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If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to
Rule 415 under the Securities Act of 1933, as amended, check the following box. ¨

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act,
please check the following box and list the Securities Act registration statement number of the earlier effective
registration statement for the same offering. ¨
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If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. ¨

If this form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following
box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering. ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See definitions of “large accelerated filer”, “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer ¨ Accelerated filer ¨
Non-accelerated filer ¨ (Do not check if a smaller reporting company) Smaller reporting company x

CALCULATION OF REGISTRATION FEE

Title of Each Class of Securities to be Registered Proposed Maximum Aggregate
Offering Price (1) (2)

Amount of Registration
Fee

Common Stock, par value $0.001 per share $ 9,775,000 $ 1,135.85

(1) Estimated solely for the purpose of calculating the registration fee pursuant to Rule 457(o) under the Securities Act
of 1933, as amended.

(2) Includes the aggregate offering price of additional shares that the underwriters have the option to purchase.

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its
effective date until the registrant shall file a further amendment which specifically states that this registration
statement shall thereafter become effective in accordance with Section 8(a) of the Securities Act of 1933 or until
this registration statement shall become effective on such date as the Commission, acting pursuant to said
Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell these securities until
the registration statement filed with the Securities and Exchange Commission is effective. This prospectus is
not an offer to sell these securities and is not soliciting an offer to buy these securities in any jurisdiction where
the offer or sale is not permitted.

Preliminary Prospectus Subject to completion Dated December 19, 2014

Shares

Common Stock

We are offering up to          shares of common stock pursuant to this prospectus to be sold in this offering.

Our common stock is listed on the NYSE MKT LLC under the symbol “IDN.” On December 18, 2014, the last reported
sale price of our common stock was $3.06 per share.

Our business and an investment in our securities involves a high degree of risk. See “Risk Factors” beginning on
page 4 of this prospectus for a discussion of information that should be considered in connection with an
investment in our common stock.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.

Per Share Total
Public offering price $ $
Underwriting discounts and commissions(1) $ $
Proceeds, before expenses, to us $ $
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(1) Does not include a non-accountable expense allowance equal to 0.5% of the gross proceeds of this offering
payable to Aegis Capital Corp., the representative of the underwriters. See “Underwriting” for a description of
compensation payable to the underwriters.

We have granted a 45-day option to the representative of the underwriters to purchase up to            additional shares of
common stock solely to cover over-allotments, if any.

The underwriters expect to deliver our shares to purchasers in the offering on or about        , 2015.

Aegis Capital Corp
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We have not authorized anyone to provide you with any information or to make any representation, other than those
contained in this prospectus or any free writing prospectus we have prepared. We take no responsibility for, and
provide no assurance as to the reliability of, any other information that others may give you. This prospectus is an
offer to sell only the shares offered hereby, but only in circumstances and in jurisdictions where it is lawful to so do.
The information contained in this prospectus is accurate only as of its date, regardless of the time of delivery of this
prospectus or of any sale of our common stock.

Neither we nor any of the underwriters have done anything that would permit this offering or possession or
distribution of this prospectus in any jurisdiction or distribution of this prospectus in any jurisdiction where action for
that purpose is required, other than the United States. You are required to inform yourself about, and to observe any
restrictions relating to, this offering and the distribution of this prospectus.

ii
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PROSPECTUS SUMMARY

This summary highlights selected information contained elsewhere in or incorporated by reference into this
prospectus and does not contain all of the information that you should consider in making your investment decision.
Before investing in our common stock, you should carefully read this entire prospectus, including our financial
statements and the related notes included elsewhere in this prospectus. You should also consider, among other things,
the matters described under “Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and
Results of Operations,” in each case appearing elsewhere in this prospectus. Unless otherwise stated, all references to
“us,” “our,” “Intellicheck Mobilisa,” “we,” the “Company” and similar designations refer to Intellicheck Mobilisa, Inc.

Business Overview

We are a technology company engaged in developing, integrating and marketing wireless technology and identity
systems for various applications including mobile and handheld access control and security systems for the
government, military and commercial markets. Our products include the Defense ID and Fugitive Finder systems,
advanced ID card access control products currently protecting military and federal locations, and ID-Check, a patented
technology that instantly reads, analyzes, and verifies encoded data in magnetic stripes and barcodes on
government-issue IDs from U.S. and Canadian jurisdictions designed to improve the customer experience for the
financial, hospitality and retail sectors. We are also engaged in the engineering, design and installation of wireless
communications systems.

We plan to expand our business in the near term by pursuing a research and development strategy designed to move
our technologies into new product markets that are expected to benefit from enhanced safety, regulatory compliance
and fraud prevention. For example, we anticipate extending our technologies into the healthcare and first responder
spaces and to online applications to provide enhanced safety, regulatory compliance and fraud prevention for the
billions of transactions that occur there each day.

As a complement to these new offerings, we are also developing a data analytics platform to analyze the data we
capture and to provide meaningful data, trend and predictive analysis to a variety of customers in the commercial and
government spaces.

We plan to leverage our IP in the new markets we are targeting to strengthen our competitive position.
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Our primary businesses include Identity Systems products, which include commercial applications of identity card
reading and verification and government sales of defense security and identity card applications, and the development
of wireless security applications. Our technologies address problems such as:

·
Commercial Fraud and Risk Management – which may lead to economic losses to merchants from check cashing,
debit and credit card, as well as other types of fraud such as identity theft that principally use fraudulent identification
cards as proof of identity;

·

Instant Credit Card Approval – retail stores use our technology to scan a Driver’s License at a kiosk or at the Point Of
Sale (POS) and send the information to a credit card underwriter to get instant approval for a loyalty-branded credit
card. This technique protects consumer data and is significantly more likely to result in a completed transaction
compared to in-store personnel asking customers to fill out a paper form;

·
Unauthorized Access – our systems and software are designed to increase security and deter terrorism at airports,
shipping ports, rail and bus terminals, military installations, high profile buildings and infrastructure where security is
a concern;

·

Inefficiencies Associated With Manual Data Entry – by reading encoded data contained in the bar code and magnetic
stripe of an identification card with a quick swipe or scan of the card, where permitted by law, customers are capable
of accurately and instantaneously inputting information into forms, applications and the like without the errors
associated with manual data entry;

·

Marine Environment Communications – our Wireless Over Water® technology allows for instant communication
between multiple points, both on land and at sea, across wide, over-water expanses and optimizes performance by
taking into account sea state and Fresnel zones (Fresnel zones result from obstructions in the path of radio waves and
impact the signal strength of radio transmissions); and

·
Wireless Network Design and Hazard Assessment – our AIRchitect® tool designs optimum wireless networks based
on user parameters and location architecture, and our Radiation Hazard (RADHAZ) tool identifies and assesses radio
frequency (RF) exposure.

1
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Corporate Information

We were originally incorporated in the state of New York in 1994 as Intelli-Check, Inc. In August 1999, we
reincorporated in Delaware. On March 14, 2008, we changed our name to Intelli-Check - Mobilisa, Inc. after the
consummation of the merger with Mobilisa, Inc. (“Mobilisa”). At the closing of the merger, our headquarters were
moved to Mobilisa’s offices in Port Townsend, Washington. On October 27, 2009, we effected a further change in our
name to Intellicheck Mobilisa, Inc.. On August 31, 2009, the Company acquired 100% of the common stock of
Positive Access Corporation (“Positive Access”), a developer of driver license reading technology. The acquisition of
Positive Access expanded the Company’s technology portfolio and related product offerings and allowed the Company
to reach a larger number of customers through Positive Access’s extensive distribution network. Our principal
executive office is located at 191 Otto Street, Port Townsend, Washington 98368. Our telephone number is
(360) 344-3233 and our website address is www.icmobil.com. The information on our website is not a part of, and
should not be construed as being incorporated by reference into, this prospectus.

All references to shares of our common stock take into account a one for eight reverse split of our common stock
effected August 12, 2014.

2
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The Offering

Securities offered by us:           shares of common stock
Common stock to be
outstanding after this
offering:

          shares. If the underwriters exercise their option to purchase additional shares in
full, the total number of shares of common stock outstanding immediately after this
offering would be          shares.

Underwriters’ option to
purchase additional shares:

We have granted the representative of the underwriters a 45-day option to purchase from
us up to an additional           shares of our common stock at the public offering price, less
underwriting discounts and commissions.

Use of proceeds by us:
We intend to use the net proceeds of this offering to expand research and development
and sales and marketing groups and to implement further measures to protect our
intellectual property. See “Use of Proceeds” on page 13 for further information.

Risk factors: You should carefully read “Risk Factors” in this prospectus for a discussion of factors that
you should consider before deciding to invest in our common stock.

NYS MKT LLC trading
symbol IDN

Unless we indicate otherwise, all information in this prospectus is based on 4,934,601 shares of common stock
outstanding as of December 18, 2014 and:

·assumes no exercise by the underwriters of their option to purchase up to an additional          shares of common stock
to cover over-allotments, if any;

·
excludes 235,478 shares of our common stock issuable upon exercise of outstanding stock options under our equity
incentive plans at a weighted average exercise price of $5.95 per share, with 76,291 shares remaining available for
future grant under such plans; and

·
excludes 48,625 shares of our common stock issuable upon exercise of warrants with an exercise price of $4.48
per share, and 16,356 shares of our common stock issuable upon exercise of warrants with an exercise price of
$8.00 per share.

3
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SUMMARY FINANCIAL DATA

The following summary financial data for the years ended December 31, 2013 and 2012 are derived from our audited
financial statements included elsewhere in this prospectus. The summary financial data for the nine months ended
September 30, 2014 and 2013 have been derived from our unaudited financial statements included elsewhere in this
prospectus. These unaudited financial statements have been prepared on a basis consistent with our audited financial
statements and, in our opinion, contain all adjustments, consisting only of normal and recurring adjustments,
necessary for a fair presentation of such financial data. You should read this data together with our audited financial
statements and related notes included elsewhere in this prospectus and the information under the captions “Selected
Financial Data” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations.” Our
historical results are not necessarily indicative of our future results, and our operating results for the nine-month
period ended September 30, 2014 are not necessarily indicative of the results that may be expected for the fiscal year
ending December 31, 2014 or any other interim periods or any future year or period.

Years Ended December 31,
Nine Months
Ended
September 30,

2012 2013 2013 2014
(unaudited)

(In thousands, except per share data) (1)

Statement of Operations Data:
Revenue $8,803 $7,298 $5,932 $5,507
Loss from operations (2,261 ) (2,424 ) (1,824 ) (1,684 )
Net loss (2,260 ) (2,424 ) (1,824 ) (1,683 )
Net loss per common share
Basic (0.65 ) (0.70 ) (0.53 ) (0.35 )
Diluted (0.65 ) (0.70 ) (0.53 ) (0.35 )
Common shares used in computing per share amounts
Basic 3,465 3,487 3,471 4,757
Diluted 3,465 3,487 3,471 4,757

Balance Sheet Data:

As of September 30, 2014

Actual As
Adjusted(2)

(In thousands)
Cash and cash equivalents $ 3,067 $
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Working capital 2,942

Stockholders’ (deficit) equity:
Preferred stock, $0.01 par value; 1,000 shares authorized; none issued and
outstanding -

Common stock, $0.001 par value; 40,000 shares authorized;   4,932 shares issued
and outstanding actual,             number of shares issued and outstanding pro forma 5

Additional paid-in capital 106,265
Accumulated other comprehensive loss
Accumulated deficit (87,339 )
Total stockholders’ equity 18,931
Total capitalization $ 18,931 $
___________________

(1) Share data reflects the one for eight reverse split effected August 12, 2014.

(2) The as adjusted column in the balance sheet data table above gives effect to the sale and issuance by us of        
shares of  common stock in this offering based upon an assumed public offering price of $     per share after deducting
estimated underwriting discounts and commissions and estimated offering expenses payable by us.

4
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RISK FACTORS

You should carefully consider the risks described below, together with all of the other information in this prospectus,
before making an investment decision. The risks described below are not the only ones we face. Additional risks we
are not presently aware of or that we currently believe are immaterial may also impair our business operations. Our
business could be harmed by any of these risks. The trading price of our common stock could decline due to any of
these risks, and you may lose all or part of your investment. In assessing these risks, you should also refer to the
financial statements and related notes filed therewith.

Risks Relating to this Offering

Our share price may be volatile and could decline substantially

The market price of our common stock, like the price of shares of technology companies generally, has been and may
continue to be volatile. From January 1, 2008 to December 18, 2014 the closing price of our common stock has varied
from a high of $32.08 to a low of $2.24 per share. Many factors may cause the market price for our common stock to
decline, including:

· shortfalls in revenues, cash flows or continued losses from operations;
· delays in development or roll-out of any of our products;

· announcements by one or more competitors of new product acquisitions or technological innovations; and
· unfavorable outcomes from litigation.

In addition, the stock market experiences extreme fluctuations in price and volume that particularly affect the market
price of shares of emerging technology companies, such as ours. These price and volume fluctuations are often
unrelated or disproportionate to the operating performance of the affected companies. Because of this volatility, we
may fail to meet the expectations of our stockholders or of securities analysts, and our stock price could decline as a
result. Declines in our stock price for any reason, as well as broad-based market fluctuations or fluctuations related to
our financial results or other developments, may adversely affect your ability to sell your shares at a price equal to or
above the price at which you purchased them. Decreases in the price of our common stock may also lead to de-listing
of our common stock.

Management will have broad discretion as to the use of the proceeds from this offering, and we may not use the
proceeds effectively.
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Our management will have broad discretion in the application of the net proceeds from this offering and could spend
the proceeds in ways that you do not agree with or that do not improve our results of operations or enhance the value
of our common stock (see “Use of Proceeds”). Our failure to apply these funds effectively could have a material adverse
effect on our business and cause the price of our common stock to decline.

You will experience immediate and substantial dilution in the net tangible book value per share of the common
stock you purchase.

Since the price per share of our common stock being offered is higher than the net tangible book value per share of our
common stock, you will suffer substantial dilution in the net tangible book value of the common stock you purchase in
this offering. Based on the public offering price of $     per share, and after deducting the underwriting discount and
estimated offering expenses payable by us, if you purchase shares of common stock in this offering, you will suffer
immediate and substantial dilution of $          per share in the net tangible book value of the common stock. See the
section entitled “Dilution” in this prospectus for a more detailed discussion of the dilution you will incur if you purchase
common stock in this offering.

5
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Our outstanding options and the availability for resale of the underlying shares may adversely affect the
trading price of our common stock.

As of December 18, 2014, there were outstanding stock options to purchase approximately 235,478 shares of our
common stock at a weighted-average exercise price of $5.95 per share. Our outstanding options could adversely affect
our ability to obtain future financing or engage in certain mergers or other transactions, since the holders of options
can be expected to exercise them at a time when we may be able to obtain additional capital through a new offering of
securities on terms more favorable to us than the terms of outstanding options. For the life of the options, the holders
have the opportunity to profit from a rise in the market price of our common stock without assuming the risk of
ownership. The issuance of shares upon the exercise of outstanding options will also dilute the ownership interests of
our existing stockholders.

The rights of the holders of common stock may be impaired by the potential issuance of preferred stock.

Our board of directors has the right, without stockholder approval, to issue preferred stock with voting, dividend,
conversion, liquidation or other rights which could adversely affect the voting power and equity interest of the holders
of common stock, which could be issued with the right to more than one vote per share, and could be utilized as a
method of discouraging, delaying or preventing a change of control. The possible negative impact on takeover
attempts could adversely affect the price of our common stock. Although we have no present intention to issue any
shares of preferred stock or to create any new series of preferred stock, we may issue such shares in the future.

Risks Related to Our Business and Industry

We have incurred principally losses since inception and losses may continue, which could result in a decline in
the value of our securities and a loss of your investment.

We sustained net losses of $2,424,256 and $2,260,086 for the fiscal years ended December 31, 2013 and 2012,
respectively, and our accumulated deficit was $85,655,564 as of December 31, 2013. Our net losses for the nine
months ended September 30, 2014 were $1,683,008 and our accumulated deficit was $87,338,572 as of September 30,
2014. Since we expect to incur additional expenditures in line with the sales growth of our business, we may not
achieve operating profits in the near future. This could lead to a decline in the value of our securities.

Our proprietary software relies on reference data provided by government and quasi-government agencies. If
these governmental and quasi-government agencies were to stop sharing data with us, the utility of our
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proprietary software would be diminished in those jurisdictions and our business would be damaged.

Currently, the fifty states, ten Canadian provinces and the District of Columbia, which in most instances conform to
the guidelines established by certain organizations responsible for implementing industry standards, cooperate with us
by providing sample identification cards so that we may modify all of our hardware and software products to read and
analyze the encoded information found on such jurisdiction’s identification cards. In the event that one or more of
these jurisdictions do not continue to provide this reference data, the utility of our proprietary software may be
diminished in those jurisdictions.

6
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Our business strategy exposes us to long sales and implementation cycles for our products.

Our target customers in the commercial fraud protection, access control and age verification industry sectors include
large retailers and government agencies, which typically require longer sales and implementation cycles for our
products than do our potential customer base solely interested in age verification, such as restaurant, bar and
convenience store operators. The longer sales and implementation cycles for larger retail companies continue to have
an adverse impact on the timing of realizing our revenues. In addition, budgetary constraints and potential economic
slowdowns may also continue to delay purchasing decisions by these prospective customers. These initiatives have
costs associated with them, and we cannot assure you that they ultimately will prove successful or result in, an
increase to our revenues or profitability.

 In addition, the loss or significant reduction in government spending by government entities could materially limit
our ability to obtain government contracts. These limitations, if significant, could also have a material adverse effect
on our business, financial condition and results of operations. In addition, we will need to develop additional strategic
relationships with large government contractors in order to successfully compete for government contracts. Should we
lose or fail to develop these strategic relationships we may not be able to implement our business strategy.

The industry for our systems and software is evolving and its growth is uncertain.

Demand and industry acceptance for recently introduced and existing systems, and software and sales from such
systems and software, are subject to a high level of uncertainty and risk. With changing administration in government,
changes in government budgets, and slowly evolving government standards on use of identity products, the
government sector is slowly developing. The commercial sector has the ability to develop faster than the government
sector, but it is also subject to a higher level of uncertainty because of potential uncertainty in the continued financial
health of our commercial customers, as well as long sales cycles. Our business may suffer if the industry develops
more slowly than anticipated and does not sustain industry acceptance.

Failure to manage our operations if they expand could impair our future growth.

If we are able to expand our operations, particularly through multiple sales to large retailers and government agencies
in the document verification industry, the expansion will place significant strain on our management, financial
controls, operating systems, personnel and other resources. Our ability to manage future growth, should it occur, will
depend to a large extent upon several factors, including our ability to do the following:
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· build and train our sales force;
· establish and maintain relationships with distributors;

· develop customer support systems;

·develop expanded internal management and financial controls adequate to keep pace with growth in personnel and
sales, if they occur; and

· manage the use of third-party manufacturers and suppliers. 

If we are able to grow our business but do not manage our growth successfully, we may experience increased
operating expenses, loss of customers, distributors or suppliers and declining or slowed growth of revenues.

We are subject to risks associated with product failure and technological flaws.

Products as complex as those offered by us may contain undetected errors or result in failures when first introduced or
when new versions are released. Despite vigorous product testing efforts and testing by current and potential
customers, it is possible that errors will be found in a new product or enhancement after commencement of
commercial shipments. The occurrence of product defects or errors could result in adverse publicity, delay in product
introduction, diversion of resources to remedy defects, loss of, or a delay in industry acceptance, claims by customers
against us, or could cause us to incur additional costs, any of which could adversely affect our business.

7
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Failure to protect our proprietary technology may impair our competitive position.

We continue to allocate significant resources to developing new and innovative technologies that are utilized in our
products and systems. Because our continued success depends on, to a significant degree, our ability to offer products
providing superior functionality and performance over those offered by our competitors, we consider the protection of
our technology from unauthorized use to be fundamental to our success. This is done by processes aimed at
identifying and seeking appropriate protection for newly-developed intellectual property, including patents, trade
secrets, copyrights and trademarks, as well as policies aimed at identifying unauthorized use of such property. These
processes include:

· contractual arrangements providing for nondisclosure of proprietary information;

·maintaining and enforcing issued patents and filing patent applications on innovative solutions to commercially
important problems;

· protecting trade secrets;
· protecting copyrights and trademarks by registration and other appropriate means;

· establishing internal processes for identifying and appropriately protecting new and innovative technologies; and
· establishing practices for identifying unauthorized use of intellectual property.

We may have to litigate to enforce patents or trademarks or to determine the scope and validity of other parties’
proprietary rights. Litigation could be very costly and divert management’s attention. An adverse outcome in any
litigation may have a severe negative effect on our financial results. To determine the priority of inventions, we may
have to participate in interference proceedings declared by the U.S. Patent and Trademark Office or oppositions in
foreign patent and trademark offices, which could result in substantial cost and limitations on the scope or validity of
our patents or trademarks.

Additionally, third parties, including our competitors or licensees, may seek to have our patents reviewed by the
Patent Trial and Appeal Board of the United States Patent and Trademark Office in a post grant proceeding, such as
post grant review or an inter partes review. Such proceedings, if instituted could cancel our patents or narrow our the
scope of our patent claims. We cannot predict the effect that such proceedings, if instituted, may have on our business
or revenue received from licensing our patents.

In addition, foreign laws treat the protection of proprietary rights differently from laws in the United States. The
failure of foreign laws or judicial systems to adequately protect our proprietary rights or intellectual property,
including intellectual property developed on our behalf by foreign contractors or subcontractors may have a material
adverse effect on our business, operations and financial results.
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If our future products incorporate technologies that infringe the proprietary rights of third parties, and we do
not secure licenses from them, we could be liable for substantial damages.

We are not aware that our current products infringe the intellectual property rights of any third parties. We also are not
aware of any third party intellectual property rights that may hamper our ability to provide future products and
services. However, we recognize that the development of our services or products may require that we acquire
intellectual property licenses from third parties so as to avoid infringement of those parties’ intellectual property rights.
These licenses may not be available at all or may only be available on terms that are not commercially reasonable. If
third parties make infringement claims against us whether or not they are upheld, such claims could:

· consume substantial time and financial resources;
· divert the attention of management from growing our business and managing operations; and

· disrupt product sales and shipments.

If any third party prevails in an action against us for infringement of its proprietary rights, we could be required to pay
damages and either enter into costly licensing arrangements or redesign our products so as to exclude any infringing
use. As a result, we would incur substantial costs, delays in product development, sales and shipments, and our
revenues may decline substantially. Additionally, we may not be able to achieve the minimum necessary growth for
our continued success.

Failure to attract and retain management and other personnel may damage our operations and financial
results and cause our stock price to decline.

We depend to a significant degree on the skills, experience and efforts of our executive officers and other key
management, technical, finance, sales and other personnel. Our failure to attract, integrate, motivate and retain
existing or additional personnel could disrupt or otherwise harm our operations and financial results. We do not carry
key man life insurance policies covering any employees. The loss of services of certain of our key employees, an
inability to attract or retain qualified personnel in the future, or delays in hiring additional personnel could delay the
development of our business and could cause our stock price to decline.

8

Edgar Filing: Intellicheck Mobilisa, Inc. - Form S-1

22



We incur significant accounting and other control costs that impact our financial condition.

As a publicly traded corporation, we incur certain costs to comply with regulatory requirements. If regulatory
requirements were to become more stringent or if controls thought to be effective later fail, we may be forced to make
additional expenditures, the amounts of which could be material. Some of our competitors are privately owned, so
their accounting and control costs could create a competitive advantage over us. Should our sales decline or if we are
unsuccessful at increasing prices to cover higher expenditures for internal controls and audits, our costs associated
with regulatory compliance will rise as a percentage of sales.

We have historically derived a significant portion of our revenue from government R&D (Research and
Development) contracts, which are often non-standard, involve competitive bidding, may be subject to
cancellation and may produce volatility in earnings and revenue.

In the nine months ended September 30, 2014 and in the years ended December 31, 2013 and 2012, we derived
approximately 4%, 0% and 14.3% of our revenue, respectively, from government R&D contracts. These government
contracts often include provisions that substantially differ from those found in typical private commercial transactions.
For instance, government contracts may:

· include provisions that allow the agency, in certain circumstances, to terminate the contract without penalty;
· be subject to purchasing decisions by agencies that are subject to political influence;

· include bonding requirements;

·contain comprehensive procurement provisions that require us to expend substantial resources in pursuing the
contract;

· specify performance criteria that we must satisfy before the customer accepts the products and services; and
· be subject to cancellation or reduction if funding is reduced or becomes unavailable.

Securing government contracts typically involves a lengthy competitive bidding process. Often, unsuccessful bidders
have the ability to challenge contract awards. Such challenges may increase costs, result in delays and risk the loss of
the contract by the winning bidder. Protests or other delays related to material government contracts that may be
awarded to us could result in revenue volatility. State and local government agency contracts may depend on the
availability of matching funds from federal, state or local entities. State and local government agencies are subject to
political, budgetary, purchasing and delivery constraints that may result in irregular revenue and operating results.
Revenue volatility makes management of our business difficult. Outright loss of any material government contract
through the protest process or otherwise, could significantly reduce our revenues. Although our only revenue in 2013
related to such R&D was for the close-out of prior year contracts, we anticipate that we may have revenue from such
contracts in the future.
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We could be adversely affected by a negative audit by the U.S. government.

We, like other government contractors, are subject to various routine audits, reviews and investigations by
U.S. government agencies, including the Defense Contract Audit Agency and various agency inspectors. These
agencies review a contractor’s performance under its contracts, cost structure and compliance with applicable laws,
regulations, and standards. Any costs found to be misclassified may be subject to repayment. If an audit or
investigation uncovers improper or illegal activities, we may be subject to civil or criminal penalties and
administrative sanctions, including termination of contracts, forfeiture of profits, suspension of payments, fines, and
suspension or prohibition from doing business with the U.S. government. 
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Our business strategy exposes us to long sales and implementation cycles for our products.

Historically, some of our primary target customers have been government agencies and branches of the U.S. military,
both of which require long sales and implementation cycles for products, which may result in a long period of time
prior to revenue realization. The loss or significant reduction in government spending could limit our ability to obtain
government contracts. These limitations, if significant, could significantly reduce our revenues. We will need to
develop additional strategic relationships with large government contractors in order to successfully compete for
government contracts. Should we lose or fail to develop these strategic relationships, we may not be able to implement
our business strategy.

We cannot be certain that our backlog estimates will result in actual revenues in any particular fiscal period
because our clients may modify or terminate projects or may decide not to exercise contract options.

Our backlog represents sales value of firm orders for products and services not yet delivered and, for long-term,
executed contractual arrangements (contracts, subcontract and customer commitments), the estimated future sales
value of product shipments, transactions processed and services to be provided over the term of the contractual
arrangements, including anticipated renewal options. For contracts with indefinite quantities, our backlog is estimated
based on current activity levels. Our backlog includes estimates of revenues, the receipt of which require future
government appropriations, depend on option exercise by clients or are subject to contract modification or
termination. At September 30, 2014, our backlog approximated $710,000, all of which is estimated to be realized in
the next twelve months. These estimates are based on our experience under such contracts and similar contracts, and
we believe that such estimates are reasonable. If we do not realize a substantial amount of our backlog, as we
presently anticipate, our operations could be harmed and future revenues could be significantly reduced.

Long lead times for the components used in certain products creates uncertainty in our supply chain and may
prevent us from making required deliveries to our customers on time.

We rely exclusively on commercial off-the-shelf technology in manufacturing our products. The lead-time for
ordering certain components used in our products and for the production of products can be lengthy. As a result, we
must, from time to time, order products based on forecasted demand. If demand for products lags significantly behind
forecasts, we may purchase more product than we can sell. Conversely, if demand exceeds forecasts, we may not have
enough products to meet our obligations to our customers.

We obtain certain hardware and services, as well as some software applications, from a limited group of
suppliers, and our reliance on these suppliers involves significant risks, including reduced control over quality
and delivery schedules.
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Any financial instability of our suppliers could result in having to find new suppliers. We may experience significant
delays in manufacturing and deliveries of products and services to customers if we lose our sources or if supplies and
services delivered from these sources are delayed. As a result, we may be required to incur additional development,
manufacturing and other costs to establish alternative supply sources. It may take several months to locate alternative
suppliers, if required. We cannot predict whether we will be able to obtain replacement hardware within the required
time frames at affordable costs, or at all. Any delays resulting from suppliers failing to deliver hardware or delays in
obtaining alternative hardware, in sufficient quantities and of sufficient quality, or any significant increase in the cost
of hardware from existing or alternative suppliers could result in delays on the shipment of product which, in turn,
could result in the loss of customers we may not be able to successfully complete.
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Our Defense ID system relies on access to databases run by various government agencies. If these governmental
agencies were to stop sharing data with us, the utility of the Defense ID system would be diminished and
business would be damaged.

Currently, our Defense ID system accesses over 100 separate databases run by various government and law
enforcement agencies. We cannot be assured that each of these agencies will continue to cooperate with us. In the
event that one or more of these agencies does not continue to provide access to these databases, the utility of the
Defense ID system may be diminished and as a result, our sales could suffer.

Our Defense ID system requires permission from each branch of the U.S. military in the form of an Authority
to Operate (ATO). If an existing ATO is revoked, we would risk losing our ability to install our Defense ID
system at military bases.

We cannot be assured that these permissions will be renewed, and it is possible that they could be revoked. If one or
more of these permissions is revoked or not renewed, then the sector for the Defense ID system would be reduced and
as a result, our sales could suffer.

Our Defense ID system manages private personal information and information related to sensitive government
functions and a breach of the security systems protecting such information may result in a loss of suppliers or
customers or result in litigation.

The protective security measures designed to protect sensitive information and contained in our products may not
prevent all security breaches. Failure to prevent security breaches may disrupt our business, damage our reputation
and expose us to litigation and liability. A party who is able to circumvent protective security measures used in these
systems could misappropriate sensitive information or cause interruptions or otherwise damage our products, services
and reputation as well as the property and privacy of customers. If unintended parties obtain sensitive da
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