b) recognizes and measures the goodwill acquired and c) determines what information to disclose. SFAS
141R also requires that all acquisition-related costs, including restructuring, be recognized separately from the
acquisition. SFAS 141R applies prospectively to business combinations for which the acquisition date is on or after
the beginning of the first annual reporting period beginning on or after December 15, 2008. This Statement eliminates
adjustments to goodwill for changes in deferred tax assets and uncertain tax positions after the acquisition accounting
measurement period (limited to one year from acquisition), including for acquisitions prior to adoption of SFAS 141R.
The Company does not expect the adoption of SFAS 141R will have a material impact on the results of its
consolidated operations and financial condition.

In December 2007, the FASB also issued SFAS No. 160, “Noncontrolling Interests in Consolidated Financial
Statements”. SFAS 160 amends ARB 51 to establish accounting and reporting standards for the noncontrolling interest
(or minority interests) in a subsidiary and for the deconsolidation of a subsidiary by requiring all noncontrolling
interests in subsidiaries be reported in the same way, as equity in the consolidated financial statements and eliminates
the diversity in accounting for transactions between an entity and noncontrolling interests by requiring they be treated
as equity transactions. SFAS 160 is effective prospectively for fiscal years beginning after December 15, 2008 and
may not be applied before that date. The Company is currently evaluating the impact, if any, that the adoption of
SFAS 160 will have on its consolidated results of operations and financial condition.

In March 2008, the FASB issued SFAS No. 161, “Disclosures about Derivative Instruments and Hedging Activities,”
which changes the disclosure requirements for derivative instruments and hedging activities.  SFAS No. 161 requires
enhanced disclosures about (a) how and why and entity uses derivative instruments, (b) how derivative instruments
and related hedged items are accounted for under SFAS No. 133, “Accounting for Derivative Instruments and Hedging
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Activities” and its related interpretations, and (c) how derivative instruments and related hedged items affect an entity’s
financial position, financial performance, and cash flows.  This statement’s disclosure requirements are effective for
fiscal years and interim periods beginning after November 15, 2008.  The Company is currently evaluating the impact,
if any, that the adoption of SFAS 161 will have on its consolidated results of operations and financial condition.

8
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In June 2007, the FASB issued EITF Issue No. 07-3, “Accounting for Nonrefundable Advance Payments for Goods or
Services Received for Use in Future Research and Development Activities,” which is effective for calendar year
companies on January 1, 2008. The Task Force concluded that nonrefundable advance payments for goods or services
that will be used or rendered for future research and development activities should be deferred and capitalized. Such
amounts should be recognized as an expense as the related goods are delivered or the services are performed, or when
the goods or services are no longer expected to be provided. The adoption of EITF Issue No. 07-3 did not have a
material impact on the consolidated results of operations and financial condition.

In April 2008, the FASB issued Staff Position FSP 142-3, "Determination of the Useful Life of Intangible Assets"
(FSP 142-3). FSP 142-3 amends the factors that should be considered in developing renewal or extension assumptions
used to determine the useful life of a recognized intangible asset under FASB Statement No. 142, "Goodwill and
Other Intangible Assets." FSP 142-3 is effective for financial statements issued after December 15, 2008. The
Company does not expect the adoption of FSP 142-3 to have a material effect on its consolidated results of operations
and financial condition.

In May 2008, the FASB issued FASB Staff Position No. APB 14-1, "Accounting for Convertible Debt Instruments
That May Be Settled in Cash upon Conversion (including Partial Cash Settlement)" ("APB 14-1"). APB 14-1 requires
that issuers of certain convertible debt instruments that may be settled in cash upon conversion to separately account
for the liability and equity components in a manner that will reflect the entity's nonconvertible debt borrowing rate
when interest cost is recognized in subsequent periods. The accounting for these types of instruments under APB 14-1
is intended to appropriately reflect the underlying economics by capturing the value of the conversion options as
borrowing costs; therefore, recognizing their potential dilutive effects on earnings per share. The effective date of
APB 14-1 is for financial statements issued for fiscal years and interim periods beginning after December 15, 2008
and does not permit earlier application. However, the transition guidance requires retrospective application to all
periods presented and does not grandfather existing instruments. The Company is currently evaluating the potential
impact, if any, the adoption of APB 14-1 may have on its consolidated results of operations and financial condition.

In June 2008, the FASB issued FASB Staff Position EITF 03-6-1, "Determining Whether Instruments Granted in
Share-Based Payment Transactions are Participating Securities" ("EITF 03-6-1"). EITF 03-6-1 applies to the
calculation of earnings per share for share-based payment awards with rights to dividends or dividend equivalents
under Statement No. 128, Earnings Per Share. Unvested share-based payment awards that contain nonforfeitable
rights to dividends or dividend equivalents will be considered participating securities and will be included in the
computation of earning per share pursuant to the two-class method. The effective date of EITF 03-6-1 is for financial
statements issued for fiscal years beginning after December 15, 2008, and all interim periods within those years. Early
adoption is not permitted. Once effective, all prior period earnings per share data presented will be adjusted
retrospectively. The Company is currently evaluating the potential impact, if any, the adoption of EITF 03-6-1 may
have on its consolidated results of operations and financial condition. 

In October 2008, the FASB issued FASB Staff Position FAS 157-3, “Determining the Fair Value of a Financial Asset
When the Market for That Asset Is Not Active” (“FSP 157-3”). FSP 157-3 clarified the application of FAS 157.
FSP 157-3 demonstrated how the fair value of a financial asset is determined when the market for that financial asset
is inactive. FSP 157-3 was effective upon issuance, including prior periods for which financial statements had not
been issued. The implementation of this standard did not have an impact on our consolidated financial statements.

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 deferred tax valuation allowances, allowance for doubtful
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accounts and the fair value of 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.

9
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Cash and Cash Equivalents

Cash and cash equivalents include cash and highly liquid investments with original maturities of three months or less
when purchased. As of September 30, 2008, cash equivalents included money market funds and other liquid
short-term debt instruments (with maturities at date of purchase of three months or less) of $969,841.

Marketable Securities and Short Term Investments

The Company classifies its investments in marketable securities as available-for-sale securities and accounts for them
in accordance with SFAS No. 115, “Accounting for Certain Investments in Debt and Equity Securities”. Under
SFAS No. 115, securities purchased to be held for indefinite periods of time and not intended at the time of purchase
to be held until maturity are classified as available-for-sale securities. The Company continually evaluates whether
any marketable investments have been impaired and, if so, whether such impairment is temporary or other than
temporary. All of the Company’s marketable securities have maturities of less than one year with a weighted average
interest rate of 1.3%. The carrying value of the marketable securities as of September 30, 2008 approximated their fair
market value. Marketable Securities and Short Term Investments are invested in Municipal Auction Rate Securities.
Since mid-February 2008, many auctions have failed and holders were unable to sell their holdings of these auction
rate securities. In accordance with an agreement with the New York State Attorney General our broker has agreed to
repurchase these securities at full value including accrued interest. We expect to receive these funds in mid-November
of 2008. Realized gains and losses on available-for-sale securities are calculated using the specific identification
method. During the three and nine month periods ended September 30, 2008 and 2007, realized gains and losses on
available-for-sale securities were insignificant.

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.

Goodwill

Goodwill represents the excess of acquisition cost over the fair value of net assets acquired in business combinations.
In accordance with Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible
Assets”, goodwill is not amortized but reviewed annually for impairment.

Intangible Assets

Acquired intangible assets include trade names, patents, developed technology and backlog described more fully in
Note 4. 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 SFAS No. 144, “Accounting for
Impairment or Disposal of Long-Lived Assets.” 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. Impairment is measured at fair value.

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
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direct sales of our products is recognized when shipped to the customer and title has passed. The Company’s products
require continuing service or post contract customer support and performance; accordingly, a portion of the revenue
pertaining to the service and support 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. Currently, with
respect to sales of certain of our products, the Company does not have enough experience to identify the fair value of
each element, therefore the full amount of the revenue and related gross margin is deferred and recognized ratably
over the one-year period in which the future service, support and performance are provided.

10
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The Company recognizes sales from licensing of its patented software to customers. The Company’s licensed software
requires continuing service or post contract 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.

Revenue from research and development contracts are generally with government agencies under long-term cost-plus
fixed-fee contracts, where revenue is based on time and material costs incurred. Revenue from these arrangements is
recognized as time is spent on the contract and materials are purchased. Research and development costs are expensed
as incurred.

The Company also performs consulting work for other companies. These services are billed based on time and
materials. 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
three years.

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.

Business Concentrations and Credit Risk

During the three months and nine month periods ended September 30, 2008, the Company made sales to two and one
customer that accounted for approximately 36% and 26% of total revenues, respectively. These revenues result from a
research contract with the U.S. government and sales to a large retail customer. During the three and nine months
ended September 30, 2007, the Company made sales to two customers that accounted for approximately 31% and
26% of total revenues, respectively.

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.

Note 2. Acquisition of Mobilisa, Inc.

On November 20, 2007, the Intelli-Check and Mobilisa, Inc., a private company that is a leader in identity systems
and mobile and wireless technologies, entered into a merger agreement pursuant to which a wholly-owned subsidiary
of Intelli-Check would merge with and into Mobilisa, resulting in Mobilisa becoming a wholly-owned subsidiary. At a
special meeting of stockholders held on March 14, 2008, the Company’s stockholders voted to approve the merger, as
well as to amend Intelli-Check’s certificate of incorporation to change the name of the Company to Intelli-Check –
Mobilisa, Inc., increase the authorized shares of common stock and to increase the number of shares issuable under
our 2006 Equity Incentive Plan by 3,000,000. The headquarters of Intelli-Check was moved to Mobilisa’s offices in
Port Townsend, Washington. The transaction was accounted for using the purchase method of accounting. The
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unaudited pro forma condensed statements of operations are presented below as if the acquisition had been completed
as of the beginning of the applicable periods presented.
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Three Months Ended Nine months ended
September 30, September 30,

2008 2007 2008 2007

Revenues $ 3,538,994 $ 2,904,953 $ 8,449,036 $ 6,344,678
Net income (loss) $ 151,975 $ (649,016) $ (1,478,292) $ (3,155,662)
Net income (loss) per share $ 0.01 $ (0.03) $ (0.06) $ (0.13)

The purchase price allocation included within these unaudited consolidated financial statements is based upon an
estimated purchase price of approximately $51.3 million, consisting of an exchange ratio of 1.091 shares of
Intelli-Check common stock for each share of Mobilisa common stock, stock options, warrants and transaction costs.
On March 14, 2008, the Company issued 12,281,650 common shares to Mobilisa stockholders.  Under the purchase
method of accounting and the guidance of EITF 99-12 “Determination of the Measurement Date for the Market Price
of Acquirer Securities Issued in a Purchase Business Combination”, the fair value of the equity consideration was
determined using an average of Intelli-Check’s closing share prices beginning two days before and ending two days
after November 21, 2007, the date on which the Merger Agreement was announced, or $3.54 per share.

Outstanding options to purchase Mobilisa common stock were assumed by Intelli-Check and converted into options to
purchase Intelli-Check common stock, based on a formula in the merger agreement. No cash consideration was paid
for stock options. For purpose of the valuation, the fair value of the assumed options was estimated using the Black
Scholes model. The vested portion of this fair value is included in the purchase price. The valuation assumptions used
were: expected dividend yield 0%, expected volatility 63%, expected life 2.5 years and risk free interest rate 1.65%.

Purchase Price Allocation

The allocation of the purchase price to Mobilisa’s tangible and identifiable intangible assets acquired and liabilities
assumed was based on their estimated fair values.

The calculation of purchase price and goodwill and other intangible assets is estimated as follows:  

Fair value of Intelli-Check common stock issued to Mobilisa shareholders $ 43,477,040
Fair value of Intelli-Check common vested stock awards to be issued as consideration for
replacement of outstanding Mobilisa vested stock awards 7,486,846
Transaction costs 357,861
Estimated total purchase price $
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