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PART I - FINANCIAL INFORMATION

Item 1. FINANCIAL STATEMENTS

INTELLICHECK, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS

CURRENT ASSETS:

Cash

Accounts receivable, net of allowance of $24,675 and $18,750 at September 30,
2018 and December 31, 2017, respectively

Inventory

Other current assets

Total current assets

NOTE RECEIVABLE, net of current portion
PROPERTY AND EQUIPMENT, net
GOODWILL

INTANGIBLE ASSETS, net

OTHER ASSETS

Total assets
LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES:
Accounts payable

Accrued expenses

Deferred revenue, current portion
Total current liabilities

OTHER LIABILITIES:
Deferred revenue, long-term portion
Other long-term liabilities

September 30,

2018
(Unaudited)

$5,388,544
634,703

83,828
406,966
6,514,041

39,705
278,320
8,101,661
345,825
9,742

$15,289,294

$105,019
817,803
752,848
1,675,670

41,108
7,333

December 31,
2017

$8,010,161
652,627

85,321
218,835
8,966,944

71,138
211,602
8,101,661
463,578
67,181

$17,882,104

$71,578
815,350
739,980
1,626,908

87,736
158,407
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Total liabilities 1,724,111 1,873,051

COMMITMENTS AND CONTINGENCIES (Note 11)

STOCKHOLDERS’ EQUITY:
Common stock - $.001 par value; 40,000,000 shares authorized; 15,632,196 and

15,009,246 shares issued and outstanding at September 30, 2018 and December 31, 15,632 15,009

2017, respectively

Additional paid-in capital 127,271,927 126,416,869
Accumulated deficit (113,722,376) (110,422,825)
Total stockholders’ equity 13,565,183 16,009,053
Total liabilities and stockholders’ equity $15,289,294 $17,882,104

See accompanying notes to consolidated financial statements.
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INTELLICHECK, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)

Three Months Ended Nine Months Ended

September 30, September 30,

2018 2017 2018 2017
REVENUES $1,039,581 $966,690 $3,103,061 $2,630,684
COST OF REVENUES (112,452 ) (105,013 ) (295,314 ) (419,083 )
Gross profit 927,129 861,677 2,807,747 2,211,601
OPERATING EXPENSES
Selling, general and administrative 1,342,929 1,459,234 4,065,837 3,984,478
Research and development 738,584 484,970 2,121,717 1,350,615
Total operating expenses 2,081,513 1,944,204 6,187,554 5,335,093
Loss from operations (1,154,384) (1,082,527) (3,379,807) (3,123,492)
OTHER INCOME
Interest and other income 23,165 7,682 80,256 13,337
Net loss $(1,131,219) $(1,074,845) $(3,299,551) $(3,110,155)
PER SHARE INFORMATION
Loss per common share - Basic/Diluted $(0.07 ) $(0.08 ) $(0.21 ) $(0.27 )

Weighted average common shares used in computing per

share amounts - Basic/Diluted 15,631,818 13,167,955 15,510,115 11,565,340

See accompanying notes to consolidated financial statements.
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INTELLICHECK, INC.

CONSOLIDATED STATEMENT OF STOCKHOLDERS’ EQUITY

For the nine months ended September 30, 2018

(Unaudited)
Additional Total
Common Stock Paid-in Accumulated  Stockholders’
Shares Amount Capital Deficit Equity
BALANCE, January 1, 2018 15,009,246 $15,009 $126,416,869 $(110,422,825) $16,009,053
Stock-based compensation expense - - 168,160 - 168,160
Exercise of stock options 593,838 594 686,927 - 687,521
Vesting of restricted stock 29,112 29 (29 ) - -
Net loss - - - (3,299,551 ) (3,299,551 )

BALANCE, September 30, 2018 15,632,196 $15,632 $127,271,927 $(113,722,376) $13,565,183

See accompanying notes to consolidated financial statements.
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INTELLICHECK, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Stock-based compensation expense

Provision for doubtful accounts

Deferred rent

Changes in assets and liabilities:

Decrease (increase) in accounts receivable

Decrease (increase) in inventory

(Increase) in other current assets

Decrease in other assets

Increase in accounts payable

Increase in accrued expenses

(Decrease) in deferred revenue

(Decrease) in other long-term liabilities

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment

Collection of note receivable

Net cash (used in) provided by investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:

Net proceeds from issuance of common stock

Net proceeds from issuance of common stock from exercise of stock options
Net proceeds from issuance of common stock from exercise of warrants

Net cash provided by financing activities

Net (decrease) increase in cash
CASH, beginning of period

CASH, end of period

Nine months ended
September 30,
2018 2017

$(3,299,551) $(3,110,155)

183,077 311,871
168,160 282,330
5,925 (55,604 )
(5,601 ) (34,122 )

11,999 (167,832 )
1,493 (11,044 )
(186,901 ) (146,193 )
57,439 1,358
33,441 84,293
15,387 145,038
(33,760 ) (195,524 )
(158,407 ) -

(3,207,299) (2,895,584)

(132,042 ) (15,678 )
30,203 32,191
(101,839 ) 16,513

- 8,577,861
687,521 10,100

- 139,700
687,521 8,727,661
(2,621,617) 5,848,590
8,010,161 3,092,172

$5,388,544  $8,940,762

10
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See accompanying notes to consolidated financial statements.
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INTELLICHECK, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. NATURE OF BUSINESS

Business

Intellicheck, Inc. (the “Company” or “Intellicheck”) is a trusted industry leader in SaaS technology solutions that provide
real-time identification authentication and age verification. The Company strives to make it possible for its customers

to enhance safety, security and awareness, increase revenues, improve customer service, and increase operational
efficiencies. The Company’s identity authentication solutions address challenges that include retail fraud prevention,

law enforcement unknown contact identification, and mobile and handheld access control and security for the
government, military and commercial markets. Intellicheck’s products include the Retail ID™ product suite, cutting-edge
technology solutions that provides online, mobile and point of sale of transaction, new account and account takeover
fraud protection in the retail industry; Age ID®, a suite of point of sale, iOS and Android smartphone or tablet-based
solutions for preventing sale of age-restricted products to minors attempting to use fake ID’s; Law IT¥, a
smartphone-based solution used by law enforcement officers to identify and mitigate threats based on real-time
authentication of scanned identifications on a smartphone or tablet and with immediate access to critical information

on Nlets, the premiere International Justice and Public Safety Network; and Defense ID®, a mobile and fixed
infrastructure solution for threat identification, identity authentication and access control to military bases and other
government facilities.

Intellicheck continues to develop and release innovative products based upon its rich patent portfolio consisting of
seventeen issued patents and seven pending.

Liquidity

For the nine months ended September 30, 2018, the Company incurred a net loss of $3,299,551 and used cash in
operations of $3,207,299. As of September 30, 2018, the Company had cash of $5,388,544, working capital of

12
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$4,838,371 and an accumulated deficit of $113,722,376. Based on the Company’s business plan and cash resources,
Intellicheck expects its existing and future resources and revenues generated from operations and current level of
expenses from operations to satisfy its working capital requirements for at least the next 12 months.

However, if performance expectations fall short or expenses exceed expectations, the Company may need to secure
additional financing or reduce expenses to continue operations. Failure to do so would have a material adverse impact
on its consolidated financial condition. There can be no assurance that any contemplated additional financing will be
available on terms acceptable, if at all. If required, the Company believes it would be able to reduce expenses to a
sufficient level to continue as a going concern.

Principles of Consolidation

The consolidated financial statements include the accounts of Intellicheck and its wholly owned subsidiaries,
Mobilisa, Inc. (“Mobilisa”) and Positive Access Corporation (‘“Positive Access”). All intercompany balances and
transactions have been eliminated upon consolidation.

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States of America for interim financial information and with the
instructions to Form 10-Q and Rule 8-03 of Regulation S-X. Accordingly, they do not include all of the information
and notes required by generally accepted accounting principles in the United States of America 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 consolidated financial position at September 30, 2018
and the consolidated results of operations for the three and nine months ended September 30, 2018 and 2017 and the
consolidated stockholders’ equity and cash flows for the nine months ended September 30, 2018. All such adjustments
are of a normal and recurring nature. Interim consolidated financial statements are prepared on a basis consistent with
the Company’s annual consolidated financial statements. Results of operations for the nine month period ended
September 30, 2018, are not necessarily indicative of the operating results that may be expected for the year ending
December 31, 2018.

13
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The consolidated balance sheet as of December 31, 2017 has been derived from the audited consolidated 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, 2017.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”’) No.
2014-09, “Revenue from Contracts with Customers” (“ASU 2014-09” or “ASC 606”), which supersedes nearly all existing
revenue recognition guidance under accounting principles generally accepted in the United States of America

(“GAAP”). The core principle of ASU 2014-09 is to recognize revenues when promised goods or services are

transferred to customers in an amount that reflects the consideration to which an entity expects to be entitled for those
goods or services. ASU 2014-09 defines a five-step process to achieve this core principle and, in doing so, more

judgment and estimates may be required within the revenue recognition process than were required under previous

GAAP. In addition, this guidance requires new or expanded disclosures related to the judgments made by companies

when following this framework and additional quantitative disclosures regarding contract balances and remaining
performance obligations.

On January 1, 2018, the Company adopted ASC 606 using the modified retrospective method. Results for reporting
periods beginning after January 1, 2018 are presented under ASC 606, while the comparative information will not be
restated and will continue to be reported under the accounting standards in effect for those periods. See the section
“Revenue Recognition and Deferred Revenue” for a detailed disclosure later in this footnote titled Significant
Accounting Policies in these consolidated financial statements.

In August 2018, the Securities and Exchange Commission (“SEC”) adopted the final rule amending certain disclosure
requirements that have become redundant, duplicative, overlapping, outdated, or superseded. In addition, the
amendments expand the disclosure requirements on the analysis of stockholders’ equity for interim financial
statements. Under the amendments, an analysis of changes in each caption of stockholders’ equity presented in the
balance sheet must be provided in a note or separate statement. The rule was effective on November 5, 2018 and will
be effective for the quarter that begins after the effective date. Since the Company includes a year to date statement of
stockholders’ equity in its interim financial statement filings, the adoption of this guidance will result in the inclusion

14
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of a quarter to date statement of stockholders’ equity in its June and September interim financial statement filings and
the corresponding prior periods statement of stockholders’ equity for all periods presented.

In May 2017, the FASB issued ASU No. 2017-09, Compensation-Stock Compensation (Topic 718): Scope of
Modification Accounting (“ASU 2017-09) which clarifies when changes to the terms or conditions of a share-based
payment award must be accounted for as modifications. ASU 2017-09 will reduce diversity in practice and result in
fewer changes to the terms of an award being accounted for as modifications. Under ASU 2017-09, an entity will not
apply modification accounting to a share-based payment award if the award’s fair value, vesting conditions and
classification as an equity or liability instrument are the same immediately before and after the change. On January 1,
2018, the Company adopted ASU 2017-09 prospectively to awards after this adoption date and did not have a material
effect on its consolidated financial statements.

In January 2017, the FASB issued ASU No. 2017-04, Intangibles - Goodwill and Other (Topic 350): Simplifying the
Accounting for Goodwill Impairment (“ASU 2017-04”). ASU 2017-04 removes the requirement to perform a
hypothetical purchase price allocation to measure goodwill impairment. A goodwill impairment will now be the
amount by which a reporting unit’s carrying value exceeds its fair value, not to exceed the carrying amount of
goodwill. ASU 2017-04 is effective for annual periods and interim periods within those annual periods beginning after
December 15, 2019, and early adoption is permitted. The Company is in the process of evaluating the impact of this
standard on its consolidated financial statements.

15
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In February 2016, the FASB issued ASU No. 2016-02, Leases, which provides guidance on accounting for leases. The
guidance requires lessees to recognize assets and liabilities related to long-term leases on the balance sheet and
expands disclosure requirements regarding leasing arrangements. In July 2018, the FASB issued additional guidance,
which offers a transition option to entities adopting the new lease standards. Under the transition option, entities can
elect to apply the new guidance using a modified retrospective approach at the beginning of the year in which the new
lease standard is adopted, rather than to the earliest comparative period presented in their financial statements. The
guidance is effective for reporting periods beginning after December 15, 2018 and early adoption is permitted. The
guidance must be adopted on a modified retrospective basis and provides for certain practical expedients. The
Company will elect to use the transition option and adopt the guidance using the modified retrospective approach as of
January 1, 2019. The Company is currently reviewing its leases and other contracts to determine the impact the
adoption of this guidance will have on its consolidated financial statements, and it will continue to assess any new
lease arrangements entered into during 2018. The Company expects that the adoption of this guidance will likely
change the way it accounts for operating leases and will likely result in recording right-of-use assets and liabilities in
its consolidated balance sheet and result in additional lease-related disclosures in the footnotes to its consolidated
financial statements.

Use of Estimates

The preparation of the Company’s consolidated 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 consolidated financial statements and accompanying notes. Significant estimates
and assumptions that affect amounts reported in the financial statements include impairment consideration and
valuation of goodwill and 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.

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 September 30, 2018 and December 31, 2017, the majority of

16
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inventory is related to Government and Commercial Identity products for intended near-term sales.

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
(December 31, 2018), or between annual tests, in certain circumstances. Under authoritative 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. There were no impairment charges recognized during the nine months ended September 30,
2018 and 2017.

17
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Intangible Assets

Intangible assets include trade names, patents and 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 nine months ended
September 30, 2018 and 2017.

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 September 30, 2018 and December 31, 2017, due to the
uncertainty of the realizability of those assets.

Fair Value of Financial Instruments

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, accounts receivable, note receivable, accounts payable
and accrued expenses. As of September 30, 2018 and December 31, 2017, the carrying value of the Company’s
financial instruments approximated fair value, due to their short-term nature.

Revenue Recognition and Deferred Revenue

General

18
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Effective January 1, 2018, the Company adopted ASC 606. In accordance with ASC 606, the Company’s analysis
indicated that there was no change to how the Company records revenue and that the standard only impacted enhanced
disclosure regarding revenue recognition, including disclosures of revenue streams, performance obligations and the
related judgments and estimates necessary to apply the new standard.

ASC 606 was applied using the modified retrospective method. There was no cumulative effect of the initial
application to be recognized as an adjustment to opening retained earnings at January 1, 2018. Accordingly,
comparative periods have not been adjusted and continue to be reported under FASB ASC Topic 605, Revenue
Recognition.

The majority of license fees and services revenue are generated from fixed-price contracts, which provide for licenses
to software products and services to customize such software to meet the customers’ use. In certain instances,
customization services are determined to be essential to the functionality of the delivered software. Under ASC 606,
revenue is recognized when a customer obtains control of promised goods or services in an amount that reflects the
consideration expected to be received in exchange for those goods or services. The Company measures revenue based
on the consideration specified in a customer arrangement, and revenue is recognized when the performance
obligations in an arrangement are satisfied. A performance obligation is a promise in a contract to transfer a distinct
service to the customer. The transaction price of a contract is allocated to each distinct performance obligation and
recognized as revenue when or as, the customer receives the benefit of the performance obligation. Customers
typically receive the benefit of the Company’s services as they are performed. Substantially all customer contracts
provide that the Company is compensated for services performed to date.

10
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Invoicing is based on schedules established in customer contracts. Payment terms are generally established at 30 days
from the invoice date. Product returns are recorded as a reduction to revenue.

Revenue is measured based on a consideration specified in a contract with a customer, and excludes any sales
incentives and amounts collected on behalf of third parties. Revenues are recognized when control of the promised
goods or services is transferred to the customer, in an amount that reflects the consideration the Company expects to
be entitled to in exchange for those goods or services. Furthermore, the Company recognizes revenue when it satisfies
a performance obligation by transferring control over a product or service to a customer.

Nature of goods and services

The following is a description of the products and services from which the Company generates revenue, as well as the
nature, timing of satisfaction of performance obligations, and significant payment terms for each:

Hosted Subscription Services Revenue

Subscription services allows customers to access a set of data for a predetermined period of time. As the customer
obtains access at a point in time but continues to have access for the remainder of the subscription period, the
customer is considered to simultaneously receive and consume the benefits provided by the entity’s performance as the
entity performs. Accordingly, subscription revenue should be recognized over time based on the usage of the hosted
subscription services, which can vary from month to month. The revenue is typically based on a formula such as
number of stores using the service in a given month multiplied by a fee per store.

License Revenue

The Company also recognizes revenues from licensing of its software to customers. The license allows customers to
access a set of data for a predetermined period of time. The licensed software requires continuing service or post
contractual customer support and performance. As the customer obtains access at a point in time but continues to have
access for the remainder of the subscription period, the customer is considered to simultaneously receive and consume
the benefits provided by the entity’s performance as the entity performs. Accordingly, the revenue should be
recognized over time based on usage, which can vary from month to month. The revenue is typically based on a
formula such as number of stores in a given month multiplied by a fee per store. Royalties from the licensing of the
Company’s technology are recognized as revenues in the period they are earned.
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Equipment Revenue

Revenue from the sale of equipment is recognized at a point in time. The point in time that the revenue is recognized
is when the customer has control of the equipment which is when the customer receives the benefit and the Company’s
performance obligation has been satisfied. Depending on the contract terms, that could either be at the time the
equipment is shipped or at the time the equipment is received.

Non-Recurring Services Revenue

The non-recurring services include items such as training, installation, customization, and configuration. The
Company recognizes revenue from non-recurring services contracts ratably over the service contract period as the
customer consumes the benefit as it is provided and the Company’s performance obligation has been satisfied.

Extended Warranty

Extended warranty revenues is generated when a warranty is provided to the customer separately of other performance
obligations when the equipment is sold. As the customer obtains access at a point in time and continues to have access
for the remainder of the warranty term, the customer is considered to simultaneously receive and consume the benefits
provided by the Company’s performance as the Company performs. The related revenue is recognized ratably over the
specified term of the warranty period. The extended warranty is separate to the Company’s standard warranty of
usually one year that it receives from its vendor.

11

21



Edgar Filing: Intellicheck, Inc. - Form 10-Q

Disaggregation of revenue

In the following tables, revenue is disaggregated by product and service and the timing of revenue recognition. The
table also includes a reconciliation of the disaggregated revenue.

For the Three Months

Ended September 30,

2018 2017
Products and services
Hosted subscription services $491,822  $468,585
Licensing 364,688 327,106
Equipment 110,291 86,477
Non-recurring Services 41,638 34,808
Extended warranties on equipment 29,683 44,317
Other 1,459 5,397

$1,039,581 $966,690
Timing of revenue recognition
Products transferred at a point in time $111,750  $91,874

Services transferred over time 927,831 874,816
$1,039,581 $966,690

For the Nine Months

Ended September 30,

2018 2017
Products and services
Hosted subscription services $1,604,081 $1,052,940
Licensing 1,036,684 937,242
Equipment 292,748 388,514
Non-recurring Services 113,575 183,497
Extended warranties on equipment 36,790 52,670
Other 19,183 15,821

$3,103,061 $2,630,684
Timing of revenue recognition
Products transferred at a point in time  $311,931  $404,335

Services transferred over time 2,791,130 2,226,349
$3,103,061 $2,630,684
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Contract balances

The current portion of deferred revenue at September 30, 2018 and December 31, 2017 was $752,848 and $739,980,
respectively, and primarily consists of revenue that is recognized over time for one-year software license contracts and
hosted subscription services. The changes in these balances are related to the satisfaction or partial satisfaction of
these contracts. Of this balance at December 31, 2017, $146,221 and $683,094 was recognized as revenue for the
three and nine months ended September 30, 2018, respectively. The long-term portion of deferred revenue is $41,108
and $87,736 as of September 30, 2018 and December 31, 2017, respectively.
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The Company did not recognize any material revenue in the current reporting period for performance obligations that
were fully satisfied in previous periods.

Transaction price allocated to the remaining performance obligations

The following table includes estimated revenue expected to be recognized in the future related to performance
obligations that are unsatisfied (or partially unsatisfied) at the end of the reporting period:

2018 2019 Thereafter Total

Hosted subscription services $83,155 $145,102 $- $228,257
Licensing $224.947 $231,854 $4,327 $461,128
Non-recurring services $881 - - $881

Extended warranties on equipment $23,216 $56,349 $24,125 $103,690

All consideration from contracts with customers is included in the amounts presented above.

Business Concentrations and Credit Risk

During the three and nine month periods ended September 30, 2018, the Company made sales to two customers that
accounted for approximately 32% and 33% of total revenues, respectively. The revenue was associated with
commercial identity sales customers. These customers represented 24% of total accounts receivable at September 30,
2018. During the three and nine month periods ended September 30, 2017, the Company made sales to two customers
that accounted for approximately 32% and 22% of total revenues, respectively. The revenue was associated with two
commercial identity customers.

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
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period by the weighted average number of shares of common stock and potentially dilutive common stock equivalents
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 Nine Months Ended

September 30, September 30,

2018 2017 2018 2017
Numerator:
Net Loss $(1,131,219) $(1,074,845) $(3,299,551) $(3,110,155)
Denominator:

Weighted average common shares — Basic/Diluted 15,631,818 13,167,955 15,510,115 11,565,340

Net Loss per share — Basic/Diluted $(0.07 ) $(0.08 ) $(0.21 ) $(0.27 )
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The following table summarizes the common stock equivalents excluded from loss per diluted share because their
effect would be anti-dilutive due to the net loss:

Three Months Ended Nine Months Ended

September 30, September 30,

2018 2017 2018 2017
Stock options 1,074,332 1,651,420 1,074,332 1,651,420
Warrants 471,801 471,801 471,801 471,801
Restricted stock 6,569 29,377 6,569 29,377

1,552,702 2,152,598 1,552,702 2,152,598

3. INTANGIBLE ASSETS

The changes in the carrying amount of intangible assets for the nine months ended September 30, 2018 were as
follows:

Net balance at December 31, 2017 $463,578
Deduction: Amortization expense (117,753)
Net balance at September 30, 2018 $345,825

The following summarizes amortization of intangible assets included in the accompanying consolidated statements of
operations:

Three Months

Ended

September 30, September 30,

2018 2017 2018 2017
Cost of sales $32,374 $59,162 $97,122 $177,488
General and administrative 6,876 19,729 20,631 59,185

$39,250 $78,891 $117,753 $236,673

Nine Months Ended

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
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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 September 30, 2018, the total note receivable was
$81,407, of which $41,702 and $39,705 is included in Other Current Assets and Note Receivable, net of current
portion, respectively, on the Consolidated Balance Sheets. At December 31, 2017, the total note receivable was
$111,609, of which $40,471 and $71,138 is included in Other Current Assets and Notes Receivable, net of current
portion, respectively on the Consolidated Balance Sheets.

Revolving Line of Credit

The Company has a revolving credit facility with Northwest Bank (“Northwest”). This agreement allows for borrowings
to the lesser of (i) $2,000,000 or (ii) 95% of the balance in the Company’s money market account less $250,000. The
borrowings are secured by the Company’s existing deposit and money market accounts with Northwest. The facility
bears interest at a rate consistent with Northwest’s money market account (1.51% at September 30, 2018) plus 3%.
Interest is payable monthly and the principal is due upon maturity on May 22, 2019. As of September 30, 2018, there
were no amounts outstanding under this facility and unused availability under this facility was $2,000,000.
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6. ACCRUED EXPENSES

Accrued expenses are comprised of the following:

September December
30,2018 31,2017

Professional fees $134,758 $78,552
Payroll and related 396,767 365,384
Severance payments to former officer 237,609 316,812
Other 48,669 54,602

$817,803 $815,350

7. INCOME TAXES

As of December 31, 2017, the Company had net operating loss carryforwards (NOL’s) in the amount of approximately
$10 million for federal income tax purposes and various NOL amounts for state corporate income tax purposes. 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 2018 through 2037 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 Nine Months Ended
September 30, September 30,

2018 2017 2018 2017
Compensation cost recognized:
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Selling, general & administrative $40,402 $84,538 $152,555 $261,696
Research & development 3,057 6,274 15,605 20,634
$43,459 $90,812 $168,160 $282,330

Stock Options

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

Number

of Shares Weighted-averagdVeighted-average Remaining Aggreg.ate
. . . Intrinsic
Subject to Exercise Price Contractual Term
Value
Issuance
S(;llt;ta“dmg at December 31, 631 358 ¢ 1.36 1.70 years $2,106,669
Granted 102,500 2.86
Forfeited or expired (65,688 ) 4.22
Exercised (593,838 ) 1.16
Outstanding at September
30,2018 1,074,332 1.44 2.17 years $1,227,767
Exercisable at September 30, 39 33, ¢ 98 1.91 years $1,197,417

2018

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
September 30, 2018. This amount changes based upon the fair market value of the Company’s stock.

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 nine months ended September 30, 2018, the Company issued RSUs to
certain directors 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.
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Number Weighted Aggregate

of Average Intrinsic
Shares  Grant Value
Date
Fair
Value

Outstanding at December 31,2017 5,859  $ 2.56 $ -
Granted 29,822 2.07
Vested and settled in shares (29,112) 2.07

Outstanding at September 30, 2018 6,569  $ 2.51 $ -

As of September 30, 2018, there was $211,709 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 3.06 years.

The Company had 746,103 shares available for future grants under the Plans at September 30, 2018.
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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 September 30, 2018, the Company had 471,801 remaining
warrants outstanding and exercisable through 2021. During the nine months ended September 30, 2018, there were no
warrants exercised.

9. COMMON STOCK

On August 4, 2017, the Company completed a public offering of 4,168,750 shares of its common stock, offered to the
public at $2.25 per share. Net proceeds to the Company from this offering were approximately $8,670,000 after
deducting underwriting discounts and commissions paid by the Company. Direct offering costs totaling approximately
$157,000 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

The Company leases offices in Melville, New York which require monthly payments of $10,334 and expires March
31,2021.

On November 29, 2017, Bill White, the Chief Financial Officer and the then Interim Chief Executive Officer entered
into a severance agreement with the Company (the “Agreement”). The Agreement provides that in consideration of his
services and pursuant to the Agreement, in the event that Mr. White’s employment is terminated without “cause” (as such
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term is defined in the Agreement), Mr. White will receive a 24-month continuation of salary payments, continuation
of certain eligible medical benefits under the COBRA program, and a lump sum payment equal to any quarterly bonus
target applicable during the quarter of termination plus any prior completed quarterly bonus which has not yet been
determined (if any). In addition, the Agreement provides that upon such termination without Cause, the Company will
accelerate the vesting of all of Mr. White’s outstanding but unvested stock options or other equity incentives. This
Agreement replaces a severance agreement, as amended, initially executed by Mr. White and the Company on
September 30, 2014 and amended May 30, 2017 (the “Original Agreement”). The Original Agreement, as amended,
provided equivalent severance benefits as provided in the Agreement. The Original Agreement expired by its terms
September 30, 2017.

On October 4, 2017, Dr. William Roof, the Company’s President and Chief Executive Officer retired from the
Company at the request of the board of directors (the “Board”). The parties have entered into a separation and consulting
agreement dated as of November 2, 2017 (the “Agreement”). Pursuant to the Agreement, the Company may contact Dr.
Roof to provide consulting services and he will provide consulting services at the Company’s request to ensure a
smooth and effective transition of management and business affairs. In consideration of these services and to fulfill

the Company’s obligations under Dr. Roof’s employment agreement with the Company, Dr. Roof will receive
aggregate cash payments of $500,000 over a 20-month period together with reimbursement of certain vision and

dental benefit premiums. The Company does not anticipate this to be a significant effort and therefore has accounted
for these payments as severance on the date of separation. In addition, the board of directors of the Company extended
the expiration date of Dr. Roof’s options to purchase Company’s common stock to six months from the Separation
Date. The Board immediately appointed Bill White, the Company’s current Chief Financial Officer, as its Interim
President and Chief Executive Officer. At September 30, 2018, the total severance liability was $237,609 which is
included in Accrued Expenses on the Consolidated Balance Sheets.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

9 ¢ LT3

References made in this Quarterly Report on Form 10-Q to “we,” “our,” “us,” “Intellicheck,” or the “Company,” refer to
Intellicheck, 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 nine month period ended September
30, 2018. 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, 2017. The
consolidated financial statements include the accounts of Intellicheck and its wholly owned subsidiaries, Mobilisa,
Inc. (“Mobilisa”) and Positive Access Corporation (“Positive Access”).

Overview

We are a leading technology company that is engaged in developing, integrating and marketing identity authentication
solutions to address challenges that include retail identification fraud prevention, law enforcement threat
identification, and mobile and handheld access control and security for the government, military and commercial
markets. Our products include Retail ID™, the industry leading solution for preventing identity fraud in the retail
industry; Age ID®, a smartphone or tablet-based solution for preventing sale of age-restricted products to minors
attempting to use fake ID’s; Law II¥, a smartphone-based solution used by law enforcement officers to identify and
mitigate threats based on a person’s authenticated identification and subsequent near instantaneous database searches;
and Defense ID®, a mobile and fixed infrastructure solution for threat identification, identity authentication and access
control to military bases and other government facilities.

Critical Accounting Policies and the 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 impairment consideration and valuation of goodwill and
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.
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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 as of September 30, 2018. This goodwill resulted from the acquisition of
Mobilisa, Inc. and Positive Access Corporation.

For the year ended December 31, 2017, 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 our overall financial performance, we completed 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, 2017, 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 nine months ended September 30, 2018
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
2018 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 and non-contractual customer relationships. We determined that
no events occurred or circumstances changed during the nine months ended September 30, 2018 that would more
likely than not reduce our intangible assets below our carrying amounts. We will, however, continue to monitor any
potential indicators of impairment.

Revenue Recognition and Deferred Revenue

Effective January 1, 2018, we adopted Financial Accounting Standards Board (“FASB”) Topic 606, Revenue from
Contacts with Customers (“ASC 6067). In accordance with ASC 606, our analysis indicated that there was no change to
how we record revenue and that the standard only impacted enhanced disclosure regarding revenue recognition,
including disclosures of revenue streams, performance obligations and the related judgments and estimates necessary

to apply the new standard.

ASC 606 was applied using the modified retrospective method. There was no cumulative effect of the initial
application to be recognized as an adjustment to opening retained earnings at January 1, 2018. Accordingly,
comparative periods have not been adjusted and continue to be reported under FASB ASC Topic 605, Revenue
Recognition.

The majority of license fees and services revenue are generated from fixed-price contracts, which provide for licenses
to software products and services to customize such software to meet the customers’ use. In certain instances,
customization services are determined to be essential to the functionality of the delivered software. Under ASC 606,
revenue is recognized when a customer obtains control of promised goods or services in an amount that reflects the
consideration expected to be received in exchange for those goods or services. We measure revenue based on the
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consideration specified in a customer arrangement, and revenue is recognized when the performance obligations in an
arrangement are satisfied. A performance obligation is a promise in a contract to transfer a distinct service to the
customer. The transaction price of a contract is allocated to each distinct performance obligation and recognized as
revenue when or as, the customer receives the benefit of the performance obligation. Customers typically receive the
benefit of our services as they are performed. Substantially all customer contracts provide that we are compensated for
services performed to date.

Invoicing is based on schedules established in customer contracts. Payment terms are generally established at 30 days
from the invoice date. Product returns are recorded as a reduction to revenue.

Revenue is measured based on a consideration specified in a contract with a customer, and excludes any sales
incentives and amounts collected on behalf of third parties. Revenues are recognized when control of the promised
goods or services is transferred to the customer, in an amount that reflects the consideration we expect to be entitled to
in exchange for those goods or services. Furthermore, we recognize revenue when we satisfies a performance
obligation by transferring control over a product or service to a customer.
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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 September 30, 2018, 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 September 30, 2018 to the three months ended September 30, 2017
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Revenues for the three months ended September 30, 2018 increased 8% to $1,040,000 compared to $967,000 for the
previous year.

The increase in revenues in the three months ended September 30, 2018 is primarily the result of higher commercial
revenues offset by a decrease in Defense ID® revenues.

Our gross profit as a percentage of revenues was 89.1% for the three months ended September 30, 2018 and 2017.
Software as a Service (“SaaS”) revenue, which consists of software licensed on a subscription basis, increased $130,000
or 25% to $651,000 for the three months ended September 30, 2018 compared to $521,000 for the three months ended
September 30, 2017. Equipment sales were approximately $30,000 higher in the current three-month period compared
over the same period in the prior year.

Operating expenses, which consist of selling, general and administrative and research and development expenses,
increased $138,000 or 7% to $2,082,000 for the three months ended September 30, 2018 compared to $1,944,000 for
the three months ended September 30, 2017. This increase is primarily due to an increase in headcount for sales and
development personnel and an increase in accelerated marketing and research and development efforts offset by
decreases in legal fees, facility expenses and stock-based compensation costs.

Interest and other income and interest expense was insignificant in the three month periods ended September 30, 2018
and 2017.

As further explained in Note 7, we have a net operating loss carryforward for losses generated in prior years of $10
million and, therefore, no provision for income tax has been made for the three months ended September 30, 2018.
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As a result of the factors noted above, the Company generated a net loss of $1,131,000 for the three months ended
September 30, 2018 compared to a net loss of $1,075,000 for the three months ended September 30, 2017.

Comparison of the nine months ended September 30, 2018 to the nine months ended September 30, 2017

Revenues increased by 18% to $3,103,000 for the nine months ended September 30, 2018 from $2,631,000 for the
nine months ended September 30, 2017.

The increase in revenues in the nine months ended September 30, 2018, is primarily the result of higher commercial
revenues offset by a decrease in Defense ID® revenues.

Our gross profit as a percentage of revenues amounted to 90.4% for the nine months ended September 30, 2018
compared to 84.1% for the nine months ended September 30, 2017. The increase in percentage is primarily due an

increase in SaaS revenue by $781,000 or 72% to $1,871,000 for the nine months ended September 30, 2018 compared

to $1,090,000 for the nine months ended September 30, 2017.

Operating expenses, which consist of selling, general and administrative and research and development expenses,

increased $853,000 or 16% to $6,188,000 for the nine months ended September 30, 2018 from $5,335,000 for the nine

months ended September 30, 2017. This increase is primarily due to an increase in headcount for sales and
development personnel and an increase in accelerated marketing and research and development efforts offset by
decreases in legal fees, facility expenses and stock-based compensation costs.

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 $10
million and, therefore, no provision for income tax has been made for the nine months ended September 30, 2018.

As a result of the factors noted above, the Company generated a net loss of $3,300,000 for the nine months ended
September 30, 2018 as compared to a net loss of $3,110,000 for the nine months ended September 30, 2017.
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Liquidity and Capital Resources (All figures have been rounded to the nearest $1,000)

As of September 30, 2018, we had cash and cash equivalents of $5,388,000, working capital (defined as current assets
minus current liabilities) of $4,838,000, total assets of $15,289,000 and stockholders’ equity of $13,565,000.

During the nine months ended September 30, 2018, we used net cash of $3,207,000 in operating activities as
compared to net cash used of $2,896,000 in the nine months ended September 30, 2017. Cash used in investing
activities was $102,000 for the nine months ended September 30, 2018 compared to cash provided by in investing
activities of $17,000 for the nine months ended September 30, 2017. Cash provided by financing activities was
$688,000 for the nine months ended September 30, 2018 compared to $8,728,000 for the nine months ended
September 30, 2017.

On August 4, 2017, we completed a public offering of 4,168,750 shares of our common stock, offered to the public at
$2.25 per share. Our net proceeds from this offering were approximately $8,670,000 after deducting underwriting
discounts and commissions paid by us. Direct offering costs totaling approximately $157,000 were recorded as a
reduction to the net proceeds on the consolidated statement of stockholders’ equity.

We have a revolving credit facility with Northwest Bank (“Northwest”). This new agreement allows for borrowings to
the lesser of (i) $2,000,000 or (ii) 95% of the balance in our money market account less $250,000. The borrowings are
secured by our existing deposit and money market accounts with Northwest. The facility bears interest at a rate
Northwest’s money market account (1.51% at September 30, 2018) plus 3%. Interest is payable monthly and the
principal is due upon maturity on May 22, 2019. As of September 30, 2018, there were no amounts outstanding under
this facility and unused availability under this facility was $2,000,000.
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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 October 21, 2016 and it was declared effective November 4, 2016.

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

Our available net operating loss (“NOL”) at December 31, 2017 was approximately $10 million for federal income tax
purposes and various NOL amounts for state corporate income tax purposes. 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 2018 to 2037, 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 and other income, 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.
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A reconciliation of GAAP net loss to Non-GAAP Adjusted EBITDA follows:

(Unaudited)

Three Months Ended Nine Months Ended

September 30, September 30,

2018 2017 2018 2017
Net loss $(1,131,219) $(1,074,845) $(3,299,551) $(3,110,155)
Reconciling items:
Interest and other income (23,165 ) (7,682 ) (80,256 ) (13,337 )
Depreciation and amortization 62,459 103,271 183,077 311,871
Stock-based compensation expense 43,459 90,812 168,160 282,330
Adjusted EBITDA $(1,048,466) $(888,444 ) $(3,028,570) $(2,529,291)

Off-Balance Sheet Arrangements

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 substan
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.

99 ¢ 99 ¢ LR INT3

Item 3. Quantitative and Qualitative Disclosures About Market Risk

Financial instruments, which subject us to concentrations of credit risk, consist primarily of cash. We maintain cash in
one financial institution. We perform periodic evaluations of the relative credit standing of this institution.
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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 September 30, 2018, 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 our Chief Financial Officer, as appropriate, to allow timely decisions
regarding required disclosures.
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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 third quarter of 2018 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.

Part IT - 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 2017 for information concerning other risks and uncertainties that could
negatively impact us.

Item 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
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None

Item 3. DEFAULTS UPON SENIOR SECURITIES

None

Item 4. MINE SAFETY DISCLOSURES

Not applicable.

Item 5. OTHER INFORMATION

None
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Item 6. Exhibits

(a)

Exhibit No.

25

The following exhibits are filed as part of the Quarterly Report on

Form 10-Q:

31.1
31.2

32
101.INS
101.SCH
101.CAL
101.DEF
101.LAB
101.PRE

Description

Rule 13a-14(a) Certification of Chief Executive Officer
Rule 13a-14(a) Certification of Chief Financial Officer
18 U.S.C. Section 1350 Certifications

XBRL Instance Document

XBRL Taxonomy Extension Schema

XBRL Taxonomy Extension Calculation Linkbase
XBRL Taxonomy Extension Definition Linkbase
XBRL Taxonomy Extension Label Linkbase

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: November 14, 2018 Intellicheck, Inc.

By: /s/ Bryan Lewis
Bryan Lewis
President and Chief Executive Officer

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