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PART |

Item 1. Business

In this Annual Report on Form 10-K, the words “L'-the “Company”, “we”, “our”, “ours”, and “us’
refer to L-1 Identity Solutions, Inc. and, excepioherwise specified herein, to our subsidiar@®sr fiscal year
ended on December 31, 2007.

L-1 Identity Solutions, Inc. and its subsidiariés-(L" or the “Company) provide a full range ofdentity
solutions and services that enable governmentshasidesses to enhance security, establish aiwoeetric-
based identity, protect personal data and supoitws intelligence requirements. Our identity sohs and
services offerings have four main areas of focus:

« Credentialing Solutions, part of our Identity Salus segment, includes: production of passports,
HSPL-12 common access cards, drivers licenses and ¢i@desrifications;

«  Multi-biometric Solutions, also part of our Identity S@ns segment, includes: sale of fingerprint
palm print scanners, mobile fingerprint scanndrisdtparty digital video cameras with embedded L-1
software, iris based capture devices (PIER, HIIDiggrated multi-biometric (finger, face and iris)
devices, biometric access control, automated bigenieentification system (ABIS), system oriented
architectural workflow and database managementvaoét and multi-modal algorithms including
automated fingerprint and palmprint identificat&ystems, automatic facial recognition systems both
static (digital photo or mug shot) and dynamic éajland automated iris recognition systems (Alf

«  Enrolliment Solutions, includes: provision of enmadint stations and software for fingerprinting
facial data collection and processing, which ig papur Identity Solutions segment, and fingerprin
services for background checks for federal, statelacal governments, which is part of in the
Services segmer

« Intelligence Services, included in our Servicesvsent, provide training, program managem
security, technical development and IT supporhwintelligence community

We offer a full range of biometric solutions, inding facial, fingerprint and iris recognition sotrs anc
technologies, both hardware and software basetettable our customers to deal with a single eftitya wide
range of identity applications. Our solutions pr#/the means to collect, manage and use identiyaoal
enable our customers to manage the entire lifeeayfcan individual’s identity for a variety of apgations
including civil identification programs, criminadéntification, military applications, homeland sgty
including border management, and commercial apics. The market for identity protection solutidres
continued to develop at a rapid pace. We beliegedbnsumers of identity protection solutions amending
end-to-end solutions with increased functionalitgttcan solve their spectrum of needs across &reiid life
cycle. Our objective is to meet those growing neégdsontinuing to broaden our product and solutifarings,
leveraging our existing customer base to providétamhal products and services, expanding our enstdbase
both domestically and abroad, and augmenting ompetitive position through strategic acquisitiong also
provide comprehensive government consulting, nginsecurity, technology development, and infororati
technology solutions to the U.S. intelligence comityu

The Company operates in two reportable segmereddémtity Solutions segment and the Serv
segment. The Identity Solutions segment providedemtialing solutions and biometric-based iderstitutions
to federal agencies, state and local governmemtcée including law enforcement and departments of
corrections, foreign governments and commerciatiest such as financial, casinos and health cestitutions.
Customers, depending on their specific needs, misr @olutions that include hardware, equipment,
consumables, software products or services or awrtidrdware products, consumables, equipment, a@ftw
products and services to create a multiple elemeangement. Our Identity Solutions revenues irelpibducts
and related services, which comprise hardware, coets, consumables and software, as well as maimte,
consulting and training services integral to salesardware and software. The Services segmentdesv
enroliment services to federal and state governmgencies and commercial enterprises, includirantiral
institutions,
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as well as comprehensive consulting, program manegg information analysis, training, security tteclogy
development and information technology solutiongh®U.S. intelligence community. Depending upon
customer needs, our services can be bundled vétititgl solution, product and services offeringsiteate
multiple element arrangements. See “Reportablev@egs and Geographic Information” included in It&rfor
financial information regarding our segments.

We evaluate our business primarily through opegadind financial metrics such as revenues, operating
income (loss), and earning before interest, degtieci and amortization, intangible asset impairmemd in
process research and development charges, andbsised compensation expense (“Adjusted EBITDA/}a
free cash flow.

Reorganizatior

On May 16, 2007, the Company adopted a new holdimgpany organizational structure in accorde
with Section 251(g) of the Delaware General CorfionalLaw (the “DGCL") in order to facilitate our
announced convertible senior notes (the “Convititotes” or “Notes”) offering and in order tatilitate the
structuring of acquisitions. Pursuant to the repizgtion, L-1 Identity Solutions, Inc., a Delawa®rporation
incorporated in April 2007 became the sole shad#adf its predecessor, L-1 Identity Solutions @gieg
Company (“L-1 Operating Company”, previously knovas L-1 Identity Solutions, Inc., and originally
incorporated in Delaware as Viisage Technology, imd996 ). The reorganization has been accouoteas a
reorganization of entities under common control gedhistorical consolidated financial statemeriithe
predecessor entity represent the consolidateddiabstatements of the Company. The reorganizatidmot
impact the historical carrying amounts of our asseid liabilities or our historical results of opgons and cash
flows.

The holding company organizational structure wéscééd pursuant to an Agreement and Pla
Reorganization (the “Merger Agreement”) among lGperating Company, the Company and L-1 Merger &£o.,
Delaware corporation and wholly owned subsidiarshef Company (“Merger Co.”). The Merger Agreement
provided for the merger of Merger Co. with and ibtd Operating Company, with L-1 Operating Company
surviving as a wholly owned subsidiary of the Compéhe “Merger”). The Merger was consummated on
May 16, 2007.

By virtue of the Merger, all of the outstanding itajpstock of L-1 Operating Company was converted, ¢
share for share basis, into capital stock of thea@amy. As a result, each former shareholder of@pérating
Company became the owner of an identical numbshafes of our common stock. Additionally, each
outstanding stock option and warrant to purchaseeshof common stock of L-1 Operating Company was
automatically converted into a stock option or \aatrto purchase, upon the same terms and condigons
identical number of shares of the Company’s comstook. The conversion of the shares of common stock
the Merger occurred without an exchange of cediéis. Accordingly, certificates formerly represegtshares of
outstanding common stock of L-1 Operating Compaeydgemed to represent the same number of shaoes of
common stock. Upon consummation of the Merger coammon stock was deemed to be registered under
Section 12(b) of the Securities Act of 1934, aszaeel, pursuant to Rule 12g-3(a) promulgated thereurror
purposes of Rule 12g-3(a), we are the successgriss L-1 Operating Company. Pursuant to Sectfi{(g) of
the DGCL, the provisions of our certificate of imgoration and bylaws are substantially identicahtwse of L-1
Operating Company prior to the Merger. Our autheatizapital stock, the designations, rights, powaers
preferences of such capital stock and the quadiing, limitations and restrictions thereof arevadsibstantially
identical to those of the capital stock of L-1 Cgggrg Company prior to the Merger. The directorshef
Company are the same individuals who were direatbts1 Operating Company prior to the Merger. The
executive officers of the Company and L-1 Opera@ugnpany are the same.

In connection with the consummation of the Mergiee, Company entered into an Assignment and
Assumption Agreement with L-1 Operating CompanysBant to the terms of the Assignment and Assumptio
Agreement the Company assumed L-1 Operating Con'gabligations under certain plans, arrangements an
agreements of L-1 Operating Company and its sudrsédi relating to stock options, employment or
compensation, and certain other agreements. Tlee libilities and
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obligations of L-1 Operating Company, including tingent liabilities, were not assumed by the Conyparthe
Merger and therefore continue to be the obligatifris-1 Operating Company. The assets of L-1 Ojregat
Company were not transferred to the Company anéfitve continue to be assets of L-1 Operating Camppa

The Company has no operations other than thosedahrough its investment in L-1 Operating Company
except the financing operations related to theaisse of the convertible notes, and substantiallgfats assets
consist of its investment in L-1 Operating CompaktyDecember 31, 2007, the Company'’s carrying amofin
its investment in L-1 Operating Company approxirdai#,255.0 million.

Recent Acquisitions and Financing Activities

Understanding the growth potential that the idgrs@lutions market represents, we have soughosedhe
gap between the need (a better method of secunmh@mtecting personal identities) and the abftitycurrent
industry participants to provide it due to a la¢lpmfessional management, infrastructure and abp@sources.
We used Viisage Technology, Inc. (now renamed Hehtity Solutions Operating Company) as the platfor
upon which to build an end-to-end identity solutfovider to integrate multi-modal technologieiptroducts
and services to serve the need for biometric teloigies by local, state, federal and internationstomers. With
these objectives in mind, we consummated the tctioss and acquisitions described below.

In December 2005, we issued and sold to Aston @lapértners, L.P‘‘Astor’’), approximately 7.6 millior
shares of Viisage common stock resulting in grassgeds to us of $100 million. Aston is an investhfand
managed by an entity controlled by certain of aurent senior executives. Under the investmenteageat with
Aston, $85 million of the proceeds was used torfagaacquisitions.

In December 2005, we acquired Integrated Biom@tichnology LLC “‘IBT’’), a leader in providin:
fingerprinting products, services and solutiongd@ernment, civil, and commercial customers thqtire
criminal background checks and screening. Alsoéadnber 2005, we acquired the AutoTest division of
Openshaw Media Group, a provider of automated vadedh applicant testing technologies for state deyeats
of motor vehicles and other credential issuing agen

In February 2006, we acquired SecuriMetrics, |I*‘SecuriMetric’’) which develops, customizes and s
multi-biometric solutions using its proprietarysiriecognition technology, typically consisting ailtitbiometric
capture devices bundled with proprietary software.

In August 2006, we acquired Iridian Technologies, k‘Iridian’’) which owns and licenses an extens
portfolio of intellectual property related to iriscognition technology.

Also in August 2006, we merged with Identix Incorgied ‘Identix'') a provider of fingerprint, facial ar
skin biometric technologies, and related systempmments, as well as fingerprinting services whiehaaitical
to biometric capture and knowledge discovery igédascale identification management problems. Trgefiprint
services business of Identix has been integratediie business of IBT.

In October 2006, we acquired SpecTal, LI'*SpecTe'") which provides comprehensive consulting
security solutions primarily to the U.S. intelligencommunity.

Also in October 2006, we entered in a revolvinglitragreement pursuant to which we can borrow t
$150.0 million, with the potential of increasingetfacility to $200.0 million. Borrowings under thevolving
credit agreement have been primarily used to fumcaoquisitions.

In February 2007, we acquired ComnetiX Ir*‘ Comneti¥ '), a Canadian company providing biome:
identification and authentication technologies aaliitions to private and public sector customehe T
ComnetiX acquisition created an important preséaces in the Canadian market and added a highly-
complementary base of customers to our portfobatigularly within the law enforcement community.
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In May 2007, we issued $175.0 million of Converillotes, the net proceeds of which were used fmagre
the then outstanding borrowings under our revolareglit facility.

In July 2007, we acquired McClendon LLC, (“McCleord’) and Advanced Concepts, Inc. (“ACI"),
which provide technical, network security and pssfenal services to the U.S. intelligence community

In January 2008, we announced an agreement toradgjaiscrypt Inc. (“Bioscrypt”), a Canadian compa
that is a leader in the enterprise access contadken The acquisition is subject to customaryiolpsonditions,
including the approval of the shareholders of Bigst This acquisition is expected to close duififigrch 2008.

All acquired companies continue to deliver thedtiidually branded solutions and services to their
customers. Increasingly, however, the companiesdogether to provide integrated L-1 branded sofusiets
to customers across federal, civil, criminal anchotercial markets, and to border management agencies

Industry Overview

Biometric Markets and Trend

Biometrics is the measurement of unique, indivicatglsiological or behavioral characteristics, sas
fingerprints, palm prints, facial characteristici and voice patterns, hand geometry and hanithgrjiatterns,
which can be used to determine or verify an indigits identity. The biometrics industry offers techogy that
digitally captures and encodes these individuaigiwic characteristics and then compares that efjqu
personal characteristic against previously encaimuetric data to determine or verify an individeatientity.
Biometric technology provides improved accuracy seclrity, convenient and cost-effectiveness coetptr
traditional identification methodologies.

More stringent security requirements and more neajlibbal populations is increasing demanc
technologies that offer a reliable and efficieniameto verify identity. Biometrics, with its focos uniquely
individual characteristics, addresses the limitatimherent in traditional identification and auttieation
processes, such as paper credentials, passwokilspBés and magnetic access cards. Biometricsqesw
solution for a broad range of applications, inahgdborder management, national identification paogs,
immigration control, identity theft and criticalfrastructure applications such as employee vetifinaaccess
control and information systems protection. Weéadithat government and commercial entities will
increasingly adopt biometric-enabled solutiongientity management.

Governments were the early adopters of biometridsage currently the primary customers for the gtidu
At the local law enforcement level, biometric tealoyy permits more efficient criminal booking anwgessing
and also allows officers in the field to identifgtpntial suspects more reliably and efficientlytWti the
military biometrics are used for the verificatiomdaidentification of military personnel and contas and
collection and processing of biometrics from notitenly personnel for the purpose of identifying utial
hostile persons. At the national level, governmémisughout the world have taken steps to impreeeisty in
response to heightened concerns over public stfetythe threat of terrorism. National governmemdse
mandated increased spending on security measoeigmented new regulations and placed greater esigpba
technology to address growing security concerns.

Fingerprints have been the most widely used bidmatrd benefit from a substantial existing infrasture
that employs fingerprints for identification. Gomerents and law enforcement agencies around thel\nave
already created vast databases of fingerprintsksgify and share fingerprints. According to tisd, fs
criminal database alone contains the fingerprifita@re than 50 million individuals. Other organipat
throughout the world, including foreign governmeansi law enforcement agencies, other U.S. goverhmen
agencies and state and local law enforcement aggeircthe United States, also have established fargerprint
databases.
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While fingerprinting is expected to continue totbe most prevalent biometric technology in the rieem,
iris, face and palm print and other technologieshsing adopted and combined with fingerprintingninti
biometric applications to provide an additionaldeaf security and accuracy and to allow for insegh
flexibility for applications where fingerprints an®t suitable.

The principal use of biometric technologies in itfgration applications revolves around the use of
biometrics in large scale databases for establistiiqueness of identity. The process works byuwan a set
of biometric samples of an individual and submgtitito a biometric search engine which is ableafidly
compare the submitted biometric sample againseldegabases of known identities. Initially thesgtems were
referred to as Automated Fingerprint IdentificatBystems (AFIS). These were originally developeddme
applications by agencies such as the FBI and Stbifard to facilitate criminal investigations, tsince have
grown into the civil markets and achieved widesgraeceptance within national civil programs, wheesy are
used to prevent identity fraud in national ID p@s. In more recent years, the trend has evoltedin
multibiometrics system capability, where the seanabine is able to search not just fingerprints but
simultaneously other biometric modalities notalalye and iris. In response we have developed ownAatic
Biometric Identification System (“ABIS™), which w sell to government agencies throughout the worlthe
civil and criminal applications. Our ABIS systemeiscalable standards-based multi-biometric platfaffering
flexibility that enables deployments in a wide 'egyiof identification environments.

ABIS deployments vary widely in size, cost and ctexijty. In a local law enforcement deployment,
ABIS may be entirely contained within a single fiagj with one or more capture devices attachetb¢al
computers, networked to a low-cost, small scaleesysapable of searching up to tens of thousandscofds.
The same system could be scaled up in large afiplisato consist of hundreds of biometric acquisitstations
and millions of biometrics records.

The widespread deployment of AE-type systems and the development of biometric teloigies to
support the identification market have been ambegiggest contributors to the growth of the biatost
industry. This growth is being driven by the in@ean the worldwide demand for identity based sgcur
systems, where the goal is to combat identity framdix identity, and to grant identities privilegpased on the
level of trust that they earn through the backgtbainecking process.

Governmer-issued credentials serve as the primary meansfdirming the physical identity of
individual. The effectiveness, however, of thesslentials can be impaired because they can beerteited or
altered, issued under false pretenses and histgriwve rarely been linked to an identity datab#&selure to
provide adequate identification protection can leabreaches of security and identity theft, thesemuences of
which can range from national security threatslasd of life to significant economic loss. Withimg context,
we believe that there is increasing pressure oemovents and businesses to accelerate the adoptatvanced
technology identity solutions.

In addition to upgrading their security features, lvelieve that monitoring authorities at places liordei
entry points will increasingly embrace the usewtbanated document authentication technology toicorthe
authenticity of presented credentials. Issuing @itibs are increasingly incorporating biometriaserify
personal identities and deter fraud. While identitydentials are becoming more secure, the abiligbtain
them under false pretenses continues to be a magkness of the credential issuing process. Astdtréssuing
authorities are now focusing on improving theirigpto verify the identity of a person requestiag
identification credential prior to issuing that deatial. As part of this effort, many authoritidscahave
recognized the need to have secure and accuratendotation of the issuance process and supporting
documents for each credential.

Internationally many countries have establishedrerestablishing national identification, pass|
programs and voting systems and many of thesersgsiee expected to utilize biometric technologimsme of
these programs are also aimed at helping to seccoentry’s borders by tracking entry and exit oftbcitizens
and visitors and identifying potential terroristehts. The United States established legislatiquirieg
biometric identifiers to be included in the passpof
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current Visa Waiver countries (countries wherezeitis are not required to obtain a Visa prior t@emng the
U.S.). We offer a range of solutions, products @utinologies that can be utilized in national idfattion,
and/or passport and border crossing programs til emd verify citizens, visitors and potentialeats and/or to
add biometric identifiers to national identificatiand/or passport programs. Accordingly we beliénag
international markets provide an opportunity forereue growth.

We believe the global market for advanced technoidgntity solutions is growing rapidly and is deivby
the following key trends:

« Governmen-initiated security programs  We believe that the U.S. Federal Government
government agencies will continue to be key drifergshe growth and development of the market for
advanced technology identity solutions by increglginecommending, and in some cases mandating,
the use of secure authentication as a key comparfiéahentity verification through such programs

« the U.S. Visitor and Immigrant Status Indicator fiealogy program‘‘U.S. VISIT'"), which
uses biometric data as part of new screening ptwesdor non-U.S. citizens entering the United
States

« the U.S. Department of State Passport Card progvassue a limited use passports in a wallet
size format

« the Transportation Workers Identification Creddntif@wIC"), which is a credentialing
program that may eventually cover an estimated illbmnational transportation worker

« the U.S. Department of St's‘‘contactless chif'’ in passports, which are electronic chips
hold the bear('s biographic and photographic de

« the Transportation Security Administrat's (‘ TSA'") Hazardous Material Threat Assessm
Program (“HAZMAT"), mandating fingerprinting angecurity threat assessment of commercial
truck drivers applying for, renewing or transfegithe hazardous materials endorsement
(‘““HME"") on their stat-issued commercial drivers licens‘‘CDL"");

« the TS/'s Registered Traveler Progra'‘RT'’) under which the TSA will conduct a secut
assessment to determine eligibility of an individioa an expedited screening process at TSA
security checkpoints. RT participants provide Hatgerprint and iris biometrics, allowing either
biometric to be used for positive identity verificen at the airport

+ Homeland Security Presidential Directive ‘‘HSPL-12'"), which mandates that a comm
identification card be utilized by all Federal goveent employees and contractors. In 2004, the
U.S. Federal Government issued the Federal Infoom&rocessing Standard for Personal
Identity Verification of Federal Employees and Gantors as part of HSPD-12. HSPD-12
includes a requirement for document authenticadtia@onnection with the issuance of secure
credentials to federal government employees;

* ID Act, signed into law in May 2005, which mandageshentication of a pers's identity before
they are issued a driV's license

« Development of industry standards and requiremer  Several organizations responsible
standards in a number of our markets have implezdergtquirements for the use of biometric
recognition. For example, in May 2003, the Inteiora! Civil Aviation Organization, which sets
recommended travel document standards for its mestages, selected face recognition as the
biometric to be used in passport documentation eldeer, in February 2003, the National Institute for
Standards and Testin‘‘NIST'") which is part of the
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U.S. Department of Commerce, recommended that lssgisiem of fingerprint and face recogniti
technology be used to verify the identities of \iséders at points of entry in the United States. |
addition, NIST has established a fingerprintingndtad, referred to as Minutiae Extractions Standard
or MINEX.

« Growing use of biometricc Governments are increasingly mandating biowsas an integri
component of identity solutions. Global biometgwvenue is projected to grow significantly driven by
large-scale government programs and dynamic priseteor initiatives. Fingerprint is expected to
have the largest share followed by face recognéiadh iris recognitior

* Increasing demand for background screenin Demand is growing from civil, state, federadl
commercial fronts for background screening for apits seeking a new job or individuals who
provide services that require their identity tovieéted.

« Rising cost of identity theft and financial frauc We believe the growing direct and indirect aufst
identity theft and financial fraud is increasing firessure on businesses and individuals to aateler
the adoption of advanced technology identity sohi Identity theft is the nation’s fastest growing
crime.

« Convergence of physical and logical security sysse We believe that there is a growing need for
governments and businesses to provide a highlysegnified system for user authentication to
access both physical assets, such as buildinggligital assets, such as computer networks. For
example, the U.S. Department of Defense’s, or D@@nmon Access Card Smart Card program
provides identity verification for approximatelyuiomillion DoD employees and military personnel to
enable access to military property and DoD compuégworks. We believe that this program
represents the model for identity protection sohsithat will be implemented by governments and
businesses in the futut

Government Services Markets And Tren

The federal government is the largest consumarfofration technology services and solutions in the
United States. We believe that the federal goventimepending on information technology and serwiel
continue to increase in the next several yearsedrby the expansion of national defense and hardedacurity
programs, the continued need for sophisticatedligeace gathering and information sharing, incesaeeliance
on technology service providers, due to shrinkamgks of government employee technical professipaals the
continuing impact of federal procurement reform @ffice of Management and Budget mandates regaiding
spending. Federal government spending on informagohnology has consistently increased in eachsiree
1980.

Across our core intelligence community customers pelieve the following trends will continue to iagt
spending and dependence on technology and suppuractors:

« The emphases on irregular warfare, homeland defensecombating the spread of weapons of r
destruction remain overarching guiding principlesdurrent and out-year funding priorities. We
believe intelligence agencies will increase denfandiata and text mining solutions to enable them t
extract, analyze, and present data gathered frermtissive volumes of information available through
open sources such as the Internet. This increases bn national security, homeland security, and
intelligence has also reinforced the need for agerability among the many disparate information
technology systems throughout the federal governrivée believe the Department of Defense,
Department of Homeland Security and the intelligecemmunity will continue to be interested in
systems that strengthen the coordination withinandng agencies and departme

« Although certain agencies within the intelligencenenunity have indicated a goal of reducing
reliance on contractors, the demand for technosegyice providers is expected to increase dueeto th
need for federal agencies to maintain core operatifunctions while the available technical
workforce shrinks. Given the difficulty the fedegavernment ha
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experienced in hiring and retaining skilled teclugyl personnel in recent years, we believe the &
government will continue to rely on technology seevproviders that have experience with
government systems, can sustain mission-criticatatpns and have the required government security
clearances to deploy qualified personnel in clasiénvironments

« Inrecent years, federal agencies have had inateas®ess to alternative choices of cont
acquisition vehicles-such as indefinite delivergtéfinite quantity (ID/IQ) contracts, Government
Wide Acquisition Contracts (GWACs), the Generah@srs Administration (GSA) schedule and
agency specific Blanket Purchase Agreements (BPE®se choices have created a market-based
environment in government procurement. The enviramirhas increased contracting flexibility and
provides government agencies access to multiplengis to contractor services. Contractors’
successful past performance, as well as techrégelhilities and management skills, remain critical
elements of the award process. We believe theaserkflexibility associated with the multiple
channel access, such as ID/IQ contracts, GWACs, &Badule contracts and BPAs, will result in the
continued utilization of these contracting vehidfeshe future, and will facilitate access to seevi
providers to meet the demand for, and deliveryasfuired services and solutiol

« Once the level of involvement in Iraq and Afghaaisbegins to wind down, the military role will
likely evolve from less dependence on major conolparrations to an increased use of precision
strikes. Intelligence gathering, processing andyaisawill become even more important to the
mission of the commanders in the field. Future adstiations may choose to pay for these activities
through annual appropriations instead of suppleatéanding. Going forward, it is expected that a
substantial portion of the military budget will beeded to re-set and modernize equipment and
infrastructure. We believe this will likely fuelcntinuing demand for logistics services and nekwor
enabled mission capabilities that will provide mareasing level of performance efficiency whileoals
introducing elements of cc-effectiveness

« Itis believed that the current strategic environtriiictates the need for more dependencies inoifme
of alliances and partnerships. Alliances with laage small companies who have agency mission
knowledge and/or established credentials relategéaific solutions and services are critical in
winning large contract:

« The Office of Management and Budget (OMB) has idsusetrategic sourcing directive to m¢
business decisions about acquiring commoditiessandces more effectively and efficiently. In many
cases, these strategies are designed to driveisfEaices to commodity status in order to legera
the government'’s purchasing power. Many of the ipleltaward, ID/IQ contracts that typify today's
market are derived from strategic sourcing iniiesi that aggregate requirements and provide many
options for users over extended performance per

Our Identity Solutions

Our identity solutions are intended to provide customers with the customized products and services
necessary to achieve the particular objective dress a specific customer need. An individual smfubften
includes multiple deliverables of hardware, equiptneonsumables, software, right to additionalsafe
products, when and if available, related hardwaaentenance, software maintenance, hardware repair o
replacement, technical support services, trairimgallation and consulting services under a siagtangement.
Our identity solutions incorporate modular compdeemd services, including the following:

Multi -Biometric Capture and Live Scan System— Provide high quality images for multi-biometric
recognition in the industry. We estimate that ntbien 15,000 systems are deployed worldwide foricarand
applicant processing, border management and ereotlinto civil ID programs.

Multi -Biometric ABIS — Support finger, face and iris on a single platfoithis biometric matchin
engine is used to eliminate duplicates and aliaste U.S. State Department’s visa
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issuance system and is also the main biometriclseargine for the US Department of Defense entepri
database management and search solution.

Mobile Identification Systems— Use finger, face and iris biometrics for idenitily subjects in the field.
Our rugged and portable iris devices are deployetth® U.S. Department of Defense for overseas orissn
Irag, Bosnia, Afghanistan and other areas of confli

Facial Screening System— Alert customs and passport control agents wheindinidual on a watchlist
attempts to enter the country. We supply the lardembase solution for the Department of Statk widatabase
search of over 60 million facial records.

Information Security Software Solutions— Protect against unauthorized access to compatets
networks. Our solutions are used by financial agalth-care organizations around the world.

High-Quality Card Production Systems— Provide long-lasting, tamper-proof capabilitiEsch year, we
estimate that we enroll and produce more than 3®mindividual credentials, such as U.S. passpartd
drivers’ licenses, at more than 2,500 locations.

Document Authentication and Credentialing System— Encompass proofing, vetting, enrolime
biometrics, identity database management, carduystimh and authentication components required tbésh
the authenticity of IDs in a large-scale securelentialing program We estimate that more than 58@%ems
are deployed worldwide in over 25 countries

Fingerprinting Service Centers— Handle processing for employment and licensee egupi$. We
maintain the largest enroliment network in the ¢opand process nearly one million applicants atipua

Government Technology and Security Service— Provide key expert assistance in counterterror
counterintelligence, homeland security, technoldgyelopment, information technologies, vulnerapilit
assessments and operational support to US govetragencies. In addition, we provide expert procesaind
analysis of complex data sources in support to oA&@mment agencies.

Our solutions are designed to meet the ID needsio€ustomers. They combine indu-leading face
finger and iris recognition biometric technologieish state-of-the-art credentialing and documerthentication
capabilities and a range of outsourcing servicesitzessfully meet all aspects of managing identity

Federal and International Security Solutions

We seek to provide efficient and reliable productd services to help improve the security of natiand tc
protect their citizens, both at home and abroadhéie provided our solutions to all levels of goweent
including every major U.S. government departmentrmost U.S. military branches. We offer a comprshen
array of solutions that make it easier to implenmvitian and criminal identification systems, berdsecurity
programs and data protection measures. Our sofutespond to the federal and international idemiitgds and
initiatives.

In the Identity Solution segment, we provide sain$, products or technologies in connection wig
following:

« Homeland Security Presidential Directive 12— Requires a common identification credential v
Personal Identity Verification (PIV) for federal ployees and contractors. L-1 provides end-to-end
capabilities for identity proofing as well as moalylcustomizable components and outsourcing
services to ensure fast and easy compliance. @enirgfs are GSA and NIST certifie

« Transportation Workers Identification Card — A program mandating a standardized se:
credential containing biometric data for all tramgption workers to enter into any secure area of a
port.

* U.S. DoD Common Access Car— The standard identification credential for actikey military
personnel, selected reserve personnel, civiliari@meps, and eligible contractor personi
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* Registered Traveler Program— A nationwide private sector program designed t@kcate the
screening process at participating airports fospagers who voluntarily choose to enroll by
providing biometric fingerprint and/or iris da

e US-VISIT Program (U.S. Visitor and Immigrant Status Indicator Technology)— An automated
entry/exit tracking program that requires foreigsiters to submit biometric information upon arfiva
and departure to and from the U

« Passport and Visa Issuance and Productio— We supply and integrate the technologies, softw
hardware, consumables and services to help witidéreity enrolliment, de-duplication and
production of safer and more secure passports ted wavel document

«  Border Management Solutions— Our solutions offer a faster and more convengeatess for
travelers to pass through borders. They also empbereler control officers to perform real-time
searches against known watchlists and to scan types of documents faster than ever before,
helping to ensure that unwanted individuals doemtéer the country. L-1's capabilities also enahke t
process of border management and control to happemlessly and with the same level of protection
and security regardless of location, whether aghiy populated and wired checkpoint or a remote
location connected wirelessly. We estimate thatdometric technologies and document
authentication readers have been tested or deplmybdrder control agencies all over the world. Our
companies have deployed more than 10,000 live sgstems, including for the U.S. Department of
Homeland Security, for use at the na’s border crossing

«  SIRIS created for iris primary applications that call fast and accurate identification. SIRIS is a t
speed iris matching platform. Combined with poréadahd stationary iris devices, SIRIS offers end-to-
end solutions for large scale prograi

«  Frequent Traveler Solutionsthat speed processing times and ensure high-quxditgetric capture
every time for maximum verification accuracy andwenience for traveler

«  Watchlist Screening Solutionsthat seamlessly integrate into the immigration psscto provide more
accurate, re-time notification of possible matches against wigth

«  Document Authentication Solutionsthat automate the reading and authenticatior-passpor
documents with contactless smart chips, as wedkesting passports, driver’s licenses and other ID
cards.

* Mobile ID Solutions that allow for highly accurate and fast identifioatof individuals seeking to
pass through borders at remote sites, land ancressings

In the Services segment, we provide services imection with the following:

*« HAZPRINT — Requires focused background checks, includinggfiprint-based biometric criminal
history checks, for all commercial drivers who apfalr, renew or transfer an endorsement to
transport hazardous materials, including explosi

« Department of Defense (DoD)/Intelligence Agencie— We help the DoD and Intelligence
communities in the fight against terrorism acrdeesglobe by providing technology for insurgent
registration, combatant identification, watchliBt tredentialing and high security access con®éfl.
the field, our solutions help agencies processdratind checks of military personnel faster in order
to provide them with secure credentials and vehgir identity for the purposes of issuing benedits
accessing secure facilities and networks. We pepsaientific and technical solutions to the design,
testing, and implementation of collection systempleyed against the intelligence community’s top
tier hard-target intelligence issues. Our technisidesign and deploy unique articles for situations
requiring concealment techniques and methodolayiesprovide training for field operations
personnel. Our program management and techniodatesrsupport assists the government in the
definition and execution of large mission critipabgrams across the intelligence commur
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« Information Technology (IT) Solutions — We provide IT support to the intelligence commun@yur
core capabilities include: infrastructure enginegrisystems engineering and integration; software
development; and information assurance. We prowifilastructure engineering services supporting
mission critical, high performance computing systdor national level intelligence customers. This
expertise includes network architecture design)émentation of advanced network technologies,
high performance computing including engineerind administration of supercomputers. Our
expertise in systems engineering and integratieermsorequirements definition and analysis,
selection/implementation of systems engineeringhodlogies/tools, program management support,
system engineering and technical assistance (“St;Tgxogram scheduling/engineering review
boards, configuration management, and supportiagnihg development, implementation, and
delivery phases of projects. We also provide safvemgineering support to high visibility and
critical intelligence missions such as signals eitation and cryptanalytic processing. Information
assurance services/solutions include tools devetoprthreat analysis, database development,
network traffic analysis, vulnerability analysisk assessment, and traini

«  Geospatial Data— We are a supplier of support services for cabectanalysis, and dissemination of
geospatial dat:

Federal, International, State and Local Criminal Sdutions

Law enforcement agencies across the U.S. and attermally rely on us to provide solutions that help
identify suspects and criminals faster and moretely. With the power to scan millions of crimiimecords in
seconds, and provide officers in the field witHical identity information in minutes, we are payithe way for
a new era in identification for law enforcementragies. Our companies have more than 20 years efriexe
serving the needs of law enforcement agenciess@lutions include:

«  Enrollment Solutions — a broad range of enrollment capabilities to integpersonal data wit
biometric information and credentialing productkeTcore of L-1 key capabilities, these solutions
incorporate facial and iris biometrics with docurnprinting and authenticatio

* Next Generation Multi-Biometric ABIS — incorporates finger, face and iris recognitiomisingle
platform to improve the speed and accuracy of erahidentification. Our solution is designed for
maximum flexibility in the workflow for lower risland greater return on investme

« Booking Systems help quickly identify known criminals at the boogiprocess by capturing tl
highest quality biometric dat

* Mobile ID Solutions — offer immediate and highly accurate identity immfiation on suspects to
officers in the field. Our mobile ID systems, preiofficers in the field with accurate identity
information in minutes while saving time, enhancafticer safety and minimizing false arres

« Investigation Systems— analyze finger and facial information found at egistenes, leading to mc
IDs, regardless of the quality of the data founthatcrime scent

+ Inmate ID Solutions— incorporates iris recognition to help establistt fael accurate identification
critical steps in the incarceration process fromate booking to releas

« Jail Management System (JMS— is an enterprise level biometrically enabled jaénagement
system designed to manage a detention facilityti@aslining the day to day operations and provide
an easily customizable work flow process. The systeanages every critical step in the incarceration
process by providing customizable modules to haedéything from pre-booking, classification,
medical screening, housing, inmate funds and ptppscheduling and movement, notification, release
and many other critical functions. The JMS alsardeasly interfaces with a variety of external lgcal
state, and federal ID systen
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Our Civil Solutions

Producing valid and secure civil identity documemgsessitates a wide range of requirements andseegh
of the process represents the potential for emdrfeaud that can compromise documents. We proaggcies,
such as state departments of motor vehicles, aitfelscale secure credentialing systems. We alstairaone
of the largest anti-fraud visa issuance systems thi¢ U.S. Department of State. Our solutions itefu

« Enrollment Systems- help to ensure the integrity of the ID with highatjty biometric data captur
document authentication, and demographic data mafuintegration with identity databases and
human resources management softw

«  Multi -Biometric ABIS — incorporates finger, face and iris on a singéfptm to help prevent fraud
in the issuance of secure documents, aids in thedypidentification of criminals and helps deter
terrorists from obtaining ID documents or crosdiagders

* Card Production and Document Authentication System- produce lon-lasting, tampe-proof
credentials

« Verification Solutions — are used to verify identities before credentiatsissued and receive

« Drivers’ License Solutions- offer the latest in er-to-end processes for creating a consolid.
verification of an identity claimed by an applicafhis is done through the integration of cliend an
back-end software, services, document reader haggwmmetric technology and internal and
external database queri

Our Commercial Solutions

Protection of a busine’ valuable information and physical assets from idgtieft, fraud and othe
security risks in today’s high-tech operating eorminents demands a sophisticated security platf@egulatory
mandates that require proof of requisite stepsntaigrotect critical personal information is adylio the
pressure. We offer the latest innovation in bioiegchnologies to vet an identity before an indil is hired
or granted access to a company’s data and physisats. With it, we help companies better protemnselves
from theft facilitated by a false or stolen ideyti¥Ve provide solutions to:

« Financial Services Firms- We help maintain the integrity of client records fiew accounts, mana
the background check process for prospective erepiyand control access to secure facilities and
online accounts

* Healthcare Organizations Companie«— We preserve patient privacy and confidentialityexfords
by using biometrics to ensure that only authorirelividuals have access to sensitive patient
information. Our information security software helpealthcare organizations comply with the
requirements set forth by the Health InsuranceaBdity and Accountability Act (HIPAA)

* Casino and Gaming— We provide faster and more accurate backgrouadkshon prospective
employees and offer improved biometric-based sliangie to identify known card counters and
cheaters

Our Services Offerings

Fingerprinting Services— The fingerprinting services experts at L-1 previth accurate and quick means to
process applicant data required in federal ane $it&nsing programs. As a result, we can helghgeidentity
information needed for agencies and organizatiomsake a hiring or licensing decision more quickiy
accurately than ever before. Prospective licensdeemployee fingerprints are captured quickly friendly,
professional environment by one of our certifigiyrprint technicians. The prints are taken ustatesof-the-
art live scan equipment that captures fingerpmvitsout the use of ink and submits them electrdhjicas a
result, our customers can receive criminal
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history results in days. Faster results mean liogn®r putting employees to work, more quickly avith peace
of mind. Our fingerprinting services include:

« Live Scan Fingerprinting — Applicants can call and schedule an appointmeatcanvenient locatiot
Upon arrival, fingerprints are captured and sutedittlectronically the same d¢

« Card Scan Fingerprinting — This service allows applicants to capture fingesrivith ink and mai
the cards to us. We convert the ink cards to actreleic format and submit the fingerprint records t
the appropriate channeling agency within one bissiay

« Onsite Fingerprinting — This service brings our live scan systems diyetctthe customer’s location,
helping fulfill short-term fingerprinting needs dteea large fingerprinting backlog, hiring surge or
opening of new location:

Our Government Technology and Security Service- Our government and security consulting serv
encompass the most pressing and sensitive arsasuiity and intelligence concerns facing the tb8ay.
These service areas encompass but are not linsitstrategic initiatives, weapons of mass deswougti
counterterrorism, proliferation, combat suppord Aaomeland defense. Our three specific elemergsmvice
center on intelligence operations, sensor sciendeaaalysis, and information technology and incladguisition
support, sensor design, program management, dgeruik, information sharing and analysis, physteghnical
and personal security, personnel surety, behawsoiahce, counterintelligence, vulnerability assess,
imagery analysis, forensic accounting, surveillaace surveillance detection, crisis managementpcoen
forensics, operational support, network engineenegwork architecture design, and information eessce.

Our professionals provide substantive analytiertific, technical expertise to some of our ne's most
critical missions in the IMINT, SIGINT, and MASINBnd combat support realms. We provide our custemer
with a unique and responsive capability based arability to provide tailored expertise to custorspecific
requirements world-wide. Our areas of specializatiwlude full life-cycle acquisition, system engéring and
integration, intelligence operations and analyssisor sciences and technical arts. Our expertproaite
complete end-to-end services working along sidecttstomer or we can provide management and comgulti
services as trusted agents of the customer.

Our personnel include all-source regional, funalpand technical analysts; field operations office
trainers; software engineers; program managersjajzed government consultants; and operationapstt
professionals. These individuals are veteransefM®. intelligence agencies, U.S. investigatingnages and
the uniformed military services. Many are senigeliigence community leaders and recipients of mome
awards and commendations for their accomplishnerdscareer services.

Clients served include:

* U.S. Intelligence Community— Our group of intelligence professionals work atious locations
across the intelligence community, assist in bogdbperational and analytical programs and help to
train and mentor the next generation of intelligepoofessionals. Our engineers, scientists, and
intelligence analysts have footprints world-wid@parting the intelligence community. These
individuals design, prototype, test, evaluate progs and materials, transition the results to ojmeralt
projects and programs, and analyze the resultityidasupport of intelligence community and DoD
goals. The technical expertise of these profeskomarking alongside their government counterparts
help ensure mission succe

* Federal, State and Local Government Agencie- Our professionals offer expert consulting base:
extensive technical and operational experiencepiWeide a wide range of analytical, linguistic,
technical, scientific and other support to intahge, defense, and law enforcement agencies. Our
proven and cleared personnel can augment and/eidprtechnical support and specialized training in
day-to-day operations
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« Private Sector- Based on extensive experience working with the gowent, we can provic
physical and IT security assessments, identify riyowinerabilities both from internal and extefna
threats, utilizing a unique approach of viewingwséy from the perspective of the “eyes of the
attacker”, a proven and distinctive approach eniifying, measuring and mitigating risk. Our
capability is founded on our employees, extensiygeence working on counterterrorism,
counterintelligence and security issues during theifessional careers. Additionally, our techmisia
and analysts can advise and support of threatisinsawith sophisticated literal and non-literadlre
time sensors allowing for safe monitoring of poi@rdangerous or hazardous activiti

Our Products and Technologies

We deliver solutions by leveraging our products eutnology capabilities. We generally offer bioriwgl
secure credentialing and documents authenticatiougts and technologies that are bundled as part o
solution set. Our solutions may include one or nafréne following components: hardware, software,
consumables, equipment, maintenance, systems d$ewurity services.

Biometrics:

Our biometric products and technologies includeti-biometric ABIS system. Live Scan booking, fac
screening, fingerprint readers and scanners,gdegnition devices, mobile 1D, inmate ID, accesstes,
BioLogon® Software and ID tools/SDKs. Our products and tetdgies include:

Multi -Biometric Solutions

ABIS Systemis the scalable, standards-based and easy toateggjatform designed to help integrators
and end users manage today’s criminal and civithBllenges. Unlike closed end-to-end systems tieatio®
risky and too expensive to develop and maintaim ABIS System is an innovative back-end platforat tielps
minimize intervention in ID processes. The latesteration of our BioEngine fingerprint technology
incorporates new and more accurate high-speedsfiite fingerprint identification in increasinglgriger
populations and tests conducted by the US governpiece BioEngine in the top tier of fingerprint
technologies.

LatentExaminer works with the latent finger lifts that are ofteery challenging, even for the most
experienced latent examiner. Extensive edit antboigation tools are available to assist in lafergerprint
identification. Once captured, the latent can ematically or manually processed to optimize tjafor search
submissions to the ABIS System.

FaceExaminerhelps analyze, search, and identify faces of wasikgects taken from Closed Circuit TV
cameras and surveillance tapes. As a front-end kadduhe Identix Multi-Biometric ABIS system, the
FaceExaminer is a powerful tool for enhancing tiiectiveness and performance of face recognition
environments, where the quality of the images i o the person may not be facing the camerattijrec

TenprintExaminer is a multi-purpose tenprint image processing apfibo capable of running on any
Windows-based desktop computer. It provides extertsiols to analyze and manipulate tenprint images
enhance ABIS performance and maximize identificatiearch rates. After a search, the TenprintExamine
provides extensive functionality to analyze and pare results.

TenprintVerifier/FaceVerifier are web-based, post-processing tools to assigrification of transaction
search results. Once a transaction has been cauptie verifier applications can display searchilts in a
queue for display and review in more detail. Theugiof face, fingerprint, or other multi-modal sar
transactions can be searched based on your bugireeess and policy requirements.

Workflow Manager offers unprecedented flexibility, giving the powercustomize our ABIS system to
customers’ specific needs. The multi-biometric feavork provides a single platform for finger, faceldull
hand biometrics for both criminal and civil envirnants, making it highly flexible.

14




Table of Contents

Iris Identification Solution from SecuriMetrics offers SIRIS which is a scaladheerprise level biometric
matching platform that can be operated on a silagi®p. Designed using architecture built for perfance in
raw matching speed and throughput capability, Sisfi€rates with search speeds reaching over 1rbillio
matches per second; making country sized identificaealistic. SIRIS is coined the Next Generatios
Recognition Technology.

Live Scan Booking

Live Scan Bookingprovides multi-biometric capture solutions for nragim background check results and
downstream matching performance. This includesdlhewing products and systems:

*  Multi-Biometric Capture Statio

« TouchPrint™ Enhanced Definition 3000 Live Scan &

*  TouchPrint™ Enhanced Definition 4100 Slap & RolW&iScar

«  TouchPrint™ Enhanced Definition 4800 Palm, Slap &l Rive Scan

* TouchPrint™ Live Scan Series Periphel

Palm Scanner 480(— the L-1 4800 Palm scanner provides the ability to go heyaten print or singl
finger scan to also allow for the easy captureadfrpprints. The 4800 scanner provides easy, reabpsaed
scanner to capture palms scans while maintainimgtiat and singer finger roll scans in a singlatgh device.

Facial Screening

Facelt Argus s a ree-time facial screening system that captures facéservideo stream from hig
resolution cameras, searches them against predefiateh lists, and generates alarms whenever ghrisatc
found. It enhances the efficiency of security aad énforcement personnel by providing a list ofginle
matches for human verification, so that the operspends valuable time focusing on the personstefést
rather than the public at large.

Fingerprint Readers and Scannel

Forensic Quality Readers (DFR® 2080 & DFR ® 2100/2130are designed for lar-scale enroliment an
verification applications, these readers consitexapture high quality 500 ppi images for morewaate
matching and faster processing. As a result, tledy increase security with better authentication.

Commercial Readers (BioTouct® 500 USB)are designed for information security applicatichsse fasi
durable, accurate and low-cost readers can hedprstine the authentication process. Our 500 PRtopte PIV
certified and provide forensic quality images ilowa cost package.

Mobile ID

HIIDE (Hand -held Interagency Identity Detection Equipment)is a full function, multi-biometric (iris,
finger, face) enrollment, identification, and tramk device for use in a variety of applicationslinting
battlefield detainee identification, correctionsifiéies, law enforcement, transportation worketsritity, border
control and healthcare.

PIER (Portable Iris Enrollment and Recognition) is a full function, hand-held iris recognition dewi
used by various U.S. governmental agencies inuppat of the war on terror, national security &iodheland
defense. The PIER is also deployed throughout t&e id detention facilities for fast and accuratmate
identification.

RDT4 is a solution that employs a modular handheld dgethat links to any pre-configured, supported
PDA, taking advantage of today’s smart-phone teldgyo and through a centrally located workflow mgea
can interface with various databases simultanepirstjuding the Identix ABIS®
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System. It combines this flexibility with forensjoality, autocapture fingerprint reader, the canweréhe PDA,
and a card reader module to scan documentatioh,aua driver’s license, to ensure more accuraseaiidl time
and cost savings for officers in the field.

Inmate ID

Offender ID (Iris) is an advanced secure identity management systapiorating state-of-the-art
biometric technologies into an inmate identificatgystem. Critical processes such as booking dedse can
now be securely executed with iris identificatiestnology providing accurate inmate identification.

Access Contro

FacePASS¢is a face recognitic-enabled access control and security product usedrnduct on-to-one
verification of an individual’s identity to authécete that the holder of an ID document or toketiésauthorized
user. The system carries out a real-time compatisbmeen a live face and a stored reference inwmgertfirm
the identity of that person and grant respectigbts and privileges while guaranteeing maximumabglity,
security and efficiency. The system works fullyauated, 24 hours a day without any user intervaraitd thus
requires virtually no system administration aftes tnstallation.

BioLogon Software

BioLogon @ is a multi-factor authentication solution which si$gerprint biometrics to authenticate the
identity of the person seeking access and to proteoputers and networks from unauthorized entrig. used
by healthcare institutions in the United States laptanks across the world to manage privacy acdrseassets.

ID Tools/Software Development Kit¢ SDK'")

ID Tools/SDKs combine proven, cutting edge technology with sint@eeloper tools to create hi
performance solutions. They create innovative, fugtformance biometric solutions and help deliogr t
performing solutions, interoperable and standamisgtiant applications and faster turnaround wityea
integration tools.

Secure Credentialing:

Our secure credentialing products, technologiessgattms encompass proofing/vetting, enrollm
biometrics, identity database management, carduptah and document authentication systems. Theyuts
and systems offered include:

iA-Passport® processes travel and identity documents quicklysaudirely, working with i-Authenticat
® . The database is designed to recognize and autathatompare multiple, unique security featuregach
individual document type, as the unique databasedes forensic information on passports, visaS, U.
Immigration cards, and national IDs.

Digital Image Workstations (ImageCAM ™ ) provides standardized image capture for idel
applications before enrollment and processingroliied driver’s license(s) and identification carfise system
is unique to the driver’s license industry withtstaf-the-art digital image capture systems andketation
equipment for capturing, storing and electronicaifinsferring cardholders’ digitized images and dgraphic
information.

The Toppan CP400 Printeris designed to produce secure smart cards anchelent counterfeiting
Personalization data is reversed printed intoresfea film that is that is fused to the surfacehef card using
heat and pressure, and the unique indirect-trapgferent ink technologies provide unique advantagémth
quality and counterfeiting protection over dye-suiaition methods. The non-fading ink technology eesu
outstanding durability against light and chemieslations that cause images to fade.
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Viisage PROOF™ integrates client and back-end software, automadedment authentication reader
hardware and biometric technology, as well as ireteand external database queries, to create alatated
system for the verification of an applicant’s idgntViisage PROOF evaluates aggregated information
identification documents and the most commonly useeder documents as well as a variety of additidata
points, such as social security number and addesification, to produce a proofing confidence sctirat aids
the credential issuing agency in the final decisibout whether or not the candidate is allowedtecged to the
next phase of the identity solutions process orthéreadditional interviewing is required. This puatlis based
on proprietary data analytics algorithms.

AutoTest ™ is a web-based testing engine for the deliveryamministration of randomized identity and
domain knowledge tests. This system provides amfditiintelligence of a person’s claimed identitiopto
receiving a driver’s license or other secure idgrdiedential. Testing is conducted through depeants of motor
vehicles and automated web-based and kiosk applisat

AutoTest Scheduler™ is a web-based application used to automate thedisting of knowledge and/or
road tests for driver licensing. It also can belolggd over the Internet as a self-service appbecator customers
to make appointments.

Document Authentication:

Our document authentication products, technologiessystems provide customers with invaluable 1
for recognizing fraudulent identity documents awnteptial threats of all types. The products andesys
include:

iA-thenticate ® is a combined hardware and software solution desigm automatically authenticate
documents, such as passports, visas, immigratiais cdrivers’ licenses, and military 1D cards thatividuals
use as proof of their identity. The product helpgsegnments secure their borders and businessestice
identity fraud by authenticating identity credelstithrough a process of scanning, image processidglata
analysis.

ID-Suite ™ offers detection of forged and altered state & goreent-issued ID cards in a variety of
industries through software and services that piedditional layers of security to the iA-thenteeproduct
line’s authentication engine, as well as addingentication capabilities for North American ID csyduch as
driver's licenses, and adds magnetic stripe anddoirreading capabilities. The Suite includes:

* iA-License™ — Comprehensive electronic database of North Araerl® templates for automated
authentication of drive's licenses, military IDs and other identity docutse

+ DL-Alert ®— Reads, interprets, and verifies the content, sespjend format of information encod
in the magnetic stripe and/or bar code of commashd identity documents such as driver’s licenses,
state ID cards and military ID

« iA-Verify ™ — Provides an additional security layer by applysophisticated database queries to
validate the issuance and biographic data read iiver's licenses, passports and other ID
documents

iA-thenticate ® SmartChip is a combined hardware and software product dedigmguickly anc
accurately read driver's licenses, ID cards andtedaic passports used by travelers. It automdyicahds and
authenticates e-passport documents that contataateless SmartChips in just a few seconds.

ID-GUARD ™ automatically scans document images and barcodeégtiagtrip information from ID1 siz
documents and searches for and authenticates datseurity features using multiple light and aregerces.
ID-GUARD @ fits into small areas for use at service counteffice desks and is easily mounted for in-vehicle
use. It is intuitive and works similarly to mosfioé scanners and card swipe readers

Customers

Over 90% of our sales are to federal, state, laodlforeign governments and government ager
Contracts with governments and agencies generiédly ¢he customer to terminate the
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contract for convenience of or for failure of thevgrnment to appropriate funds. For the year ended
December 31, 2007, two U.S. federal governmentagsywhich we cannot name due to security
considerations, accounted for 26% of L-1's revenues

Historically, we have experienced minimal customenover. We believe this is a result of our strong
product portfolio and emphasis on customer serizesupport. The following is a representativedfsour
customer base:

Security Solutions

Department of Defen

U.S. Intelligence Communi
Department of Homeland Secu
U.S. Department of Ste

Office of Naval Researc

Civil Solutions

Arkansas Office of Driver Servic

Connecticut Department of Motor Vehic

lllinois Secretary of Sta

Kentucky Transportation Cabit

Maryland Department of Transportation
Motor Vehicle Administratio

Mississippi Department of Informati
Technology Servic

North Carolina Department of Transporta

North Dakota Department of Transporta

Oklahoma Department of Public Sal

Pennsylvania Department of Transports

State of Rhode Island, Departmer
Administration, Division of Motor Vehicl

State of Delaware Department of Public Se

State of Montana, Montana Departmer
Justice, Motor Vehicle Divisic

West Virginia Division of Motor Vehicle

Wisconsin Department of Transportai

Connecticut Department of Social Servii

Border Managemen

Pakistan National Database and Registr:
Authority

Canada Customs and Revenue Ag

U.S. Department of Ste

Australia Custor

British Airport Authority

Finnish Frontier Guart

Defense Manpower Data Cer

New Zealand Custor

U.S. Department of Homeland Secu

Saudi Arabia Ministry of Interic

Brazil Department of Federal Pol

Iceland

Criminal Solutions

City of New Bedford, Massachusetts Departr
Police

Jefferson County, Alabama, She's Office

Kentucky State of Policy of the Commonwe
of Kentuck:

Ohio Department of Public Saf

Pinellas County Sheris Office

U.S. Army

Washington, D.C. Department of Correcti

Wisconsin Department of Transportai

Callifornia Department of Justi

Los Angeles Coun

Pennsylvania State Pol

Texas Department of Public Saf

California Department of Corrections ¢
Rehabilitatior

Commercial and Reseller

ABN AMRO Bank

Berlin Airport

Hanover Zo

Casino

Sentillior

Telos Corporatio

NEC Solutions, In¢

Sagem Defense Securities

Government, Technology and Security Servit

U.S. Intelligence Communi
Department of Defen
National Geospatial Agenc

Fingerprinting Services

U.S. Transportation Security Administrat
Florida Department of Financial Servi
lllinois Department of Reven

California Department of Insurar
California Department of Social Servir
Michigan State Polic

Missouri State Highway Pati

Texas Department of Public Safety
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Business Development, Sales, Marketing, Bids and éfyosals

We market our biometric solutions and servicesughoa direct sales force, strategic partnershigs an
alliances. Our direct sales force is responsibierfarketing and selling our entire identity solacand services
portfolio. We have a worldwide sales force respiolesior delivering customer solutions and servizethe
North and South American markets, Europe, the MiditHist and Asia Pacific. In addition, we have distaed a
dedicated U.S. Federal sales team in Washingtd®, i@sponsible for marketing and selling to U.Stegoment
agencies such as the Department of Homeland Sgdimet Department of State, the DoD and othersalste
have a dedicated sales team responsible for drsafes to our worldwide customer base. We haveleated
sales and services team operating from locatio@eimany, the United Kingdom, Australia, UAE and
Switzerland, strengthening our coverage and adoetsg international markets for our products, Bewand
solutions. We have also realigned our marketingreffto better coordinate the state and local niige
offerings of our divisions. Finally, we have estaléd a team approach to pursuing intelligence@gen
opportunities to coordinate and provide a broadersaronger service offerings to the U.S. intellige agencies.
As of December 31, 2007, we employed 90 peopleiirbasiness development and sales and marketing
organization.

We also continue to seek to develop strategic peships and distribution channels to broaden overame
and increase the size of our market worldwide. \Ateetestablished original equipment manufactureQ®M,
distribution agreements with partners to leveragetechnologies. We have established channelssoflalition
for our document authentication products to opem markets outside of the U.S. Additionally, we wavith
systems integrators, solution providers and semiganizations to deliver identity solutions in dumation with
their core capabilities to expand our access th suganizations’ existing relationships, marketiagources and
credibility in new markets. Local agents are alslized to expand our international access to iifesblutions
opportunities around the world.

Our sales strategy is organized around specifiketsrfederal, state and local, international
commercial. Each sales organization is supportefigtional groups, which design, engineer, martufag
market, fulfill and support our market-specificafihgs. Each of our sales organizations is fursuported by a
professional service group, which customizes swhstifor each market, and a field service groumsuee
ongoing performance of our systems at customes giteughout the world.

Substantially all of our government services bussnend much of our solutions business is won thm
submission of formal competitive bids. Commerciekhare frequently negotiated as to terms and ¢ondifor
schedule, specifications, delivery and paymenthWéspect to bids for government work, howevemast
cases the client specifies the terms and condiaiadsform of contract. In situations where thertienposed
contract type and/or terms appear to expose usfipropriate risk, we may seek alternative arramgesnor opt
not to bid for the work. Our contracts and subcarts are composed of a wide range of contract typelsiding
firm fixed-price, cost reimbursement, time-and-miats, indefinite delivery/indefinite quantity (I09) and
government wide acquisition contracts such as Gésarvices Administration (GSA) schedule contracts

Substantially all of our sales to new customershasen the result of competitive bidding for cocts
pursuant to public sector procurement rules. Inesoases, we may be competing with an entity theahare-
existing relationship with a potential customerjehhcould put us at a significant competitive disatage. In
other cases, however, we have pre-existing relstiips with customers, which give us an advantalgéive to
our competitors for that customer. All materialsdahd proposals are subject to review and applyvaénior
corporate management prior to submission.

Sales and marketing costs were $27.7 million, $irildon and $7.8 million for the years end
December 31, 2007, 2006 and 2005, respectively.
Research and Product Developmer

We have organized our research and developmenttistin what we believe, is an efficient modeings
centers of excellence distributed among our divisid®ur research and development
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team which totals approximately 180 developergrtists and engineers, is distributed among focusaters of
excellence that are maintained under the Compatiyisions. Their activities are coordinated at toeporate
level under the Company’s chief technology offigeensure support of the overall innovation goals mission
of L-1 and the realization of synergies in our egsh and development investment.

We focus our product development efforts on critimanponents for advanced technology identity
solutions. These include proprietary software #uhiresses image capture, image processing, enhancefn
face recognition, iris recognition, informationrieval from identity databases, document authetiticaand the
accuracy of searching and matching algorithms witteiry large databases. We believe our next geéoerat
fingerprint, facial, and iris recognition technojodevelopments will be more reliable and cost effechan
current commercialized technology, as well as gfexddditional functionality, including the storaafe
fingerprint and/or facial and iris templates on sneards and similar storage devices. In additiem focus on
expanding our capabilities in solutions for theilddentification, criminal identification and boed management
markets.

We benefit from research and development activii@slucted by the manufacturers of the compor
integrated into our systems such as cameras, databétware and computers. Moreover, we perforeares
and development for our customers, including th®. ldovernment and its agencies.

For the years ended December 31, 2007, 2006 arfl 8&karch and development expense
$18.5 million, $11.6 million, and $4.6 million, yectively. These amounts do not include spendingrojects
under research and development contracts, for wthiehelated costs are included in cost of revenues

Intellectual Property

We rely on patent, copyright, trademark and trasgets and contract law to establish and maintai
proprietary rights in our technology products arehofacturing processes. The success of our businiiss
depend in part on our proprietary technology amdemtion of that technology. While our intellectpabperty
rights are important to our success, we believertaiher our business as a whole nor any segnientro
business is materially dependent on any partiqudsent, trademark, license or other intellectuapprty right.

We have a portfolio of 152 U.S. and foreign patelrt@ddition, we have 76 U.S. and foreign pa
applications in process for biometrics and docunaeitientication technologies. While the duratioowf
patents varies, we believe that the duration ofpatents is adequate relative to the expected tiffesr
products.

We have filed applications to register the tradéwmaf‘‘L-1"" and‘‘L-1 Identity Solution”, and bot
applications have been approved for publicatiothgy.S. Patent and Office. We have a broad pastéil
other vital registered and pending trademarksenUts. and foreign jurisdictions.

Backlog

Backlog represents sales value of firm orders fodpcts and services not yet delivered and, fog lenm
executed contractual arrangements (contracts, striacts, and customer commitments), the estimatienef
sales value of estimated product shipments, tréinsacprocessed and services to be provided oeetetim of
the contractual arrangements, including renewabnptexpected to be exercised. For contracts witkfinite
quantities backlog reflects estimated quantitiesean current activity levels. Backlog will notcessarily
result in future revenue because firm orders magaeelled, firm orders from governmental agenciey
remain subject to funding options, renewals maybeogéxercised by the customers, and the quantitéesed,
the volume of transaction processed or servicée forovided may be less than estimated. Backldgdes
deferred revenues. Contractual arrangements ceubtdubcelled by our customers without penalty fok laf
performance. Contracts terminated by our custofieersonvenience generally would result in recovefractual
costs incurred and profit, if any, on work perfochterough the date of cancellation.
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At December 31, 2007 backlog, determined as dest@bove, approximated $715 million, of which
$400 million is estimated to be realized in thédiaing twelve months. At December 31, 2006 backias
approximately $523 million.

Competition

The market for our identity solutions and serviisesxtremely competitive and we expect this contipeti
environment to intensify as the market for our pitd and services continue to grow and mature. tkgpete
on the basis of the following factors: technolosgrvice and support, product quality, price, religh capability
to work with large criminal history networks anexibility in accommodating customer technical andihess
needs. We believe our ability to provide multi miadentity solutions incorporating finger, face aind
technologies, together with search and matchingveoé to work with large databases differentiate$rom our
competitors.

The markets for our biometric products and soltiare characterized by rapid technological chasgs
result of technical developments exploited by cotitgs, the changing technical needs of the custspaad
frequent introductions of new features. We expeatetition to increase as other companies intropucéucts
that are more price competitive, that may haveeiased performance or functionality, or that incoag®
technological advances not yet developed or impieeteby us. In order to compete effectively in this
environment, we must continually develop and maniest and enhanced products at competitive prices, a
have the resources to invest in significant reseantl development activities.

A significant number of established and startup ganies are developing and marketing solutions
related software and hardware for fingerprint, faie and other biometric security applicationattbould
compete directly with our products. Some of thesemanies are developing ultrasonic, semicondugtor o
optically based contact fingerprint image captureices. Other companies are developing and matketimer
methods of biometric identification such as retiplalod vessel, signature recognition, hand geoneetdyvoice.
If one or more of these approaches were widely &dhjit would significantly reduce the potentialniet for
our products.

We face competition from a number of competitor®whe actively engaged in developing and marke
biometrics or other security products, includingit#enTec, Inc., AssureTec Systems, Inc., Bundesdeike
Canadian Bank Note Company, Limited, Cogent Systémes Cognitec Systems Corporation, CrossMatch
Technologies, Digimarc ID Systems LLC, Imagewarst&ys, NEC Corporation, Precise Biometrics AB,
Rochford Thompson, SafLink Corporation, Sagem I8agem Morpho Inc., Secugen Corporation and 3M-AiT.

In our government services businesses, we operateompetitive industry that includes many firsene
of which are larger in size and have greater firmesources that we do. We obtain much of ouintass on the
basis of proposals submitted in response to regiesh potential and current customers, who getyeaido
receive proposals from competitors. Additionallyg face indirect competition from certain governmeggncies
that perform services for themselves similar tesehwe provide. Our competitors include divisionaoge
defense contractors such as BAE Systems, Compcienc®s Corporation, General Dynamics, Boeing
Corporation, Lockheed Martin Corporation, Rayth@mporation, Northrop Grumman Corporation, and
Science Applications International Corporationwadl as a large number of smaller U.S. governmentractors
with specialized capabilities, such as CACI Int¢ioral, Inc., Booz Allen & Hamilton, SRA Internatial and
Mantech International Corporation. Because of ilierde requirements of U.S. government custombsfage
of quality personnel and the highly competitiveunatof large procurements, we frequently team witters to
pursue contract opportunities. Competitors willimtes, team with us or subcontract to us in thsyitiof new
business. We believe that the major competitiveofadn our market are technical competencies,essfal past
contract performance, intelligence and military kvekperience, price of services, reputation forliguand the
experience and clearance level of our employees.
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Manufacturing

We engineer and design the hardware products WarskHevelop the software embedded in the products
However, we limit our manufacturing activities teetassembly, repair, and testing of sub-assendutiéjuality
control of the manufacturing process. Our hardvigfabricated to our specifications by contract ofaoturing
partners. We believe this will permit rapid expansof production capacity to meet any significamtrease in
product demand and minimize the cost associatdutht expansion of our manufacturing capabilitigs.
believe that the cost of material and fabricatdzshssemblies will decline if manufacturing volumesrease.

We currently use certain components,-assemblies and finished products which are purchiasm sole
source suppliers. The partial or complete lossippBes available from sole source or limited sesrof supply
or the delay in receiving supplies from these sesieould result in delays in manufacturing and hip
products to customers and may require the incuerendevelopment and other costs to establishnaitise
sources of supply. While we attempt to maintaireimery on sole sourced components, it may takewsral
months to locate alternative supplies if requiadiedesign our products to accommodate comporfremts
different suppliers.

Seasonality

Our business in general is not seasonal. Howeeeguse most of our government services rever
earned on a time and material and fixed price lefeffect basis, we are impacted by holidays ezhtions our
employees may take during the summer and holidagoses. We are also impacted by the fiscal fundiny a
appropriation cycles of our major customers. Faneple, the U.S. government's fiscal year ends on
September 30 of each year, and it is not uncommiogdvernment agencies to award extra tasks or ietenp
other contract actions in the weeks before theoéitide fiscal year in order to avoid the loss oéxended fiscal
year funds. Moreover, in years when the U.S. gavemnt does not complete its budget process beferertti of
its fiscal year, government operations typically amded pursuant to a continuing resolution th#arizes
agencies of the U.S. government to continue toaipebut traditionally does not authorize new spend
initiatives. When much of the U.S. government ofessainder a continuing resolution, as occurrechdutie
federal fiscal year ending September 30, 2007 ydetan occur in procurement of products and sesyaed
such delays can affect our revenue and profit gutie period of delay.

Financial Information about Foreign and Domestic Orations and Export Sales

For the years ended December 31, 2007, 2006 arfj 2Rport sales were approximately $29.0 milli
$14.6 million, and $6.0 million, respectively. Figne operations and export sales may increase ativeland
absolute terms in the future due to our increaseds on markets outside the United States. See I¥aie our
consolidated financial statements for additionédimation.

Capital Requirements

Our capital requirements consist of significantidgxpenditures for new secure credentialing @ms
and working capital needs. For example, when wephidew state drivers’ license contracts, we mostruit to
provide up front capital expenditures in ordentstall systems necessary to perform under the acinive
expect to meet our requirements from operating lasfs, bank borrowings and to, a lesser degresqeds
from stock option exercises. We expect to fundamguisitions from operating cash flows and witu&@sce of
debt and other securities.

In October 2006, we entered into an Amended antaResCredit Agreement th'* Agreemer’’) by and
among the Company, Bank of America N.A. (the “Bé&niBear Stearns Companies Inc., Wachovia Bank,
Credit Suisse, Societe Generale and TD Bank Nartamend and restate the credit agreement, datefd as
August 16, 2006, by and between the Company anBah&. The Agreement provides for a revolving dredi
facility of up to $150.0 million, with the potentitor up to $50.0 million in additional borrowingt order to
borrow under the facility we are required to compith certain covenants, some of which may limé& #mounts
borrowed or
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available. The Agreement provides that up to $24lllon of the total facility amount may be used the
issuance of letters of credit. As of December 8072 our borrowing capacity under the revolvingdire
agreement was $57.3 million.

Amounts borrowed under the Agreement bear intéoestny interest period (as defined by the Agreetinen
at the British Bankers Association LIBOR Rate, pusargin of 1.75% (subject to adjustment to mimmu
margin of 1.50% and a maximum margin of 2.00% basethe Company’s indebtedness to EBITDA ratio
described below), and must be repaid on or befatelr 19, 2011. We also have the option to boaba
fluctuating rate per annum equal to the higherptife Federal Funds Rate plus ¥z of 1% and (brjetieeof
interest in effect for such day as publicly annadhfrom time to time by Bank of America as its ifpe rate”,
with respect to base rate loans plus the margicrites! above. If we have not borrowed all availabteounts
under the facility, we must pay a commitment fe@.875 % per annum on such unutilized amounts.

On May 17, 2007, we issued $175.0 million of Coibée Notes with a conversion feature which allcus
the option to settle the debt either in sharesafroon stock or to settle the principal amount ishcand the
conversion spread in cash or stock. The net pracekthe Convertible Notes offering, net of defdrfimancing
costs amounted to $168.7 million of which $69.8liotil was used to repurchase our common stock potrsaa
prepaid forward contract. The remaining net prosesfd¢he Convertible Notes offering were utilizedepay
outstanding indebtedness. The Convertible Notesaanethted forward share repurchase transactiodes®ribed
in “Management’s Discussion and Analysis of Resolt Operations and Financial Condition-Liquidity.’

Environmental Protection Regulations

We believe that our compliance with federal, séate local environmental regulations will not hav
material adverse effect on our financial positiomesults of operations.

Employees

As of December 31, 2007, we had 1,819 full time leyges. None of our employees are covere
collective bargaining agreements. We believe tbatelations with our employees are good.

Officers

Our executive officers are appointed by our BodrBicectors and serve until their successors haen
duly appointed and qualified.

Robert V. LaPenta, 62, has served as the Chairfidre @oard since December 2005, President and
Executive Officer of L-1 since August 2006. Mr. leafa is the founder and Chief Executive Officet«if
Investment Partners, LLC, a private investment rgameent firm. From April 1997 to April 2005, Mr. LeRta
served as President, Chief Financial Officer amdractor of L-3 Communications Holdings, Inc., whibe co-
founded in April 1997. From April 1996, when Lof@brporation was acquired by Lockheed Martin
Corporation, until April 1997, Mr. LaPenta was a¥iPresident of Lockheed Martin and was Vice Pesgiend
Chief Financial Officer of Lockheed Martin's ComnerControl, Communications and Intelligence andt&ys
Integration Sector. Prior to the April 1996 acqisi of Loral, he was Loral's Senior Vice President
Controller, a position he held since 1991. He jdiheral in 1972 and was named Vice President amtrGlber
of its largest division in 1974. He became Corpwi@ontroller in 1978 and was named Vice Presidemdir9.
Mr. LaPenta is on the Board of Trustees of londe@e, the board of directors of Core Software Tebbgies
and the board of directors of Leap Wireless Intéonal, Inc.

Dr. Joseph Atick, 43, joined-1 in August 2006 as Executive Vice President aniéfC3trategic Office
effective with the merger of Identix with L-1. Prit that, he served as President & Chief Offafeldentix
since June of 2002. Prior to that, he had co-fodrafee of the original facial recognition companiéisjonics
Corporation. Over the years, Dr. Atick co-founded ananaged several companies focused on technology
transfer and development, and has served as atathn
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advisor to many high-tech enterprises and organizsitincluding NATO. He had also led the Computzei
Neuroscience Laboratory at Rockefeller Universitg ¢he Neural Cybernetics Group at the Institute
Advanced Study in Princeton, New Jersey. Dr. Atiokds a Ph.D. in Mathematical Physics from Stanford
University.

James DePalma, 56, joined L-1 as Executive Vicsi@eat, Chief Financial Officer and Treasurer effec
with the merger of Identix with L-1. He brings terdecades of operational and finance experienteidefense
and technology industries to his role within thenpany. Prior to joining L-1, Mr. DePalma was a fdiny
partner of L-1 Investment Partners. Prior to thenfation of L-1 Investment Partners, Mr. DePalmaaéras a
consultant to L-3 Communications Holdings, Inc. ara$ chief executive officer of Core Software Tewbgy,
a leading software provider to the intelligence ommity and an equity investment of L-3 Communiaasio
Holdings, Inc.

Doni Fordyce, 48, joined-| as Executive Vice President of Corporate Commatioas effective with th
merger of Identix with L-1. In August 2006 she veafounding partner of L-1 Investment Partners ans
two decades of senior executive and investment gemant experience to the company, serving moshtigce
as chief executive officer, president and chiefrapen officer of Bear Stearns Asset Managemen®(@$5Inc.
Prior to that Ms. Fordyce was vice president ofdBwn Sachs Inc. from 1986 to 1996 where she wasfhe
founders of the asset management business. Staésbasorked in IT solutions consulting, specialgin
networking, data management and printing for investt banks and financial institutions.

Mark S. Molina, 48, joined -1 in August 2006 as Executive Vice President, Chéfal Officer anc
Secretary in August 2006 effective with the memfelidentix with L-1. Prior to joining L-1, he was<Ecutive
Vice President, Chief Legal Officer and Secretdridentix, which he joined as Vice President anch&el
Counsel in 1999. Mr. Molina is a business and tegy lawyer with over 20 years experience strungiand
negotiating mergers, acquisition, dispositionsjeientures, technology licenses, financings amdstments. He
has considerable experience with public offerings private placements as well as SEC reporting tiamge
and obligations of publicly traded companies.

Joseph Paresi, 52, joine-1 in August 2006 as Executive Vice President aniéf@Warketing Officer
effective with the merger of Identix with L-1. Hea& a founding partner of L-1 Investment Partner€ LL
Mr. Paresi brings three decades of executive manage product development, and design engineering
experience in the technology and defense indudwibss role with the company. Prior to joining Lrivestment
Partners, he served as corporate vice presidgmodfict development for L-3 Communications andrasigent
of L-3 security & Detection Systems from 1997 t®20

Vincent A. C' Angelo, 63, joined -1 as Senior Vice President of Finance in Augus62&ftective with the
merger of Identix with L-1. Prior to that, he wasansultant for L-1 Investment Partners. Prioriatt
Mr. D'Angelo was a senior audit partner with Prig@@rhouseCoopers for more than 35 years where e wa
involved in all facets of the business, includitigrt service, management, operations, governat€e€, filings,
and mergers and acquisitions.

There are no family relationships among any ofexgcutive officers and directol

On April 23, 2007, the Company entered into an eygé arrangement with Mr. Robert LaPenta, Jr.
son of the Company’s Chief Executive Officer, toveeas Vice President, M&A/Corporate Development.

L-1's Internet Website

We maintain a corporate website with the addresedid.com. We are not including the informati
contained in our website, or incorporating it bference into, this Annual Report on Form 10-K. Waken
available, free of charge through our website, Anmual Reports on Form 10-K, Quarterly Reports omfi=10-
Q and Current Reports on Form 8-K, and any amentinterthese reports as soon as reasonably praetiafier
we electronically file such material with, or fushisuch material to, the Securities and Exchangen@ission.
You may read
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and copy any materials filed with the SEC at th€ SEPublic Reference Room at 100 F Street, N.E.,
Washington, D.C. 20549. Please call the SEC atQtSHOC-0330 for further information about the Public
Reference Room. The SEC also maintains a website,.8ec.gowontaining the reports, proxy and other
information we file with the SEC.

Iltem 1A.  Risk Factors

This Annual Report on Form 10-K contains or incogtes a number of forward-looking statements within
the meaning of Section 27A of the Securities Act@33 and Section 21E of the Securities Exchang®fc
1934. These forward-looking statements are basedioent expectations, estimates, forecasts arjdqions
about the industry and markets in which we opeaattmanagement’s beliefs and assumptions. Anynséats
contained herein (including without limitation gtatents to the effect that we or our managemeniié\oe”,
“expect”, “anticipate”, “plan” and similar expressions) that are not statements of historicalshould be
considered forward-looking statements and shouldad in conjunction with our consolidated finahcia
statements and notes to consolidated financiarsets included in this report. These statemeptsatr
guarantees of future performance and involve aertaks, uncertainties and assumptions that afiewlifto
predict. There are a number of important factoas ¢ould cause our actual results to differ maligrieom those
indicated by such forward-looking statements. THastors include, without limitation, those settfobelow.
The risks and uncertainties described below aréheodnly ones we face. Additional risks and uraieties,
including those not presently known to us or thatonrrently deem immaterial, may also impair owsibess.
We expressly disclaim any obligation to update famyard-looking statements, except as may be reduy
law.

Risks Related to Our Busine:

We have a history of operating losse

We have a history of operating losses. Our busiopssations began in 1993 and, except for 1996 and
2000, have resulted in pre-tax operating lossesah year, which in 2006 and 2007, include sigaifi@sset
impairments and merger related expenses, amodiizefiintangible assets and stock-based compensatio
expense. At December 31, 2007, we had an accurdulafeit of approximately $69.8 million. We will
continue to invest in the development of our secueelential and biometric technologies, as weti@sernment
services.

We derive over 90% of our revenue from governmentantracts, which are often noi-standard, involve
competitive bidding, may be subject to cancellatiomwith or without penalty and may produce volatility in
earnings and revenue.

More than 90% of our business involves providiniyons, and services under contracts with U.Serfakl
state, local and foreign government agencies. Gingicontracts from government agencies is chaihengnd
government contracts often include provisions &énatnot standard in commercial transactions. Famgte,
government contracts may:

« include provisions that allow the government agetocynilaterally terminate the contract withc
penalty under some circumstanc

« be subject to purchasing decisions of agenciesatieasubject to political consideratiol

« include bonding requirement

* be subject to onerous procurement procedures

*  be subject to cancellation or reduction if governtfanding becomes unavailable or is cut bi
Securing government contracts can be a protractemkgs involving competitive bidding. In many cases

unsuccessful bidders may challenge contract awestish can lead to increased costs, delays andijj@dsss
of the contract for the winning bidder. Protests] aimilar delays, regarding
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any future government contracts of a material matiat may be awarded to us could result in mdiyeadverse
revenue volatility, making management of inventienels, cash flows and profitability inherentlyfititilt.
Outright loss of any material government contraobugh the protest process or otherwise, could haveterial
adverse effect on our financial results and sta@lep

Similar to federal government contracts, statelaodl government agency contracts may be contingent
upon availability of funds provided by federal,tstar local entities. State and local law enforcenaad other
government agencies are subject to political, btatgepurchasing and delivery constraints which messlt in
quarterly and annual revenue and operating rethdtsnay be irregular and difficult to predict. 8uevenue
volatility makes management of inventory levelsttélows and profitability inherently difficult. laddition, if
we are successful in winning such procurementsetimay be unevenness in shipping schedules, assvell
potential delays and changes in the timing of @eies and recognition of revenue, or cancellatiosuch
procurements.

In addition, government contracts may specify penfince criteria that must be satisfied before
customer accepts the products and services. Qolteat accounts receivable may be dependent onimgeet
customer requirements, which may be unpredictabileject to change by the customer, and not fultjeustood
by us at the time of acceptance of the order, aamyl mequire the incurrence of unexpected costsiagtbe
uncompensated and could negatively affect profitgina and our liquidity.

We derive a significant portion of our revenue fromfederal government customers, the loss of which il
have an adverse effect on our revenue.

For the year ended December 31, 2007, two Fedenaéi@ment agencies accounted for 26.0¢
consolidated revenues. For the year ended Dece3ih@006, three Federal Government agencies acbmt
31.0% of consolidated revenues. For the year eDéegmber 31, 2005, one customer, the U.S. Depattofien
State, accounted for 27.5% of our consolidatedmees. The loss of any of our significant custormesald
cause revenue to decline significantly and coulcelmmaterial adverse effect on our business.

We may not realize the full amount of revenues redicted in our backlog, which could harm our operatias
and significantly reduce our future revenues.

There can be no assurances that our backlog esgiméit result in actual revenues in any partictitsecal
period because our clients may modify or termimpaggects and contracts and may decide not to eserci
contract options. Our backlog represents saleewafifirm orders for products and services notdgivered
and, for long term executed contractual arrangesn@ointracts, subcontracts, and customer’'s commisjehe
estimated future sales value of estimated prochipteents, transactions processed and servicespmbiled
over the term of the contractual arrangementsydiol renewal options expected to be exercisedc&wiracts
with indefinite quantities backlog reflects estieduantities based on current activity levels. Ragklog
includes estimates of revenues that are dependeiture government appropriation, option exerbgeur
clients and/or is subject to contract modificat@rtermination. At December 31, 2007, our backlog
approximated $715.0 million, $400.0 million of whiis estimated to be realized in the following tveeinonths.
These estimates are based on our experience uretecsntracts and similar contracts, and we belsesd
estimates to be reasonable. However, we belietéetbaeceipt of revenues reflected in our baclkdstimate for
the following twelve months will generally be mardiable than our backlog estimate for periodsehéer. If
we do not realize a substantial amount of our lmagkbur operations could be harmed and our expéatere
revenues could be significantly reduced.

Our quarterly results are difficult to predict, and if we miss quarterly financial expectations, our sock
price could decline.

Our quarterly revenue and operating results afeeudlif to predict and fluctuate from quarter to ciea. Our
operating results in some periods may be belovbovathe guidance we have provided
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and may not meet investor expectations. If thigleap, the market price of our common stock could be
adversely impacted. Fluctuations in our future tgréy operating results may be caused by many facto
including:

* The size and timing of customer orders, which mayezeived unevenly throughout a fiscal yi

« The mix of revenues between solutions and serv

* The application of new accounting standard or prations

« Cancellation or modification of contracts or chamgecontract estimates; a

«  Contract performance dela)

We have a long sales cycle, which can result in sificant revenue fluctuations between periods

The sales cycle for our products is typically largl subject to a number of significant risks oviiol we
have little control. As our operating expenseshaged on anticipated revenue levels, fluctuationbe timing
of sales can cause our operating results to vgnjfiantly between periods. If revenue falls sfgmintly below
anticipated levels, our business and the markee i our stock would be negatively impacted.

Purchasing decisions for our products and systemsay be subject to delay due to many factors that ar
outside of our control, such as:

«  Appropriation of funds by governmen

« Political and economic uncertaintic

« Time required for a prospective customer to recogtiie need for our produc
«  Customers requirements for customized featuredaraionalities;

« Turnover of key personnel at existing and prospeatiistomers

«  Customer internal budgeting process;

«  Customer internal procedures for the approval mfdaurchase:

We are subject to government regulation, and our féure to comply with applicable regulations could
subject us to penalties that may restrict our abilly to conduct our business

We are affected by and must comply with variousegoment regulations that impact our operating ¢
profit margins and the internal organization andragion of our business. Our failure to comply véfiplicable
regulations, rules and approvals could result énitposition of penalties, the loss of our governt®ntracts
or our disqualification as a U.S. Government casttr all of which could adversely affect our buess,
financial condition and results of operations. Amadine most significant regulations affecting ousibess are:

« export control regulation:

« Federal Acquisition Regulation, or the FAR, andrexyeregulations supplemental to the FAR, wt
comprehensively regulate the formation and adnratisin of, and performance under government
contracts

« Truth in Negotiations Act, which requires certifiica and disclosure of all cost and pricing data in
connection with contract negotiatior

« Foreign Corrupt Practices Act; a

« laws, regulations and executive orders restridfirguse and dissemination of information classified
for national security purposes and the exportatiorertain products and technical d¢
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These regulations affect how our customers andamedo business and, in some instances, impose added
costs on our business. Any changes in applicatls &énd regulations could restrict our ability tmdact our
business. Any failure by us to comply with appliealaws and regulations could result in contragnteation,
price or fee reductions or suspension or debarfnemt contracting with the federal government geligra

Biometric technologies have not achieved widespreammmercial acceptance and our strategy ¢
expanding our biometric business could adversely ffct our business operations and financial conditio.

Part of our strategy is to enhance our leadershipametric technologies. Pursuing this strategpives
risks. For instance, to date, biometric technolegiave not gained widespread commercial acceptaftbeugh
there has been more recent activity, there is sorasce that this activity will continue. Some vé bbstacles
include a perceived loss of privacy and public pptions as to the usefulness of biometric prodWttsether the
market for biometric technologies will expand vii# dependent upon factors such as:

« national or international events which may afféet heed for or interest in biometric product:
services

« the cost, performance and reliability of the pradwand services and those of our competit

« customer’ perception of the perceived benefit of biometriadurcts and services and their satisfac
with the products and service

*  public perceptions of the intrusiveness of thesenisitric products and services and the manner in
which firms are using the information collect

« public perceptions regarding the confidentialitypof/ate information
« proposed or enacted legislation related to privafdpformation; anc

« marketing efforts and publicity regarding theseduets and service

We do not know when, if ever, biometric productd aervices will gain widespread commer:
acceptance. Certain groups have publicly objectele use of biometric products and services fareso
applications on civil liberties grounds and lediisia has been proposed to regulate the use of bimnsecurity
products. From time to time, biometric technolodiase been the focus of organizations and individseeking
to curtail or eliminate such technologies on theugds that they may be used to diminish personeagy
rights. If such initiatives result in restrictivedislation, the market for biometric solutions neyadversely
affected. Even if biometric technologies gain widarket acceptance, our biometric products and ceswiay
not adequately address the requirements of theenarikd may not gain widespread commercial acceptanc

We face intense competition, which could result itower revenues and higher research and developme
expenditures and could adversely affect our resultsf operations.

The events of September 11, 2001 and subsequeratety and policy changes in the U.S. and ab
have heightened interest in the use of biometdarsy solutions, and we expect competition in figdd, which
is already substantial, to intensify. Competitaws developing and marketing semiconductor ultrasantd
optically based direct contact fingerprint imagptoae devices, or retinal blood vessel, iris pattéand
geometry, voice or various types of facial struetsolutions. Among these companies are Cogniteie®gs
Corporation, CrossMatch Technologies, ImagewaréeBys Inc., SAGEM Morpho Inc., NEC Corporation,
Cogent, Inc. and Ultra-Scan Corporation. Our préslaéso compete with non-biometric technologiehag
certificate authorities and traditional keys, casigveillance systems and passwords. Widespregatiad of
one or more of these technologies or approachiimarkets we intend to target could significangigiuce the
potential market for our systems and products. Sohoeir competitors have significantly more
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resources than we have. Our competitors may inc®guoducts that are more price competitive, haeeeased
performance or functionality or incorporate teclugital advances that we have not yet developed or
implemented. To remain competitive, we must corgitaudevelop, market and sell new and enhancedmagst
and products at competitive prices, which will riegusignificant research and development experestuf we
do not develop new and enhanced products or ifre@at able to invest adequately in their researzh
development activities, our business, financialdition and results of operations could be seveaaly
negatively impacted.

Unless we keep pace with changing technologies, eald lose existing customers and fail to win ne'
customers.

In order to compete effectively in the biometricarket, we must continually design, develop and ek
new and enhanced products. Our future successleyknd, in part, upon our ability to address ttenging and
sophisticated needs of the marketplace. Frequestinical development programs in the biometritigiry
require assessments to be made of the future idinsabf technology and technology markets generalhich
are inherently risky and difficult to predict. Weagnnot be able to accurately predict which techgiet® our
customers will support. If we fail to choose cothgamong technical directions, or we fail to offenovative
products and services at competitive prices imelff manner, customers may forego purchases gfrodiucts
and services and purchase those of our competitors.

Security breaches in systems that we sell or mairitacould result in the disclosure of sensitive govement
information or private personal information that could result in the loss of customers and negative
publicity.

Many of the systems we sell manage private persnf@mation and protect information involved
sensitive government functions. The protective sgcmeasures that we use in these systems mayreeent
security breaches, and failure to prevent secbrigaches may disrupt our business, damage ouratépytand
expose us to litigation and liability. A party wisoable to circumvent protective security measuszsd in these
systems could misappropriate sensitive or propsidtdormation or cause interruptions or otherwdsenage our
products, services and reputation, and the properdyprivacy of our customers. If unintended partietain
sensitive data and information, or create bugsrases or otherwise sabotage the functionalityusfsystems,
we may receive negative publicity, incur liabiltty our customers or lose the confidence of ourcensts, any
of which may cause the termination or modificatodrour contracts. Further, our insurance coveragg be
insufficient to cover losses and liabilities thaaymesult from such events.

In addition, we may be required to expend signiftazapital and other resources to protect ourselgems!
the threat of security breaches or to alleviatdlems caused by the occurrence of any such breadbesver,
protective or remedial measures may not be availabh reasonable price or at all, or may not bieegn
effective if commenced.

Our reliance on external suppliers and contract maofacturers may result in disruption of our operations.

The lear-time for ordering certain of products and materéalis for building many of our products can
many months. As a result, we must order produaisneaterials based on forecasted demand. If denwaralif
products lags significantly behind our forecasts,may purchase more products than we can selljwvdaio
result in increased cash needs and write-downbidlete or excess inventory. In addition, if praduarchases
are delayed, we may lose customers and sales.

We rely on contract manufacturers to produce owiare products under short term manufactu
arrangements. Although we believe we can find @étéve sources of manufacturing our hardware, any
disruption of contractual arrangements could reésulielaying deliveries or in the loss our sale® d%tain
certain hardware and services, as well as softepécations, from a limited group of suppliers.r@eliance on
these suppliers involves significant risks, inchglreduced control over quality and delivery scliesiun
particular, we are dependent on a single suppiealf
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of the printers and consumables for the U.S. Depant of State passport contract and the U. S. Drepat of
Defense common access card contract. Any finaiegbility of our suppliers could result in ounireg to find
new suppliers. We may experience significant delaysanufacturing and deliveries of our productd an
services to customers if we lose our sources supplies and services delivered from these sounmeedelayed.
As a result, we may be required to incur additiatelelopment, manufacturing and other costs tdkska
alternative sources of supply. It may take sevexaiths to locate alternative suppliers, if requit@dto re-tool
our products to accommodate components from diffeseppliers. We cannot predict if we will be ateobtain
replacement components within the time frames weire at an affordable cost, or at all. Any delessulting
from suppliers failing to deliver components oraibtalternative service providers, products orises/on a
timely basis, in sufficient quantities and of seiffnt quality or any significant increase in oustsoof
components from existing or alternative suppliesld have a severe negative impact on our busifisascial
condition and results of operations.

The market for our solutions is still developing axl if the biometrics industry adopts standards or &
platform different from our platform, then our comp etitive position would be negatively affected.

The market for identity solutions is still develngi The evolution of this market may result in
development of different technologies and industandards that are not compatible with our cursehttions,
products or technologies. Several organizationsh sis the International Civil Aviation Organizaticets
standards for travel documents that its membeestaen put into effect, and the National InstiforeStandards
and Testing, which is part of the U.S. Departmdr@@ammerce, set standards for biometrics to be irsed
identification and documentation. Although we bedi¢hat our biometric technologies comply with éRrig
standards for finger, face and iris recognitioesthstandards may change and any standards adoptddgrove
disadvantageous to or incompatible with our busimesdel and current or future solutions, produnts a
services.

Our plan to pursue sales in international markets nay be limited by risks related to conditions in sui
markets.

In the year ended December 31, 2007, we deriverbajppately 7% of our total revenues from internagt
sales and our strategy is to expand our internaltioperations. There is a risk that we may nottile &
successfully market, sell and deliver our prodircf®reign countries.

Risks inherent in marketing, selling and delivenprgducts in foreign and international markets heafc
which could have a severe negative impact on eanfiial results and stock price, include thosecata with:

« regional economic or political conditior

« delays in or absolute prohibitions on exportingdurtts resulting from export restrictions for cem
products and technologie

« loss of, or delays in importing products, serviaed intellectual property developed abroad, resy
from unstable or fluctuating social, political angrnmental condition:

« fluctuations in foreign currencies and the U.Slato

+ loss of revenue, property (including intellectusdgerty) and equipment from expropriation,
nationalization, war, insurrection, terrorism, crial acts and other political and social ris

« liabilities resulting from any unauthorized actiafour local resellers or agents under the Foreign
Corrupt Practices Act or local a-corruption statutes

« the overlap of different tax structure

« risks of increases in taxes and other governmest f&nc

« involuntary renegotiations of contracts with foreigovernments

We expect that we will have increased exposureriign currency fluctuations. As of December 312!

our accumulated other comprehensive income incltategyn currency
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translation adjustments of $6.4 million. In additieve have significant Japanese yen denominataséctions
with Japanese suppliers of hardware and consumfallése delivery to customers under certain materi
contracts. Fluctuations in foreign currencies,udaig our Japanese yen denominated and Canadin dol
denominated transactions could result in unexpefasetiations to our results of operations, whiclld be
material and adverse.

If we do not successfully expand our direct salesid services organizations and partnering arrangemets,
we may not be able to increase our sales or suppartir customers.

We sell substantially all of our services and Ieesubstantially all of our products through ouecti sale:
organization. Our future success depends on sutabaincreasing the size and scope of our disedes force
and partnering arrangements, both domesticallyireehationally. We will face intense competiticor f
personnel, and we cannot guarantee that we wilhteto attract, assimilate or retain additionalified sales
personnel on a timely basis. Moreover, given thgeascale deployment required by some of our custsnwe
will need to hire and retain a number of highlyirteal customer service and support personnel. Wieotan
guarantee that we will be able to increase thedfizeir customer service and support organizatioa émely
basis to provide the high quality of support regdiby our customers. The ability to add additiczadés and
customer service personnel could result in custafissatisfaction and loss of customers.

We rely in part upon system integrators original egipment manufacturers, or OEM, and distribution
partners to sell our products, technologies and seices, and we may be adversely affected if thoserpias
do not actively promote their products or pursue irstallations that do not use our products, technoldgs
and services.

A portion of our revenue comes from sales to pastireluding OEMs, systems integrators, distribsitand
resellers. Some of these relationships have nat figmalized in a detailed contract, and may bgesilio
termination at any time. Even where these relakipssare formalized in a detailed contract, theeagrents can
often be terminated with little or no notice anthjgat to periodic amendment.

We intend to continue to seek strategic relatiqmsho distribute, license and sell certain of awdpcts.
We, however, may not be able to negotiate acceptatdtionships in the future and cannot predicttiver
current or future relationships will be successful.

For example, we are currently involved in a dispuiid LG Electronics, Inc. and its subsidiary réigtto
the termination of such a relationship. As a restithis dispute, LG has alleged the invalidityladian’s
patents, copyrights and trade secrets. A matetigérae ruling against Iridian respecting eitheruhderlying
contract claims or enforceability of Iridian’s itleztual property rights could materially adversiehpact the
value of the Company’s investment in Iridian arsdiits recognition technology. See Item 3. “Legal
Proceedings.”

If our systems and products are not timely deliveré or do not perform as promised, we could experier
increased costs, lower margins, liquidated damageapment obligations and reputational harm.

We often provide complex systems that are requesperate in difficult or sensitive circumstancese
development of such complex systems may be sulnjefetlays or failure to meet performance requiremen
customer specifications. The negative effects gfdelay or failure to deliver to meet performaneguirements
could be exacerbated if the delay or failure ocauss/stems that provide personal security, sesensitive
computer data, authorize significant financial sactions or perform other functions where a secbrigach
could have significant consequences. If a produatdh is delayed or is the subject of an availgtshortage
because of problems with our ability to manufacrassemble the product successfully on a timagysh or if
a product or service otherwise fails to meet pentoice criteria, we may lose revenue opportunititisety
and/or experience delays in revenue recognitioncaed with a product or service in addition totirring
higher operating expenses during the period reduaeorrect the defects.

There is a risk that for unforeseen reasons welmeagquired to repair or replace a substantial rurof
products in use or to reimburse customers for presdinat fail to work or meet strict
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performance criteria. From time to time, in certaiiitical or complex sale or licensing transactioms may be
compelled to accept liability provisions that vémym our preferred contracting model. There issi that in
certain contracts and circumstances we may notbeessful in adequately minimizing our product egldted
liabilities or that the protections we negotiatdl wot ultimately be deemed enforceable. We carpdpct
liability insurance, but existing coverage may betadequate to cover potential claims. Althoughwilledeploy
back-up systems, the failure of our products tégper as promised could result in increased costset
margins, liquidated damage payment obligationstearth to our reputation. This could result in codttra
terminations and have a material adverse effecuniusiness and financial results.

Failure to maintain the proprietary nature of our technology, intellectual property and manufacturing
processes could have a material adverse effect omrdusiness and our ability to compete effectively.

We principally rely upon patent, trademark, coplgtigrade secret and contract law to establishprotict
our proprietary rights. There is a risk that clamfiswed on any patents or trademarks we hold neaye broad
enough to protect our technology. In addition, patents or trademarks may be challenged, invatidate
circumvented and we cannot be certain that theésigranted there under will provide competitive aages to
us. Moreover, any current or future issued or keehpatents, or trademarks, or currently existmgitore
developed trade secrets or know-how may not afafticient protection against competitors with dami
technologies or processes, and the possibilitt®iisit certain of our already issued patentsantetmarks may
infringe upon third party patents or trademarkb@designed around by others. In addition, theeerisk that
others may independently develop proprietary teldgies and processes, which are the same as, stialya
equivalent or superior to ours, or become availabtbe market at a lower price.

We may be acquired to expend significant resoux@@sonitor and protect our intellectual propergyhis.
We may have to litigate to enforce our patentsamteémarks or to determine the scope and validittioér
parties’ proprietary rights. Litigation could beryeostly and divert management’s attention. Aneade
outcome in any litigation may have a severe negaftect on our financial results and stock price determine
the priority of inventions, we may have to partaipin interference proceedings declared by théedr$tates
Patent and Trademark Office or oppositions in fgmgiatent and trademark offices, which could reisult
substantial cost and limitations on the scope ditof our patents or trademarks.

In addition, foreign laws treat the protection odprietary rights differently from laws in the Ued State:
and may not protect our proprietary rights to thms extent as U.S. laws. The failure of foreignslawjudicial
systems to adequately protect our proprietary sightintellectual property, including intellectyabperty
developed on our behalf by foreign contractorsuticsntractors may have a material adverse effeotion
business, operations, financial results and stoicle p

Legal claims regarding infringement by us or our sppliers of third party intellectual property rights
could result in substantial costs, diversion of mamgerial resources and harm to our reputation.

Although we believe that our products and servi®sot infringe currently existing and validly issl
intellectual property rights of others, we might be able to defend successfully against a thirtitpa
infringement claim. A successful infringement clageinst us, our customers or our suppliers cauliest us
to:

« liability for damages and litigation costs, inclogiattorney’ fees;

« lawsuits that prevent us from further use of thellactual property

« having to license the intellectual property fronhiad party, which could include significant licéng
fees;

« having to develop a n-infringing alternative, which could be costly anelay projects

« having to indemnify clients with respect to lostesy incurred as a result of the alleged infringetn
and

* having to establish alternative sources for praglsapplied to us by third parties, as discussetes
in the risk factor regarding their dependence mitéid source supplier
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Our failure to prevail against any third party inlement claim could have a material adverse effeaiur
business and financial results. Even if we arefowtd liable in a claim for intellectual propertyfiingement,
such a claim could result in substantial costsemion of resources and management attention,rtation of
customer contracts and harm to our reputation.

We may be unable to obtain additional capital requied to finance our growth and our acquisition straegy
may be adversely affected by unpredictable and unsble market conditions.

Our strategy includes growth of our business thhostgategic acquisitions. In addition, the instida of
our secure credentialing systems requires sigmificapital expenditures. At December 31, 2007, ae ¢ash
and cash equivalents of $8.2 million and availgbilinder our line of credit of $57.3 million. Whikee believe
we have adequate capital resources to meet cuvgking capital and capital expenditure requireraeamtd
have been successful in the past in obtaining &imgnfor working capital, capital expenditures, audjuisitions,
we expect to have increased capital needs as vimaerio expand our business. In addition, our eitipn
strategy may be adversely affected by unpredictadeunstable market conditions. Particularly miyiperiods
of adverse economic conditions or during a tightgruf global credit markets, we may be unsuccessful
raising additional financing or we may have difftgun obtaining financing at attractive rates orterms that
are not excessively dilutive to existing stockhetdé-ailure to secure additional financing in agiynrmanner and
on favorable terms could have a material adverfeetedn our growth strategy, financial performaacel stock
price and could require us to delay or abandoregpansion plans.

We are dependent on a small number of individualsand if we lose key personnel upon whom we a
dependent, our business will be adversely affected.

Much of our future success depends on the contiseedce and availability of our senior managem
including our Chairman of the Board, President @hif Executive Officer, Robert V. LaPenta, andeoth
members of our executive team. These individuale equired specialized knowledge and skills wétfpards
to advanced technology identity solutions. The ffsany of these individuals could severely harmimusiness.
Our business is also highly dependent on our ghdiretain, hire and motivate talented highly Iskilpersonnel.
Experienced personnel in the advanced technolagytil solutions industry are in high demand and
competition for their talents are intense. If we anable to successfully attract, retain and mteikay
personnel, our business may be severely harmed.

If we fail to recruit and retain skilled employeesor employees with the necessary security clearancege
might not be able to perform under our government ervices contracts or win new business.

To be competitive, we must have employees who hdvanced information technology and techn
services skills and who work well with our customar a government or defense-related environmeften®
these employees must have some of the highestityedlearances in the United States. These emptogeein
great demand and are likely to remain a limiteduese in the foreseeable future. If we are unabkec¢ruit and
retain a sufficient number of these employees ability to maintain and grow our business coulchbgatively
impacted. In addition, some our government servicesracts contain provisions requiring us to cotrtmitaff
a program with certain personnel the customer densikey to our successful performance under thea. In
the event we are unable to provide these key peesam acceptable substitutions, the customer mayinhate
the contract, and we may not be able to recoveaiceincurred costs.

Certain of our stockholders have significant relatbnships with us, which could result in it taking ations
that are not supported by unaffiliated stockholders

In connection with the Aston investment, Aston lmeeahe largest stockholder o-1, owning
approximately 10.1% of our outstanding common statladdition, Lau Technologies, or (“Lau”) beneilly
owns approximately 2.8% of our outstanding comntonls As a result, Aston (together with its affiéal-1
Investment Partners LLC) and Lau have an influencenatters requiring
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approval by our stockholders, including the elettod directors and most corporate actions, suchergers and
acquisitions. In addition, we have significant tislaships with each of L-1 Investment Partners LGton and
Lau including:

+ Mr. Robert V. LaPenta, the founder and Chief ExeeuDfficer of L-1 Investments Partners LLC,
Chairman of our board of directors and Chief Exizeudfficer and Presiden

* Mr. James DePalma, Mr. Joseph Paresi and Ms. Dmnly€Ee who are affiliates of-1 Investmen
Partners LLC and Aston, serve as the Executive Riesident and Chief Financial Officer, Executive
Vice President and Chief Marketing and Sales Offiaad Executive Vice President and of Corporate
Communications, respectivel

* we acquired intellectual property, contracts arsirifiiution channels through a transaction with lra
January 2002 under which we agreed to pay Lau% Boyalty on certain of our face recognition
revenues through June 30, 2014, up to a maximup2n6 million;

« in connection with the above transaction with Lae,entered into consulting agreements with
Ms. Joanna Lau, the President of Lau, and her spilusDenis K. Berube, the Chief Operating
Officer of Lau who also serves as a director ontmard of directors, under which we will pay eaéh o
Ms. Lau and Mr. Berube $0.1 million per year thrbuige earlier of January 10, 2012 or the
commencement of the consultants’ full-time emplogtredsewhere. Mr. Berube and Ms. Lau own a
majority of Lat's stock.

The concentration of large percentages of owneiishgmy single stockholder, or in any series of&n
stockholders, may delay or prevent change in cbofrthe Company. Additionally, the sale of a sfgrant
number of our shares in the open market by sirtglekbolders or otherwise could adversely affectsiack
price.

Risks Related to Our Acquisition Strate:

Integration of recently acquired businesses may budifficult to achieve and will consume significani
financial and managerial resources, which may adveely affect operations.

Our operating philosophy is to let acquired bussessoperate in autonomous manner subject to caepora
oversight but integrating and rationalizing duptica functions to achieve revenue and cost synergiéee may
encounter substantial difficulties, costs and delayintegrating the operations recently acquined fature
acquisitions such as:

« exposure to unknown liabilities of acquired comparor asset:

« higher than anticipated acquisition costs and esg&

« assumption of ongoing litigation matters that mayhighly complex and involve significant time, ¢
and expense (such as the dispute with LG assunthdngonnection with our acquisition of Iridian
and described und*‘Iltem 3 Legal Proceedin’’);

« potential conflicts between business cultu

« adverse changes in business focus perceived lil-party constituencie:

« disruption of our ongoing busine:

« potential conflicts in distribution, marketing ather important relationship

« potential constraints of management resoul

« failure to maximize our financial and strategiciioa by the successful incorporation of acqui
technology

« failure to realize the potential of acquired tedbgés, complete product development, or properly
obtain or secure appropriate protection of intéllacproperty rights; an

* loss of key employees and/or the diversion of mement’s attention from other ongoing business
concerns
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The geographic distance between the companieshairdéspective offices and operations increases th
risk that the integration will not be completed sessfully or in a timely and cost-effective maniwe may not
be successful in overcoming these risks or anyr@feblems encountered in connection with the irgtgn of
the companies. The simultaneous integration oftlaesuisitions may place additional strain on esources
and increase the risk that our business may beselyeaffected by the disruption caused by the isdtipns.
Our strategy contemplates acquiring additionaliesses, the integration of which may consume sagmif
financial and managerial resources, and could baavere negative impact on our business, finaneradition
and results of operations.

Our acquisitions could result in future impairment charges and other charges which could adversely afft
our results of operations.

At December 31, 2007, goodwill and other intangiésets are $1,054.3 million and $184.2 mill
respectively. Because goodwill represents a rekafter the purchase price is allocated to thevialue of
acquired assets and liabilities, it is difficultgoantify the factors that contribute to the reestdmounts.
Nevertheless, management believes that the follpfeotors have contributed to the amount recor

« technological development capabilities and intéllatcapital;

« expected significant growth in revenues and prdfiae the expanding market in identity solutio
and

« expected synergies resulting from providing mulidal product offerings to existing customer b
and to new customers of the combined comp

The recorded amounts at the purchase date for gbh@ahd other intangible assets are estimatespafirst
in time and are based on valuations and other seslgf fair value that require significant estirsatad
assumptions about future events, including butindted to projections of revenues, market grovdémand,
technological developments, political developmegésiernment policies, among other factors, whiehdarived
from information obtained from independent souressyell as the management of the acquired busisessl
our business plans for the acquired businessegedieictual property. If estimates and assumpticsesl to
initially record goodwill and intangible assetsmiut materialize, or unanticipated adverse developsner
events occur, ongoing reviews of the carrying anmohsuch goodwill and intangible assets may tésul
impairments which will require us to record a cleaingthe period in which such an impairment is tifiesd, and
could have a severe negative impact on its busemegginancial statements. Subsequent to Decenib@087,
our stock price declined by approximately 30%h# price remains at the current level for a susthjveriod of
time, we may be required to assess the carryingiata®f goodwill and intangible assets of our répgrunits
before our scheduled annual impairment test. Qimaged enterprise value at February 26, 2008 elscte
overall carrying amounts of our reporting units.

If we do not achieve the expected benefits of theguisitions we have made, the price of our commoricck
could decline.

We expect that the acquisitions that we consumniat2d06 and 2007, as well as the acquisitionswleat
have made previously will enhance our leadershipénidentity solutions industry through the conaion of
their respective technologies. However, the contlinaf such technologies might not meet the dermaridhe
marketplace. If our technologies fail to meet sdemand, customer acceptance of our biometric ptedwuild
decline, which would have an adverse effect onresults of operations and financial condition. Rert we
expect that the additions to our solutions offesimgll extend our reach into our current marketd provide a
critical component to our comprehensive offeringrfew markets in need of identity solutions. Howetteere
can be no assurance that our current customersstoroers in new markets will be receptive to thesditional
offerings. Further, we might not be able to masietcessfully our products and services to the meste of the
companies we acquired. If our solutions offeringd aservices fail to meet the
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demands of this marketplace, our results of opmratand financial condition could be adverselycéfd. There
is also a risk that we will not achieve the antdtgd benefits of the acquisitions as rapidly aspdhe extent,
anticipated by financial or industry analysts, fttsuch analysts will not perceive the same bentefithe
acquisitions as they do. If these risks materialie stock price could be adversely affected.

Iltem 1B.  Unresolved Staff Commen

None

Item 2. Properties

We do not own any properties. The following desesibur most significant leasing arrangements.

Our corporate headquarters comprises approxima@B00 square feet of space in facilities located i
Stamford, Connecticut. We sublease space fromivéstment Partners LLC. The sublease terminatéiseon
earlier of the date that the Company’s Chairman@hief Executive Officer ceases employment with the
Company or March 2010. We use this property fopoate, administrative, customer support and ajeeeral
business needs. We also lease the following fiasilit

* 39,200 square feet of space in Billerica, MA whighinder a lease that expires in 2008. The space
houses the headquarters and operations of ourgéiidavision. Also the division leases 5,100 square
feet of space in Harrisburg, PA and the lease egpir 2011

« 15,000 square feet of space in Springfield, IL Whiunder a lease that expires in 2010. The s
houses certain operating and administrative sfaf8®.

« 59,000 square feet of space in Bloomington, MN Whggpires in 2014. The space houses the
headquarters and operations of our Identix divis

« 18,000 square feet in Jersey City, NJ under a liedexpires in April 2017. The space houses our
research and development operatic

« 15,700 square feet in Reston, VA under a leaseettgites in March 2012. The space house:
headquarters and operations of the SpecTal divi

« 12,000 square feet in Fairfax, VA under a leasedRpires in December 2009. We have vacatec
space and are seeking to subleas

* 12,500 square feet of space in facilities locateBdachum, Germany. The term of this lease is
indefinite, but the lease can be terminated om®ixths’ notice. This space is used for research and
development and sales operatic

* 19,700 square feet of space in Arlington, Virgifiiae term of this lease runs through December Z
We use this property for our federal sales and star§§ operations

* 6,700 square feet of space in Nashville, Tennesggeh is used for the headquarters and opera
of IBT. The term of this lease runs through Jul@20in addition, the division has leased 1,000 sgua
feet in Long Beach, CA for IBT operations undeeasle that expires in 20C

* 26,000 square feet of space in Martinez, Califowigich houses the headquarters and operations of
SecuriMetrics and Iridian. The term of this leasesrthrough February 201

« 8,000 square feet in Oakville, Ontario, Canadaa emonth to month basis which houses
headquarters of ComnetiX. We also lease approxIynét@00 square feet in Carrollton, Georgia, on a
month to month basis, which houses the U.S. oparsiof ComnetiX

* 7,000 square feet in Columbia, MD which houseshtreedquarters and operations of ACI. The term of
the lease runs through December 2012. In additiendivision has leased 3,000 square feet in
Washington, DC, 2,500 square feet in Warner Rolg#s, 1,500 square feet in Melbourne, FL and
1,000 in McLean, VA

* 24,400 square feet in Chantilly, VA, which housas McClendon headquarters and operations. The
term of this lease runs through May 20
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While we believe that these facilities are adeqtmteeet our immediate needs, it may become negessa
secure additional space in the future to accomnecai®y future growth. We believe that such additispace
will be available as needed in the future on conuiadly reasonable terms.

Item 3. Legal Proceeding:

In January 2004, LG Electronics USA, Inc. and L@&dglonics, Inc. (a Korean corporation) (“LG") éitl a
lawsuit against Iridian Technologies, Inc., a wialvned subsidiary of the Company, in federal couNew
Jersey seeking to cancel Iridian’s federal trad&megistration for its IrisAccess trademark, anlégihg that
Iridian had made false statements by announcirtgtthad discontinued its IrisAccess line of protud@t the
time LG filed this lawsuit, the parties had beegaged in an ongoing negotiation regarding Iridian’s
introduction of new standard pricing for its licessLG contended that Iridian was not entitledripdse its new
standard “per user” pricing on LG pursuant to teems of the parties’ 2000 Amended and Restated
Development, Distribution and Supply agreement (ttieense Agreement”). In August 2004, LG filed a
demand for arbitration before the American ArbigatAssociation, seeking a finding that its fee ismg
Iridian’s iris recognition technology remained la¢ toriginal “per unit” pricing structure undergh_icense
Agreement. Shortly thereafter, Iridian terminatee License Agreement due to LG's failure to payaftgs as
required under Iridian’s new standard pricing.dsponse, LG filed another lawsuit in New Jersegfaldcourt,
asking the court to enter a finding that Iridiatesmination of the License Agreement was impromer that
LG's continued use of Iridian’s technology did mufringe upon Iridian’s patent rights. The issuesll three
cases have since been consolidated into one gutinding in New Jersey federal court, and are bigiggted
pursuant to a series of amended complaints filed®ylridian vigorously denies all of LG's claimacis
counterclaiming for LG's breach of contract, inffement of Iridian’s patents and copyrights, and
misappropriation of Iridian’s trade secrets. LG hgglied to Iridian’s counterclaims and has assedfenses
that include, among other things, the alleged iditglor unenforceability of Iridian’s patents, gojghts and
trade secrets. Late in 2006, the court allowed & @&tther amend its complaint to add allegationantftrust
violations by Iridian and on July 5, 2007, the dallowed LG to amend its complaint again to asskitns
against L-1 and SecuriMetrics as defendants. itis requested to assert additional counterclagaimst LG
and such request remains pending while the Coundurts mediation with all parties in an effort éach
settlement terms. Iridian believes that it hasrgrdefenses to all of LG’s claims and a strongsaspursue all
of Iridian’s counterclaims, and intends to vigorgusefend against LG’s claims and pursue its own
counterclaims if a settlement is not reached. isttime, it is not possible to predict with certgithe outcome
of this litigation or the terms or probability afiasettlement. A material adverse ruling agairidtdn respecting
either the underlying contract claims or enforckgbof Iridian’s intellectual property rights cadimaterially
adversely impact the value of the Company’s investnn Iridian and its iris recognition technologdre-trial
proceedings in the consolidated action are ongaimgno trial date has yet been set.

In March and April 2005, eight putative class actiawsuits were filed in the United States Dist@cturt
for the District of Massachusetts against L-1, Biernard C. Bailey, Mr. William K. Aulet (the Compga
former Chief Financial Officer) and Mr. Denis K. iB®&e and other members of the Board of Directors of
Viisage Technology, Inc. (“Viisage™). These lawihave been consolidated into one action undercase
name: In re: Viisage Technology Securities LitigatiCivil Action No. 05-10438-MLW (the “Securities
Litigation™). The so-called Turnberry Group haselbedesignated as lead plaintiff and its counsebeas
designated as lead counsel. The amended consdlicateplaint that was filed in February 2006 alleges
violations of the federal securities laws by Viisggow named L-1 Identity Solutions, Inc.) and aerbfficers
and directors arising out of purported misstatesmant omissions in Viisage's SEC filings relatedectain
litigation involving the Georgia drivers’ licensertract and related to the Viisage's reported niter
weaknesses in internal controls over financial répg, which allegedly artificially inflated the joe of the
Company'’s stock during the period May 12, 2004 dlgftoMarch 2, 2005. In April 2006, the Company fied
motion to dismiss this case. In February 2007jutlge dismissed all claims related to the Georgieeds’
license contract and permitted the case to proorerdaims associated with purported internal cdntro
weaknesses over financial reporting. On July 1972¢he Company and
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counsel for the lead plaintiff executed a Stipolatdf Settlement settling the Securities Litigatidnder the
terms of the Stipulation of Settlement, the defenslavere to make a payment to the plaintiff clashée amount
of $2.3 million. That payment was funded by the @amy’s directors and officers’ insurance carriéfter
notice to the class and a hearing, the Court isaneatder approving the settlement on Novembe2@67. No
appeal from that order was filed, and it has bectinze.

In April 2005, two purported shareholder derivataaions also were filed against directors, naming
Viisage as a nominal defendant. The suits clairnttiese directors breached their fiduciary duties
to Viisage's shareholders and to Viisage generaliyonnection with the same set of circumstandeged in
the class action lawsuit. The complaints are dévigan nature and do not seek relief from the Camp One of
these actions was filed in Massachusetts Supedart@nd the other was filed in the United Statéestriat Court
for the District of Massachusetts. In July 200%, $tate court action was dismissed with prejudicbea
plaintiff's request. An amended complaint in theefeal court derivative action was filed in July 838 which
the plaintiff added allegations regarding disclesuy Viisage's representatives that generally apfpebe
intended to support her contention that she wassed:from making a demand on the board of direttefsre
filing a derivative complaint. The Company filednmtion to dismiss the amended complaint. Afterfingeand
oral argument, the Court issued a memorandum atet atlowing the motion and dismissing the amended
complaint on August 23, 2007. The plaintiff filechatice of appeal from this order on Septembe287. The
Company anticipates that briefing and argumentreete First Circuit Court of Appeals will be coref# before
the end of the 2008. The Company believes thatatére actions are without merit and that the BistCourt's
decision will be affirmed.

Item 4 Submission of Matters to a Vote of Security Hold¢

None.
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PART Il

Item 5. Market for Registran's Common Equity, Related Stockholder Matters andusr Purchases c
Equity Securities

Market for Our Common Stor

Our common stock is traded on the New York Stockhaxge under the symk*“ID.’” Prior to
August 30, 2006 our common stock traded on the NAQMational Market under the symbol “VISG.” As of
February 22, 2008, there were 1,626 holders ofrdeabour common stock.

The quarterly high and low sales prices, as refdrethe New York Stock Exchange or NASDAQ
applicable, of our common stock during 2007 and62@@re as follows:

2007 2006
Quarter High Low High Low
First Quarter $ 1712 $ 1415 $ 1925 $ 1573
Second Quarte $ 2187 $1631 $ 1765 $ 12.99
Third Quartel $2095 $ 1375 $17.33 $ 13.03
Fourth Quarter $ 1954 $ 1650 $ 17.25 $ 12.40

Dividend Policy

We paid no dividends in 2007 or 2006. We presentlnd to retain our cash for use in the operagiot
expansion of our business and, therefore, do ratipate paying any cash dividends in the foreskseiture. In
addition, we are prohibited from paying dividendsguant to our revolving credit agreement.

Recent Sales of Unregistered Securi
We did not sell any unregistered securities dutirggfourth quarter of 200
Repurchases of Common Sti

We did not repurchase any shares of our commoik sliaring the fourth quarter of 200
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Stock Performance Chat

The following performance chart assumes an investoie$100 on December 31, 2002 and compares the
change to December 31, 2007 in the market pricedocommon stock with the Russell 2000 Index, the
NASDAQ Composite Index, and a peer group identifigdhe Company (th“Selected Peer Group Index”).
The Selected Peer Group Index was selected todegublicly-traded companies engaging in one orenabtthe
Company'’s lines of business.

The Selected Peer Group Index is weighted accotditige respective issuer’s stock market capitatina
and is comprised of the following companies: Codeat, Actividentity Corporation, DigiMarc Corpoian,
LaserCard Corporation, Bioscrypt Inc., ImageWarst&ys, Inc. and Saflink Corporation.

The comparisons in the graph below are based ¢oricisl data and are not intended to forecast dssiple
future performance of our common stock.

Stock Performance Chart
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Supplemental Stock Performance Chz

The following chart supplements the stock perforagachart presented above to show the stock
performance from October 5, 2005, the day prigdheodate that Aston Capital Partners LP annourtsed i
investment in L-1, through December 31, 2007 sihaing this period the Company underwent significan
changes in operations and capital structure, imofuthe issuance of $100 million of common stoclston, the
merger with Identix and acquisitions of IBT, Seddetrics, Iridian, SpecTal, ComentiX, ACI and McCtiem, as
well as significant changes in the board of direcamd management.

Supplemental Chart
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Item 6. Selected Financial Dat:

The financial data set forth below should be reacbinjunction witt‘Managemer's Discussion an
Analysis of Financial Condition and Results of Ggtiems™ and our audited consolidated financiatestzents as
of December 31, 2007 and 2006 and for each ofee tyears in the period ended December 31, 20@Than
related notes included elsewhere in this repoff@m 10-K. The historical results of operations raoe
necessarily indicative of future results.
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Years Ended December 31,
2007(2) 2006(1) 2005 2004 2003

(in thousands, except per share data)

Statement of Operations Data

Revenues $ 389,507 $ 164,386 $ 66,224 $ 67,466 $ 37,371
Cost of revenues 268,431 113,529 47,568 48,804 27,844
Gross profit 121,076 50,857 18,656 18,662 9,527
Operating expense

Sales and marketing 27,719 14,430 7,832 6,925 5,282

Research and development 18,482 11,589 4,618 3,8373,650

General and administrati\ 62,279 29,953 12,068 9,779 5,110

Asset impairments and merger related expe 5,000 22,767 — 2,000 —

Amortization of intangible assets 2,519 401 681 153 —

Total operating expenses 115,999 79,140 25,199 922,6 14,042

Operating income (loss) 5,077 (28,283 (6,543 (4,032 (4,515
Interest incomt 407 1,770 362 162 99
Interest expens (11,313 (1,598 (159 (1,933 (1,068
Other (expense) income, net (508 (122 369 (235 18
Loss before income taxes and cumulative effe

change in accounting principle (6,339 (28,233 (5,97) (6,039 (5,469
Benefit (provision) for income taxes 24,001 (2,804 (1,382 (959 (63
Income (loss) before cumulative effect of chang

accounting principle 17,666 (31,03% (7,353 (6,999 (5,529
Cumulative effect of change in accounting principle — — — — (12133
Net income (loss $ 17666 $ (31,0378 (7,353 $ (6,997 $ (17,660
Basic income (loss) per share before cumule

effect of change in accounting principle $ 025 $ (0718 (03)% (0453 (069
Diluted income (loss) per share before cumulative

effect of change in accounting principle $ 0.24 $ 07)$ (0398 (045 % (0.69
Cumulative effect of change in accounting principle

per share — — — —$ (14
Net income (loss) per shal

Basic $ 0.25 $ 07)$ (©0370$% (045 % (2.09

Diluted $ 024 $ 0.71$ (037% (045% (2.09
Weighted average common shares outstanding:

Basic 71,663 43,823 19,630 15,466 8,578

Diluted 72,385 43,823 19,630 15,466 8,578
Balance Sheet Data
Current assets, net of current liabilit $ 40,869 $ 11,658 $ 77,482 $ 15233 $ 5,887
Total assets $ 1,445,645 $ 1,227,225 $ 294,108 $ 175,629 $ 54,48
Long-term debt $ 259,000 $ 80,000 $ 215 $ 149 $ 4B,1
Shareholder equity $ 1,084,717 $ 1,067,085 $ 274,660 $ 154,79C $ 34,008

(1) The results reflect the adoption of SFAS No. 123§RYanuary 1, 200!

Iltem 7. Managemen’s Discussion and Analysis of Financial Condition drResults of Operation

Introduction

The following discussion and analysis should bel ieaconjunction with our consolidated financ
statements and the accompanying notes theretadiedtlin “Item 8. Financial Statements and Suppleagn
Data"of this report.
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Business Overview

L-1 Identity Solutions, Inc. provides identity peation solutions that enable governments, law eefoent
agencies and businesses to enhance security, rieffunti¢y theft, and protect personal privacy. Galutions are
specifically designed for the identification of pé®and include secure credentialing, biometriogymated
document authentication, real-time identity datasaautomated testing of identity and identity infation, and
biometrically-enabled background checks, as wedlyatems design, development, integration and stippo
services. These identity solutions enable our costs to manage the entire life cycle of an indiaiciidentity
for a variety of applications including civil idefitation, criminal identification, border managemyeanti-
terrorism, and security. The Company also provitesprehensive consulting, training, security, tetbgy
development and information technology solutionth®U.S. intelligence community.

The Company offers solutions that include prodacis related services, comprising of hardw
components, consumables and software, as well egenance, consulting and training services. Iritaxfy the
company provides stand alone enrollment servicdggamernment consulting, training, security tecbggl
development and information technology servicesustomer, depending on its needs, may order sokitieat
include hardware, equipment, consumables, softpar@ucts or services or combine hardware products,
consumables, equipment, software products andcssntd create a multiple element arrangement.

The market for identity protection solutions hastowed to develop at a rapid pace. In partict
consumers of identity protection solutions are desitay end-to-end solutions with increased functionéhat
can solve their spectrum of needs across the tgdifé cycle. Our objective is to meet those grogineeds by
continuing to broaden our product and solutionririfgs to meet our customer needs, leveraging dstiey
customer base to provide additional products andcsss, expanding our customer base both domegtizadi
abroad, and augmenting our competitive positioaugh strategic acquisitions. We evaluate our bssine
primarily through financial metrics such as revesjuperating income (loss) and earnings beforedstenet,
income taxes, depreciation and amortization, asgeirments and in-process research and development
charges, and stock-based compensation expensgusied EBITDA™), and free cash flow.

Our revenues increased to $389.5 million for therymded December 31, 2007 from $164.4 milliorttie
year ended December 31, 2006. Our net income éoyélr was $17.7 million compared to a $31.0 nmillass
in 2006. The 2007 and 2006 results include assgaitments and merger related expenses of approadynat
$5.0 million and $22.8 million, respectively. The results include an income tax benefit of $21ilfon
resulting from the reduction of a portion of théeteed tax asset valuation allowance.

Sources of Revenue

Our Secure Credentialing Division, formerly knows*‘Viisage'" which prior to December 15, 20t
comprised our sole business, generates revenueslimsales of biometric solutions consisting aidiad
proprietary software with commercial off-the-shetfuipment and related maintenance and servicesateef
secure printing solutions and related consumablesthe design, customization and installatiorestise
credential issuance systems which generate reversute® credentials are issued by the customerdiVision
also generates revenues from solutions using brantethnologies of other divisions. The divisisrincluded
in our Identity Solutions segment.

Our Identix Incorporatec'‘Identix'*) division, also included in our Identity Solutioregsnent, generatt
revenues from the sale of biometric solutions ipoeating fingerprint, facial, skin and iris biomies and system
components necessary for the biometric capturkaadledge discovery. Identix offerings include Li8ean
and mobile systems and services for biometric cagnd identification, systems and biometric sohgithat
include modules and software for biometric matchdng verification. Revenues are generated by séles
hardware, software and maintenance and other gstvic

Our SecuriMetrics, Inc.'* SecuriMetric’')/Iridian Technologies, Inc*‘Iridian’") division, included in ou
Identity Solutions segment, generates revenuesghrthe development, customization and
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sale of biometrics solutions using iris technolegyich typically consists of proprietary multi-biotnie capture
devices bundled together with our proprietary safsvand other biometric technologies as well aassafl
licenses and software.

Our Integrated Biometric Technology, Inc. (“IBT/Ijlentix Identification Services, Inc. (“IIS") dision,
included in our Services segment, generates regehusugh the sales of enrollment and backgroureesing
products and services.

Our SpecTal, LLC (“SpecTal”) division, included iour Services segment, provides comprehensive
security consulting services to U.S. governmergliigence agencies.

Our McClendon LLC (“McClendon”) division, includgin our Services segment, provides technical and
professional services to the U.S. intelligence mildary communities.

Our Advanced Concepts, Inc. (“ACI") division, iheled in our Services segment, provides information
technology and network security solutions, andespséngineering and development services for the U.S
intelligence and military communities.

Our ComnetiX Inc.‘‘ComnetiX'") division, which was acquired on February 21, 2@#dyides
fingerprinting biometric authentication and ideit@tion solutions and enrollment services. Thesiioi is
included in our Services segment. In 2008, the @ny@xpects to separate the biometric autheniificand
identification business and integrate it in thentiledivision.

We market our solutions and services primarily t6.Land foreign, federal, state and local goverrit
agencies and law enforcement agencies. We alssaking to expand the use of our solutions in comuiaé
markets, particularly financial services, transptioin and healthcare. In a typical contract witiogernment
entity for an identity solution, we design the syst supply and install equipment and software atefjrate the
solution within the entity’s existing network infaucture and provide maintenance services. Thaseacts
may be structured as fixed price contracts wittnperyts made upon completion of agreed milestones or
deliveries and with each milestone or delivery ¢gfliy having a value specified in the contracteftatively,
these contracts may be paid at a fixed price patential issued as is typical in the drivers’ lisemarket, per
fingerprint delivered in the case of our fingerginig services or on a time and material and fixedeplevel of
effort basis for our government services.

Our growth in revenues is due principally to acitisiss we consummated, as well as increased deffioal
our identity solutions related to heightened emjshas security, secure credentials, document atitizgion and
biometrics. We anticipate that the U.S. governnageincies will continue to be major customers fer th
foreseeable future. We also anticipate steadilyemsing funding for major government programs. Aejay or
other changes in the rollout of these programsctoatise our revenues to fall short of expectatidfesalso
expect to experience increased demand from a nuailm¢éher government entities as they deploy idgnti
solutions, particularly document authenticatiorpaints of entry and exit, including borders, setpand
airports and in connection with national identifioa programs. Notwithstanding our expectationsrding
demand for these solutions, the quantity and tinoihgrders from both U.S. and foreign governmetities
depends on a number of factors outside of our obrsiuch as the level and timing of budget appedjums.
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Acquisitions

We have pursued strategic acquisitions to compléaeth expand our existing solutions and services. O
acquisitions since January 1, 2006 include:

Our July 2007 acquisitions of McClendon and ACljehhprovide technical, network security &
professional services to the U.S. intelligence camity;

Our February 2007 acquisition of ComnetiX, whickates an important presence for us in
Canadian market by adding a complementary basestémers to our portfolio, particularly within the
law enforcement communit

Our October 2006 acquisition of SpecTal, which pes comprehensive consulting and security
solutions, specializing in government consultimgining and technology developme

Our August 2006 merger with Identix, whose n-biometric technology provides a broad rang
fingerprint and facial recognition technology offeys, which we believe will expand and better serve
our markets at all our division

Our August 2006 acquisition of Iridian, which holtie leading iris recognition technology in the
industry; anc

Our February 2006 acquisition of SecuriMetricsravjgler of the world's only full-function handheld
iris recognition and multi-modal biometric devicesabling us to now offer multiple and multi-modal
biometric capabilities that include finger, facelans technologies

The acquisitions have resulted in the consolidatibcertain marketing resources, facilities andhooate
functions of the separate entities in Stamford,r@eticut, and are expected to have a continuingnaaeffect
on our operations resulting from, but not limited t

Expected synergies resulting from providing a caghpnsive product line to current and future
customers

Expected future growth in revenues and profits fexpanded markets for identity solutio

Enhancement of technical capabilities resultingnfmombining the intellectual capital of the
combined entities

Rationalization of technology costs and researchdmvelopment activitie:

Realignment of business divisions to complemenh efagsion’s unique capabilities and rationalizing
costs.

Leveraging the Compa'’s infrastructure to achieve higher revenues anfitpbdity.
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Reportable segments and geographic informatio

Prior to December 15, 2005, we operated in a sirgglertable segment, the Identity Solutions segnaert
starting with our 2006 year, we changed the repgrf our segments to be aligned with our market
opportunities and how we manage our various bus@gedVe currently operate in two reportable segsnéme
Identity Solutions segment and the Services segriféatmeasure segment performance based on revenues,
operating income (loss) and Adjusted EBITDA ancfcash flow. Operating results by segment for liheet
years ended December 31, 2007 follow (in thousands)

Year Ended December 31,

2007 2006 2005
Identity Solutions:
Revenues $ 202,594 $ 117,418 $ 65,603
Gross Profit 74,112 41,544 18,558
Operating (Loss (477 (29,219 (6,559
Adjusted EBITDA 44,206 16,292 6,498
Depreciation and Amortization Expense 32,513 21,115 12,357
Services:
Revenue: 186,913 46,968 621
Gross Profil 46,964 9,313 98
Operating Income 5,554 927 15
Adjusted EBITDA 15,890 4,126 91
Depreciation and Amortization Expense 6,724 2,245 6 7
Consolidated
Revenue: 389,507 164,386 66,224
Gross Profit 121,076 50,857 18,656
Operating Income (Loss) 5,077 (28,288 (6,543
Adjusted EBITDA 60,096 20,418 6,589
Depreciation and Amortization Exper 39,237 23,360 12,433

In 2007 and 2006, the Identity Solutions segmetitises asset impairments and merger related cb
$5.0 million and $22.8 million, respectively.

Revenue by market comprises the following for tearg ended December 31, 2007, 2006 and 20(
thousands):

2007 2006 2005
State and Local $ 109,462 $ 69532 $ 37,683
Federal 269,685 89,640 25,300
Commercial/Emerging Marke 10,360 5,214 3,241

$ 389,507 $ 164,386 $ 66,224

Revenues are attributed to each region based dodaton of the customer. The following is a sumynaf
revenues by geographic region for the years enageember 31, 2007, 2006 and 2005 (in thousands):

2007 2006 2005
Revenue
United State: $ 360,551 $ 149,792 $ 60,267
Rest of World 28,956 14,594 5,957

$ 389,507 $ 164,386 _ $ 66,224
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We use Adjusted EBITDA as a non-GAAP financial pemiance measurement for segments. Adjusted
EBITDA is calculated by adding back to net incorusg): interest-net, income taxes, depreciation and
amortization, intangible asset impairments, in-pescresearch and development charges, and stoett-bas
compensation expense. Adjusted EBITDA is providethtestors to supplement the results of operations
reported in accordance with GAAP. Management beieddjusted EBITDA is useful to help investors grel
the operating trends of the business before aed thi¢ adoption of SFAS No.123 (R) and to assessefative
underlying performance of businesses with diffecapital and tax structures. Management beliewas th
Adjusted EBITDA provides an additional tool for #stors to use in comparing our financial resulth wther
companies in the industry, many of which also uggisted EBITDA in their communications to investddy
excluding non-cash charges such as amortizatiomlepreciation, stock-based compensation expertsagible
asset impairments and in-process research andogereht charges, as well as non-operating charges fo
interest-net and income taxes, investors can eteabia operations and can compare our resultsmoare
consistent basis to the results of other companiti®e industry. Management also uses Adjusted BBITo
evaluate potential acquisitions, establish intemalgets and goals, and evaluate performance dfuziness
units and management.

We consider Adjusted EBITDA to be an important aador of our operational strength and performaric
our business and a useful measure of our histaitlprospective operating trends. However, theze a
significant limitations to the use of Adjusted EBIA since it excludes interest income and expenserome
taxes, all of which impact our profitability as Wwab depreciation and amortization related to #eaf long-term
assets which benefit multiple periods. We belida these limitations are compensated for by piogid
Adjusted EBITDA only with GAAP performance measuaesi clearly identifying the difference between the
two measures. Consequently, Adjusted EBITDA shaowltbe considered in isolation or as a substitrt@ét
income (loss), or operating income (loss) preseintedcordance with GAAP. Adjusted EBITDA as defir®y
the Company may not be comparable with similariped measures provided by other entities.

A reconciliation of GAAP net income (loss) to Adjed EBITDA is as follows (in thousand:

Years Ended D 31,
2007 2006 2005

Net Income (Loss $ 17,666 $ (31,037 $ (7,353
Reconciling ltems:

(Benefit) Provision for Income Taxi (24,009 2,804 1,382

Interest- net 10,903 172 (203

Stock-Based Compensation 11,291 8,068 330

Depreciation and Amortization 39,237 23,360 12,433

Intangible Asset Impairments and In-process Rehezmd

Development Charges 5,000 17,395 —

Adjusted EBITDA $ 60,096 $ 20418 $ 6,589

Dependence on Significant Custome

We believe that we will continue to derive a sigraht portion of our revenues from a limited numbg
large U.S. Government customers. For the year eDeéedmber 31, 2007, two Federal government agencies
which we are not permitted to name due to secudgtysiderations, accounted for 26.0% of our conatéid
revenues. For the year ended December 31, 20@® Federal government agencies accounted for 3df @ur
consolidated revenues. For the year ended Dece3ib@005, the U.S. Department of State accounted#®%
of our consolidated revenues. As of December 3Q72@e had an accounts receivable balance of ajppately
$24.3 million from two Federal government agencksof December 31, 2006, we had an accounts ralsleiv
balance of approximately $23.8 million from threzzlEral government agencies. As of December 31,,2685
U.S. Department of State was the only customerttadta balance greater than 10% of consolidatesLiats
receivable, which was approximately $4.4 million.
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Consolidated Results of Operation:

Comparison of 2007 to 20C

Our results of operations have been significarffigcéed by the August 2006 Identix merger and the
August 2006 acquisition of Iridian, the October @@@quisition of SpecTal, the February 2007 actjoisof
ComnetiX, and the July 2007 acquisitions of ACI &teiClendon, (collectively the “Acquisitions™).

Revenue:

Year Ended December 31,

2007 2006

Revenues (in thousands):
Services $ 177,974 $ 46,968
Solutions 211,533 117,418

$ 389,507 $ 164,386

The following provides details revenues of the jigid and services provided for the years ended
December 31, 2007 and 2006 (in thousands):

2007 2006

Secure credentials $ 31,323 $ 31,920
Biometric device: 100,691 36,769
Consumables and compone 25,846 19,310
Software 19,036 6,600
Maintenance 24,580 9,304
Other solution revenue 10,057 13,515
Enroliment service 61,001 33,867

Government services 116,973 13,101

Total revenue $ 389,507 $ 164,386

Revenues increased by $225.1 million for the yeded December 31, 2007 of which $186.3 mill
related to the Acquisitions. Excluding the impakth® Acquisitions, revenues increased $38.8 nmiltio 35%
from the year ended December 31, 2006. The increasethe prior year period is primarily due torieased
sales of the Company’s identity solutions, primarélated to sales of multi-modal biometric solngppassport
and credentialing sales to the U.S. State DepattarehU.S. Department of Defense.

Approximately 46% and 29% of our revenues in 200F 2006, respectively, were derived from |-term
service contracts with the U.S. Federal and statemments included in our Services segment. Toesgacts
are fixed unit price contracts from which are comgzge as we provide the services, as fingerpriets a
transmitted to the appropriate government agencfirigerprinting services and on a time and matenidixed
price level of effort basis for government services

Approximately 8% and 19% of our revenues in 200F 2006, respectively, were derived from I-term
contracts for the production of drivers’ licensesl @redentials for which we are compensated oreal funit
price per license or credential produced. The pridie for these contracts is fixed throughout gventof the
contract, which range from 4 — 5 years. The prarvesestablished in competitive bids in which pi&cene
among many important criteria evaluated by thearust.
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Our remaining revenues, including other revenuem fihe drivers’ licenses contracts which are nseba
on card production volumes, comprise 46% and 52#efevenues for the years ended December 31,2007
2006 and were derived from contracts and purcheds®for consumables, hardware, software and gusto
solutions, including maintenance and services. &hegenues are priced at prevailing prices atithe the order
or contract is negotiated. These orders and cdsteasie often competitively bid, although some, ipatarly
consumables sold pursuant to driver license ardkatél contracts, are sole source. Although weehav
encountered pricing pressures in our negotiatimesijo not believe that they have impacted the margi
significantly. Most of our research and developreend sales and marketing costs are related to afamgthese
revenues.

Cost of revenues and gross margins (in thousan

Year Ended December 31,

2007 2006
Cost of revenues $ 240,533 $ 99,115
Amortization of intangible assets 27,095 13,861
Stock-based compensation 803 553
Total $ 268,431 $ 113,529
Gross profit $ 121,076 $ 50,857
As a percentage of revent 31% 31%

Cost of revenues increased by $154.9 million ferytear ended December 31, 2007 compared to the
ended December 31, 2006, of which $139.2 milliorelated to the Acquisitions. Excluding the Acqtidsis,
cost of revenues increased by $15.7 million or 21007 compared to the previous year. Gross msigin
2007 were positively impacted by increased saldsgsfer margin multi-modal biometric solutions and
adversely impacted by the solutions and servicesmge mix.

Included in the cost of revenues in 2007 were $&¥lllon of amortization of intangible assets, wifn
increased by approximately $13.2 million from th@pyear primarily due to Acquisitions. Amortizati of
intangible assets reduced consolidated gross nsabyi7% and 8% for the years ended December 37, 200
2006, respectively.

Sales and Marketing Expense (in thousanc

Year Ended December 31,

2007 2006

Sales and marketing expenses $ 25,913 $ 13,678

Stock-based compensation 1,806 752
Total $ 27,719 $ 14,430

As a percentage of revent 7% 9%

Sales and marketing expenses increased by appriekyn$d 3.3 million for the year end
December 31, 2007 compared to the prior year, aélviine Acquisitions accounted for $7.6 million.dixding
the effects of the Acquisitions, sales and marke¢inpenses increased by $5.7 million for the yeded
December 31, 2007. These increases are attributahbliditional investments made to expand our facus.S.
government and international opportunities. Safesraarketing expenses consists primarily of saaaied
related personnel costs including stock-based cosgt®n, commissions, travel and entertainment s
promotions and other marketing and sales supppsereses.
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Research and Development Expenses (in thousal

Year Ended December 31,

2007 2006
Research and development expenses $ 17,315 $ 10,823
Stock-based compensation 1,167 766
Total $ 18,482 $ 11,589
As a percentage of revent 5% 7%

Research and development expenses increased lxipately $6.9 million for the year end
December 31, 2007 compared to the prior year, a¢lwhpproximately $5.5 million is due to the Acqtitns.
Excluding the effects of the Acquisitions, reseaanl development expenses in 2007 increased byndillign,
as we continued to focus on the development of bidmtechnology. Research and development expevses
offset by higher utilization of research and depetent resources in the performance of contracescaist of
which is included in cost of revenues. Researchdewetlopment expenses consists primarily of salasick-
based compensation and related personnel cosgratudype costs related to the design, developntesting
and enhancement of our products.

General and Administrative Expenses (in thousani

Year Ended December 31,

2007 2006
General and administrative expenses $ 55,025 $%697,4
Stock-based compensation 7,254 2,484
Total $ 62,279  $ 29,953
As percentage of revenu 16% 18%

General and administrative expense increased ajppaitedy $32.3 million for year ende
December 31, 2007 compared to 2006, of which apmrately $21.7 million are directly related to the
Acquisitions. Excluding the effects of acquisitipitse increase of $10.6 million for year ended
December 31, 2007 compared to the prior year peratates to stock-based compensation expensé, lega
accounting and auditing and other professionalisesvAs a percentage of revenues, general anchadrative
expenses decreased to 16% for the year ended Dec8hh2007, as compared to 18% in the correspgndin
period in the prior year. General and administegxpenses consist primarily of salaries and rejpéesonnel
costs, including stock-based compensation for recetive and administrative personnel, professiandlboard
of directors’ fees, public and investor relationsl énsurance.

Asset Impairments and Merger Related Expenses fjousands)

Year Ended December 31,
2007 2006
Asset impairments and merger related expenses $ 5,000 $ 22,767

In 2007, the Company recorded a charge of $5.0amifbr the impairment of intangible assets related
certain acquired product lines. In 2006, in conieectvith our merger with Identix, the Company ined
significant personnel costs for severance and aitwetractual compensation arrangements with thrador
management team and the Board of Directors of §és@hese personnel and other severance cosedotal
approximately $5.4 million. Additionally, the Compareviewed its long-lived assets in light of tieategy and
plans of the combined Company and evaluated thgingrvalue of the assets that would be impactethby
strategy. This resulted in impairment charges & Shillion relating to facial recognition techngig
documentation
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authentification technology, patents, and othegibved assets. Additionally, the Company revievitsdong-
term commitments and determined that it would céasese certain services in the future; accordintyig
Company recorded a charge of $1.1 million purstm@®FAS No. 146. The Company also recorded a ctfarge
in-process research and development of $2.7 mittitated to the Identix merger.

Amortization of Intangible Assets (Operating Expess (in thousands

Year Ended December 31,
2007 2006
Amortization of intangible assets $ 2,519 $ 401

Amortization expense of intangible assets increésethe year ended December 31, 2007 fron
comparable period in the prior year due to the Asitjans.

Interest

Interest Income and Expense (in thousanc

Year Ended December 31,

2007 2006
Interest income $ 407 $ 1,770
Interest (expense) (11,31) (1,598
Interest (expense) income, net $ (10904 $ 172

For the year ended December 31, 2007, interesinegpeet increased by approximately $11.1 millianaa
result of the issuance of senior convertible nates borrowings under our revolving credit facilitgurred
primarily to fund the Acquisitions, compared to #ene period in the prior year.

Other Expense, Net (in thousand

Year Ended December 31,
2007 2006
Other expense, net $ (508 $ (122

Other expense, net includes realized and unreatiaeency transaction gains and losses on yen-
denominated purchases, as well as unrealized gath#osses forward currency contracts.

Income Taxes (in thousands

Year Ended December 31,
2007 2006
Benefit (provision) for income taxes $ 24,001 $ (2,809

The full year results reflect an income tax beneffi$24.0 million, reflecting the reduction of theferred
tax asset valuation allowance of approximately 82dillion. During the fourth quarter of 2007, maragent
determined that based on the cumulative resultpefations for the three years ended December08T, 2fter
considering items that do not enter in the deteation of taxable income, and the expected futuerating
results, it is more likely than not that the Comypuauill realize a substantial portion of the tax béts of its net
operating loss carryforwards. As a result, the Camyreduced its previously recorded deferred tartas
valuation allowance to reflect the estimated besdfiexpects to realize.
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The 2006 provision for income taxes representsferde tax provision related to the amortizatiortaof
deductible goodwill and state and local incomepeovisions.

Comprehensive income (loss) (in thousan

Year Ended December 31,
2007 2006
Comprehensive income (loss) $ 23,388 $ (27,994

The change in comprehensive income (loss) reguls the net income in 2007 of $17.7 million compare
to a $31.0 million loss is 2006, and increaseddgifyn currency translation gains of $5.7 milliorda
$3.1 million in 2007 and 2006, respectively, reisgifrom the weakening of the U.S. dollar relativehe Euro.

Comparison of 2006 to 20C

The 2006 results of operations were significanfigaed by the December 2005 acquisition of IBE,
February 2006 acquisition of SecuriMetrics, the Ast2006 acquisition of Iridian, the August 2006rgee with
Identix and the October 2006 acquisition of SpecThe 2005 results are those of Viisage, whichois a
division of L-1, and encompassed substantiallpfthe Company’s revenues and operating loss.

Revenue:

Year Ended December 31,

2006 2005
Revenues (in thousands):
Services $ 46968 $ 621
Solutions 117,418 65,603

$ 164,386 $ 66,224

The following provides revenue details of the pradiand services provided for the years ended
December 31, 2006 and 2005 (in thousands):

2006 2005
Secure credentia $ 31,920 $ 29,232
Biometric device: 36,769 4,083
Consumables and components 19,310 18,638
Software 6,600 2,563
Maintenance 9,304 6,558
Other solution: 13,515 4,529
Enroliment service 33,867 621
Government services 13,101 —
Total revenue $ 164,386 $ 66,224

Revenues for the years ended December 31, 20080¥daggregate $164.4 million and $66.2 milli
respectively, of which approximately $91.7 milliand $0.6 million, respectively, is related to tieguisitions of
IBT, SecuriMetrics, Iridian, Identix and SpecTakdiiding the impact of the acquisitions, revenuesdased by
$7.1 million or 11%. Revenues increased by $2.lionidue to increased volumes of U.S. passportsimes
from U.S. Department of State and increased salesS. Department of Defense relating to the Common
Access Card program, higher face recognition reesmd $1.4 million, increased international softvaales of
$0.7 million and increased revenues in our stateds’ license business of $2.7 million.

Approximately 19% and 44% of revenues for the yeaded December 31, 2006 and 2005 were de
from long-term contracts for the production of @i’ licenses and credentials for which we
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are compensated on a fixed unit price per licenseeslential produced. The unit price for thesetremts is
fixed throughout the term of the contract, whichge from 4 — 5 years. The prices are establishedritpetitive
bid situations; in which price is one among manpamtant criteria evaluated by the customer.

Approximately 29% of our revenues in 2006 were\detifrom long term fingerprinting services and
security consulting service contracts with the s State and Local Governments.

The remaining revenues, including other revenuems the drivers’ license contracts which are noebasn
card production volumes, comprise 52% and 56% ef¢renues for the years ended December 31, 2@D6 an
2005 and were derived from short term purchasersifde consumables, hardware, software, custontienki
and services. These revenues are priced at prayaitices at the time the order is negotiated andived, and
delivery occurs over a short term period. Thesersrdre often competitively bid, although sometipalarly
consumables sold pursuant to driver license ardkatél contracts, are sole source. Although weehav
encountered pricing pressures in our negotiatimesijo not believe that they have impacted the margi
significantly. Most of our research and developreend sales and marketing costs are related to afamgthese
revenues.

Cost of revenues and gross margins. (in thousa)

Year Ended December 31,

2006 2005
Cost of revenues $ 99,115 $ 42,556
Amortization of intangible assets 13,861 5,012
Stock-based compensation 553 —
Total $ 113,529 $ 47,568
Gross profit $ 50,857 $ 18,656
As a percentage of revent 31% 28%

Cost of revenues increased by $66.0 million forytbar ended December 31, 2006, of which $63.50ni
related to the acquisitions of IBT, SecuriMetricigntix, Iridian, and SpecTal. Consolidated grossgins in
2006 increased to 31% from 28% in 2005. Excludigimpact of the acquisitions, gross margin foryear
ended December 31, 2006 was 32% compared to 2836 jprior year as a result of increased revenueés an
improved mix sales. Inventory adjustments and otherges had the effect of reducing gross margig%yn
the year ended December 31, 2006. Included indbeaf revenues for the year ended December 35 268
$13.9 million of amortization of intangible assefsvhich $8.9 million related to the IBT, SecuriMes,
Identix, SpecTal and Iridian acquisitions. Amortiaa of intangible assets reduced gross margin8%yfor both
the years ended December 31, 2006 and 2005.

Sales and Marketing Expenst. (in thousands)

Year Ended December 31,

2006 2005
Sales and marketing expenses $ 13,678 $ 7,832
Stock-based compensation 752 —
Total $ 14,430 $ 7,832
As a percentage of revent 9% 12%

Sales and marketing expenses increased by appriekyn$®.6 million for the year end¢
December 31, 2006 compared to the prior year. Thaisitions of IBT, SecuriMetrics, Iridian, SpecTald
Identix accounted for approximately $5.2 milliontbé increase. Additional increases of $0.8 milfionthe year
ended December 31, 2006 related to stock basedermagon expense. The
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remaining increase is the result of investment arketing resources offset in part by savings from t
consolidation of sales and marketing activitieduding, salaries, related personnel expenses, cesionis,
travel and entertainment expenses, promotions dred marketing and sales support expenses.

Research and Development Expenses (in thousal

Year Ended December 31,

2006 2005
Research and development expenses $ 10,823 $ 4,618
Stock-based compensation 766 —
Total $ 11,589 $ 4,618
As a percentage of revent 7% 7%

Research and development expenses increased lxipately $7.0 million for the year end
December 31, 2006 compared to the prior year, a¢lwépproximately $6.5 million is due to the acifioss of
IBT, SecuriMetrics, Iridian and Identix. Excluditige effects of the acquired businesses, researth an
development expenses in 2006 decreased by $0i8mpitimarily as a result of cost reductions, offsg an
increase of $0.8 million due to stock-based comaiéms.

Research and development expenses consist priro&sblaries, stock based compensation and re
personnel costs and prototype costs related tdethign, development, testing and enhancement gfroducts.
Research and development expenses reflect reintherg®f $0.4 million and $0.6 million for 2006 aR@05,
respectively.

General and Administrative Expenses (in thousani

Year Ended December 31,

2006 2005
General and administrative expenses $ 27,469 $%682,0
Stock-based compensation 2,484 —
Total $ 29,953 $ 12,068
As percentage of revenu 18% 18%

General and administrative expense increased ajppaitedy $17.9 million for year ende
December 31, 2006 compared to 2005, of which apmabely $9.9 million is due to the acquisitions|BT,
SecuriMetrics, Iridian, SpecTal and Identix. Stbesed compensation expense was $2.5 million foyehe
ended December 31, 2006. Other increases for treeyeled December 31, 2006 relate to legal, priofesisand
other costs incurred in connection with the intégreof the acquired businesses, as well as additiaudit and
professional fees related to the growth of the Camypand to remediate internal control weaknesses.

Asset Impairments and Merger Related Expenses fjousands)

Year Ended December 31,
2006 2005
Asset impairments and merger related expenses $ 22,767 $ —

In 2006, in connection with our merger with Identixe Company incurred significant personnel cfists
severance and other contractual compensation amaegs with the former management team and thedBifar
Directors of Viisage. These personnel and otheerseice costs totaled approximately $5.4 milliondiéidnally,
the Company reviewed its long-lived assets in lgfthe strategy and plans of the combined Companaly
evaluated the carrying value of the assets that
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would be impacted by that strategy. This resulteihipairment charges of $13.5 million relating acil
recognition technology, documentation authentifaratechnology, patents, and other long-lived asset
Additionally, the Company reviewed its long-termmumitments and determined that it would cease to use
certain services in the future; accordingly, therPany recorded a charge of $1.1 million pursuai@RAS

No. 146. The Company also recorded a charge -process research and development of $2.7 milbtated to
the Identix merger.

Amortization of Intangible Assets (in thousand

Year Ended December 31,
2006 2005
Amortization of intangible assets $ 401 $ 681
Amortization of intangible assets decreased asultref impairments recorded in 20(
Interest

Interest Income and Expense (in thousanc

Year Ended December 31,

2006 2005
Interest income $ 1,770 $ 362
Interest (expense) (1,598 (159
Interest income, net 172 $ 203

Interest income increased compared to the samedoier2005, primarily as a result of interest ineom
related to higher average cash balances during, 20@6to the $100.0 million investment made by L-1
Investment Partners LLC in late 2005. Interest egpencreased as a result of the $105.0 millidsoimowings
used to purchase SpecTal in October 2006.

Other Income, Net (in thousand:

Year Ended December 31,
2006 2005
Other (expense) income, net $ (122 $ 369

Other income includes realized and unrealized oggréransaction gains and losses on yen-denominated
purchases, as well as unrealized gains and lossearfl currency contracts.

Income Taxes (in thousands

Year Ended December 31,
2006 2005
Provision for income taxes $ 2,804 $ 1,382

The provision for income taxes represents a defeeve provision related to the amortization of tax
deductible goodwill and state and local incomepovisions. The provision increased primarily assult of
increased amortization of the deductible goodwetiuiting from the acquisitions of SpecTal, IBT ando Test.
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Comprehensive loss (in thousanc

Year Ended December 31,
2006 2005
Comprehensive loss $ (27,953 $ (9,429

The change in comprehensive loss results fromepirttrease in net loss incurred in 2006 of $31 l0ani
compared to $7.4 million is 2005, offset by foremmrency translation gains of $3.1 million in 20@8ulting
from the weakening of the U.S. dollar relativelte Euro, compared to a foreign currency transldties of
$2.1 million recorded in 2005.

Liquidity and capital resources
Liquidity

Excluding current deferred income tax assets, &ecember 31, 2007, we had $27.6 million of work
capital including $8.2 million in cash and cashieglents. In addition, we have financing arrangetseas
further described below, available to support againg liquidity needs. We believe that our exigtoash and
cash equivalents, financing arrangements and ¢@asfs from operations will be sufficient to meet aperating
and debt service requirements for the next 12 nsomtbwever, we may require additional financinguither
implement our acquisition strategy and to fund capital expenditures. We also evaluate the terrds an
conditions of our credit facility on a regular t@si the ordinary course of business. If we ca@acbteve our
business plan in 2008, or if we enter into mater@k contracts, or require cash to pursue stragmjaisitions,
we may be required to seek additional capitaleeith the form of debt or equity. There can be sgugance that
such financing will be available on commerciallpsenable terms, or at all. Our ability to meetlusiness plan
is dependent on a number of factors, includingetaescribed in the section of this report entitiRisk
Factors.” We will continue to evaluate our capit@tjuirements in order to meet the objectives ofgpawth
strategy.

On May 17, 2007, the Company issued $175.0 millib@onvertible Notes with a conversion feature vt
allows the Company the option to settle the debieein shares of common stock or to settle thecipal
amount in cash and the conversion spread in castock. The proceeds of the Convertible Notes inffemet of
deferred financing costs amounted to $168.7 milllarconnection with the issuance of the Convestibtes,
we entered into an agreement with Bear Stearnsrthpse approximately 3.5 million shares of our mmm
stock for approximately $69.8 million. The sharel be delivered in May 2012; however, we settled o
obligation at closing for a cash payment.

The Notes are governed by an indenture, dated Maga07 (the'‘ Indenture '), between the Company a
The Bank of New York, as trustee. The Notes wilcbavertible only under certain circumstances,esdbed
below. If, at the time of conversion, the daily wwle-weighted average price per share for a 25ngady
period calculated in accordance with the Indentasedefined in greater detail in the Indenture WXP"") of
the Company’s common stock is less than or equBB200 per share, which is referred to as the base
conversion price, the Notes will be convertibleil.25 shares of common stock of the Company 0%
principal amount of the Notes, subject to adjustnugon the occurrence of certain events. If, atithe of
conversion, the VWAP of the shares of common saftke Company exceeds the base conversion price of
$32.00 per share, the conversion rate will be detesd pursuant to a formula resulting in holdeeg'aipt of up
to an additional 14 shares of common stock per0RlLBincipal amount of the Notes, subject to adjestt upon
the occurrence of certain events and determineétaf®rth in the Indenture. As an example, if tbeime-
weighted price per share (VWAP) of the Companyisteere to increase to $40.00 per share, the adaitio
shares issuable upon conversion would be 2.8 tendltares issuable per $1,000 principal amoutiiteoNbtes
would be 34.05.

The Notes are convertible until the close of bussnen the second business day immediately prec
May 15, 2027, in multiples of $1,000 in principahaunt, at the option of the holder under
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the following circumstances: (1) during the fivesmess-day period after any five consecutive trdiay period
(the “measurement period”) in which the tradingoe per Note, for each day of such measuremeiigeras
less than 98% of the product of the last reporédel grice of shares of common stock of the Comamythe
applicable conversion rate for such trading dayg(#ing any fiscal quarter after September 30,72@Che last
reported sale price of shares of common stockeofxbmpany for 20 or more trading days in a peric80o
consecutive trading days ending on the last tradaygof the immediately preceding calendar quastgreater
than or equal to 130% of the base conversion joricthe related trading day; (3) if the Companyscatiy or all
of the Notes for redemption; and (4) upon the omnwre of specified corporate transactions desciiibéue
Indenture. Upon conversion, the Company has tlie tigdeliver shares of common stock based upon the
applicable conversion rate, or a combination ohaawd shares of common stock, if any, based orilya da
conversion value as described above calculatedppoportionate basis for each trading day of arading-day
observation period. In the event of a fundamerttahge as specified in the Indenture, the Compatiyneiease
the conversion rate by a number of additional shafeommon stock specified in the Indenture, tigu
thereof, the Company may in certain circumstantexs & adjust the conversion rate and related ersion
obligation so that the Notes will become conveetiinito shares of the acquiring or surviving company

The Notes bear interest at a rate of 3.75% perpagable semiannually in arrears in cash on Magrid
November 15 of each year, beginning November 167 20he Notes will mature on May 15, 2027, un
earlier converted, redeemed or repurchased. Thep@aymay redeem the Notes at its option, in whoie o
part, on or after May 20, 2012, subject to prictigeas provided in the Indenture. The redemptigcepduring
that period will be equal to the principal amouhtt® notes to be redeemed, plus any accrued gualdin
interest. The holders may require the Companyganahase the Notes for cash on May 15, 2012, Magas7
and May 15, 2020.

On October 19, 2006, the Company entered into arnted and Restated Credit Agreement
“Agreement”) by and among the Company, Bank of éioa, N.A. (the “Bank”), Bear Stearns, Wachovia
Bank, Credit Suisse, Societe Generale and TD BankhiNto amend and restate the Credit Agreemereddss
of August 16, 2006, by and between the CompanytlE@ank. The Agreement provides for a revolvinedir
facility of up to $150.0 million, with the potentitor up to $50.0 million in additional borrowing order to
borrow under the facility, the Company is requite¢tomply with certain covenants as more fully izl
below, some of which may limit the amounts borroweavailable. The Agreement provides that up to
$25.0 million of the total facility amount may bsead for the issuance of letters of credit. At Delsen81, 2007,
the Company had $84.0 million of borrowings outdtag and approximately $57.3 million available unthe
revolving credit facility. At December 31, 2007¢ethariable interest rates ranged from 6.4% to 6.7%.

Amounts borrowed under the Agreement bear intéoestny interest period (as defined by the Agreetr
at the British Bankers Association LIBOR Rate, pusargin of 1.75% (subject to adjustment to mimmu
margin of 1.50% and a maximum margin of 2.00% basethe Company’s indebtedness to EBITDA, as
defined, ratio described below), and must be repaidr before October 19, 2011. We also have thieromo
borrow at a fluctuating rate per annum equal tohilgaer of (a) the Federal Funds Rate plus %2 obt %) the
rate of interest in effect for such day as publefynounced from time to time by Bank of Americata$prime
rate”, with respect to base rate loans plus thegmalescribed above. If we have not borrowed adilable
amounts under the facility, we must pay a commitnfies of 0.375 per annum on such unutilized amounts

In accordance with the Agreement, borrowings aliatevalized by all assets of the Company.
Company is required to maintain the following fic&i covenants under the Agreement:

« As of the end of any fiscal quarter, the ratioref Compan’s consolidated EBITDA (as defined in t
Agreement) to consolidated interest charges (deeteby Agreement) for the period of the prior four
fiscal quarters may not be less than 2.50:1:0@édember 31, 2007, the ratio was approximately
7.69:1.00
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« As of the end of any fiscal quarter, the ratioref Compan’s consolidated funded indebtedness
defined in the Agreement) to its consolidated EBATIOr the period of the prior four fiscal quarters
may not be more than: (i) 4.50:100 at Decembe28@7, March 31, 2008, and June 30, 2008, (ii)
4:25:1.00 at September 30, 2008, and (iii) 4.00: &0December 31, 2008 and at the end of eacH fisca
quarter thereafter. At December 31, 2007, the ratie approximately 1.33:1.0

Under the terms of the Agreemen-1 Identity Solutions Operating Company may alsaiinassume ¢
guarantee unsecured subordinated indebtednesstof200.0 million. The Company may also incur an
additional $25.0 million of unsecured convertiblbsrdinated indebtedness. Among other restrictithres,
Agreement limits our ability to (i) pay dividends@purchase capital stock, except with the preseéequity
issuances or permitted subordinated debt, (ii)rimtdebtedness (subject to the exceptions descebede,
among others), (iii) incur liens upon the collatgriadged to the Bank, (iii) sell or otherwise disp of assets,
including capital stock of subsidiaries, (iv) mergensolidate, sell or otherwise dispose of sulbistiynall of the
Company'’s assets, (V) make capital expenditureseabertain thresholds, (vi) make investments, idiclg
acquisitions for cash in excess of $300 milliorttia aggregate and (vii) enter into transactionk wffiliates.
These covenants are subject to a number of additexceptions and qualifications. The Agreemenviges for
customary events of default which include (subjedertain cases to customary grace and cure mgriathong
others: nonpayment, breach of covenants or othrereatents in the Agreement, payment defaults olerat®n
of other indebtedness, a failure to pay certaigijuents and certain events of bankruptcy, insolvemcy
reorganization. Generally, if an event of defacitwars, the Bank, with the consent of lenders hgl@imajority
of the aggregate commitments under the facilityy mheclare all outstanding indebtedness under thregkgent
to be due and payable. At December 31, 2007, tlmep@oy was in compliance with these covenants.

In October 2005, we entered into an investmenteageat with I-1 Investment Partners LLC, subseque
assigned by L-1 Investment Partners LLC to itdiaféi, Aston, under which we issued and sold tmAst
7,619,047 shares of our common stock at $13.125hmee, and issued warrants to purchase 1,6005208ssof
our common stock at $13.75 per share. The prodeguisissuance, net of transaction costs were ajipately
$98.7 million. Under the investment agreement Wigion, $85.0 million was used to finance acquisiio
subject to approval by L-1's Board of Directors.

Consolidated Cash Flow

For the Years Ended December 31,

2007 2006 2005

Operating activities $ 40958 $ 12561 $ 4,412
Investing activities (151,919 (162,428 (42,893
Financing activitie! 114,055 82,301 99,565
Effect of exchange rates on cash and cash equtsalen 116 174 ]
Net increase (decrease) in cash and cash equis $ 3210 $ (67,39 $ 61,076

Comparison of 2007 to 20C

Cash flows from operating activities increased pgraximately $28.4 million for the year end
December 31, 2007 as compared to the prior yearn€tincome for the year ended December 31, 2637 w
$17.7 million, which reflects non-cash charges®Ddmillion related to intangible asset impairments
$39.2 million for depreciation and amortization 1¥1 million for stock-based compensation, a deteimmeome
tax benefit of $24.7 million and $1.0 million fother non-cash credits, net. Cash flows from opegadictivities
before changes in operating assets and liabilitieseased to $47.2 million from $20.3 million five year
ended December 31, 2007 compared to the prior @gher changes in operating assets and liabilizsthe
impact of reducing cash and cash equivalents & $lion in 2007.

Cash flows used in investing activities decreasedfproximately $10.5 million for the year enc
December 31, 2007 as compared to the prior yeam®2007, we used $132.8 million in
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connection with the Acquisitions, net of acquiredit. The cash paid for acquisitions in 2006, neash
acquired, approximated $154.7 million.

Capital expenditures were approximately $13.0 oilland $6.8 million for the years ended
December 31, 2007 and 2006, respectively, and pifimalated to the Company'’s drivers’ licensesdwrct line.
Expenditures for the additions to intangible asaetee $6.3 million in 2007 and $1.3 million in 2006

Net cash provided by financing activities in 200&sv$114.1 million compared to $82.3 million in 2006
Proceeds from the issuance of convertible notereggted $175.0 million of which $69.8 million wased to
pay for the prepaid forward contract and the redinnet of financing costs, was used to repayoldngs
under the revolving credit agreement. In additiwet,borrowings under the revolving credit agreemeste
$4.0 million, and proceeds from the issuance ofroom stock were $12.0 million.

Comparison of 2006 to 20C

Cash flows from operating activities increased pgraximately $8.1 million for the year end
December 31, 2006 as compared to the prior ye& néhloss for the year ended December 31, 2006 was
$31.0 million, which included non-cash charges bf.@ million related to the intangible asset impants, and
the in-process research and development charge} §#lion for depreciation and amortization, $va8lion for
stock based compensation, $2.4 million for defemedme taxes and $0.4 million for other non casfrges.
Cash flow from operating activities before chanigesperating assets and liabilities, increased2@ % million
from $6.5 million for the year ended December JI)@compared to the prior year. Other changes énating
assets and liabilities resulted in a net decreasash and cash equivalents of $7.7 million.

Cash flows used in investing activities increasgabproximately $119.5 million for the year enc
December 31, 2006 as compared to the prior yeain®@006, we paid $154.7 million in connectioniwihe
acquisitions of SecuriMetrics, Iridian and SpecTa; of acquired cash of $29.9 million in connewtidth the
merger of Identix. The cash paid for acquisitian006, net of cash acquired, represents an inexas
$116.0 million as compared to the cash paid fousitipns in 2005.

Capital expenditures were approximately $6.8 millémd $4.4 million for the years enc
December 31, 2006 and December 31, 2005, resplyctarel was primarily related to the Company’s dra/
licenses product line. In addition, in 2006 the @amy placed $2.2 million in a restricted accountdtiateralize
letters of credit issued by a financial institutidinese funds were subsequently released to thep@uonduring
2006.

Net cash provided by financing activities in 2086uited from borrowings under the revolving cr
agreement of $105.0 million, net of repayments28.8 million, proceeds from the issuance of comistork of
$7.2 million offset by costs related to obtainihg revolving credit facility of $2.6 million and tbe issuance of
common stock in connection with the Identix mergi$2.0 million. In 2005, we issued common stocl an
warrants to Aston for net proceeds of $98.7 million

Working Capital
December 31, 200

Accounts receivable related to our February 20@juisition of ComnetiX and July 2007 acquisitions
ACI and McClendon, (2007 Acquisitions™) were apximately $20.8 million at December 31, 2007.
Excluding the 2007 Acquisitions, accounts receigahtreased by approximately $7.9 million as of
December 31, 2007 compared to December 31, 206ayily due to increased sales and timing of caiters.
Days sales outstanding at December 31, 2007 wenpable to those at December 31, 2006.

Inventory increased by $10.6 million ($10.1 milliercluding acquisitions) as of December 31, 2
compared to December 31, 2006. The increase repai@drily to our building
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inventory to meet future contract delivery of muitodal biometric recognition devices and solutidimgerprint
scanning devices and consumables.

Accounts payable, accrued expenses and other cliedgilities related to the 2007 Acquisitions were
$9.1 million at December 31, 2007. Excluding th@aut of the 2007 Acquisitions, accounts payablerusx
expenses and other current liabilities increasellgy8 million at December 31, 2007 from Decemtigr2006
primarily due to timing of vendor payments and pédlyincreased workforce, increases in purchasesaiérials
and more efficient cash management.

Total deferred revenue related to the 2007 Acqaisitwas $2.3 million at December 31, 2007. Excigdi
the impact of the 2007 Acquisitions, deferred rexemcreased by $0.6 million.

December 31, 200

Accounts receivable related to our February 20@fisition of SecuriMetrics, the August 2006 acdigsi
of Iridian, the August 2006 merger with Identix ahé October 2006 acquisition of SpecTal were ayiprately
$43.3 million at December 31, 2006. Excluding thesguisitions, accounts receivable increased by
approximately $3.6 million, from December 31, 20p8marily due to increases in revenues at ouragiesand
IBT businesses.

Inventory related to our February 2006 acquisitdBecuriMetrics and the merger with Identix v
approximately $7.5 million at December 31, 2006clEdting the effects of these acquisitions, inventor
decreased by approximately $1.4 million, primadie to the product sales and inventory chargetertta
Auto Test and documentation authentication devices.

Other current assets increased by $3.6 million griiynas a result of prepaid insurance and othposiés.

Accounts payable, accrued expenses and other tliedeilities related to the acquisitions of Seddeirics,
Identix, Iridian, and SpecTal were $37.2 millionDcember 31, 2006. Excluding the impact of these
acquisitions, accounts payable, accrued expensesthar current liabilities increased to $22.8 imillat
December 31, 2006 from $12.8 million at December28D5, primarily due to accruals for merger and
acquisition related costs, increased legal andepsidnal fees, insurance, and other expenses.

Total deferred revenue increased by approximat@!§ fillion to $14.1 million at December 31, 2006
which $9.3 million relates to the acquisitions @éhtix, Iridian and SecuriMetrics. Excluding thepiact of these
acquisitions, the increase was $0.5 million. Thease is due to annual maintenance renewals gntepiés
received on customer projects.

Contractual obligations

The following table sets forth our contractual ghtions as of December 31, 20

Less thar More than
Total 1 Year 1-3 Years 3-5 Years 5 Years
Operating lease obligatiol $ 21616 $ 5101 $ 7,165 $ 5209 $ 4,141
Debt and capital lease obligations $ 310,973 $6R,1$ 23,987 $ 274822 $ —

Included in debt is $175.0 million outstanding under Convertible Notes which bears interest a5%7
and an $84.0 million revolving credit facility thiaas a term of five years and bears interest @blarrates,
ranging from 6.4% to 6.7% at December 31, 2007 .ithafuhlly, the Company had capital lease obligation
approximately $0.2 million at December 31, 2007e Bmount shown for debt includes interest assuthiag
Convertible Notes are redeemed at the end of faa@s/and assuming the revolving credit facilitpasd at the
end of its term.

The Company has consulting agreements with twae®lgarties under which each receives annual
compensation of $0.1 million through the earliedofy 2012 or commencement of full ime employment
elsewhere. In addition, the Company is subjectrmyalty arrangement with a related party wherdigy t
Company is subject to royalty payments on certitsdace recognition software revenue through
June 30, 2014, up to a maximum $27.5 million.
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On January 7, 2008, the Company entered into aitleé agreement with Bioscrypt Inc. (“Bioscryp)’a
leading provider of enterprise access control gmistheadquartered in Ontario Canada, to acquire al
outstanding Bioscrypt shares in a stock-for-stoakgaction. Under the terms of the definitive agreet, the
Company will purchase Bioscrypt shares for C$0.&6share, representing a total purchase price of
approximately C$44.0 million (U.S. $44.9 millionthe exchange rate at December 31, 2007). Sulgjeetrtain
conditions, the number of shares to be issuedympat of the purchase price for the Bioscrypt shasdased
on the average closing price of the Company’s shanghe New York Stock Exchange for the 20 tradiags
ending five trading days prior to the closing daft¢he acquisition. The Company estimates thailitissue
approximately 2.6 million shares in connection vitie acquisition. In addition, the Company will ase
outstanding Bioscrypt stock options that are netreised prior to the effective date of the acqiaisitThis
acquisition is expected to close during March 2808 is subject to Bioscrypt shareholder approval

In connection with the merger with Identix, Astamd L-1 agreed in principle that the Company m
subject to the approval of the board of directptschase AFIX Technologies, Inc., a portfolio compaf
Aston, which provides fingerprint and palmprintritiéication software to local law enforcement agescat fair
market value to be determined by an independena&ggy retained by the Company’s board of directors

Contingent obligations

Our principal contingent obligations consist oflcaghich may be paid upon achievement of acqt
businesses’ performance, primarily related to tk# And SpecTal acquisitions. See Note 13 to couatadl
financial statements.

Off Balance Sheet Arrangement:

We do not have any off balance sheet arrangentemtsaction, obligations or other relationshipsn
unconsolidated entities that would be expectedateta material effect on our financial conditicesults of
operations or cash flows.

Inflation

Although some of our expenses increased with geirdkation in the economy, inflation has not ha
material impact on our financial results to date.

Critical accounting policies and significant estimées

We prepare our consolidated financial statemenée@ordance with accounting principles gener
accepted in the United States of America, or USAB. Consistent with U.S. GAAP, we have adopted
accounting policies that we believe are most apatpgiven the conditions and circumstances ofomsiness.
The application of these policies has a signifi¢gargtact on our reported results of operations dditzon, some
of these policies require management to make assamspand estimates. These assumptions and essimate
which are based on historical experience and aeslgscurrent conditions and circumstances, hasigraficant
impact on our reported results of operations asdtasand liabilities and disclosures of contingessets and
liabilities. The most significant assumptions astreates relate to the allocation of purchase mfaee
acquired businesses, assessing the impairmenbdfaglh other intangible assets and property andmgent,
revenue recognition, income taxes, contingendiggation and valuation of financial instrumentscluding
warrants and stock options. If actual results diignificantly from the estimates reflected in fiveancial
statements, there could be a material effect ortonsolidated financial statements.

Valuation of goodwill and other lon-lived and intangible asse

Our lonc-lived assets include property and equipment, intdegssets and goodwill. As
December 31, 2007 the balances of property, preaheguipment, intangible assets and goodwill, edlaf
accumulated depreciation and amortization, were3@#llion, $184.2 million and
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$1,054.3 million, respectively. As of December 3006, the balances of property and equipment, grittéen
assets and goodwill, all net accumulated depreciatnd amortization, were $19.9 million, $170.1lioml and
$951.4 million, respectively.

We depreciate property and equipment and intangiédets that have finite lives over their estimatssful
lives. For purposes of determining whether theesaawy impairment losses, as further discussed below
management has evaluated the carrying amountenfifidble long-lived tangible and intangible asset
including their estimated useful lives when indaratof impairment are present. For all long-livadgible
assets, if an impairment loss is identified basethe fair value of the asset, as compared toahgiag
amounts of the asset, such loss is charged to seperithe period we identify the impairment. Basedur
review of the carrying amounts of the long-livedgible and intangible assets with finite lives, mvay also
determine that shorter estimated useful lives ppeapriate. In that event, we record depreciatioth a
amortization over shorter future periods, which fdaeduce our earnings. Based on our review ogtinated
useful lives of property and equipment used irestiaivers’ licenses contracts for which we recaxeensions,
we may determine that longer estimated useful laresappropriate, which would increase our earnimdsture
periods.

We follow SFAS No. 142Goodwill and Other Intangible Asse. SFAS No. 142 requires us to t
goodwill for impairment on an annual basis, orieaif indicators of potential impairment exist,dato write-
down goodwill when impaired. These events or cirstances generally would include the incurrence of
operating losses or a significant decline in eaymiassociated with the asset. We evaluate goofiwill
impairment using the two-step process as prescib8&FAS No. 142. The first step is to compareetsmated
fair value of the reporting unit to the carrying@mt of the reporting unit. If the carrying amoenteeds the
estimated fair value, a second step must be followesalculate impairment. Otherwise, if the estidafair
value of the reporting unit exceeds the carryingants, the goodwill is not considered to be imphaie of the
measurement date. We estimate the fair value ofeparting units after considering a number ofdest
including the present value of future cash flows, market capitalization, an assessment of thevéire of the
reporting units based on comparable companies amgarable transactions. Based upon these analyses,
have determined that the estimated fair value eféporting units exceeded their carrying amouggslting in
no goodwill impairment as of October 31, 2007, dlage of the annual impairment test.

Factors we generally consider important and whalicttrigger an impairment review of the carryirgue
of long-lived tangible and intangible assets anddydll include the following:

« Significant underperformance relative to expecteerating results

« Significant changes in the manner of use of assetse strategy for our overall busine
* Underutilization of our tangible asse

« Discontinuance of product lines by ourselves oraustomers

«  Significant negative industry or economic trer

«  Significant decline in our stock price for a suséal period; an

« Significant decline in our market capitalizatiotatéve to net book value

Although we believe that the carrying values of lmmg-lived tangible and intangible assets and gooc
were realizable as of December 31, 2007, futuraetsveould cause us to conclude otherwise. Subsetpien
December 31, 2007 our stock price declined apprateip by approximately 30%. If the price remainshat
current level for a sustained period of time, weyrba required to assess the carrying amounts afwgitiand
intangible assets of our reporting units beforesmireduled annual impairment test. Our estimatestgnise
value at February 26, 2008 exceeds the overalicaramounts of our reporting units.

During the third quarter of 2006 and the fourthgraof 2007, the Company performed impairm
reviews of the carrying amounts of intangible asseid other assets. As a result, the
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Company recorded an intangible asset impairmergresgs and the in process research and develophsgec
aggregating $17.3 million in 2006 and $5.0 milliar2007.

Purchase price allocations of acquired busines:

Valuations of acquired businesses require us teersanificant estimates, which are derived from
information obtained from the management of acqimesinesses, our business plans for the acquirgiddss
or intellectual property and other sources. Critassumptions and estimates used in the initialatain of
goodwill and other intangible assets include, batreot limited to:

« Assessments of appropriate valuation methodolagi#ee circumstance

«  Future expected cash flows from product salespaust contracts and acquired develo
technologies, patents and other intellectual ptyp

* Expected costs to complete any in process reseacthevelopment projects and commercie
viable products and estimated cash flows from saflesich products

* The acquired compan’ brand awareness and market posit

« Assumptions about the period of time over whichwilecontinue to use the acquired brand
intangible assets; ar

« Discount rates

The estimates and assumptions may not materiadicause unanticipated events and circumstance:
occur. If estimates and assumptions used to ilyiti@lue goodwill and intangible assets prove tallfferent
from actual results, ongoing reviews of the caigyialues of such goodwill and intangible assets mdigate
impairment, which will require us to record an iritpgent charge in the period in which it is ideradi

Revenue Recognitio

Our revenue is derived primarily from sales to fetland state government customers, some of whé
fulfilled through solutions that include the deliyef consumables, hardware and software components
related maintenance, technical support, trainirdjinstallation, as well as fingerprinting, techrgjaand
security services. Depending on the nature of tlengements, revenue is recognized in accordartbe wi
Statement of Position No. 97-2 (“SOP 97-290ftware Revenue Recogniti, as amended, Staff Accounti
Bulletin No. 104 (“SAB 104"),Revenue Recogniti¢, and related interpretations, Statement of Pasito. 8-
1 (“*SOP 81-1"), Accounting for Performance of Construcl-Type and Certain Production Type Contrg,
and Accounting Research Bulletin No. 43 (“ARB 43Government Contracl. When a customer arrangem
does not require significant production, modifioator customization of software and otherwise dagscontain
services considered to be essential to the furatitgrof the software, revenue is recognized whenfollowing
four criteria are met:

« Persuasive evidence of an arrangement exists —ejtére evidence of an agreement with a customer
specifying the terms and conditions of the prodectservices to be delivered typically in the fooi
a signed contract or purchase ort

« Delivery has occurre— For products, delivery generally takes place wiitentb the products, whic
in certain instances includes hardware and softli@@ases, are shipped to or accepted by the
customer. For services, delivery takes place asehdces are performe

* The fee is fixed or determinable — Fees are fixedeterminable if they are not subject to a refond
cancellation and do not have payment terms thatezkour standard payment terms. Typical payment
terms are net 30 day

« Collection is probabl— We evaluate all customers with significant tranisest to determine wheth
a collection is probable
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Transactions which typically do not involve sigoént production, modification or customization of
software, or do not and otherwise include servazessidered to be essential to the functionalitshefsoftware,
include:

« Document issuance solutions, primarily to federal state government custome
« Sale of hardware products, including Live Scan jpegint, and related maintenance servi

«  Printing system components and consumables ingufimters, secure coating, ribbon, film, and
other parts, primarily to federal government custost

« Portable devices that provide iris, face and fipget identification and recognition relat
maintenance and service

« Licenses of otthe-shelf versions of face and iris recognition sofwvegcognition related maintenar
and services

« Sales of software including ABIS, IBIS, BioLogondcasoftware developer kits related maintenance
and services

+ Services and software to scan, collect and trarfamgiérprints for identity and background
verification;

« Document authentication products and services, wtyjgically include sales of hardware, software,
maintenance and support; &

« Information technology and security services araVjoied to the U.S. intelligence communi

Many of our arrangements include multiple eleméimés are subject to provisions of EITF 00-21,
Accounting for Revenue Arrangements with Multipi\izrables. Such elements may include one ore more of
the following: consumables, equipment, hardwarfiwswe, rights to additional software, when anevilable
software, hardware maintenance, software maintendrazdware repair or replacement, technical suppor
services, training, installation and consultingvésss. For multiple-element arrangements not withescope of
SOP 97-2 or SOP 81-1, we allocate value to eatheoglements based on estimated relative fair yflfar
value exists for each element of the arrangemamtaffangements within the scope of SOP 97-2, wthachot
involve significant production, modification or ¢amization of software or otherwise include sersiteat are
considered essential to the functionality of sofemae allocate fair value based on VSOE of faiuealwvhich is
determined based on the price charged when eacteetés sold separately, considering renewals &mef o
evidence of fair value, as appropriate. If fairuggxists for all undelivered elements, but dog=rist for the
delivered element, the residual method is usedldoae value to each element. Under the residethot, each
undelivered element is allocated value based ovédile for that element, and the remainder oftdhe
arrangement consideration is allocated to the erdiy element. If fair value does not exist foraltielivered
elements, revenue is deferred until evidence ofviue of the undelivered elements are establisiteathich
time revenue is recognized for all delivered eletsieRevenue of maintenance and support is recadjnitably
over the remaining term of any maintenance andaaperiod.

Revenue on the transactions within the scope of $8is recognized upon transfer of title for produ
sales, and performance for services, providedaberevenue criteria listed above are met at iha.tin certain
cases, customer acceptance is required, in whighrewenue is deferred until customer acceptanustésned
unless acceptance is deemed perfunctory. If thddedrom the customer is not fixed or determinat#eenue is
recognized as payments become due from the custtireeHection is not considered probable, reversue
recognized when the fee is collected. Revenues &ecuarity and information technology, training amailar
services are typically recognized as the serviceparformed. Software maintenance, hardware meantee,
and technical support for such products, are tylgicacognized ratably over the contract term, viahic
approximates the timing of the services renderedeRues earned pursuant to time and material aed firice
level effort contracts are recognized as the sesvare performed. Revenue from the collection of
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fingerprints for identity and background verificatiis recognized when the fingerprint is transrdite the
applicable background vetting agency. Expensedlaemices are recognized when the costs areieduOur
contractual arrangements generally do not provada fright to return.

Revenue from hardware sales that require no iagi@tl, as well as printers and other peripheralaisy is
recognized in accordance with the terms of the s@leerally when we ship the product, providedigaiicant
obligations remain and collection is deemed redsigressured. Certain of our hardware sales to sedsu
require installation subsequent to shipment anusfea of title. Revenue related to hardware slasare
contingent on installation is deferred until inkt&bn is complete, title has transferred and austoacceptance
has been obtained. When hardware products aretsolaigh authorized representatives, dealers, biigots or
other third party sales channels, the obligatioimstall the machines generally does not remain our
responsibility, but is rather an obligation of tnethorized representative, dealer, distributortbeiothird party to
its ultimate customer. As a result, sales to thady distributors, revenue is recognized at timettitle is
transferred, which is generally upon shipment. &e pccasions, we will be required to install owducts on
behalf of our third party distributors. In thesses, revenue is recorded in the same manner asgiscbld to
end users where acceptance of product by thephiry distributor is contingent upon successfulahiation of
product.

Revenues from software sales and licenses, ingjusbftware developer kits is recognized in accaré:
with SOP 97-2, as amended, and Statement of Positio 98-9 Modification of SOP ¢-2, Software Revenu
With Respect to Certain Transactiores well as Technical Practice Aids issued frametto time by th
American Institute of Certified Public Accountarifée recognize revenue of software products whesugsive
evidence of an arrangement exists, delivery hasroed, the fee is fixed or determinable, vendoc#jsel
objective evidence (“VSOE") of fair value exists allocate the total fee to all undelivered eletaei the
arrangement and collection fee is deemed probable.

In the event that a multiple element arrangemesitidtes hardware, software and services and thevaef
is more than incidental to the arrangement, buessential to the functionality of the hardware,apply the
guidance of EITF No. 03-05Applicability of the AICPA Statement of Positi¥-2 to Not-Software
Deliverables in an Arrangement Containing M-Than-Incidental Softwarewhich allows the nc-software
elements and related services to be accountedti®r 8AB 104 and EITF 00-21 and the software elésnamd
related services to be accounted for under SOP. 97-2

When multipl-element arrangement otherwise within the scopeQ#? S-2 involves significan
production, modification or customization of thdta@re, or otherwise involves services that ares@gred to
be essential to the functionality of the softwave,apply contract accounting under SOP 97-2 and SGP.
When VSOE of fair value exists for the software mbanance, technical support or other services in
arrangements requiring contract accounting, revémusoftware maintenance, technical support oeroth
services is recognized as the services are pertbame the rest of the arrangement is accounteanider SOP
81-1. When VSOE of fair value is not available $och services the entire arrangement is accouatachtier
SOP 81-1 and the related revenue is recognizedtiéthest of the contract deliverables under thegreage of
completion method.

In general, transactions that involve significardduction, modification or customization of softwaor
otherwise include services considered to be esdeatthe functionality of the software and whigle accounted
in accordance with SOP 81-1linclude:

« Certain contracts for the production of driv’ licenses and other identification credentials teguire
the delivery and installation of customized softeyi

« Identity solutions contracts, typically providingrfthe development, customization and installatibn
fingerprinting, face and iris recognition systeras dovernment agencies, law enforcement agencies
and commercial businesses. These contracts areaffgrer a fixed price, and include milestones and
acceptance criteria for various deliverables utidercontract
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We also utilize contract accounting for governmaanitracts within the scope of ARB 43 and SOP 81-1.

We measure the percentage of completion usingreitpat measures (e.g. costs incurred) or output
measures (e.g. contract milestones), whicheveriges\the most reliable and meaningful measure of
performance in the circumstances. Milestones ageifip events or deliverables clearly identifiedire contract
and can include delivering customized systemsalilasion and services. When milestone measuressee,
revenue is recognized based on total milestonblelto the customer less revenue related to atoyef
maintenance or services requirement. On contraleesevmilestones are not used, we generally recegniz
revenue on a cost-to-cost basis using either ¢otsts or direct labor dollars which ever is mogirapriate in the
circumstances. The cumulative impact of any remigioestimates to complete or recognition of losses
contracts is reflected in the period in which thareges or losses become known. We record costsstintated
earnings in excess of billings under these corgrastcurrent assets.

Our contracts related to the delivery of driv licenses and identification credentials typicalipyde that
the state departments of motor vehicles, or sinaiggmcies, will pay fixed price per credential preed utilizing
equipment and systems that we design, implemensapplort. The price includes charges for matedatsthe
data that is stored on the credentials. Pricethfgse contracts vary depending on these things:

« Design and integration complexitie

+ Nature and number of workstations and sites irextg

« Projected number of credentials to be produ

« Size of database

« Cost of consumable materials expected to be

* Level of pos-installation involvement; an

+  Competitive consideration

Drivers licenses or credentials contracts or contract efésneithin such contracts generally require
we incur up front costs related to the softwaredivare and other equipment. Such costs are cagithlind are
depreciated over the contract term or life, begignvhen the system goes into service. The deligbtige
licenses or credentials typically also requireausustomize, design, and install equipment andvsoét at
customer locations, as well as perform trainingpéyconsumables, maintain the equipment and peosigport
services. Costs related to the customized softwsed in drivers’ license contracts are capitalidedng the
period in which we are designing and installing $kstem and are amortized over the contract tegimbizg
when the system goes into service. Revenue on tuegeacts is earned based on, and is contingemnt, tpe
production of licenses or credentials utilizing theployed system and is therefore recognized activeses or
credentials are produced. If the contractual aeerent includes the sale of consumables whosestitle
transferred to the customer, we recognize revernenuitle is transferred.

Income Taxes

We have recorded net deferred tax assets of $50i6mat December 31, 2007, including the tax Hést
of net operating loss carryforwards aggregating @allion, net of a related valuation allowanae utilization
of net operating loss carryforwards upon generdtiture taxable income of the appropriate chara€aring
the fourth quarter of 2007, management of the Coppietermined that based on the cumulative restilts
operations for the three years ended December08Y, after considering items that do not entehen t
determination of taxable income, and the expeatedé operating results, it is more likely than tiatt the
Company will realize a substantial portion of the benefits of its net operating loss carryforwakisa result,
the Company reduced its previously recorded dedee asset valuation allowance to reflect thevestied
benefits it expects to realize. The reduction efdeferred tax asset valuation allowance alsotezsin the
recognition of $35.4 million recorded as a reduttid goodwill.
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Substantially all of the net operating loss canyfards are subject to limitations imposed by Sec#82 of
the Internal Revenue Code or similar foreign liiitas. The determination of the limitations is cdexpand
requires significant judgment and analyses of passactions. For federal income tax purposesidiratix
merger has been accounted for as an acquisitidred€ompany by Identix, accordingly, L-1's net agiarg loss
carryforwards are also subject to limitations imgubby Section 382 of the Internal Revenue Codedtition,
the net operating carryforwards of Iridian, Seciethts and ComnetiX, as well as other previoushyuaed
companies of both Identix and L-1, are subjecefmasate limitations imposed by Section 382. We (znadyzed
the limitations and recorded a deferred tax assgtfor those net operating losses that will ngtiex unused
within the carry forward period. We have also releat a valuation allowance for net operating loss
carryforwards and tax credits that more likely tiam are expected to expire unused, of approximpatel
$33.3 million.

The valuation allowance will be reduced as the Camyprealizes taxable income in the appropi
jurisdiction. When it is more likely than not tithe related tax benefits will be realized, the atibn allowanct
will be reduced or eliminated with a correspondiegefit included in income or as a reduction ofdyeid if the
reduction of the valuation allowance is relategte-acquisition net operating losses carryforwards.

In July 2006, the Financial Accounting Standardaifia‘‘ FASB'"’) issued Interpretation No. ¢,
Accounting for Uncertainty in Income Ta>— an interpretation of FASB Statement No. 1@®ich is effective
for fiscal years beginning after December 15, 200 interpretation provides that a tax positioreisognized if
the enterprise determines that it is more likebnthot that a tax position will be sustained basethe technical
merits of the position, on the presumption thatptbsition will be examined by the appropriate tgxiuthority
that would have full knowledge of all relevant infration. The tax position is measured at the largemunt of
benefit that is greater than 50% likely of beinglized upon ultimate settlement. The interpretaitso provides
guidance on derecognition, classification, inteeest penalties, accounting for interim periods tadsition.
The adoption of Interpretation No. 48 on Januar0D7 did not have a material impact on the codatid
financial statements.

Stoct-Based Compensatio

On January 1, 2006, we began accounting for outamap and director stock option plans and emplc
stock purchase plans in accordance with the pravsof SFAS No. 123(Rghare-Based Paymei(‘‘ SFAS No.
123(R)"). SFAS No. 123(R) replaced SFAS No. 1&8¢ounting for Sto-Based Compensatioand
superseded APB Opinion No. 2&counting for Stock Issued to Employ. SFAS No. 123(R) addresses
accounting for share-based payment transactiotisentiiployees and other third parties, eliminatesgit®n to
account for share-based payment transactions wifiiayees and other third parties, eliminates th@&opo
account for share-based payments using APB Op@r25 and requires that the compensation cosisinglto
such transactions be recognized in the consolidsttgedments of operations based upon the grantfalatelue
of those instruments. We used the modified prospeatethod of transition as provided by SFAS NB(8),
and as a result, compensation expense relatecte based payments is recorded for periods begjnnin
January 1, 2006. Under the modified prospectivehotgtstock based compensation is recognized oeer th
vesting period for new awards granted after Janlia&p06 and for unvested awards outstanding at
January 1, 2006.
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Determining the appropriate fair value model aridteel assumptions requires judgment, including
estimating common stock price volatility, forfeiurates and expected terms. The following weightextage
assumptions were utilized in the valuation of stopkion awards for 2007 and 2006:

Year Ended December 31,

2007 2006
Expected common stock price volatility %1 9%
Risk free interest rate 4.2% 4.5%
Expected life of options 6.3 Years 6.3 Years

Expected annual dividen: — —

The expected volatility rate is based on the hisabwrolatility of the Compar’s common stock. Durin
2007, the Company reviewed the historical volatitif its common stock and began using a weightedage
method that more accurately reflects volatilityeTéxpected life of options is based on the avelitegef 6.3
years pursuant to the guidance from SAB No. 108 Chmpany estimated forfeitures when recognizing
compensation expense based on historical rategigihiee interest rate is based on the 7 yeastny security
as it approximates the estimated 6.3 year expdiféenf the options. The Company updates thesenag8ans
on at least an annual basis and on an interim Hasgnificant changes to the assumptions are avaed.

Contingencies and Litigatior

In the normal course of business, the Companytigstto litigation, investigations, proceedingsijms or
assessments and various contingent liabilitieslérdil to its businesses or assumed in conneciibrbwsiness
acquisitions. In accordance with SFAS NoABcounting for Contingenciethe Company records a liabili
when management believes that it is both probdialea liability has been incurred and can reasgredtimate
the amount of the potential loss. The Company befiét has adequate provisions for any such maffées
Company reviews these provisions quarterly andsasljihese provisions to reflect the impact of niegions,
settlements, rulings, advice of legal counsel ahérminformation and events pertaining to a paliicmatter.
However, litigation is inherently unpredictable a@nis therefore possible that the consolidatedriirial position,
results of operations or cash flows of the Compzowld be materially adversely affected in any patér period
by the unfavorable resolution of one or more oféheontingencies.

Recent Accounting Pronouncemen

The Financial Accounting Standards Boz' ‘FASB'") has proposed a FASB Staff Positi¢ ‘FSF") that
would significantly impact the accounting for theripany’s Convertible Notes. The proposed FSP,apset! in
its current form, would require cash settled cotibler debt to be separated into debt and equitypmomants at
issuance. The value assigned to the ConvertibleNwbuld be the estimated fair value, as of theaisse date,
of a similar bond without the conversion featurkee Hifference between the Convertible Notes casbgads
and its assigned value would be recorded as adiftiunt and amortized to interest expense oveliféhef the
Convertible Notes. Although the proposed FSP whale no impact on the actual past or future camstsf|
from the Convertible Notes, it would result in regiag a significant amount of non-cash interestesge as the
debt discount is amortized. The FSP, if adoptedilvcequire retrospective application.

In December 2007, the FASB issued Statement ofeinbAccounting Standard‘‘ SFAS'") No.160,
Noncontrolling Interests in Consolidated financ&htements on Amendment of ARB No SFAS No. 16(
establishes accounting and reporting standardfiéononcontrolling interest in a subsidiary. SFAS M60 is
effective for financial statements issued for fisears beginning after December 15, 2008, andimte
statements within those fiscal years. Among othiergs, SFAS No. 160 requires noncontrolling intesés be
included as a component of shareholders’ equitg. Tompany does not currently have any material
noncontrolling interests.

In December 2007, the FASB issued SFAS 141Business Combinatior. SFAS No. 141(R) establish
standards for how the acquirer of a business rézegmnd measures in its financial
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statements the identifiable assets acquired, dfdities assumed, and any noncontrolling inteireghe acquiree.
SFAS No. 141(R) also provides guidance for recdggiand measuring the goodwill acquired in the hess
combination and for determining what informatiordtsclose in connection with a business combination
Among other things, SFAS No. 141(R) requires tleausities issued to be valued as of the acquisiate,
transaction costs incurred in connection with aguésition be expensed, except acquiree costs that the
criteria of SFAS No. 146, contingent consideratierrecorded at fair value as of the date of adipiisivith
subsequent changes reflected in income, in praessarch and development be capitalized as argibtan
asset. The provisions of SFAS 141(R) are applicablisiness combinations consummated on or after
December 15, 2008. Early application is prohibifBide provision of SFAS141(R) will have a signifitampact
in the accounting for future business combinations.

In February 2007, the FASB issued SFAS No. The Fair Value Option for Financial Assets &
Financial Liabilities— Including an Amendment of FASB Statement No. $FAS No. 159 permits entities
choose to measure many financial instruments andigether items at fair value, and is effectigeofithe
beginning of an entity’s first fiscal year that begafter November 15, 2007. The Company does xpa to
adopt the fair value provisions of SFAS No. 159.

In September 2006, the FASB issued SFAS No., Fair Value Measuremen. SFAS No. 157 defines fe
value, establishes a framework for measuring falne in accordance with accounting principles gaiher
accepted in the United States of America, and edgdisclosures about fair value measurements. S¥A357
is effective for financial statements issued fecél years beginning after November 15, 2007, wfucthe
Company will be as of the beginning of 2008. ThenPany is in the process of evaluating the impaeat tie
adoption of SFAS No. 157 will have on its consdiétbfinancial statements.

Quarterly Financial Data (Unaudited)

The following table sets forth selected quarteiancial data for 2007 and 2006 (in thousands, qoer
share data):

First Quarter Second Quarter  Third Quarter Fourth Quarter

For the Year Ended December 31, 20C

Revenues $ 70,007 $ 90,099 $ 115,539 $ 113,862
Gross profit 17,356 27,751 37,612 37,540
Net income (loss (8,83) (1,199 1,470 26,224
Basic net income (loss) per shi $ (0.12 $ (0.02 $ 0.02 $ 0.37
Diluted net income (loss) per share $ (0.12 $ (0.09 $ 0.02 $ 0.35
For the Year Ended December 31, 20C

Revenues $ 23,438 $ 24,868 $ 39,767 $ 76,313
Gross profit 6,399 7,144 9,687 27,627
Net income (loss (2,158 (1,630 (29,259 2,007
Basic and diluted net income (loss) per share $070. $ (0.09 $ (0.69 $ 0.03

Included in the fourth quarter of 2007 is an infateyasset impairment charge of $5.0 million aneltéx benefit
of a reduction of the deferred tax asset valuagitowance of $21.8 million. Included in the thirdarter of 2006
is $22.8 million of asset impairments and mergkateel expenses. See Notes 10 and 15 to our coatemid
financial statements.

Item 7A— Quantitative and Qualitative Disclosure About Mark®&isk

We are exposed to interest rate risk related toolongs under our revolving credit agreement. At
December 31, 2007, borrowings outstanding undereelving credit agreement aggregated $84.0 miléiad
bears interest at variable rates. As a resultytaket value of the borrowings under our revolvinedit
agreement approximates its carrying amount; howelrerCompany is exposed to increases in inteagss and
benefits from decreasing interest rates.
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Our Convertible Notes bear interest at a fixed aaig mature in May 15, 2027, but can be redeemets by
or called by the holders in May 2012 and are cdiilerinto shares of our common stock at an init@hversion
price of $32.00 (31.25 shares per $1,000 princpabunt) in the following circumstances:

« If during any five consecutive trading day peribe trading day period the trading price is less
98% of the product of the last reported sales priadiplied by the applicable conversion re

«  After December 31, 2007, if the sale price of aammon stock for twenty or more trading d:
exceeds 130% of the initial conversion pri

« If the Company calls the Convertible Notes for regéon or upon certain specified transactic

The market value of the Convertible Notes is impddiy interest rate changes and changes in theet
value of the common stock. At December 31, 2007%#ienated market value of the Convertible Notes wa
$178.5 million.

We have entered into an agreement with Bear Stéamsrchase approximately 3.5 million shares af
common stock at a price of $20.00 per share faveist on April-May 2012. The price of the commonck at
the time of delivery may be higher or lower thaf) $8.

The transactions of our international operatiomsnarily our German and Canadian subsidiaries
denominated in euros and Canadian dollars, respéctiAt December 31, 2007, financial assets amillties
denominated in foreign currencies consist primasflaccounts receivable and accounts payable ardedt
expenses. Financial assets and liabilities dendedria Euros aggregate $2.9 million and $1.4
million, respectively and financial assets andiliiés denominated in Canadian dollars aggregété sillion
and $0.2 million, respectively.

Hardware and consumables purchases related taacthaissociated with the U.S. Department of Stat
denominated in Japanese yen. We mitigate exchangealatility, by purchasing local currencies uanst to
currency forward contracts. All gains and lossasiiteng from the change in fair value of the cuoeforward
contracts are recorded in operations. As of Dece®bge2007, we had no foreign currency forward caris
open.

Our international operations and transactions algest to risks typical of international operatip
including, but not limited to, differing economiormditions, changes in political climate, differitax structures,
other regulations and restrictions and foreignenty exchange rate volatility. Accordingly, ourdte results
could be materially impacted by changes in thesstuer factors. As of December 31, 2007, the cutivel@ain
from foreign currency translation adjustments wasreximately $6.4 million.

Forward-Looking Statements

This annual report on Form -K contains or incorporates forwi-looking statements within the meaning
section 27A of the Securities Act of 1933 and secfile of the Securities Exchange Act of 1934. &hes
forward-looking statements are management'’s bediefsassumptions. In addition, other written ot ora
statements that constitute forward-looking statemare based on current expectation, estimatesyrajettions
about the industry and markets in which we opeaatestatements may be made by or on our behalfd$\&rch
as “should”, “could”, “may”, “expect”, “an ticipate”, “intend”, “plan”, “believe”, “se ek”, “estimate”,
variations of such words and similar expressioesiiended to identify such forward-looking statesewithin
the meaning of the Private Securities LitigatioridR@ Act of 1995. These statements are not guagardé
future performance and involve certain risks, utairties and assumptions that are difficult to predVe have
included important factors in under the headingskRactors” that we believe could cause our datesults to
differ materially from the forward-looking statemenve make. We do not intend to update publicly any
forward-looking statements whether as a resultesd mformation or otherwise. We do not maintain affy
balance sheet arrangements, transactions, obligatioother
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relationships with unconsolidated entities that lddae expected to have a material current or fugdiiect upon
our financial condition or results of operations.

Item 8. Financial Statements and Supplementary D¢

The Company'’s financial statements are includguaiges F-1 to F-43 of this annual report on ForniK10-

Item 9. Changes in and Disagreements with Accountants orcéanting and Financial Disclosure

None.

Item 9A.  Controls and Procedure

(a) Evaluation of disclosure controls and procees. We have established and maintain disclosure
controls and procedures that are designed to ettsarenaterial information relating to the Compamg our
subsidiaries required to be disclosed by us inreports under the Securities Exchange Act of 1884mended,
or the Exchange Act, is recorded, processed, suinesband reported within the time periods specifiethe
SEC's rules and forms, and that such informaticacisumulated and communicated to our management,
including the Company’s Chief Executive Officer,@EO, and Chief Financial Officer, or CFO, as appiate
to allow timely decisions regarding required discice. In designing and evaluating the disclosurgrots and
procedures, management recognized that any coamdiprocedures, no matter how well designed ardatgd,
can provide only reasonable assurance of achigkimgesired control objectives, as ours are dedigmeo, and
management necessarily was required to applydgnent in evaluating the cost-benefit relationsifipossible
controls and procedures.

In connection with the preparation of this Annuaip@rt on Form 10-K, an evaluation under the sup&mi
and with the participation of our management, idirig the CEO and CFO, of the effectiveness of gegh and
operation of our disclosure controls and proced(asslefined in Rule 13a-15(e) under the Exchanggwas
performed as of December 31, 2007. Based on thisiation, our CEO and CFO concluded that our dssci®
controls and procedures were effective as of Deee®b, 2007. Please see “Management’s Annual Repor
Internal Control over Financial Reporting” in Ite®iv.

(b) Managemer's annual report on internal control over financiaporting.

Management is responsible for establishing and taiaimg adequate internal control over financial
reporting. Internal control over financial repogiis defined in Rule 13a-15(f) and 15d-15(f) untter Securities
Exchange Act of 1934, as amended, as a procegmeeddy, or under the supervision of, the Company’s
principal executive and financial officers and eféal by the Company’s Board of Directors, managemed
other personnel to provide reasonable assuraneediag the reliability of financial reporting anitet preparation
of financial statements for external purposes oetance with accounting principles generally ateen the
United States of America. All internal control ssts, no matter how well designed, have inhereritdtions.
Therefore, even systems determined to be effectimeprovide only reasonable assurance with respect
financial statement preparation and presentatiditta® prevention and detection of misstatementgjeBtions
of any evaluations of effectiveness to future psiare subject to risks that controls may becoméequate
because of changes in conditions, or that the éezfreompliance with policies or procedures madetate.

We have designed our internal control over findneiporting to provide reasonable assurance thetais
will achieve their objectives. However, any systfinternal control over financial reporting, no ttea how
well conceived and operated, can provide only nealsie, not absolute, assurance its objectives atefuarther,
the design of an internal control system must idelas assessment of the costs and related risksass with
the control and the purpose for which it was ineshdBecause of the inherent limitations in all ing control
systems, no evaluation of controls can provide lais@ssurance that all internal control deficiesgincluding
instances of fraud and
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control breakdowns, will not occur because of humaar or mistakes. Additionally, controls can be
circumvented by the individual acts by collusiortwé or more people, or by management overridéef t
controls. The design of any system of controls &dmased in part upon certain assumptions abeutkélihood
of future events, and there can be no assuranta tesign will succeed in achieving its statedgyoader all
potential future conditions. Over time, our conspstems, may become inadequate because of changes
conditions, or the degree of compliance with thkcpes of procedures may deteriorate. Becauseefrtherent
limitations in a cost-effective control system, st&ements due to error or fraud may occur andh@atetected
and could be material.

Management has assessed the effectiveness of thpaBy's internal control over financial reporting as
December 31, 2007. In making its assessment, meregeaised the criteria set forth by the Commitfee o
Sponsoring Organizations, or COSO, of the Tread@@ymission in “Internal Control-Integrated Framed
Management believes that, as of December 31, 200%Company’s internal control over financial repay was
effective.

In conducting the Compa’s evaluation of the effectiveness of its interraiteol over financial reporting
management determined the internal control systgr@®mnetiX Inc., McClendon LLC and Advanced
Concepts, Inc., wholly owned subsidiaries acquine2007, would be excluded from the 2007 interraitool
assessment, as permitted by the Securities ancaBgehCommission. Accordingly as of and for the yeated
December 31, 2007 approximately 1% of the constitlassets and approximately 14% of consolidated
revenues were excluded from management's evaluafitre effectiveness of internal control over fioal
reporting.

The Compan'’s independent registered public accounting firmplite & Touche LLP has issued a rep
dated February 26, 2008 on the Company'’s intermarol over financial reporting.

Stamford, Connectic
February 26, 200

(c) Changes ininternal contro. During the fourth quarter of 2007, in connewtwith our evaluatio
of internal controls as of December 31, 2007, welémented enhanced internal controls over finamebrting
for the acquisitions we consummated in 2007 and 20¢e installed new or updated accounting systéms a
certain of our divisions and a new consolidatiostesn.

The certification of our principal executive officand principal financial officer required in acdance
with Rule 13a-14(a) under the Exchange Act arehéd as exhibits to this Annual Report on Form 10Ake
disclosures set forth in this Item 9A contain imfiation concerning the evaluation of our disclosimetrols and
procedures, and changes in our internal contral financial reporting, referred to in paragraphf4hmse
certifications. The certifications should be reag@njunction with this Item 9A for a more complete
understanding of the matters covered by the agatifins.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholde
L-1 Identity Solutions, In:
Stamford, Connecticut

We have audited the internal control over finanmglorting of L-1 Identity Solutions, Inc. and sidgiaries
(the “Company”) as of December 31, 2007, baseddteria established imternal Control— Integrated
Frameworkissued by the Committee of Sponsoring Organizatidrise Treadway Commission. As describe
“Management’s Annual Report on Internal Controeo¥inancial Reporting” management excluded frésn i
assessment the internal control over financial émpat ComnetiX Inc., which was acquired on
February 21, 2007, McClendon LLC, which was acglize July 13, 2007, and Advanced Concepts, Incigtwh
was acquired on July 27, 2007 (collectively, thctjuisitions”), and whose revenues and assetstitores14%
and 1%, respectively, of the consolidated finansiatement amounts as of and for the year ended
December 31, 2007. Accordingly, our audit did mefude the internal control over financial repogtiat the
Acquisitions. The Company’s management is resptegii maintaining effective internal control oviarancial
reporting and for its assessment of the effectigemé internal control over financial reportingclided in the
accompanying “Management’s Annual Report on Inéé@ontrol over Financial Reporting”. Our respdaibiy
is to express an opinion on of the Company's irgkcontrol over financial reporting based on outiau

We conducted our audit in accordance with the stafedof the Public Company Accounting Oversi
Board (United States). Those standards requirestbgtian and perform the audit to obtain reasonasderrance
about whether effective internal control over fioah reporting was maintained in all material repeOur audit
included obtaining an understanding of internaltamrover financial reporting, assessing the risktta material
weakness exists, testing and evaluating the desigroperating effectiveness of internal controebaspon
assessed risk and performing such other procedsre® considered necessary in the circumstancebeliéwe
that our audit provides a reasonable basis foopimon.

A compan’'s internal control over financial reporting is @gess designed by, or under the supervisio
the company'’s principal executive and principa&finial officers, or persons performing similar ftiags, and
effected by the company’s board of directors, manznt, and other personnel to provide reasonablease
regarding the reliability of financial reportingdithe preparation of financial statements for exdepurposes in
accordance with generally accepted accounting ipleez A company'’s internal control over finanaieporting
includes those policies and procedures that (Ipipeto the maintenance of records that, in redsiengetail,
accurately and fairly reflect the transactions dispositions of the assets of the company; (2) idereasonable
assurance that transactions are recorded as necesgarmit preparation of financial statementadcordance
with generally accepted accounting principles dvad teceipts and expenditures of the company ang lneade
only in accordance with authorizations of manageraed directors of the company; and (3) provideoeable
assurance regarding prevention or timely deteafamauthorized acquisition, use, or dispositionhef
company'’s assets that could have a material efiethe financial statements.

Because of the inherent limitations of internaltcoiover financial reporting, including the positi of
collusion or improper management override of cdatnmaterial misstatements due to error or fraugl nw be
prevented or detected on a timely basis. Also,got@jns of any evaluation of the effectivenessefinternal
control over financial reporting to future pericat® subject to the risk that the controls may bexoradequate
because of changes in conditions, or that the éezfreompliance with the policies or procedures may
deteriorate.

In our opinion, the Company maintained, in all maleespects, effective internal control over fical
reporting as of December 31, 2007, based on therieriestablished itternal Control— Integrated Framewor
issued by the Committee of Sponsoring Organizatidrise Treadway Commissio
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We have also audited, in accordance with the stasdzf the Public Company Accounting Oversight Bloar
(United States), the consolidated financial stateémas of and for the year ended December 31, aDtie
Company and our report dated February 26, 2008sspd an unqualified opinion on those financidéstants.

/s/ Deloitte & Touche LLP
Stamford, Connectic
February 26, 2008
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PART IlI

Item 9B.  Other Information

None

Item 10.  Directors and Executive Officers of the Registre
Information required to be included in this itenirisorporated by reference from our definitive prox
statement to be filed pursuant to Regulation 14A.

NYSE Annual Certification. The Chief Executive Officer of the Company pasviously submitted to
the NYSE the annual certification required by Set803A.12(a) of the NYSE Listed Company Manuat] an
there were no qualifications to such certificationg have filed the certifications of our Chief Exéive Officer
and Chief Financial Officer required by Section 32he Sarbanes-Oxley Act of 2002 with the SE@xsbits
to this Form 10-K.

Item 11.  Executive Compensatio

Information required to be included in this itenirisorporated by reference from our definitive prox
statement to be filed pursuant to Regulation 14A.
Item 12.  Security Ownership of Certain Beneficial Owners aiianagement and Related Stockholc

Matters

Information required to be included in this itenirisorporated by reference from our proxy statenteiie
filed pursuant to Regulation 14A.
Item 13.  Certain Relationships and Related Transactio

Information required to be included in this itenirisorporated by reference from our proxy statenteiie
filed pursuant to Regulation 14A.
Item 14.  Principal Accountant Fees and Servici

Information to be included in this item is incorpted by reference from our proxy statement to leel
pursuant to Regulation 14A.

PART IV

Item 15.  Exhibits and Financial Statement Schedul:

(a), (c) Financial Statements and Schedt
For a list of financial statements included heser Index on page-1.

All schedules are omitted because they are eithieapplicable or not required, or because the red
information is shown either in the consolidatedfinial statements or in the notes thereto.

(b)  Exhibits
See Exhibit Index on pages 78 through
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L-1 IDENTITY SOLUTIONS, INC.

By:

SIGNATURES

Pursuant to the requirements of Section 13 or 1&{(te Securities Exchange Act of 1934, the regt
has duly caused this report to be signed on italbelg the undersigned, thereunto duly authorizedhe 26 day
of February, 2008.

/s/ Robert V. LaPent

Robert V. LaPen

Chairman, President and Chief Executive Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed belpw
the following persons on behalf of the registramd & the capacities indicated, on thet@lay of February,
2008].

Signature

Title

/s/Robert V. LaPent

Robert V. LaPenta

/sl James A. DePalma

James A. DePalma

/sl Vincent A. D’Angelo

Vincent A. D’Angelo

/sl B.G. Beck

B.G. Beck

/sl Denis K. Berub

Denis K. Berube

/sl Milton E. Cooper

Milton E. Cooper

/sl Robert S. Gelbard

Robert S. Gelbard

/sl Malcolm J. Gudis

Malcolm J. Gudis

/s/ John E. Lawle

John E. Lawle

/s/ Admiral James M. Lo

Admiral James M. Loy

/sl Peter Nessen

Peter Nessen

Chairman, President a
Chief Executive Office
(Principal Executive Officer

Executive Vice Presidel
Chief Financial Officer and Treasu
(Principal Financial Officer)

Senior Vice President, Finance :
Chief Accounting Office
(Principal Accounting Officer)

Director

Director

Director

Director

Director

Director

Director

Director
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Signature

Title

/sl Harriet Mouchl-Weiss

Harriet Mouchly-Weiss

/s/ George J. Ten:

George J. Tenet

/s/ B. Boykin Rose

B. Boykin Rose

Director

Director

Director
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EXHIBIT INDEX

Description
Agreement and Plan of Merger, dated as of Octob20®4, by and among Viisage Technology, |
Imaging Automation, Inc. and Ireland Acquisitionrfo(filed as Exhibit 2.1 to our Current Report
on Form 8-K filed on October 8, 2004).*
Agreement and Plan of Merger, dated as of Noverh6g2005, by and among Viisage Technolc
Inc., Integrated Biometric Technology, Inc., Intaigd Biometric Technology LLC, and the
stockholders named therein (filed as Exhibit 2.duo Current Report on Form 8-K filed on
November 18, 2005).
Agreement and Plan of Reorganization, dated aarafaly 11, 2006, by and among Viisage
Technology, Inc., VIDS Acquisition Corp. and Identncorporated (filed as Exhibit 2.1 to our
Current Report on Form 8-K filed on January 13,600
Agreement and Plan of Merger, dated as of Febrbia2p06, by and among Viisage Technology,
Inc., SecuriMetrics, Inc. and VS Able Acquisition@. (filed as Exhibit 2.1 to our Current Report on
Form 8-K filed on February 6, 2006).*
Agreement and Plan of Merger, dated as of July20@6, by and among Viisage Technology, Inc.,
Iris Acquisition | Corp., Iridian Technologies, In®erseus 2000 L.L.C., as stockholder
representative, and other parties named therdéu @is Exhibit 2.1 to our Current Report on Form 8-
K filed on July 18, 2006).*
Arrangement Agreement, dated as of November 15 0@‘‘ Arrangement Agreeme’’), among
L-I Identity Solutions, Inc., 6653375 Canada Ined &omnetiX Inc. (filed as Exhibit 2.1 to our
Current Report on Form 8-K filed on November 160&@0*
Amendment No. 1 to the Arrangement Agreement, daéediary 9, 2007 (filed as Exhibit 2.1 to «
Current Report on Form 8-K filed on January 11,700
Amendment No. 2 to the Arrangement Agreement, da@ediary 25, 2007 (filed as Exhibit 2.1 to our
Current Report on Form 8-K filed on January 29,700
Amendment No. 3 to the Arrangement Agreement, deedtuary 7, 2007 (filed as Exhibit 2.1 to our
Current Report on Form 8-K filed on February 13)20*
Agreement and Plan of Reorganization, dated May@67, by and among-1 Identity Solutions
Inc., L-1 Identity Solutions Operating Company antl Merger Co. (filed as Exhibit 2.1 to our
Current Report on Form 8-K filed on May 16, 2007).*
Agreement and Plan of Merger, dated as of Jun@0@®7, by and among McClendon LLC, 1
selling stockholders, L-1 Identity Solutions, Inic:1 Identity Solutions Operating Company and
Patty Hardt, as the selling stockholders’ represterd (filed as Exhibit 2.1 to our Current Repant o
Form 8-K filed on June 20, 2007).*
Arrangement Agreement, dated as of January 5, 2§08nd among L-1 Identity Solutions, Inc., L-1
Identity Solutions Operating Company, 6897525 Carlad. and Bioscrypt Inc. (filed as Exhibit 2.1
to our Current Report on Form 8-K filed on Janukdy 2008).*
Amended and Restated Certificate of Incorporat®filed with the Secretary of State of the State of
Delaware on May 16, 2007 (filed as Exhibit 3.1 tw Gurrent Report on Form 8-K filed on May 16,
2007).*
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4.2

43

a4

45

4.6

10.1

102

10.2(a)

10.3

10.3a)

104

105

Amended and Restated -Laws (filed as Exhibit 3.2 to our Current Reportfesrm &K filed on
November 5, 2007).

Specimen Certificates for Common Stock (filed akiBit 4.1 to our Registration Statement on
Form 8-A filed on August 29, 2006).*

Indenture relating to Convertible Senior Notes #0287, dated as May 17, 2007, by and between L-
1 Identity Solutions, Inc. and The Bank of New Yaak trustee (including the form of 3.75%
Convertible Senior Notes due 2027) (filed as Exhihi to our Current Report on Form 8-K filed on
May 23, 2007).*

Warrant, dated as of March 9, 2004, issued by idéntorporated in favor of Delean Visic
Worldwide, Inc. (filed as Exhibit 4.2 to the Regéton Statement on Form S-3 filed by Identix
Incorporated on March 25, 2004).*

Warrant No. |-1, dated December 16, 2005, issued by Viisage Toby, Inc. to Aston Capit:
Partners, L.P. (filed as Exhibit 10.2 to the Scled®D filed by Aston Capital Partners, L.P. on
December 23, 2005).*

Warrant No. L-2, dated December 16, 2005, issuediispge Technology, Inc. to Aston Capital
Partners, L.P. (filed as Exhibit 10.3 to the Scled®D filed by Aston Capital Partners, L.P. on
December 23, 2005).*

Warrant No. L-3, dated December 16, 2005, issuediispage Technology, Inc. to L-1 Investment
Partners LLC (filed as Exhibit 10.4 to the Schedi8® filed by Aston Capital Partners, L.P. on
December 23, 1005).*

Amended and Restated License Agreement, datedAasgofst 20, 1996, between Viisage
Technology, Inc. and Lau Technologies (filed asiBixi10.1 to Amendment No. 1 to our
Registration Statement on Form S-1 filed on Oct&héi996) (SEC File No. 333-10649).*
Viisage Technology, Inc. Second Amended and Reb286 Management Stock Option P
(included as Appendix B to our Schedule 14A filedApril 16, 2004).*

Form of Option Agreement for the Viisage Technologyg. 1996 Management Stock Option F
(filed as Exhibit 10.10 to Amendment No. 1 to owgfstration Statement on Form S-1 (SEC File
No. 33:-10649) filed on October 9, 1996).*t

Viisage Technology, Inc. Amended and Restated T88sctor Stock Option Plan (included as
Appendix C to our Schedule 14A filed on April 1§02).*+

Form of Option Agreement for the Viisage Technology. 1996 Director Stock Option Plan (filed
as Exhibit 10.11 to Amendment No. 1 to our Regi&traStatement on Form S-1 filed on

October 9, 1996) (SEC File No. 333-10649).*t

Amended and Restated Viisage Technology, Inc. Z6tk in Lieu of Cash Compensation
Directors Plan (filed as Exhibit 10.42 to our AnhR&port on Form 10-K for the fiscal year ended
December 31, 2001) (SEC File No. 000-21559).*t

Asset Purchase Agreement, dated as of January@@, By and between Viisage Technology,
and Lau Acquisition Corporation d/b/a Lau Techn@sdfiled as Exhibit 10.1 to our Current
Report on Form 8-K filed on January 25, 2002) ($#€ No. 000-21559).*
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109

10.10
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10.1Qb)

10.1qc)
1011
1012
10.1%a)

1013

10.14

10.15

Consulting Agreement, dated January 10, 2002, leetWéisage Technology, Inc. and Denis
Berube (filed as Exhibit 10.2 to our Current Regort=orm 8-K filed on January 25, 2002) (SEC
File No. 000-21559).*t

Consulting Agreement, dated January 10, 2002, leetWéisage Technology, Inc. and Joanna Lau
(filed as Exhibit 10.3 to our Current Report ond-K filed on January 25, 2002) (SEC File No.
000-21559).*t

Toppan Passport Printer Sub-License Clarificatigme&ment, dated as of January 17, 2003, by
and between Trans Digital Technologies Corporadioth Global Enterprise Technologies Corp.
(filed as Exhibit 10.79 to Amendment No. 2 to owgistration Statement on Form S-4 filed on
May 24, 2006)"

Letter agreement, dated as of March 25, 2004, Hybatween Trans Digital Technolog
Corporation and Global Enterprise Technologies C(ilpd as Exhibit 10.80 to Amendment No. 2
to our Registration Statement on Form S-4 filedvay 24, 2006)™

Securities Purchase Agreement, dated as of MarcBB (the'‘ Securities Purchas

Agreement”), by and among Viisage Technology, |@ Vision Technologies AG and each of
the Sellers named therein (included as Annex A-dutoDefinitive Proxy Statement on Schedule
14A filed on December 30, 2003) (SEC File No. 00%59).*

Amendment No. 1 to the Securities Purchase Agree(imaiuded as Annex A-2 to our Definitive
Proxy Statement on Schedule 14A filed on DecemBge2B03) (SEC File No. 000-21559).*
Amendment No. 2 to the Securities Purchase Agree(iraiuded as Annex A-3 to our definitive
proxy statement on Schedule 14A filed on DecembeRB03) (SEC File No. 000-21559).*
Amendment No. 3 to the Securities Purchase Agreefilmdl as Exhibit 2.5 to our Current Report
on Form 8-K filed on January 30, 2004).*

Registration Rights Agreement, dated as of Octéb@004, by and among Viisage Technolc

Inc. and the former stockholders of Imaging Autdomgtinc. named therein (filed as Exhibit 10.1
to our Current Report on Form 8-K filed on OctoBe2004).*

L-1 Identity Solutions, Inc. 2005 Long Term IncentRian (included as Appendix B to ¢
Schedule 14A filed on September 7, 2005).*t

Form of Grant Agreement under the L-1 Identity $iohs, Inc. 2005 Long Term Incentive Plan.
Investment Agreement, dated as of October 5, 20€%yeen Viisage Technology, Inc. an-1
Investment Partners, LLC (filed as Exhibit 10.Joto Current Report on Form 8-K filed on
October 11, 2005).*

Membership Interest Purchase Agreement, dated ldswe#mber 4, 2005, by and among L-I
Investment Partners, LLC, Integrated Biometric Textbgy, Inc., Integrated Biometric
Technology LLC, and the stockholders named the(fédéd as Exhibit 10.1 to our Current Report
on Form 8-K filed on November 18, 2005).*

Assignment and Assumption Agreement, dated as wéhber 15, 2005, by and between Viisage
Technology, Inc. and Aston Capital Partners, Lfied as Exhibit 10.2 to our Current Report on
Form 8-K filed on November 18, 2005).*
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10.19 Registration Rights Agreement, dated December Q85 2by and among Viisage Technology, Ii
L-1 Investment Partners LLC and Aston Capital RasnL.P. (filed as Exhibit 10.5 to the
Schedule 13D filed by Aston Capital Partners, lof?December 23, 2005).*

10.20 Registration Rights Agreement, dated as of Febrli@r2006, by and between Viisage
Technology, Inc. and the former stockholders ofusidtetrics, Inc. named therein (filed as Exhibit
4.1 to our Current Report on Form 8-K filed on Rebry 24, 2006).*

10.21 Employment Agreement, dated April 10, 2006, betwéisage Technology, Inc. and James P.
Ebzery (filed as Exhibit 10.44 to our Annual RepmmtForm 10-K for the fiscal year ended
December 31, 2006).

10.22 Identix Incorporated 2002 Equity Incentive Plateffias Exhibit 99.3 to our Registrati
Statement on Form S-8 filed on August 30, 2006).*

1022(a) Form of Grant Agreement under the Identix Incorpeni2002 Equity Incentive Pla

10.23 Identix Incorporated New Employee Stock IncentilenRfiled as Exhibit 99.4 to our Registrati
Statement on Form S-8 filed on August 30, 2006).*

10.24 Identix Incorporated Nc-employee Directors Stock Option Plan (filed as Bit89.5 to oul
Registration Statement on Form S-8 filed on Au@@st2006).*

10.25 Identix Incorporated Equity Incentive Plan (filesl Bxhibit 99.6 to our Registration Statement on
Form S-8 filed on August 30, 2006).*

10.26 Visionics Corporation 1990 Stock Option Plan (fikesl Exhibit 99.7 to our Registration Statement
on Form S-8 filed on August 30, 2006).*

10.27 Visionics Corporation 1998 Stock Option Plan (fikesl Exhibit 99.8 to our Registration Statement
on Form S-8 filed on August 30, 2006).*

10.28 Visionics Corporation Stock Incentive Plan (fileslExhibit 99.9 to our Registration Statemen
Form S-8 filed on August 30, 2006).*

10.29 Employment Agreement, dated August 29, 2006, betwéisage Technology, Inc. and Robert
LaPenta (filed as Exhibit 10.01 to our Current Répa Form 8-K filed on September 6, 2006).*t

10.30 Employment Agreement, dated August 29, 2006, betwéisage Technology, Inc. and James
DePalma (filed as Exhibit 10.02 to our Current Répa Form 8-K filed on September 6, 2006).*t

10.31 Employment Agreement, dated August 29, 2006, betwgisage Technology, Inc. and Joseph
Paresi (filed as Exhibit 10.03 to our Current Répor Form 8-K filed on September 6, 2006).*t

10.32 Employment Agreement, dated August 29, 2006, betwdisage Technology, Inc. and Mark
Molina (filed as Exhibit 10.04 to our Current Repon Form 8-K filed on September 6, 2006).*t

10.33 Employment Agreement, dated Sept 21, 2006, betw-1 Identity Solutions, Inc. and Vince
D'Angelo.t

10.34 Employment Agreement, dated August 29, 2006, betwdisage Technology, Inc. and Mohamed

Lazzouni (filed as Exhibit 10.05 to our Current Ren Form 8-K filed on September 6, 2006).*t
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1035

10.36

10.37

10.38

10.39

10.39a)

10.40

10.41

1042

1043

10.44

10.45

Consulting Agreement, dated August 29, 2006, betvie-1 Investment Partners LLC and Viise
Technology, Inc. (filed as Exhibit 10.07 to our @nt Report on Form 8-K filed on September 6,
2006).*t

Termination and Non-Competition Agreement, dategusi 29, 2006, between L-1 Identity
Solutions, Inc. and L-1 Investment Partners LL&¢fias Exhibit 10.08 to our Current Report on
Form 8-K filed on September 6, 2006).*

Sublease Agreement, dated August 29, 2006, betlvdelmvestment Partners LLC and Viisage
Technology, Inc. (filed as Exhibit 10.09 to our @nt Report on Form 8-K filed on September 6,
2006).*

Form of Indemnification Agreement (filed as Exhib@.10 to our Current Report on For-K

filed on September 6, 2006).*t

Securities Purchase Agreement, dated Septemb@006, by and among SpecTal, LLC, Johr
Cross, Louise V. Brouillette, Ann J. Holcomb, Rahelammond, Jr. and Mark Oliva, L-1 Identity
Solutions, Inc. and John A. Cross, as sellers'asgntative (filed as Exhibit 2.1 to our Current
Report on Form 8-K filed on September 14, 2006).*

Amendment No. 1 to Securities Purchase AgreemateddOctober 19, 2006, among L-1 Identity
Solutions, Inc. and John A. Cross, as sellers'asgntative (filed as Exhibit 10.02 to our Current
Report on Form 8-K filed on October 25, 2006).*

Amended and Restated Credit Agreement, dated Oc1¢he@006, by and among L-1 Identity
Solutions, Inc., Bank of America, N.A., as Adminiive Agent and a Lender, Bear Stearns
Corporate Lending Inc., as Syndication Agent and bender and the other parties thereto (filed as
Exhibit 10.01 to our Current Report on Form 8-kefilon October 25, 2006).*

Employment Agreement, dated December 19, 2006 dmetw.-1 Identity Solutions, Inc. and

Dr. Joseph J. Atick (filed as Exhibit 10.01 to @urrent Report on Form 8-K filed on

December 22, 2006).*t

Employment Agreement, dated January 31, 2007, leeth-1 identity Solutions, Inc. and Do
Fordyce (filed as Exhibit 10.01 to our Current Remm Form 8-K filed on January 9, 2007).*t
Stock Purchase Agreement, dated as of May 1, 2§0and among Advanced Concepts, Inc., <
Register and Frank White, L-1 Identity Solutions;.| and John Register, in his capacity as the
sellers’ representative (filed as Exhibit 2.1 to Qurrent Report on Form 8-K filed on

May 2, 2007).*

Purchase Agreement, dated as of May 10, 2007, thaong L-1 Identity Solutions, Inc., L-1
Identity Solutions Operating Company and Bear, 1i8®4& Co. Inc and Banc of America Securities
LLC, as representatives of the initial purchasgied as Exhibit 10.1 to our Current Report on
Form 8-K filed on May 23, 2007).*

Prepaid Forward Share Purchase Agreement, datfdey 10, 2007, by and between L-1
Identity Solutions, Inc., L-1 Identity Solutions ©pting Company and Bear, Stearns International
Limited (filed as Exhibit 10.2 to our Current Repon Form 8-K filed on May 23, 2007).*
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10.46 Assignment and Assumption Agreement, dated as 9f Ma2007, by and betweer-1 Identity
Solutions, Inc. and L-1 Identity Solutions Opergt@ompany (incorporated by reference to
Exhibit 10.1 to the Company's Current Report onnr&-K filed on May 16, 2007).*

10.47 Registration Rights Agreement, dated as of May20D7, by and among L-1 Identity Solutions,
Inc. and Bear, Stearns & Co. Inc. and Banc of AozeBecurities LLC, as representatives of the
initial purchasers (incorporated by reference thiBix 4.3 to our Current Report on Form 8-K filed
on May 23, 2007).*

211 List of Subsidiaries.

23.1 Consent of Deloitte & Touche LLP, Independent Reegexd Public Accounting Firm.

232 Consent of BDO Seidman, LLP, Independent Registerésdic Accounting Firm

311 Certification pursuant to Exchange Act Rules-14 and 15-14 of the Chief Executive Office

31.2 Certification pursuant to Exchange Act Rules 13a#id 15d-14 of the Chief Financial Officer.

321 Certification pursuant to 18 U.S.C. Section 135thefChief Executive Officer.

32.2 Certification pursuant to 18 U.S.C. Section 135thef Chief Financial Officer.

*  Incorporated herein by referen:
**  Confidential treatment has been requested andegtdot certain portions of this agreeme

T Exhibitis a management contract or compensatay pt arrangemer
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholde
L-1 Identity Solutions, In:
Stamford, Connecticut

We have audited the accompanying consolidated balsimeets of L-1 Identity Solutions, Inc. and
subsidiaries (the “Company”) as of December 3102 and 2006, and the related consolidated statsrén
operations, changes in shareholders’ equity andgoemensive income (loss), and cash flows for thees/then
ended. These financial statements are the resplitysih the Company’s management. Our respongibié to
express an opinion on these financial statemerstscban our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting Overs
Board (United States). Those standards requirestbgtian and perform the audit to obtain reasonasderrance
about whether the financial statements are freeaiérial misstatement. An audit includes examinarga test
basis, evidence supporting the amounts and digelssu the financial statements. An audit alsolideb
assessing the accounting principles used and ignifestimates made by management, as well agatirg) the
overall financial statement presentation. We belighat our audits provide a reasonable basis foopimion.

In our opinion, such consolidated financial stateta@resent fairly, in all material respects, tinarficial
position of L-1 Identity Solutions, Incand subsidiaries as of December 31, 2007 and 20f@bthe results ¢
their operations and their cash flows for the yéaes ended, in conformity with accounting prineipbenerally
accepted in the United States of America.

As discussed in Note 2 to the consolidated findrstééements, on January 1, 2006, the Company elok
its method of accounting for share-based paymeangements to conform to Statement of Financialoting
Standards No. 123(RgharecBased Paymer.

We have also audited, in accordance with the stasdz the Public Company Accounting Oversight Bic
(United States), the Company's internal controlrdireancial reporting as of December 31, 2007, Hasethe
criteria established imternal Control— Integrated Frameworissued by the Committee of Sponsor
Organizations of the Treadway Commission and opontedated February 26, 2008 expressed an uncehlifi
opinion on the Company’s internal control over fio&l reporting.

/s/ Deloitte & Touche LLP
Stamford, Connectic
February 26, 200
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To L-1 Identity Solutions, Inc.:

We have audited the accompanying consolidatednséates of operations, changes in shareholders’yequit
and comprehensive income (loss) and cash flows bidentity Solutions, Inc. (formerly Viisage Tedjiogy,
Inc.) and subsidiaries for the year ended Dece®bge2005. These financial statements are the reggbity of
the Company’s management. Our responsibility exquress an opinion on these financial statemerstscban
our audit.

We conducted our audit in accordance with the stafelof the Public Company Accounting Oversi
Board (United States). Those standards requirestbgtian and perform the audit to obtain reasonasderrance
about whether the financial statements are freeaiérial misstatement. An audit includes examinarga test
basis, evidence supporting the amounts and digelssu the financial statements. An audit alsolideb
assessing the accounting principles used and ignifestimates made by management, as well agatirg) the
overall financial statement presentation. We belighat our audit provides a reasonable basis foopimion.

As discussed in Note 8, eight putative class adéarsuits were filed in the United States Distfziurt for
the District of Massachusetts against the Compadycartain of its officers and directors. Thesesiaits have
been consolidated into one action. The amendectidased complaint alleges violations of the federa
securities laws arising out of purported misstatesiand omissions in the Company’s SEC filingsteeldo the
litigation involving the Georgia drivers’ licensemtract and related to the reported material wessein
internal control over financial reporting, whichegjedly artificially inflated the price of the Comupy’s stock
during the period May 12, 2004 through March 2,%20the Company is not able to estimate the amaiufieo
loss allegedly suffered by members of the putatlass or the amount of legal costs and internakff
associated with defending itself and its officend directors. If the Company is unsuccessful iredeing itself
in this litigation, these lawsuits could adversaffect its business, financial condition, resufteperations and
cash flows as a result of the damages that the @oynywould be required to pay. See Note 8 for furthe
information.

In our opinion, the consolidated financial stateteeaferred to above present fairly, in all matenéaspects
the results of operations and cash flows of L-htite Solutions, Inc. and subsidiaries for the yeaded
December 31, 2005, in conformity with accountiningiples generally accepted in the United State&mérica.

/s/ BDO SEIDMAN, LLP
Boston, Massachuse
March 16, 200¢
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L-1 IDENTITY SOLUTIONS, INC.

Consolidated Balance Shee
(In thousands, except numbers of share:

Assets
Current assets:
Cash and cash equivalents
Accounts receivable, n
Inventory
Deferred tax asset
Other current assets
Total current asse
Property and equipment, r
Goodwill
Intangible assets, net
Deferred tax asset
Other assets, n
Total assets
Liabilities and Shareholders’ Equity
Current liabilities:
Accounts payable and accrued expenses
Current portion of deferred revenue
Other current liabilitie!
Total current liabilities
Deferred tax liability
Deferred revenue, net of current portion
Long-term debt
Other liabilities
Total liabilities
Commitments and contingencies
Shareholders’ Equity:

Common stock, $0.001 par value; 125,000,000 steartéwrized; 75,146,940
and 72,418,498 shares issued and outstanding anibec 31, 2007 and

2006, respectively
Additional paid-in capital
Prepaid forward contra
Accumulated defici
Accumulated other comprehensive income
Total shareholders’ equity
Total liabilities and shareholders’ equity

December 31,

2007 2006
$ 8203 $ 4993
90,210 61,513
21,534 10,967
13,253 —
3,890 4,529
137,090 82,002
23,451 19,928
1,054,270 951,443
184,237 170,098
37,293 —
9,304 3,754
$ 1,445,648 $ 1,227,22¢
$ 81549 $ 54807
12,279 10,331
2,393 5,206
96,221 70,344
— 4,394
4671 3,734
259,000 80,000
1,036 1,668
360,928 160,140
76 73
1,217,840 1,153,791
(69,809 —
(69,799 (87,469
6,407 685
1,084,717 1,067,085
$ 1445645 $ 1,227,225

The accompanying notes are an integral part oethessolidated financial statements.
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L-1 IDENTITY SOLUTIONS, INC.

Consolidated Statements of Operatior
(In thousands, except per share date

Revenues:
Services
Solutions
Total revenue
Cost of revenues
Services
Solutions
Amortization of intangible asse
Total cost of revenue
Gross profit
Operating expenses:
Sales and marketing
Research and developmt
General and administrati\
Asset impairments and merger related expenses
Amortization of intangible assets
Total operating expens
Operating income (los:
Interest income
Interest expense
Other (expense) income, net
Loss before income tax:
Benefit (provision) for income taxe
Net income (loss
Net income (loss) per shai
Basic
Diluted
Weighted average common shares outstan
Basic
Diluted

For the Years Ended December 31,

2007 2006 2005
$ 177974 $ 46968 $ 621
211,533 117,418 65,603
389,507 164,386 _ 66,224
130,516 36,433 482
110,820 63,235 42,074
27,095 13,861 5,012
268,431 _ 113529 _ 47,568
121,076 50,857 18,656
27,719 14,430 7,832
18,482 11,589 4,618
62,279 29,953 12,068
5,000 22,767 !
2,519 401 681
115,999 79140 25199
5077 (28283 (6,543
407 1,770 362
(11,319 (1,599 (159
(508 (122 369
(6335 (28,233 (5979
24,001 (2,809 (1,382
$ 17,666 $ (31,037 $ (7,353
$ 025 $ (071 $ (0.39

$ 024 $ (07D $ (037

71,663 43,823

19,630

72,385 43,823

19,630

The accompanying notes are an integral part oethessolidated financial statements.
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Balance, January 1, 2005

Exercise of employee stock options
Common stock issued for directors’
fees

L-1 IDENTITY SOLUTIONS, INC.

Consolidated Statements of Changes in Sharehold’ Equity and Comprehensive Income (Lost
(In thousands)

Common stock issued under employee

stock purchase plan

Common stock issued for acquisition

Private placement of common stock
and warrants, net

Fair value of vested warrants issued
for acquisition

Foreign currency translation loss

Net loss

Comprehensive loss

Balance, December 31, 2005

Exercise of employee stock options
Common stock issued for directors’
fees

Common stock issued under employee

stock purchase plan

Common stock issued for acquisition
of Identix, net of issuing costs

Fair value of stock options and
warrants assumed in merger with
Identix

Retirement plan contributions paid in
common stock

Stock based compensation expense

Foreign currency translation gain

Net loss

Comprehensive loss

Balance, December 31, 2006

Exercise of employee stock options

Adjustment to fair value of stock
options assumed in merger with
Identix

Common stock issued for acquisition
of McClendon

Common stock issued for directors’
fees

Common stock issued under employee

stock purchase plan

Deferred tax benefit of stock options
exercised

Retirement plan contributions paid in
common stock

Pre-paid forward contract
Stock-based compensation expense
Foreign currency translation gain
Net income

Comprehensive income

Balance, December 31, 2007

Pre-paid
Forward
Contract To  Accumulated
Additional Purchase Other
Common  Paid-in  Accumulated Common  Comprehensive Comprehensive
Stock Capital Deficit Stock Income (Loss) Total Income (Loss)
$19 $ 204,167 $ (49,074 = $ (323 $ 154,790
— 802 — — — 802
— 330 — — — 330
— 101 — — — 101
2 27,408 — — — 27,410
8 98,715 — — — 98,723
— 1,933 — — — 1,933
— — — — (2976 (2,079 $ (207§
— — (7,353 = = (7,353 (7,353
_ _ _ _ _ — $ (9,429
29 333,456 (59,427 = (2,399 274,660
1 7,180 — — — 187,
— 288 — — — 288
— 53 — — — 53
43 769,931 — = — 69p74
— 35,103 — — — 35,103
— 288 — — — 288
— 7,492 — — — 27,49
—| = — - 3,083 830 $ 3,083
— — (31,03 — — (31,033 (31,033
_ L _ - _ — $ (27,954
73 1,153,791 (87,464 — 685 1,067,085
1 10,037 — — - 0,038
— 8,520 — — — 8,520
2 32,998 — — — 33,000
— 545 — — — 545
— 2,315 — — — 2,315
— 130 — — — 130
— 261 — — — 261
— — — (69,808 — (69,809
— 9,243 — — — 39,24
— — — — 5,722 27 $ 5722
— — 17,666 — — 17,666 17,666
— — — — — — $ 237388
76 $ 1,217,840 _$ (69,798 $ (69,808 $ 6,407 $ 1,084,717

The accompanying notes are an integral part oethessolidated financial statements.

F-6




Table of Contents
L-1 IDENTITY SOLUTIONS, INC.

Consolidated Statements of Cash Flou
(In thousands)

For the Years Ended December 31,

2007 2006 2005
Cash Flow from Operating Activities:
Net income (loss $ 17,666 $ (31,033 $ (7,353
Adjustments to reconcile net loss to net cash plexvby operating activities:
Depreciation and amortization 39,237 23,360 12,433
Asset impairments and in process research andafgvweht charge 5,000 17,395 —
Stocl-based compensation expel 11,030 7,780 330
Loss from disposal of equipme 119 — 5
(Benefit) provision for non-cash income taxes (39)6 2,430 1,105
Tax effect of stock option exercises (2,679 — —
Retirement plan contributions paid in common st 261 288 —
Amortization of deferred financing cos 1,296 117 —
Change in operating assets and liabilities, neffefcts of acquisitions:
Accounts receivable (9,33) (20,837 2,951
Inventory (9,548 (393 (1,487
Other asset 616 (1,720 1,557
Accounts payable, accrued expenses and otheriitiied 11,574 14,466 (5,463
Deferred revenue 403 712 334
Net cash provided by operating activit 40,958 12,561 4,412
Cash Flow from Investing Activities:
Decrease in restricted ca 219 358 —
Cash paid for acquisitions, net of cash acquired 32839 (154,683 (38,679
Capital expenditures (12,995 (6,823 (4,439
Additions to intangible assets (6,309 (1,280 (279
Proceeds from disposal of equipm — — 500
Net cash used in investing activiti (151,919 (162,429 (42,899
Cash Flow from Financing Activities:
Net borrowings under revolving credit agreement 0a,0 80,000 —
Proceeds from lor-term deb — — 199
Financing cost (6,393 (2,612 —
Principal payments of other debt (766 (309 (260
Proceeds from senior convertible notes 175,000 — —
Cost of issuance of common stock for Identix adtjais — (2,013 —
Payment for pr-paid forward contrac (69,808 — —
Proceeds from issuance of common st 12,022 7,234 99,626
Net cash provided by financing activiti 114,055 82,301 99,565
Effect of exchange rate changes on cash and cashatnts 116 174 (&)
Net increase (decrease) in cash and cash equiy 3,210 (67,399 61,076
Cash and cash equivalents, beginning of 4,993 72,385 11,309
Cash and cash equivalents, end of $ 8203 $ 4993 % 72385
Supplemental Cash Flow Information:
Cash paid for interest $ 8934 $ 1294 $ 73
Cash paid for income taxes 465 507 114

Non-cash Transactions:
Common stock issued and options assumed in coonestth acquisition: 41,520 805,077 29,343

The accompanying notes are an integral part oethessolidated financial statements.
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L-1 IDENTITY SOLUTIONS, INC.
Notes To Consolidated Financial Statement

1. DESCRIPTION OF BUSINESS

L-1 Identity Solutions, Inc. and its subsidiariés-(L" or the “Company”) provide identity solutbns and
services that enable governments, law enforcenuamtcées and businesses to enhance security, riteraéy
theft and protect personal privacy. L-1's idensiplutions are specifically designed for the ideceifion of
people and include secure credentialing, biomett&ssces, automated document authentication, auezna
biometric identification systems, and biometricadiyabled background checks, as well as systemgrdesi
development, integration and support services. & fdEntity solutions enable L-1's customers to nganthe
entire life cycle of an individual's identity fonaariety of applications including civil identifidan, criminal
identification, commercial, border management awlisty. L-1 also provides comprehensive consulting
training, security, technology development, andimfation technology solutions to the U.S. intellige
community.

The Compan'’s identity solutions include products and relaiedises, consisting of hardwa
components, consumables and software, as well egenance, consulting and training services intetgraales
of hardware and software. The Company also providgerprinting enrollment services and government
consulting, training, security, technology devel@mnand information technologies services. A custom
depending on its needs, may order solutions tlwéudie hardware, equipment, consumables, softwaupts
or services or combine hardware products, conswsabtjuipment, software products and servicestter
multiple element arrangement.

The Company operates in two reportable segmergddémtity Solutions segment and the Serv
segment. The Identity Solutions segment providembtric and identity solutions to federal, state ftal
government agencies, foreign governments and coomhentities. The Services segment provides
fingerprinting enrollment services to federal atatesgovernments and commercial enterprises, pifimar
financial institutions, as well as comprehensivestdting, training, security, technology developinamd
information technology solutions to the U.S. irigghce community.

Reorganizatior

On May 16, 2007, the Company adopted a new holdimgpany organizational structure in accorde
with Section 251(g) of the Delaware General CorfionaLaw (the “DGCL") in order to facilitate itennounced
convertible senior notes (the “Convertible Notes“Notes™) offering and the structuring of adgitions.
Pursuant to the reorganization, L-1 Identity Sains, Inc. became the sole shareholder of its pessec, L-1
Identity Solutions Operating Company (“L-1 OpergfiCompany”, previously known as L-1 Identity Stdus,
Inc.) The reorganization has been accounted farrasrganization of entities under common contnal the
historical consolidated financial statements ofghedecessor entity represent the consolidateddiab
statements of the Company. The reorganization didnnpact the historical carrying amounts of theeés and
liabilities of the Company or its historical resutif operations and cash flows.

The holding company organizational structure wéesoctéd pursuant to an Agreement and Plan of
Reorganization (the “Merger Agreement’’) among |Gperating Company, the Company and L-1 Merger &o.,
Delaware corporation and wholly owned subsidiarshef Company (“Merger Co."”). The Merger Agreement
provided for the merger of Merger Co. with and ihtd Operating Company, with L-1 Operating Company
surviving as a wholly owned subsidiary of the Compéhe “Merger”). The Merger was consummated on
May 16, 2007.

By virtue of the Merger, all of the outstanding itapstock of L-1 Operating Company was converteda
share for share basis, into capital stock of then@any. As a result, each former shareholder of@pérating
Company became the owner of an identical numbshafes of common stock of the Company. Additionally
each outstanding stock option and warrant to pweha
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shares of common stock of L-1 Operating Companyaeeaserted into a stock option or warrant to puseha
upon the same terms and conditions, an identicabeu of shares of the Company’s common stock. The
conversion of the shares of common stock in thegeteoccurred without an exchange of certificates.
Accordingly, certificates formerly representing ssof outstanding common stock of L-1 Operatingn@any
are deemed to represent the same number of sHaresimon stock of the Company. Upon consummation of
the Merger, the Company’s common stock was deembd tegistered under Section 12(b) of the Seesraict
of 1934, as amended, pursuant to Rule 12g-3(a) yigated thereunder. For purposes of Rule 12g-8{a),
Company is the successor issuer to L-1 Operatingg@ay. Pursuant to Section 251(g) of the DGCL, the
provisions of the certificate of incorporation amdaws of the Company are substantially identiog¢hbse of L-
1 Operating Company prior to the Merger. The autieor capital stock of the Company, the designatioghts,
powers and preferences of such capital stock anduhlifications, limitations and restrictions teef are also
substantially identical to those of the capitatktof L-1 Operating Company prior to the MergereTdirectors
of the Company are the same individuals who wenecthrs of L-1 Operating Company prior to the MerJéne
executive officers of the Company and L-1 Operafognpany are the same.

In connection with the consummation of the Mergfee, Company entered into an Assignment
Assumption Agreement with L-1 Operating CompanysBant to the terms of the Assignment and Assumptio
Agreement the Company assumed L-1 Operating Conpabligations under certain plans, arrangementis an
agreements of L-1 Operating Company and its sufrsédi relating to stock options, employment or
compensation, and certain other agreements. Tlee kidbilities and obligations of L-1 Operating Cpamy,
including contingent liabilities, were not assunigtthe Company in the Merger and therefore conttouge the
obligations of L-1 Operating Company. The assets-dfOperating Company were not transferred to the
Company and therefore continue to be assets oDpdrating Company.

The Company has no operations other than thosiedahrough its investment ir-1 Operating Compan'
other than the financing operations related tagheance of the convertible notes, and its assetsist of its
investment in L-1 Operating Company of $1,255.1liariland deferred financing costs of $5.4 millitts.
liabilities consist of convertible notes of $17%dlion and accrued interest of $0.8 million.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidatiol

The consolidated financial statements include tweants of I-1 and its wholl-owned subsidiaries, aft
elimination of inter-company transactions and bedsn

Use of Estimate

The preparation of financial statements in conftymiith accounting principles generally acceptethia
United States of America requires management tcereakimates and assumptions that affect the reporte
amounts of assets and liabilities and disclosupofingent assets and liabilities at the datdeffinancial
statements and the reported amounts of revenuesxgetises during the reporting period. The mosiifgignt
assumptions and estimates relate to the allocafitime purchase price of the acquired businesssesaing the
impairment of goodwill, other intangible assets anoperty and equipment, revenue recognition, iretemes,
litigation and valuation of and accounting for fireéal instruments, including convertible notes, naats and
stock options. Actual results could differ matdyidtom those estimates.

Computation of Net Income (Loss) per St

The Company computes basic and diluted net incéwss)(per share in accordance with SFAS No. 128,
Earnings per Shar. Basic net income (loss) per share is calculayedividing net
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income (loss) by the weighted average number ofncomshares outstanding during the year. Diluted net
income (loss) per share is based upon the weigtwehge number of dilutive common and common edpriva
shares outstanding during the year.

The per share amounts do not reflect the impaatedjhted outstanding stock options and warrants of
2.2 million, 5.8 million and 4.3 million shares thg the years ended December 31, 2007, 2006 arfsl 200
respectively, as their effect would have been dihtitive.

The Company calculates the effect of the Convertitibtes for the year ended December 31, 2007 on
diluted net income per share utilizing the “if a@nted” method since the Company has the rigl$sae shares
of common stock to settle the entire obligationuponversion. For the year ended December 31, 2067,
effect was antidilutive. Accordingly, approximatdiys million shares of common stock issuable avecsion
have been excluded from the determination of weiglatverage diluted shares outstanding.

In connection with the issuance of the Converthitees, the Company entered into a-paid forward
contract with Bear Stearns for a payment of $6918am to purchase 3,490,400 shares of the Comany’
common stock at a price of $20.00 per share. Patsae&BFAS No. 150Accounting for Certain Financie
Instruments with Characteristics of both Liabilgiend Equity, the number of shares to be delivered unde
contract is used to reduce weighted average badidituted shares outstanding.

Basic and diluted net income (loss) per share &ations for the years ended December 31, 2007, 26@
2005 are as follows (in thousands, except per sheta:

2007 2006 2005

Net income (loss $ 17,666 $ (31,033 $ (7,353
Average common shares outstand

Basic 71,663 43,823 19,630

Effect of dilutive stock options and warrants 722 — —

Diluted 72,385 43,823 19,630
Net income (loss) per shai

Basic $ 025 $ (071 $ (0.3)

Diluted $ 024 $ (077 $ (037

Revenue Recoghnitic

The Company derives its revenue from sales of ismisithat include hardware, components, consum.
and software components and related maintenarat®ital support, training and installation servizesgral to
sales of hardware and software. The Company alseederevenues from sales of fingerprinting enreifrn
services and government security and informatiohrielogies services. A customer, depending oreiesis,
may order solutions that include hardware, equignemsumables, software products or services mbare
these products and services to create a multipleesit arrangement.

Revenue is recognized in accordance with StateoféPsition ‘‘SOF ') No. 972, Software Revent
Recognitior, Staff Accounting Bulletin‘*SAB'') No. 104,Revenue Recogniti, Accounting Research Bullet
(“ARB") 43, Government Contracor Statement of Positio'* SOP’") No. 81-1, Accounting for Constructic-
Type and Certain Production-Type Contraatsl their amendments and interpretations. Whers@amer
arrangement does not require significant productiendification or customization of software or does
otherwise contain services considered to be esséntihe functionality of the software, revenuedsognized
when persuasive evidence of an arrangement ed@fsery has occurred, the fee is fixed or deteahie, and
collection is probable.
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Transactions which typically do not involve sigoént production, modification or customization of
software, or do not otherwise include services ictemed to be essential to the functionality of sbé&ware
include:

« Document issuance solutions, primarily to federal state government custome

«  Printing system components and consumables in@uafimters, secure coating ribbon, film, and other
parts, primarily to federal government custom

« Licenses of otthe-shelf versions of face and iris recognition sofy.

« Services and software to scan, collect, and trarfamgierprints for identity and backgrou
verification;

« Document authentication solutions, which typicatiglude sales of hardware, software, mainteni
and support

« Portable devices that provide iris and face angefiprint identification and recognition and related
maintenance and service

« Sales of hardware products and related maintereamtservices
« Sales of software and software developer kits atated maintenance and services;

« Information technology and security services predido U.S. intelligence communit

Many of the Compar's arrangements include multiple elements for witiepplies the provisions of tt
EITF 00-21. Such arrangements may include one ee mbthe following: consumables, equipment, hamywa
software, rights to additional software, when dravailable software, software maintenance, hardwar
maintenance, hardware replacement, technical stippniices, training, installation and consultiegvices. For
arrangements that include multiple elements threxnat within the scope of SOP No. 97-2, the Company
allocates value to each element based on thewelestimated fair value of each element, if faluezexists for
each element. For arrangements within the sco®&f No. 97-2, which do not involve significant nfaxition
or customization of the software or otherwise ideliservices that are considered essential to tiwtifunality of
the software, the Company allocates value to elechent based on its relative fair value, basedesder
specific objective evidence (“VSOE") of fair vady which is determined based on the prices chasypeth each
element is sold separately, considering renewalso#mer evidence of fair value, as appropriatsufficient fair
value exists for all undelivered elements, but dusisexist for the delivered element, then thedhesii method is
used to allocate value for each element. Underabielual method, each undelivered element is akdcaalue
based on fair value for that element and the redeainf the total arrangement consideration is atied to the
delivered element. If fair value does not existdthrundelivered elements, revenue is deferred anth time as
fair value of undelivered elements is establistadyhich time revenue is recognized for all deléceelements.
Revenue for maintenance and support is recognaedly over the remaining term of any maintenangpgpsrt
period.

For transactions within the scope of SAB No. 1@¥enue is generally recognized upon passage efait
product sales, and performance for services, peavitie four revenue recognition criteria listedvabare met.
In certain cases, customer acceptance is requirehich case revenue is deferred until customeeptance is
obtained. If the fee due from the customer is ixetcf or determinable, revenue is recognized as pagsn
become due from the customer. If collection iscmtsidered probable, revenue is recognized wheretfemue
is collected. Software maintenance, hardware reptant, technical support revenues are typicallpgeized
ratably over the contract term, which approximalestiming of services rendered. Revenues fromrifgcu
technology, training and similar services, inclgdin revenue earned under time and material aredi fprice
level of effort contracts, is recognized as thevises are rendered. Revenue from the collectiont@msmission
of fingerprints for identity and background veréiton is recognized when the fingerprint is trartsedi to
applicable background vetting agency. Expensedl@emices are recognized when the costs areriedur
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Revenue related to hardware sales that requirestalliation, as well as revenue related to salgsiofers
and other peripheral devices, is recognized inralzcwe with the terms of the sale, generally wherproduct is
shipped, provided no significant obligations remil collection of the receivable is deemed redsgna
assured. Certain hardware sales to end usersedgsiallation subsequent to shipment and tramdféile.
Revenue related to hardware sales that are contingeinstallation is deferred until installaticndomplete, title
has transferred and customer acceptance has beeneab When hardware products are sold througfoaiaed
representatives, dealers, distributors or othed fharty sales channels the obligation to inskelmachines
generally does not remain the Company'’s respoitgitiilut is rather an obligation of the authorized
representative, dealer, distributor or other tipiadty and to its ultimate customer. As a resultstles to third
party distributors, revenue is recognized at theetiitle is transferred, which is generally upoipstent. On rare
occasions, the Company is required to install pceslan behalf of third party distributors. In thesses,
revenue is recorded in the same manner as prosiict$o end users where acceptance of the proguttieb
third party distributor is contingent upon succaksfstallation of the product.

Revenue from software sales and licenses is rezedii accordance with SOP No-2, as amended ai
interpreted. The Company recognizes revenue ofvacét products when persuasive evidence of an amaengt
exists, delivery has occurred, the fee is fixed dagtrminable, and the collection is probable aB®¥ exists
for the undelivered element.

In the event that a multiple element arrangemesitidtes hardware, software and services and theaef
is more-than-incidental to the arrangement, butessential to the functionality of the hardware, tompany
applies the guidance of EITF 03-0%pplicability of AICPA Statement of Position No-2 to Nor-Software
Deliverables in an Arrangement Containing M« Thar-Incidental Softwart, which allows the nc-software
elements and related services to be accountedi®r BAB No. 104 and EITF 00-21 and the softwagenehts
and related services to be accounted for under/$®R7-2.

When multipl-element arrangements otherwise within the scof®0d* No. 9-2 involve significan
production, modification or customization of thdta@re, or otherwise involve services that are a@ered to be
essential to the functionality of the software, apply contract accounting under SOP No. 97-2 ané 86. 81-
1. When VSOE of fair value exists for software ntairance, technical support or other services engements
requiring contract accounting, revenue for softwaggntenance, technical support and other serisces
recognized as the services are performed and shefréhe arrangement is accounted for under SORBING.
When VSOE fair value is not available for such gmy the entire arrangement is accounted for uB@#t No.
81-1 and the related revenue is recognized witlietseof the contract deliverables under the peaggnof
completion method.

In general, transactions that involve significardduction, modification or customization of softwaor
otherwise include services considered to be esdeatthe functionality of the software and whigle accounted
in accordance with SOP 81-1, include:

« Certain contracts for the production of driv’ licenses and other identification credentials teguire
delivery and installation of customized softwanel;

« Identity solutions contracts, typically providingrfthe development, customization and installatibn
fingerprinting, face and iris recognition solutidies government agencies, law enforcement agencies
and businesses. These contracts are generallyfif@caprice, and include milestones and acceptance
criteria for the various deliverables under thetet. These contracts are accounted for as lomg-te
contracts in accordance with SOP No. 97-2 and S@RBIN-1 and revenue is recognized under
percentage of completion meth¢

In addition, the Company uses contract accountngdvernment contracts within the scope of ARB
43 and SOP No. 81-1.

The Company measures the percentage of complediog either input measures (e.g., costs incurre
output measures (e.g., contract milestones), whigherovides the most reliable and meaningful messfi
performance in the circumstances. Milestones ageifip events or deliverables clearly identifiedfire contract
and can include delivering customized systems,
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installation and services. When milestone measanesised, revenue is recognized when performance of
milestones is achieved. The Company recognizesievbased on the total milestones billable to tistamner
less revenue related to any future maintenancécsemguirements. On contracts where milestonesatrased,
the Company generally recognizes revenue on atgasist basis using either total costs or the tlisgor
dollars, whichever is most appropriate in the ainstances. The cumulative impact of any revisioestimates
to complete or recognition of losses on contrateflected in the period in which the changeossés become
known. The Company records costs and estimatedhgarim excess of billings under these contractsuaent
assets.

Drivers' licenses or credenti¢’ contracts or contract elements within such corgrgenerally require th:
we incur up front costs related to software, hamévend other equipment. Such costs are capitadinecare
depreciated over the of the contract term life,ilngéigg when the system goes into service. The dsfiof
credentials or licenses typically requires us tetemize, design, and install equipment and soft@aceistomer
locations, as well as perform training, supply eonables, maintain equipment and provide suppovicses.
Costs related to customized software are capithlizeing the period we are designing and instaliirgsystem
and are amortized over the term of the contracinoéty when the system goes into service. Revenubese
contracts is earned based on, and is contingemt, tpe production of licenses or credentials utitizthe
deployed system and is therefore recognized wherreidentials are produced. If contractual arramegesn
include the sale of consumables on equipment whiitsés transferred to the customer, the Compauwpgnizes
revenue when title is transferred.

Cash and Cash Equivalents

The Company considers highly liquid investment$witiginal maturities of three months or less at
time of acquisition to be cash equivalents. At Delser 31, 2007 and 2006, the Company’s cash equigale
consisted of money market accounts and overnigiesiments with banks.

Financial Instrument:

The carrying amounts of accounts receivable, adsquayable and accrued expenses approximate #ieir f
values. The carrying amount of borrowings underéwelving credit agreement approximates fair valinee
the long-term debt bears interest at variable rdtes fair value of the convertible debt is basedjooted prices.
The cost and fair value amounts are as follows:

Cost af Fair Value at
December 31 December 31
2007 2007
Accounts Receivable $ 90,210 $ 90,210
Accounts Payable and Accrued Expenses 81,549 81,549
Revolving Credit Facility 84,000 84,000
Convertible Deb 175,000 178,458

Concentrations of Credit Ris

Financial instruments that subject the Companyeditrisk primarily consist of cash equivalentsian
accounts receivable. The Company'’s credit riskamaged by investing cash and cash equivalents piyrra
high-quality money market instruments. The majooityhe Company’s cash and cash equivalents adedteine
financial institution.

Accounts receivable are principally due from goveent agencies and contractors to government agencie
No collateral is required. Accounts receivablerasesold or factored. Billings rendered in conneetivith work
performed are in accordance with the terms of tmgract and collateral is not required. Management
periodically reviews accounts receivable for pdssilncollectible amounts. In the event managemeterchines
a specific need for an allowance, a provision faulitful accounts is provided.
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For the year ended December 31, 2007, two Fedevalrgment agencies accounted for 26.0% of
consolidated revenues and the accounts receivatdede from two Federal government agencies was
approximately $24.3 million. For the year ended @aber 31, 2006, three Federal government agencies
accounted for 31.0% of consolidated revenues amddhounts receivable balance from these custonsrs
approximately $23.8 million. For the year ended @aber 31, 2005, the U.S. Department of State atedifor
27.5% of consolidated revenues and the accoungévedsie balance from this customer was approximatel
$4.4 million.

Inventory and Suppliet

Inventory is stated at the lower of cost or mark-1 uses the fir-in, first-out method to determine costs
inventory. The Company evaluates inventory on atgug basis for obsolete or slow-moving items aacbrds
the resulting write-downs to cost of revenues. dbfains certain products and services from a liniup of
suppliers and contract manufacturers. Reliancéeset suppliers and contract manufacturers invealigesficant
risks, including reduced control over quality argdivery schedules. Any financial instability of tee
manufacturers or contractors could result in then@any having to find new suppliers. Due to thisarete, L-1
may experience delays in manufacturing and shippinducts and providing services to customerslifses
these sources or if supplies or services from teeseces are delayed. As a result, the Companyb@agquired
to incur additional development, manufacturing atfter costs to establish alternative sources gblgup
Furthermore, the Company does not carry signifigargntory of the products it purchases, and itias
guaranteed supply arrangements with its vendotss#of a significant supplier could delay saled arease
the Company’s costs.

Property and Equipmel

Property and equipment are recorded at cost aira¢dlue for items acquired under capital leases o
acquisitions. Depreciation and amortization arewdated using the straight-line methods over thienesed
useful lives of the related assets, typically 3 teears.

System assets acquired and developed in conneritiomrivers’ license contracts are depreciated the
lesser of the useful life or the initial contraetrh using the straight-line method beginning whendystem goes
into service. The straight line method approximaesratio that current gross revenues for theraohbear to
the total of current and anticipated future gra@sgenues for that contract.

Intangible Asset

Intangible assets primarily consist of completezht®logy, trade names, customer contracts and
relationships and other assets primarily arisiognfthe acquisition of businesses or business agdetse
intangible assets are primarily amortized usingstin@ight-line method over their estimated usefidd of 3 to
20 years, a basis consistent with the timing oeetgd cash flows.

Goodwill

Pursuant to SFAS No. 14Goodwill and Other Intangible Asse, the Company tests goodwill f
impairment on an annual basis, or between anns@, ia certain circumstances, such as the inccerefi
operating losses or a significant decline in eaymiassociated with the asset. The Company evalgatetwill
for impairment using the two-step process as pitestin SFAS No. 142. The first step is to compheefair
value of the reporting unit to the carrying amoohthe reporting unit. If the carrying amount exde¢he fair
value, a second step must be followed to calcitagairment. The Company performs the initial stgp b
comparing the estimated fair value of the reportings, which is determined by considering futuiscdunted
cash flows, market comparable companies and maewactions, among other factors. Based upon tests
L-1 determined the fair value of the reporting srkceeded their carrying amounts resulting inoadgill
impairment at October 31, 2007, the date of theiahgoodwill impairment test.
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Long Lived Assel

The Company evaluates Ic-lived assets with finite lives, such as intangidsets, property and equipm
and certain other assets, for impairment in aceurelavith SFAS No. 144\ ccounting for the Impairment «
Disposal of Lon-Lived AssetsL-1 records an impairment charge whenever eventsages in circumstanc
indicate that the carrying amount of the assets maaye recoverable through the estimated undigedufture
cash flows from the use of these assets. Whenuatyimpairment exists, the related assets areenritown to
estimated fair value. During 2007 and 2006, the @amy determined that there had been impairmentsrtdin
long lived assets. See Note 15.

Research and Development Cc

Research and development costs are charged tosexpsrincurred. For the years ended December 31,
2007, 2006 and 2005, the Company received fundiigutime and materials contracts to perform ses/for
conceptual formulation, design or testing of pdssfisoduct or process alternatives, which it reedrds an
operating expense offset under the requiremer8{S No. 68Research and Development Arrangem..
The Company received funding of $0.7 million, $t#lion and $0.6 million during the years ended
December 31, 2007, 2006 and 2005, respectively gblrernment generally obtains a royalty free righiise
the technology developed under these contractsCbnepany generally retains the right to the dath an
ownership of the results of its own research angtid@ment efforts.

In addition, the Company has research and developeooatracts which are accounted pursuant to SGP 81
1 and ARB 45. The Company recognized revenue & sfillion, $0.5 million and $1.0 million related these
contracts during the years ended December 31, 2008 and 2005, respectively.

Deferred Financing Cos!

Costs incurred in obtaining financing are capitadizand amortized over the term of the related debt.
Amortization of deferred financing costs was $1i8iom and $0.1 million during the years ended
December 31, 2007 and 2006, respectively.

Software Cost

The Company reviews software development costsiiedun accordance with the provisions
SFAS No. 86, which requires that certain costsrirezliin the development of computer software tedld or
leased be capitalized once technological feasibidireached. During the years ended December(8I,, 2006
and 2005, the Company capitalized $3.5 million9%illion and $0.2 million, respectively, in softrea
development costs, which is being amortized ovesetto five years. L-1 recorded amortization expesfs
$0.4 million, $0.1 million and $0.1 million relatéd these assets during the years ended Decemb20@1,
2006 and 2005, respectively.

Costs related to software developed for internalare expensed as incurred until the applicz
development stage has been reached pursuantpoaisions of SOP No. 98-Accounting for the Costs
Computer Software Developed or Obtained for Intelse. Costs for externally purchased software
capitalized and depreciated over their estimatefLiife not to exceed five years.

Warranty

The Company provides a warranty for manufacturind) material defects on all units sold. A reserve
warranty costs, based on estimates utilizing ptegecosts to repair units, is recorded and peraljiadjusted
to reflect actual experience. See Note 4.

Income Taxe

The Company accounts for income taxes under SFAS.6&Accounting for Income Tax. Deferred tax
assets and liabilities are recognized for the eg@hfuture tax consequences
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attributable to differences between the finandiaiesnent carrying amounts of assets and liabiléies$ their
respective tax bases. Deferred income tax asseéttadnilities are measured using currently enatdedates.
The effect on deferred tax assets and liabilitfes change in tax rates is recognized in incontaénperiod that
includes the enactment date. The deferred tax aakedtion allowance is reduced when the Compaaget
taxable income in the appropriate jurisdiction etietines that it is more likely than not that théeded tax
benefits will be realized. The valuation allowamdt be recorded either as a benefit in the incategement or
as a reduction of goodwill if the reduction is tethto pre-acquisition net operating loss carryne.

During the fourth quarter of 2007, management ef@ompany determined that based on the cumulative
results of operations for the three years endeceer 31, 2007, after considering items that deenér in the
determination of taxable income, and the expeatadté operating results, it is more likely than tiatt the
Company will realize a substantial portion of tiededred tax benefits of its net operating lossyfarwards. As
a result, the Company reduced its previously rembeferred tax asset valuation allowance to reftex
estimated benefits it expects to realize. Approxalya$21.8 million of the benefit has been recogdiin the
results of operations and $35.4 million has beeonded as a reduction of goodwill.

In July 2006, the Financial Accounting Standardaifia‘‘ FASB'’) issued Interpretation No. ¢,
Accounting for Uncertainty in Income Ta-an interpretation of FASB Statement No. 10hich is effective fo
fiscal years beginning after December 15, 2006.iitegpretation provides that a tax position isoguized if
the enterprise determines that it is more likebnthot that a tax position will be sustained basethe technical
merits of the position, on the presumption thatptbsition will be examined by the appropriate tgxiuthority
that would have full knowledge of all relevant infration. The tax position is measured at the largemunt of
benefit that is greater than 50% likely of beinglized upon ultimate settlement. The interpretaitso provides
guidance on derecognition, classification, inteeest penalties, accounting for interim periods tadsition.
The adoption of Interpretation No. 48 on Januar0D7 did not have a material impact on the codatd
financial statements.

Foreign Currency Translation and Transactic

Assets and liabilities of-1's operations in Germany and Canada are denomiimekagos and Canadit
dollars, respectively, and are translated into ddlars at exchange rates as of each balance daetincome
and expense accounts are translated into U.Srslaltahe average rates of exchange prevailingigufie
periods presented. Adjustments resulting from teding foreign currency financial statements int&Udollars
are included in accumulated other comprehensiveniecor loss as a separate component in shareHadeity.

From time to time, the Company utilizes foreignreacy forward contracts for specific purch:
obligations denominated in foreign currencies.g&lins and losses resulting from the change invédire of the
derivatives are recorded in operations. For the grded December 31, 2007, the Company did nateiginy
foreign currency forward contracts. For the prieass ended, December 31, 2006 and 2005, otherngxpe
income, net, included approximately a loss of $fillion, and a gain of $0.4 million, respectiveynd was the
result of realized and unrealized gains and lossleged to foreign currency fluctuations on pur@samade in
those years. None of the contracts were terminaiedto settlement.

Stocl-Based Compensatic

On January 1, 2006, L-1 adopted SFAS No. 123pRare-Based Paymenivhich requires share-based
payment transactions to be accounted for using adhue-based method and the recognition of theted
expense in the results of operations. Prior taath@ption of SFAS No. 123(R), as permitted by SFAS N3,
Accounting for Sto-Based Compensatigrthe Company accounted for share-based paymeatapoyees in
accordance with Accounting Principles Board OpinfohPB”") No. 25, Accounting for Stock Issued to
Employee, utilizing the intrinsic value method, pursuantitbich the Company recognized compensation
expense for restricted stock
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awards and directors’ fees paid in common stocldizlinot recognize compensation cost for employeeks
options whose exercise price was equal to thevéire of the Company’s common stock on the datgarft.
SFAS No. 123(R) allows companies to choose oneoftansition methods: the modified prospectivesigon
method or the modified retrospective transitionhmet The Company chose the modified prospectivesiiian
methodology and, accordingly, did not restate &seiits of operations of prior years. Under the jsions of
SFAS No. 123(R), stock-based compensation costimated at the grant date based on the fair \aflagvard
and compensation cost is recognized as an expees¢he requisite service period of the award, gahethe
vesting period. The estimated fair value of nontegstock awards was determined on the date afrtme.
Consistent with the valuation method the Compargder disclosure-only purposes under the provisiain
SFAS No. 123, L-1 uses the Black-Scholes valuatiodel to estimate the fair value of option awailde
modified prospective method of transition requitempensation expense related to share based paytodre
recognized beginning on the adoption date ovevéséing period for awards granted after Januag006 and
over the remaining service period for the unvegiiion of awards granted prior to January 1, 2006.

Determining the appropriate fair value model aridtegl assumptions requires judgment, incluc
estimating common stock price volatility, forfeiurates and expected terms. The expected voladlieyis
based on the historical volatility of the Compangtenmon stock. During 2007, the Company reviewed th
historical volatility of its common stock and begasing a weighted average method that more acéyraféects
that volatility. The expected life of options isseal on the average life of 6.3 years pursuantegtiidance from
SAB No. 107. The Company estimated forfeitures wiggognizing compensation expense based on hiatoric
rates. The risk free interest rate is based off tear treasury security as it approximates thenaged 6.3 year
expected life of the options. The Company upddtese assumptions on at least an annual basis aam on
interim basis if significant changes to the assiomgtare warranted.

Stocl-based compensation expense for 2007 and 2006 i3 illion and $7.8 million, respectively, a
includes $0.6 million in each year, related torie#d stock compensation expense and $0.6 milimh$0.2
million for 2007 and 2006, respectively for incerticompensation to be settled in common stock alhy f
vested stock options. The Company recognized thedst impact of the awards issued under its gquit
incentive plans in the consolidated statement efatons for 2007 and 2006 and did not capitalizesaich
costs. The following table presents stock-basedpemsation expense included in the consolidatedrsgaits of
operations (in thousands):

Year Ended Year Endec
December 31 December 31
2007 2006

Cost of revenue $ 803 $ 553
Research and development 1,167 766
Sales and marketing 1,806 752
General and administrative 7,254 2,484
Merger related expens — 3,225
Stock-based compensation expense $ 11,030 $ 7,780

F-17




Table of Contents

The Company had previously adopted the disclosnieprovisions of SFAS No. 123 as amended by SFAS
No. 148,Accounting for Sto-Based Compensation — Transition and Disclosuiree following table illustrates
the effect on net loss and net loss per sharééoyear ended December 31, 2005 as if the Compaahppplied
the fair value recognition provisions of SFAS N@3(R) to stock-based awards. A reconciliation dfloss as
reported to pro forma net loss and a presentafipeioshare amounts follows (in thousands, excepshare
data):

Year Ended
December 31
2005

Net loss, as reporte $ (7,353
Add: stock based employee compensation expensedietlin reported

net loss 34
Deduct: stock-based compensation expense determgieg! fair value

based method for all awards (2,539

Net loss, pro form. $ (9,857

Net loss per shar
Basic and diluted, as report $ (0.37
Basic and diluted, pro forma $ (050

Advertising Cost

Advertising costs are charged to expense as irtamd consist of the costs of producing advertisimd
sales-related collateral materials. Advertisingenge for the years ended December 31, 2007, 2@DBCDS
were $1.4 million, $0.4 million and $0.1 milliorespectively.

Recent Accounting Pronounceme

In September 2006, the FASB issued SFAS No., F&ir Value MeasurementsSFAS No. 157 defines fair
value, establishes a framework for measuring falne in accordance with accounting principles gaiher
accepted in the United States of America, and edgdisclosures about fair value measurements. S¥A357
is effective for financial statements issued fecél years beginning after November 15, 2007, wfucthe
Company will be as of the beginning of 2008. ThenPany is in the process of evaluating the impaeat tie
adoption of SFAS No. 157 will have on its consdiéthfinancial statements.

In February 2007, the FASB issued SFAS No. T8, Fair Value Option for Financial Assets and
Financial Liabilities, which permits entities to choose to measure icefitiancial assets and liabilities at fair
value. SFAS No. 159 is effective for years begigrafter November 15, 2007. The Company has notrdéted
whether it will adopt the fair value option methpermitted by SFAS No. 159.

The FASB has proposed a FASB Staff Position (“FBtRat would significantly impact the accountinay f
the Company’s Convertible Notes. The proposed F&@opted in its current form, would require castled
convertible debt to be separated into debt andyqgaomponents at issuance. The value assigneeto th
Convertible Notes would be the estimated fair vahgeof the issuance date, of a similar bond witkioe:
conversion feature. The difference between the €xite Notes cash proceeds and its assigned wajui be
recorded as a debt discount and amortized to Bttesense over the life of the Convertible Nofdhough the
proposed FSP would have no impact on the actuglopdsture cash flows from the Convertible Notésyould
result in recording a significant amount of nonkcaterest expense as the debt discount is amarfizee FSP,
if adopted, would require retrospective application

In December 2007, the FASB issued SFAS No. Nebcontrolling Interests in Consolidated Financial
Statements-on Amendment of ARB Na.SBAS No. 160 establishes accounting and repostagdards for the
noncontrolling interest in a subsidiary. SFAS N60 1s effective for
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financial statements issued for fiscal years bdgmafter December 15, 2008, and interim statemeittsn
those fiscal years. Among other things, SFAS N@. rE§juires noncontrolling interest to be includecha
component of shareholders’ equity. The Company doésurrently have any material noncontrollingenessts.

In December 2007, the FASB issued SFAS No. 141@siness Combinatiol. SFAS No. 141(R)
establishes standards for how the acquirer of anbss recognizes and measures in its financiamstits the
identifiable assets acquired, the liabilities assdpand any noncontrolling interest in the acquiBfAS No.
141(R) also provides guidance for recognizing aeasnring the goodwill acquired in the business doation
and for information to disclose. Among other thinB6AS No. 141(R) requires that securities issodukt
valued as of the acquisition date, transactionscosurred in connection with an acquisition beemged, except
acquiree costs that meet the criteria of SFAS M6, tontingent consideration be recognized atvline as of
the date of acquisition with subsequent changésctefd in income, and in process research and alewent be
capitalized as an intangible asset. The provisir&-AS No. 141(R) are applicable to business coattmns
consummated on or after December 15, 2008. Eapljcapion is prohibited. The provision of SFAS Net1(R)
will have a significant impact in the accounting foture business combinations.

3. RELATED PARTY TRANSACTIONS

Aston Capital Partners, L.F**Astor’’), an affiliate of L-1 Investment Partners LLC and Lau Technolo
(“Lau™), an affiliate of Mr. Denis K. Berube, a ember of the board of directors of the Company fieiady
own approximately 10.1%, and 2.8%, respectively,-fs outstanding common stock. Mr. Robert LaPenta
Mr. James DePalma, Mr. Joseph Paresi and Ms. DmdiyEe, each executive officers of the Companygatiy
and indirectly hold all the beneficial ownershipLifi Investment Partners LLC and Aston Capital e GP
LLC, the investment manager and general partnésafn. Mr. LaPenta is also the Chairman of the Badr
Directors and Chief Executive Officer and Presid&frthe Company. Mr. DePalma is also the Chief faie
Officer and Treasurer of the Company.

The Company has consulting agreements with Mr. lBeand his spouse, Ms. Joanna Lau, under v
each receives annual compensation of $0.1 milk@th agreement terminates on the earlier of Jariiiarg012
or commencement of full time employment elsewhBrging the years ended December 31, 2007, 2006 and
2005, $0.2 million each year was paid in the agatetp Mr. Berube and Ms. Lau in connection with th
agreements.

Under the terms of a 2002 acquisition agreemehgafSecurity Systems, the Company is obligatedagc
Lau a royalty of 3.1% on certain of its face redtign revenues through June 30, 2014, up to a maxirof
$27.5 million. Royalty expense included in costefenues was approximately $0.1 million for eacthefyears
ended December 31, 2007, 2006 and 2005.

In connection with the merger of Identix Incorpechfind the acquisition of SecuriMetrics, Inc. iD@0the
Company paid L-1 Investment Partners LLC a one fieeof $2.5 million for professional services tethto
these transactions. Approximately $2.0 million &dcb million of this fee have been included in ¢iost of the
acquisitions of Identix and SecuriMetrics, respesii.

In connection with the merger with Identix, Astamda.-1 have agreed in principle that the Company r
subject to approval of the Company’s board of dex; purchase AFIX Technologies, Inc., a portfaiampany
of Aston, which provides fingerprint and palmpridéntification software to local law enforcemeneagies, at
fair market value to be determined by an independppraiser retained by the Company’s board otthrs.

In connection with the relocation of the corporagadquarters of the Company in the third quart@0066
to the offices of L-1 Investment Partners LLC im@ford, Connecticut, the Company entered into ¢esiske
with L-1 Investment Partners LLC under which thex@any will reimburse L-1 Investment Partners LLE fo
the rent and other costs payable by the Companighwh estimated at $0.7 million annually. For fiesars
ended December 31, 2007 and 2006, the Companyréttaosts of $0.7 million and $0.1 million, respesty.
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In connection with the merger with Identix, the Gmamy entered into an agreement with Bear Stearns
Companies, Inc. (“Bear Stearns”) pursuant to whigear Stearns provided financial advisory servieéated to
the merger. The spouse of Ms. Fordyce, Executive Yresident, Corporate Communications is an execut
and senior investment banker at Bear Stearns iedahith the engagement and an employee of Bearr3teas
a personal investment in Aston. Pursuant to therlagreement, Bear Stearns was entitled to affee o
$2.5 million upon the closing of the merger, plupense reimbursement, as well as exclusive rightst as
underwriter, placement agent and/or financial azivis the Company with respect to certain finansiagd other
corporate transactions until August 2008. The Cargpeaived any claims it may have against Bear &teaith
respect to any actual or potential conflicts oérest that may arise with respect to these relsttips in the
context of the Bear Stearns engagement.

Bear Stearns is party to the revolving credit agwes under which it was paid $1.2 million &
$0.3 million in interest for the years ended Decensil, 2007 and 2006, respectively. Bear Stearmesif
borrowings outstanding at December 31, 2007 appratdéd $19.6 million. In addition, Bear Stearns was
initial purchaser of the Convertible Notes issuadvay 17, 2007 for which it received an aggregasealint of
$4.8 million. Also on May 17, 2007, the Companyteged in a pre-paid forward contract with Bear Btedo
purchase approximately 3.5 million shares of then@any’s common stock for $69.8 million to be defaein 5
years. Also, Bear Stearns makes a market for tmve&tble Notes.

The Company has employment and -competition agreements with all of its executiviicefs. Suct
agreements provide for employment and related cosgt®n and restrict the individuals from competivith
the Company. The agreements also provide for thet@f stock options under the Company’s stockoopti
plans and for severance upon termination undeurmistances defined in such agreements.

As a condition to the closing of the Identix mergee Company and-1 Investment Partners LLC entet
into a Termination and Noncompete Agreement whachong other things, (1) terminated all arrangements
whereby L-1 Investment Partners LLC and its affii&provided financial, advisory, administrativeother
services to the Company or its affiliates, andp{@hibits L-1 Investment Partners LLC and its &ifiés from
engaging or assisting any person that competestlgii indirectly with the Company in the busineés
biometric, credentialing and ID management busiaegsvhere in the United States or anywhere elsieein
world where the Company does business, or plads tmusiness or is actively evaluating doing busirksing
the restricted period; provided however that thedoing does not restrict L-1 Investment Partnér§ and its
affiliates from retaining its investment in and &itvg AFIX Technologies, Inc. The restricted periods co-
terminously with the term of Mr. LaPenta’s employthagreement with the Company, dated as of Aug@ist 2
2006, and for a twelve month period following thpieation of the term of Mr. LaPenta’s employment
agreement.

On April 23, 2007, the Company entered into an eygé arrangement with Mr. Robert LaPenta, Jr.
son of the Company'’s Chief Executive Officer, toveeas Vice President, M&A/Corporate Development.

In connection with the acquisition of Integrate@ietric Technology, Inc*‘IBT"") in December 2005, tt
Company issued warrants to purchase 440,000 sbcesnmon stock with an exercise price of $13.75spare
to L-1 Investment Partners LLC, of which 280,008 eurrently exercisable and 160,000 will become@sable
upon IBT meeting a specified level of operatingfpenance.

In December 2005, Aston, completed a $100 millmrestment in and became the beneficial owner of1
than 5% of L-1's outstanding common stock. In adeace with the terms of the investment agreemeft, L
issued to Aston warrants to purchase an aggre/dté@0,000 shares of L-1's common stock at anaser
price of $13.75 per share, which are fully exetoisand expire in December 2008.
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The directors of L-1 and the retired directorsdsritix and Viisage received the following compeiosain
connection with the merger with Identix (See Nog: 1

« Each independent Identix board member receivect-time cash payment of $25,000 at the closin
the merger

* The three independent Identix directors who werebers of the special s-committee related to tt

merger each received a one-time cash payment od@25n lieu of board fees and 9,000 shares of L-1

restricted stock at the closing of the mer¢

« Identix independent board members who did not ooetias directors of L-1 retired from the Identix
board at the closing of the proposed merger areived (i) two years to exercise vested options, and
(if) one-time cash payment of $100,000 at the olgsif the merger. These directors also entered into
one-year consulting agreements wit-1, pursuant to which they will each receive a fe$39,000;

« Viisage's independent board members who did noticoa as directors of L-1 retired from the
Viisage board at the closing of the proposed meagdrreceived (i) two years to exercise vested
options, and (ii) or-time cash payment of $100,000 at the closing oftikeger;

* The continuing independent Viisage directors weentpd an aggregate number of 80,000 fully vested

stock options at the closing of the mer

In December 2006, L-1 granted 25,000 stock optioreach of four new directors at an exercise phee
was equal to market value at the date of grants&yuently the stock options vesting terms were figatjiat
which time pursuant to SFAS No. 123(R) a new mesment date was established; at such date the nyaiket
was below the exercise price. These grants vestdyears.

4. ADDITIONAL FINANCIAL INFORMATION

Property and equipmer
Property and equipment comprises the followingfd3ezember 31, 2007 and 2006 (in thousands):

December 31, Weighted Average

2007 2006 Useful Life
System assets $ 52,101 $ 48,437 3-5years
Computer and office equipment 9,213 4,377 3-5years
Machinery and equipmel 2,467 678 2 years
Leasehold improvemen 1,693 423 5 years
Other- including tooling and demo equipment 3,99 ,588 2-5 years

69,465 58,504
Less, accumulated depreciation 46,014 38,576

$ 23451 $ 19,928

Depreciation expense on property and equipmerthéoyears ended December 31, 2007, 2006 and 2005

was $9.1 million, $8.5 million and $6.3 million,sgectively.

Inventory
Inventory comprises the following as of DecemberZ107 and 2006 (in thousands):

December 31,

2007 2006
Purchased parts and materials $ 12,772 $ 8,482
Work in progress 386 209
Finished good 8,376 2,276

$ 21,534 $ 10,967
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Approximately $3.5 million and $3.2 million of inméory at December 31, 2007 and 2006, respectively,

was held at customer sites.

Goodwill

Goodwill comprises the following for the years edd#ecember 31, 2007 and 2006 (in thousands):

Identity

Solutions Services Total
Balance, January 1, 20! $ 93853 $ 58371 $ 152,224
Identix merger 659,550 — 659,550
Iridian acquisition 28,126 — 28,126
SecuriMetrics acquisition 29,294 — 29,294
SpecTal acquisitio — 78,994 78,994
Other 2,612 643 3,255
Balance, December 31, 2006 813,435 138,008 951,443
ComnetiX acquisition — 15,046 15,046
ACI acquisition — 49,761 49,761
McClendon acquisitiol — 54,723 54,723
Additions (reductions) of deferred tax asset vature

allowance (35,95) 560 (35,39)

Other, ne 7,111 11,577 18,688
Balance, December 31, 20 $ 784,595 $ 269,675 $ 1,054,270

During the year ended December 31, 2007, the Coynanorded an adjustment to increase goodwi
$8.5 million, with a corresponding increase to &ddal paid-in-capital, as a result of valuing \eebstock
options assumed on the date the merger agreemiinidentix was announced, rather than the datetaohathe
merger was consummated.

Approximately $183.6 million of goodwill is dedubté for income tax purposes. In connection with
reduction of a portion of the deferred tax assétatin allowance, the Company recorded a tax lieofef
$35.4 million as a reduction of goodwill.

Intangible asset:
Intangible assets comprise the following as of Dewer 31, 2007 and 2006 (in thousan:

December 31, 2007 December 31, 2006
Accumulated Accumulated
Cost Amortization Cost Amortization
Acquisition related intangibles:

Completed technology $ 121,207  $ (27,210% 124,452 $ (7,462

Core technolog! 5,600 (2,019 5,500 (785

Trade names and tradema 28,514 (2,459 25,600 (557
Customer contracts and relationships 65,583 (15,808 31,692 (9,78%
220,904 (47,489 187,244 (18,589

Non-acquisition intangible 14,166 (3,349 2,103 (660

$ 235,070 $ (50,833 $ 189,347 $ (19,249

Amortization of intangible assets for the yearsezhBecember 31, 2007, 2006 and 2005, was
$30.1 million, $14.3 million and $6.1 million, resgtively. Amortization of acquisition related ingible assets
for the subsequent five years and thereafter fsllsvs: $27.9 million, $25.5 million, $23.5 millig
$22.4 million, $21.3 million and thereafter is $2nillion, respectively. In 2007, the Company retzat an
impairment of $5.0 million for intangible assetfated to certain acquired product lines. In 2008pfving the
merger with Identix, the Company evaluated its Kingd assets
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in light of the strategy and plans of the combinethpany. In that connection, the Company recordehgible
asset impairments of $10.5 million. In 2007, ceriatangibles with an aggregate cost of approxiipaié.9
million (primarily software) were reclassified frofixed assets to intangible assets.

Accounts payable and accrued expen

Accounts payable and accrued expenses compridelving as of December 31, 2007 and 2006 (in
thousands):

December 31,

2007 2006
Accounts payable $ 38,396 $ 15,403
Accrued compensation 13,380 11,338
Accrued vacation 6,798 3,704
Accrued subcontractor cos 3,091 6,143
Accrued professional servic 5,905 5,804
Accrued retirement contributions 3,887 3,354
Other 10,092 9,061

$ 81,549 $ 54,807

Warranty reserve:
The activity in the warranty reserves for the yearded December 31, 2007 and 2006 comprises the
following (in thousands):

Balance, January 1, 2006 $ 34
Warranty reserves assumed through acquisitions 51,44
Provisions 787
Charges (606
Balance, December 31, 2006 1,660
Provisions 619
Charges (1,639
Balance, December 31, 2007 $ 645

Warranty reserves were not material prior to 2006.

Accounts receivable reservi

The activity in the accounts receivable reservestfe years ended December 31, 2007 and 2006 ceespri
the following (in thousands):

Balance, January 1, 2006 $ 1
Additions 682
Write-offs —
Balance, December 31, 2006 683
Additions 571
Write-offs (40
Balance, December 31, 2007 $ 1,214

Accounts receivable reserves were not materiat poi@006.
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Products and Services Revent

The following provides details of the products @edvices revenues for the years ended Decemb@087,
and 2006 (in thousands):

2007 2006
Secure credentia $ 31,323 $ 31,920
Biometric devices 100,691 36,769
Consumables and components 25,846 19,310
Software 19,036 6,600
Maintenance 24,580 9,304
Other solution: 10,057 13,515
Enroliment services 61,001 33,867
Government services 116,973 13,101
Total revenues $ 389,507 $ 164,386

During 2005, substantially all revenues were sohgirevenues, of which $29.2 million representedise
credentials revenues, $18.6 million representedwmables and components and the remainder repedsent
hardware, software, and maintenance and otherisodutevenue. In addition, enroliment services nexs were
$0.6 million.

5. LONG-TERM DEBT

Convertible Senior Notes

On May 17, 2007, the Company issued $175.0 millibconvertible senior notes (the “Convertible Nsite
or “Notes") with a conversion feature which allsvthe Company the option to settle the debt eithshares of
common stock or to settle the principal amountashcand the conversion spread in cash or commok. Stbe
proceeds of the Convertible Notes offering, nedeferred financing costs amounted to $168.7 millRarsuant
to the provisions of SFAS No. 133, EITF 90-19 at@ifE01-06, the embedded conversion feature habewrn
deemed a derivative since the conversion featurelexed to Company’s stock and would be classéigd
equity.

The Notes are governed by an indenture, dated Magdo7 (the “Indenture”), between the Company an
The Bank of New York, as trustee. The Notes wilcbavertible only under certain circumstances,esdbed
below. If, at the time of conversion, the daily wwle-weighted average price per share for a 25ngady
period calculated in accordance with the Indentasedefined in greater detail in the Indenture WXP") of
the Company’s common stock is less than or equBB200 per share, which is referred to as the base
conversion price, the Notes will be convertibleil.25 shares of common stock of the Company 0%
principal amount of the Notes, subject to adjustnugon the occurrence of certain events. If, atithe of
conversion, the VWAP of the shares of common saftke Company exceeds the base conversion price of
$32.00 per share, the conversion rate will be detesd pursuant to a formula resulting in holdeeg'aipt of up
to an additional 14 shares of common stock per0flLpBincipal amount of the Notes, subject to adjestt upon
the occurrence of certain events and determineete®rth in the Indenture. The Notes are convertiintil the
close of business on the second business day iratedpreceding May 15, 2027, in multiples of $D,00
principal amount, at the option of the holder unitierfollowing circumstances: (1) during the fivesmess-day
period after any five consecutive trading day peibe “measurement period”) in which the tradipgce the
Note, for each day of such measurement period esssthan 98% of the product of the last reportésimice of
shares of common stock of the Company and thecgipé conversion rate for such trading day; (2)rduany
fiscal quarter after September 30, 2007, if theregorted sale price of shares of common sto¢ck@Company
for 20 or more trading days in a period of 30 censige trading days ending on the last trading afathe
immediately preceding calendar quarter is gredi@n or equal to 130% of the base conversion pricthe
related trading day; (3) if the Company calls anglbof the Notes for
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redemption; and (4) upon the occurrence of spetif@porate transactions described in the Indentijpen
conversion, the Company has the right to delivereshof common stock based upon the applicableecsion
rate, or a combination of cash and shares of constomk, if any, based on a daily conversion vatidescribed
above calculated on a proportionate basis for gacling day of a 25 trading-day observation perindhe
event of a fundamental change as specified inrtieriture, the Company will increase the conversatm by a
number of additional shares of common stock spegtifi the Indenture, or, in lieu thereof, the Comypmnay in
certain circumstances elect to adjust the conversite and related conversion obligation so thaf\tbtes will
become convertible into shares of the acquiringuoviving company.

The Notes bear interest at a rate of 3.75% perpagable semiannually in arrears in cash on Magrid
November 15 of each year, beginning November 167 20he Notes will mature on May 15, 2027, un
earlier converted, redeemed or repurchased. Thep@oymay redeem the Notes at its option, in whoie o
part, on or after May 20, 2012, subject to prictigeas provided in the Indenture. The redemptigcepduring
that period will be equal to the principal amouhth® Notes to be redeemed, plus any accrued gpaidin
interest. The holders may require the Companyganahase the Notes for cash on May 15, 2012, Magas7
and May 15, 2020. Pursuant to the provision of SF&S. 150 and 133, the embedded redemption and
repurchase provisions have not been separatedtfreimost contracts and accounted for as derivakigeause
such embedded derivatives are deemed to be ciadllglosely related to the host contract.

The Convertible Notes are structurally subordinaeeall liabilities of L-1 Operating Company. Under t
term of the revolving credit agreement, L-1 Opem@iCompany may not make any dividend payment to the
Company except to permit the Company to make sdbddterest payments on the subordinated debo ap t
maximum of $10.0 million per year and certain adstiative expenses. However, the Company may prepay
redeem or repurchase the convertible notes in ateoun in excess of proceeds from the issuancedifianal
equity securities of the Company.

Revolving Credit Agreement

On October 19, 2006, the Company entered into arnted and Restated Credit Agreement
“Agreement”) by and among the Company, Bank of éioa, N.A. (the “Bank”), Bear Stearns, Wachovia
Bank, Credit Suisse, Societe Generale and TD BankhiNto amend and restate the Credit Agreemereddss
of August 16, 2006, by and between the CompanytlE@ank. The Agreement provides for a revolvinedir
facility of up to $150.0 million, with the potentitor up to $50.0 million in additional borrowingt order to
borrow under the facility, the Company is requite¢tomply with certain covenants as more fully izl
below, some of which may limit the amounts borroweavailable. The Agreement provides that up to
$25.0 million of the total facility amount may bead for the issuance of letters of credit. At Delsen81, 2007,
the variable interest rates ranged from 6.4% 866 The Company had approximately $57.3 million knidée
under the revolving credit facility. The amount #aale under the revolving credit facility is redtby
outstanding letters of credit of $8.7 million.

Amounts borrowed under the Agreement bear intdéoestny interest period (as defined in the Agreetn
at the British Bankers Association LIBOR Rate, pusargin of 1.75% (subject to adjustment to a minn
margin of 1.50% and a maximum margin of 2.00% basethe Company’s indebtedness to EBITDA ratio
described below), and must be repaid on or befatelf@r 19, 2011. The Company also has the optiomw
at a fluctuating rate per annum equal to the highi¢a) the Federal Funds Rate plus 1/2 of 1% ajhthe rate of
interest in effect for such day as publicly annadhfrom time to time by Bank of America as its ifpe rate”,
with respect to base rate loans plus the margicribes! above. If the Company has not borrowed\adllable
amounts under the facility, it must pay a committfer of 0.375% per annum on such unutilized anmsukit
December 31, 2007, debt outstanding under the Aggaewas $84.0 million.
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In accordance with the Agreement, borrowings aceirsel by all assets of the Company and certaitsof i
affiliates. The Company is required to maintainfilwing financial covenants under the Agreement:

« As of the end of any fiscal quarter, the ratioref Compan’s consolidated EBITDA (as defined in t
Agreement) to consolidated interest charges (aeetfn the Agreement) for the period of the prior
four fiscal quarters may not be less than 2.5@,lb@ginning with the fiscal quarter ending on
December 31, 2006. At December 31, 2007 the radi® W69:1.0C

« As of the end of any fiscal quarter, the ratioref Compan’s consolidated funded indebtedness
defined in the Agreement) to its consolidated EBATIOr the period of the prior four fiscal quarters
may not be more than: (i) 4.50:1.00 at Decembe28Q7, March 31, 2008 and September 30, 2008,
(i) 4.25: 1.00 at September 30, 2008, and (ii)04.1.00 at December 31, 2008 and at the end of eac
fiscal quarter thereafter. At December 31, 2007 #tie was 1.33:1.0(

Under the terms of the Agreemen-1 Operating Company may incur, assume or guaramsecure(
subordinated indebtedness of up to $200 milliontaedCompany may incur an additional $25.0 miliidn
unsecured convertible subordinated indebtednessngrother restrictions, the Agreement limits ther(Pany’s
ability to (i) pay dividends or repurchase capst@ick, except with the proceeds of equity issuanc@ermitted
subordinated debt, (ii) incur indebtedness (sulijete exceptions described above, among oth@rgs)ncur
liens upon the collateral pledged to the Bank, &) or otherwise dispose of assets, includingtabgtock of
subsidiaries, (v) merge, consolidate, sell or otfig dispose of substantially all of the Compamagsets,

(vi) make capital expenditures above certain thokeish (vii) make investments, including acquisitdor cash in
excess of $300 million in the aggregate and (eiiijer into transactions with affiliates. These cmres are
subject to a number of additional exceptions ardglifications. The Agreement provides for customevgnts of
default which include (subject in certain casesustomary grace and cure periods), among othenpayonent,
breach of covenants or other agreements in theehgzat, payment defaults or acceleration of other
indebtedness, a failure to pay certain judgmentscantain events of bankruptcy, insolvency or raaigation.
Generally, if an event of default occurs, the Bamith the consent of lenders holding a majoritythef aggregate
commitments under the facility, may declare allstatding indebtedness under the Agreement to barmhiie
payable. At December 31, 2007, the Company wasritptiance with these covenants.

6. PRE-PAID FORWARD CONTRACT

In connection with the issuance of the Convertiitges on May 17, 2007, the Company entered it
contract with Bear Stearns to purchase 3,490,4afestof the Company’s common stock at a purchase pf
$20.00 per share. Under the agreement, Bear Stisarerguired to deliver the shares to the Comparipril-
May 2012. The transaction is subject to early eetént or settlement with alternative consideraitiothe event
of certain significant corporate transactions saslka change in control. At closing of the Convéetotes, the
Company settled its obligation under the pre-paid/éird contract to Bear Stearns for cash of $69l&m As
required by SFAS No. 150, the fair value of thegdtion (which is equal to the cash paid) has E@ounted
for as a repurchase of common stock and as a fedwftshareholders’ equity. Under terms of thetcamt, any
dividend payment that Bear Stearns would otherbyésentitled to on the common stock during the teftine
contract would be paid to the Company.

7. COMMITMENTS AND CONTINGENCIES

Leases

The Company leases certain equipment and facilisesl in its operations under non-cancelable dpgrat
leases. Rental expense for operating leases foretdrs ended December 31, 2007, 2006 and 2005 was
approximately $5.5 million, $2.2 million and $0.8llfon, respectively.

In addition, the Company had capital lease obligegtiof $0.2 million at December 31, 2007.
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At December 31, 2007, approximate future minimuntats under the operating leases, are as follaws (i
thousands):

Operating
Leases
Year Ending December 3

2008 $ 5,101
2009 3,881
2010 3,284
2011 2,623
2012 2,586
Thereafter 4,141
$ 21,616

Foreign Currency Contracl
As of December 31, 2007, the Company did not etifiny foreign currency forward contracts.
Employment Agreemer

The Company has employment agreements with cendividuals that provide for up to two years of
severance payments as a result of early terminatithrout cause. The agreements also provide for non
competition either directly or indirectly for up two years after the termination of employment.

8. LITIGATION

In January 2004, LG Electronics USA, Inc. and L@dHlonics, Inc. (a Korean corporation) (“LG") étl a
lawsuit against Iridian Technologies, Inc., a whaivned subsidiary of the Company, in federal couew
Jersey seeking to cancel Iridian’s federal trad&megistration for its IrisAccess trademark, anldgihg that
Iridian had made false statements by announcirtgtthad discontinued its IrisAccess line of protud@t the
time LG filed this lawsuit, the parties had beegaged in an ongoing negotiation regarding Iridian’s
introduction of new standard pricing for its licessLG contended that Iridian was not entitlecripase its new
standard “per user” pricing on LG pursuant to teems of the parties’ 2000 Amended and Restated
Development, Distribution and Supply agreement (ttieense Agreement”). In August 2004, LG filed a
demand for arbitration before the American ArbitnatAssociation, seeking a finding that its fee dsing
Iridian’s iris recognition technology remained la¢ toriginal "per unit” pricing structure undereH_icense
Agreement. Shortly thereafter, Iridian terminateel License Agreement due to LG’s failure to payattgs as
required under Iridian’s new standard pricing.ésponse, LG filed another lawsuit in New Jersegfaldcourt,
asking the court to enter a finding that Iridiatésmination of the License Agreement was impropef that
LG’s continued use of Iridian’s technology did imftinge upon Iridian’s patent rights. The issuesll three
cases have since been consolidated into one gminding in New Jersey federal court, and are bigiggted
pursuant to a series of amended complaints filed®ylridian vigorously denies all of LG’s claimsais
counterclaiming for LG’s breach of contract, inffement of Iridian’s patents and copyrights, and
misappropriation of Iridian’s trade secrets. LG hgdlied to Iridian’s counterclaims and has assetefenses
that include, among other things, the alleged iditglor unenforceability of Iridian’s patents, gofghts and
trade secrets. Late in 2006, the court allowed & @&itther amend its complaint to add allegationardftrust
violations by Iridian and on July 5, 2007, the dallowed LG to amend its complaint again to asskims
against L-1 and SecuriMetrics as defendants. hitis requested to assert additional counterclagamst LG
and such request remains pending while the Condwts mediation with all parties in an effort éach
settlement terms. Iridian believes that it hasrgrdefenses to all of LG’s claims and a strongstspursue all
of Iridian’s counterclaims, and intends to vigorgwdefend against LG’s claims and pursue its own
counterclaims if a settlement is not reached. it th

F-27




Table of Contents

time, it is not possible to predict with certairkye outcome of this litigation or the terms or mbttity of any
settlement. A material adverse ruling againstandiespecting either the underlying contract claims
enforceability of Iridian’s intellectual propertights could materially adversely impact the val@iehe
Company'’s investment in Iridian and its iris recitigm technology. Pre-trial proceedings in the aiitgted
action are ongoing and no trial date has yet been s

In March and April 2005, eight putative class actiawsuits were filed in the United States Dist@cturt
for the District of Massachusetts against L-1, Biernard C. Bailey, Mr. William K. Aulet (the Compga
former Chief Financial Officer) and Mr. Denis K. iB&e and other members of the Board of Directors of
Viisage Technology, Inc. (“Viisage™). These lawisihave been consolidated into one action undercase
name: In re: Viisage Technology Securities LitigatiCivil Action No. 05-10438-MLW (the “Securities
Litigation™). The so-called Turnberry Group haselbedesignated as lead plaintiff and its counsebleas
designated as lead counsel. The amended consdlicateplaint that was filed in February 2006 alleges
violations of the federal securities laws by Viisggow named L-1 Identity Solutions, Inc.) and aerbfficers
and directors arising out of purported misstatesant omissions in Viisage's SEC filings relatedectain
litigation involving the Georgia drivers’ licensertract and related to the Viisage's reported nlter
weaknesses in internal controls over financial répg, which allegedly artificially inflated the joe of the
Company'’s stock during the period May 12, 2004 dlgitoMarch 2, 2005. In April 2006, the Company fiked
motion to dismiss this case. In February 2007jutige dismissed all claims related to the Georgieeds’
license contract and permitted the case to prooreraims associated with purported internal cdntro
weaknesses over financial reporting. On July 1972€he Company and counsel for the lead plaiesfcuted a
Stipulation of Settlement settling the Securitiégtigiation. Under the terms of the Stipulation oft®enent, the
defendants were to make a payment to the plauiéiffs in the amount of $2.3 million. That paymeasunded
by the Company’s directors and officer’s insuraoagier. After notice to the class and a hearihg,Court
issued an order approving the settlement on Noveti®e2007. No appeal from that order was filed| @fas
become final.

In April 2005, two purported shareholder derivataaions also were filed against directors, nan
Viisage as a nominal defendant. The suits clairnttiese directors breached their fiduciary duties
to Viisage's shareholders and to Viisage generaliyonnection with the same set of circumstandeged in
the class action lawsuit. The complaints are dévigan nature and do not seek relief from the Camp One of
these actions was filed in Massachusetts Supedart@nd the other was filed in the United Statéestriat Court
for the District of Massachusetts. In July 200%, state court action was dismissed with prejudicbea
plaintiff's request. An amended complaint in theefeal court derivative action was filed in July 838 which
the plaintiff added allegations regarding disclesuy Viisage's representatives that generally apfpebe
intended to support her contention that she wassed:from making a demand on the board of direttefsre
filing a derivative complaint. The Company filednmtion to dismiss the amended complaint. Afterfingeand
oral argument, the Court issued a memorandum aiet atlowing the motion and dismissing the amended
complaint on August 23, 2007. The plaintiff filechatice of appeal from this order on Septembe287. The
Company anticipates that briefing and argumentreete First Circuit Court of Appeals will be coref# before
the end of the 2008. The Company believes thavalire actions are without merit and that the Dist€ourt’s
decision will be affirmed.

In the normal course of business, the Companytigstto litigation, investigations, proceedingsjms or
assessments and various contingent liabilitieslemtial to its businesses or assumed in connecfibrbwsiness
acquisitions, including those described above coedance with SFAS No. Bccounting for Contingencie,
the Company records a liability when managemeriebes that it is both probable that a liability fesen
incurred and can reasonably estimate the amouhegiotential loss. The Company believes it hasaate
provisions for any such matters. The Company revithese provisions quarterly and adjusts thesegions to
reflect the impact of negotiations, settlementings, advice of legal counsel and other informagmd events
pertaining to a particular matter. However, litigatis inherently unpredictable and it is therefpossible that
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the consolidated financial position, results ofrapiens or cash flows of the Company could be nieltgr
adversely affected in any particular period byuhéavorable resolution of one or more of theseiogencies.

9. RETIREMENT BENEFITS

The Company established the L-1 401(k) plan onaini, 2003. Participants are fully vested in their
contributions and vest 25% per year in L-1's cdnttions. The Company also has assumed four othes fitom
it acquisitions in 2006 and 2007 which have nonb@erged into the L-1 401(k) plan as of Decembe2B07.
Company contributions on two of the assumed pl&s$sv20% annually over a five year period. Onwe t
other plans, the Company’s contributions vest imiatety. The plans permits pretax contributions by
participants of up to the annual Internal Revenervige dollar limit. The Company may make discnegiy
contributions to the plans, subject to certaintations. The costs for these plans were approxignate
$5.4, $1.0 million and $0.2 million for the yearsled December 31, 2007, 2006, and 2005, respegctivel

10. INCOME TAXES

For the years ended December 31,

2007 2006 2005
Pretax income (loss) comprises the follov
(in thousands)
United State: $ (6949 $ (20,709 $ (3,019
Foreign 613 (7,525 (2,959

$ (6,335 $ (28233 $ (597}

The (benefit) provision for income taxes comprigesfollowing (in thousands

For the years ended December 31,

2007 2006 2005
Current
Federa $ 2877 $ — 3 —
State 654 354 274
3,531 354 274
Deferred
Federal (4,653 (6,276 (1,712
State (1,289 (1,500 (732
Foreign 258 (1,909 —
(5,683 (9,685 (2,444
Change in valuation allowance (21,349 12,135 3,552
(Benefit) provision for income taxes $ (2400) $ 2804 $ 1382

The income tax provision for the years ended Deeer8lh, 2006 and 2005 includes approximately $2.4
million and $1.1 million, respectively, which repent the increase in the valuation allowance iresexof the
corresponding increase of the related deferredsagts. Pursuant to SFAS No. 109, such provisisrecrded
as a result of the amortization of tax deductitdedill, for which the period of reversal of thdated
temporary difference is indefinite; accordinglye trelated deferred tax liability could not be usedffset the
deferred tax assets in determining the valuatimwaince.

The Company is subject to income tax examinatigns 1$. Federal and other jurisdictions for tax gear
ended subsequent to December 31, 2003. HoweveEGdimpany's loss carryforwards are subject to adjest
by state and federal tax authorities in yearsdhe tarryforwards are used to
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reduce taxable income. The Company believes thaidome tax filing positions and deductions wél b
sustained on audit and does not anticipate anyst@nts that will result in a material adverseafte the
Company'’s financial condition, results of operasipar cash flows. Therefore, no reserves for uageimcome
tax positions have been recorded pursuant to FIN'B8 consolidated financial statements do notifelany
provision for interest or penalties. In the evenieiest and penalties are incurred, the Companymake an
election to account for interest expense and piesattlated for income tax issues as income tarmesg

A reconciliation of the federal statutory rate i@ Company's effective tax rate for the years ended
December 31, 2007, 2006 and 2005 is as follows:

2007 2006 2005
Federal benefit statutory re (34.0% (34.0% (34.0%
State and local taxes, net of federal benefit )(6.6 (2.7 (4.9
Permanent and other items 6.5 3.6 23
Valuation allowance (3447 430 594
Effective tax rate (3788% _99% _23.1%

The components of the deferred tax assets anditietbas of December 31, 2007 and 2006 are asvisl
(in thousands):

2007 2006
Deferred tax assets (liabilities):
Net operating loss carryforwar $ 122,106 $ 115,23C
Property and equipment depreciat (1,599 (2,490
Intangible assets (44,860 (47,8179
Accruals and other reserves 8,153 9,440
Stocl-based compensation expel 5,632 1,835
Tax deductible goodwill amortizatic (8,945 (4,394
Tax credits 3,365 3,876
Net deferred tax asset before valuation allow: 83,852 75,680
Valuation allowance (33,309 (80,0794
Net deferred tax asset (liabilit $ 50546 $ (4399
Deferred tax asset (liability):
Current $ 13253 $ =
Long-term 37,293 ($4,394)

$ 50546 _(84,394)

At December 31, 2007, the Company has availablepetating loss carryforwards for federal tax psgs
of approximately $317.8 million which may be usededuce future taxable income and includes $1@lbm
of tax deductions related to stock option exercisesdax benefit of which have not been recognized.
Substantially all of these carryforwards are subfjedimitations pursuant to the change in conmalvisions of
Section 382 of the Internal Revenue Code. The Cagpas made an analysis of these limitations acatded
deferred tax assets only to the extent these reztiipg loss carryforwards can be realized dutireg t
carryforward period. These carryforwards expirexfrd008 through 2027.

In 2007, the Company recognized tax benefits focksbptions exercised during 2007. The ber
recognized net of the related stock compensatiperese was $2.4 million, of which $2.2 million waseorded
as a reduction of goodwill and $0.2 million as acréase in shareholders’ equity. The utilizatioteafbenefits
related to stock option exercises is determineédbas ordering required by the tax relevant reguriat

F-30




Table of Contents

11. STOCK OPTIONS
Stock Option Plan

L-1 has the following stock based incentive plang T896 Management Stock Option Plan and the
Director Stock Option Plan (the “Option Plans gimit the Board of Directors to grant incentive and
nonqualified stock options to employees and officerd nonqualified stock options to directors.00%, the
Company adopted the 2005 Long-Term Incentive Rtz ‘(2005 Plan”), which provides for the issuanafe
non-qualified stock options and incentive stockapg, as well as stock purchase rights, stock ajgtien rights
and long-term performance awards to eligible empésy officers and directors. Incentive stock ostiare
granted at fair market value and are subject taghjgirements of Section 422 of the Internal Reee@ade of
1986, as amended. Nonqualified options are graattedercise prices determined by the Board of Birec To
date, options granted to directors have vesteeeithmediately or between one to four years froendhte of
grant. Options granted to officers and employeesgaly vest over four years or, in limited circuarces,
earlier if certain performance criteria are achiév&ll options granted under these plans expireytars from
the date of grant. In 2001, the Company adopte@®@4 Stock in Lieu of Cash Compensation for thee€brs’
Plan to compensate non-employee members of thelRddirectors. This plan allows directors to elext
receive their board compensation in cash or soth the 1996 Management Stock Option Plan and 99é
Director Stock Option Plan expired and no new share available to grant from these plans.

In connection with the ZN Vision Technologies A**ZN'") acquisition on January 23, 2004, the Comg
assumed ZN’'s Employee Share Option Plan. The aptioder this plan were fully vested prior to the
consummation of the acquisition. As part of theding Automation, Inc. (“iA™) acquisition on Octady 5,
2004, the Company assumed iA’s stock option pl@msions previously issued under the plans werg frésted
as of the close of the transaction

In connection with the merger with Identix in 20@te Company assumed all of the then outstan
options granted under the Identix Incorporated 2B§@ity Incentive Plan (the “2002 Plan”), the tutéex
Incorporated New Employee Stock Incentive Plan|deatix Incorporated Non-Employee Directors Stock
Option Plan, the Identix Incorporated Equity InéeatPlan, the Visionics Corporation 1990 Stock OptPlan,
the Visionics Corporation 1998 Stock Option Plarg ¢he Visionics Corporation Stock Incentive Plaséd on
the exchange ratio of 0.473. The 2002 Plan willirexim 2012 and provides for the discretionary ahafr
options, restricted stock, stock purchase righesfopmance shares or any combination of these anart-1
eligible employees, and non-employee directorscamsultants. Options generally vest on an annuslmver a
period of four years. Options granted under thetiddncorporated New Employee Stock Incentive Pilahich
will expire in 2010, generally vest on an annuaibaver a period of four years. Options grantedieurthe
Identix Non-Employee Directors Stock Award Plantwaser one year. Options granted under the |defxjity
Incentive Plan generally vest over a four yearqeeri
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Details of the stock options available for grand antstanding by stock option plan are set forfowe

Stock Plan

Available Stock
for options
grant outstanding

2005 L-1 Identity Solutions Lor-Term Incentive Pla
2002 Identix Incorporated Equity Incentive P

ZN Employee Stock Option Plan

2005 Identix Incorporated Non- Employees DirectianP
2003 Imaging Automation Plan

1996 Viisage Directors Ple

1996 Viisage Management PI

2000 Identix Incorporated New Employee Plan
Visionics Corporation 1990 Stock Incentive Plan
Identix Incorporated New Employee PI

Visionics Corporation 1998 Stock Incentive P
2005 Identix Director Stock Plan

Visionics New Jersey Stock Incentive Plan

Stock Option:

1,802,390 2,125,482
37,833 2,503,02:
= 315,679

— 15,152

= 747

— 146,990

= 607,123

— 512,984

— 8,843

— 702,996

— 223,724

— 219,945

= 145,418
1,840,223 7,528,106

The following table summarizes the stock optiorvagtunder all plans from January 1, 2007 through

December 31, 2007:

Weighted
Average
Remaining
Contractual
Life Aggregate
(in years) Intrinsic Value

Weighted
Stock Average
Options Exercise Price
Outstanding at January 1, 20 6,370,051 $ 12.96
Grantec 2,359,981 18.40
Exercised (962,85 10.49

Canceled/expired/forfeited

Outstanding at December 31, 2007
Vested or expected to vest at December 31, (1)
Exercisable at December 31, 2007

(239,069  25.76
7,528,106  $ 15.02
5,691,248  $ 11.35
3,718991 $ 12.76

_7.27 _$ 21,767,160
7.27 _$ 20,991,973

.45 $ 22,521,63¢

o

(1) Options expected to vest are determined by applyiagre-vesting forfeiture rate assumptions taltot

outstanding options
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The following table summarizes information concegnoutstanding and exercisable stock options as of

December 31, 2007:

Options Outstanding

Options Exercisable

Weighted
Average Weighted Weighted
Number Remaining Average Number Average
Outstanding Contractual Exercise Exercisable Exercise
Range of Exercise Price As of 12/31/07 Life (years) Price As of 12/31/07 Price
$ 0.03-$% 9.80 786,748 4.85 $ 361 771,111 $235
10.00-11.85 770,89¢ 5.76 10.93 692,861 10.89
12.00- 13.94 791,042 5.94 12.85 726,292 12.77
14.27 - 14.27 55,655 4.90 14.27 55,655 14.27
14.55 - 14.55 1,170,000 8.66 14.55 292,500 14.55
14.60 - 16.43 1,031,040 7.73 15.92 539,691 15.67
16.55-18.00 930,387 8.33 17.40 222,246 17.20
18.04-19.31 1,063,20C 9.16 19.10 49,000 18.86
19.50 — 29.60 798,601 6.95 21.06 239,101 23.35
29.73 -59.38 130,534 266 31.27 130,534 31.27
Totals 7,528,10€ 727 $ 15.02 3,718,991 $ 12.76

The aggregate unearned compensation cost of udvegtians outstanding as of December 31, 2007 was
$30.9 million and will be amortized over a weightacrage period of 3.0 years.

The total intrinsic value of options exercisedtie years ended December 31, 2007, 2006, and 2095 wa
$7.9 million, $3.7 million, and $1.4 million, respively. The intrinsic value is calculated as tliiéedence
between the market value of the Company’s commmeksand the exercise price of options.

Cash received from stock option exercises and jasehof shares under the employee purchase plan was
$12.0 million, $7.2 million and $0.9 million in theears ended December 31, 2007, 2006, and 20G&atasely.

The fair value of option grants is determined ughgBlack-Scholes option pricing model with the
following weighted average assumptions:

Years Endec
December 31,

2007 2006 2005
Expected annual dividen(t) —% —% —%
Risk free interest rai(@) 4.2% 4.5% 4.3%
Expected volatility3) 61% 94% 110%
Expected life (in years}) 6.3 6.3 6.3
Fair value of option $ 1134 $ 1266 $ 12.07

(1)
()

The Company currently has no history or expectatiopaying cash dividends on its common stc

The risk free interest rate is based on the Uriitiadles Treasury yield for a term consistent with th
expected life of the awards in effect at the tirhgrant.

The Company estimates the volatility of its comnstwck at the date of grant based on historicaltilitya
The expected life of stock options granted undempians is based on an average life of 6.3 yi

®)
4)
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Restricted Share

L-1 had 1,972 unvested restricted shares issuedtogees outstanding at December 31, 2007 all otk
were granted in 2005. These shares vest ratablyaofmir-year period and had an aggregate grastfdatvalue
of approximately $0.1 million. In August 2006, iargunction with the merger with Identix, 27,000ljuested
shares were granted to Identix’ board membershtbaame L-1 board members, which resulted in rengrdi
compensation expense of approximately $0.4 millidre total unrecognized compensation cost related t
unvested restricted shares was approximately $0libmat December 31, 2007.

Employee Stock Purchase P

In 1997, the Company adopted the 1997 EmployeekSracchase Plan and reserved 136,000 shares of
common stock for issuance under the plan. The aseprice is determined by taking the lower 85%hef
closing price on the first or last day of periogdied by the plan. In 2006, the remaining 15,8&3%ss were
issued and the plan was exhausted. In August 2086Company’s shareholders approved the 2006 Ereploy
Stock Purchase Plan which will make available 500 @ew shares for future issuance. No shares i 2@0e
issued from this plan. In 2007, the Company issl2%]819 shares from the Employee Stock Purchase Pla

12. SEGMENT REPORTING AND GEOGRAPHICAL INFORMATI ON

The Company follows SFAS No. 13Djsclosures about Segments of a Business Enterpniddrelated
Information, which establishes standards for reporting infaionaabout operating segments. Operating
segments are defined as components of a comparsevdperating results are regularly reviewed byctief
operating decision maker in deciding how to alleaasources and assess performance. The Compaisfs ¢
operating decision maker is its Chief Executiveigif. Effective with the acquisition of IntegratBtbmetric
Technology (“IBT”) in December 2005, the Compasyiusiness operates in two business segmentsjehtty
Solutions segment and the Services segment. Thétid8olutions segment enables governments, law
enforcement agencies, and businesses to enhangéyseeduce identity theft, and protect persqmalacy
utilizing secure credential provisioning and autietion systems, biometric technology and thetaea
enhancement and/or utilization of identity databa3@e Services segment provides fingerprintingises to
government, civil, and commercial customers, as agbecurity consulting services to US Government
agencies.

The Company measures segment performance prinbasigd on revenues and operating income (loss) and
Adjusted EBITDA. Operating results by segment fa years ended December 31, 2007, 2006, and 268G ar
follows (in thousands):

2007 2006 2005
Identity Solutions:
Revenue: $ 202,594 $ 117,418 $ 65,603
Gross Profil 74,112 41,544 18,558
Operating Income (Loss) 477 (29,210 (6,559
Depreciation and Amortization Expense 32,513 21,115 12,357
Services
Revenue: 186,913 46,968 621
Gross Profit 46,964 9,313 98
Operating Income (Loss) 5,554 927 15
Depreciation and Amortization Expense 6,724 2,245 6 7
Consolidated
Revenue: 389,507 164,386 66,224
Gross Profit 121,076 50,857 18,656
Operating Income (Loss) 5,077 (28,288 (6,543
Depreciation and Amortization Exper 39,237 23,360 12,433
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Effective January 1, 2007, the Company began allugaorporate costs using a three factor formalsel
on sales, payroll and capital assets. Prior tovteeger with Identix, all corporate costs were alted to the
Identity Solutions segment. Included in the 200@ 2006 Identity Solutions segment results are asset
impairments and merger related expenses of $5lmind $22.7 million for the years ended
December 31, 2007 and 2006, respectively.

Total assets by segment as of December 31, 200ZG06lare as follows (in thousands):

2007 2006
Segment
Identity Solutions $ 1,001,171  $ 1,038,225
Services 382,574 183,352
Corporate 61,900 5,648
Totals $ 1,445,648 $ 1,227,22F

Corporate assets consist primarily of cash and egslvalents, deferred financing costs and netroedfeax
assets.
Revenues by market for the years ended Decemb&08Y, 2006 and 2005 are as follows (in thousands):

2007 2006 2005
State and Local $ 109,462 $ 69532 $ 37,683
Federa 269,685 89,640 25,300
Commercial/Emerging Marke 10,360 5,214 3,241

$ 389,507 $ 164,386 _ $ 66,224

The Compan’s operations outside the United States include lw-owned subsidiaries in Bochui
Germany and in Oakville, Canada. Revenues ardutid to each region based on the location of tiseomer.
The following is a summary of revenues, identifeabbsets and goodwill by geographic areas (in #rals:

2007 2006 2005
Revenues:
United States $ 360551 $ 149,792 $ 60,267
Rest of World 28,956 14,594 5,957

$ 389,507 $ 164,386 $ 66,224

Total Assets:
United State: $ 1,388,02¢ $ 1,211,38¢ $ 266,002

Rest of Worlc 57,620 15,839 28,106
$ 1,445,645 $ 1,227,225 $ 294,108

The Company did not have significant internatiss®es to individual countries in any year preser
13. ACQUISITIONS

2008 Acquisition

On January 7, 2008, the Company entered into aiteé agreement with Bioscrypt Inc‘Bioscryp®’'), a
leading provider of enterprise access control gmistheadquartered in Ontario Canada, to acquire al
outstanding Bioscrypt shares in a stock-for-stoakgaction. Under the terms of the definitive agreet, the
Company will purchase Bioscrypt shares for C$0.65share, representing a total purchase price of
approximately C$44.0 million (U.S. $44.9) milliontae
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exchange rate at December 31, 2007). Subject taiceonditions, the number of shares to be issugdyment
of the purchase price for the Bioscrypt sharesaget on the average closing price of the Compashgses on
the New York Stock Exchange for the 20 trading deryding five trading days prior to the closing dafi¢he
acquisition. The Company estimates that it willisspproximately 2.6 million shares in connectiatinthe
acquisition. In addition, the Company will assunuéstanding Bioscrypt stock options that are noresed
prior to the effective date of the acquisition. §atquisition is expected to close during March@&8d is
subject to Bioscript shareholder approval.

The results of operations of all acquisitions diésct below have been included in the consolidatezhtial
statements from their respective dates of acqoisiti

2007 Acquisitions
McClendor

On July 13, 2007, the Company acquired McClendo@ k' ‘McClendor''). The Company purchased all
the issued and outstanding shares of common sfddk@lendon from a newly-formed holding company #or
purchase price of $33.0 million in cash and $33illan (approximately 1.6 million shares) of the @pany’s
common stock for a total consideration of $66.0iami| subject to an adjustment based on McClendolo'sing
working capital, as defined. The number of shasesed was determined based on an average forifiegpec
period prior to closing. The Company acquired Me@len for the suite of technical and professionalises it
provides to the intelligence and military commuestand a customer base which complements the Cgfspan
portfolio. McClendon is included in the Servicegrsent.

The aggregate purchase price of McClendon was ajpately $68.7 million, including a working capif
adjustment of $1.0 million and $1.7 million of diteacquisition costs. Substantially all of the cpsktion of the
purchase price was funded by borrowings underebelving credit facility. Preliminarily, the purcse price has
been allocated as follows (in thousands):

Cash acquire $ 607
Other current assets 7,399
Other assets 421
Current liabilities (4,045
Note payable long-term (67)
Deferred tax liability (8,229
Intangible assets 17,900
Goodwill 54,723

$ 68,716

The purchase price allocation of McClendon is prglary. The final allocation will be based on final
analyses of identifiable intangible assets, comtmdjabilities and income taxes, among other thjrzgnd will be
finalized after the data necessary to compareriag/ses of fair value of assets and liabilitiestisained and
analyzed. Differences between preliminary and fallmications are not expected to have a materiphghon the
consolidated results of operations. None of thedgalbis deductible for income tax purposes.

ACI

On July 27, 2007, the Company acquired Advancect@uts, Inc. (“ACI"), pursuant to which the
Company acquired of all of the issued and outstapdhares of common stock of ACI from a newly-fodme
holding company for a purchase price of $71.5 millin cash, subject to an adjustment based on Ai&ing
working capital, as defined. In addition, pursuanthe Stock Purchase Agreement, if ACI achievesite
financial targets in 2007 and 2008, the Companymélke
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additional payments of a maximum amount of $6.0ionil The Company acquired ACI for its access to a
customer base within the U.S. government and itsptementary service offerings, consisting of infation
and network security solutions and system engingexrnd development capabilities to the U.S. igelice and
military communities. ACl is included in the Sere&segment.

The aggregate purchase price of ACI was approximn&i#8.3 million, including a working capital
adjustment of $0.5 million and $1.3 million of diteacquisition costs, substantially all of whichsifanded by
borrowings under the revolving credit facility. Pmgnarily, the purchase price has been allocagetbiows (in
thousands):

Cash $ 2,259
Other current asse 9,488
Other assets 137
Current liabilities (6,204
Long-term liabilities (165
Intangible asset 18,000
Goodwill 49,761

$ 73,276

The purchase price allocation of ACI is preliminafpe final allocation will be based on final arsgg of
identifiable intangible assets, contingent lial@itand income taxes, among other things, ancbeifinalized
after the data necessary to compare the analydas vhlue of assets and liabilities is obtained analyzed.
Differences between preliminary and final allocati@re not expected to have a material impact®n th
consolidated results of operations. Additional pagts that may be made if certain financial targe¢sachieved
will be accounted for as additional purchase pfide goodwill is deductible for income tax purposes

ComnetiX

On February 22, 2007, the Company consummatedctigsition of ComnetiX Inc.' ComnetiX'"), for
approximately $17.8 million in cash. ComnetiX offériometric identification solutions for use in asesuch as
applicant screening, financial services, healtle caansportation, airlines and airports, casimasgaming, and
energy and utilities. ComnetiX is also a leadingleant fingerprinting services company in Canaslith a
chain of ten offices. In addition, ComnetiX hasabtished more than 40 applicant fingerprinting E@y
locations throughout the United States. ComnetiXdtuded in the Services segment.

The aggregate purchase price of ComnetiX was appatgly $18.9 million, including $1.1 million of
direct acquisition costs, substantially all of whigas funded by borrowings under the revolving itriedility.
Preliminarily, the purchase price has been allatatefollows (in thousands):

Current assets $ 4,536
Other assets 491
Current liabilities (5,808
Note payable long-term (50)
Intangible asset 4,724
Goodwill 15,046

$ 18,939

The purchase price allocation of ComnetiX is préimny. The final allocation will be based on fit
analyses of identifiable intangible assets, comtmdjabilities and income taxes, among other thjrzgnd will be
finalized after the data necessary to compareriagy/ses of fair value of assets and liabilitiestisained and
analyzed. Differences between preliminary and failications are not expected to have a materiphghon the
consolidated results of operations. None of thedgalbis deductible for income tax purposes.
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Unaudited Pro Forma Informatior

The following gives pro forma effect to the 200faisitions and 2006 acquisitions described bel@nf
they had occurred at the beginning of each peniedgnted (in thousands except per share amounts):

Years Ended December 31,

2007 2006
Revenues $ 446,181 $ 374,380
Net income (loss 17,057 (79,16p
Basic net income (loss) per sh: 0.24 (1.05
Dilutive net income (loss) per she 0.23 (1.05

The pro forma data is presented for informationappses only and is not necessarily be indicatifatare
results of operations or what the results of opematwould have been had the 2007 and 2006 Aciqrisibeen
consummated on the dates indicated. The pro foehkss includes $0.9 million and $9.2 million 6 and
2006, respectively, representing direct acquisitiosts, bonuses and severance paid by the seligitha
acquired companies in connection with the traneasti

2006 Acquisitions
SpecTal, LLC

On October 19, 2006, the Company acquired privdielyd SpecTal, LLC (“SpecTal”), which provides
comprehensive security and intelligence solutispscializing in government consulting, traininggdan
technology development. Under the terms of thenitefe agreement with SpecTal, the Company paiccSale
shareholders $102.7 million in cash, including $8illion of transaction costs, of which $5.0 mitlievas placed
in escrow. SpecTal shareholders may receive additiconsideration of up to $9.1 million if specifie
performance thresholds are met through 2009. Theisition of SpecTal was funded by bank debt.

The Company acquired SpecTal for its strong cashs] the qualifications of its work force and its
relationship with its customers, which are primadbmprised of U.S. Government agencies.

The aggregate purchase price of SpecTal was asvi(iin thousands):

Cash paid $ 100,000
Direct acquisition cost 2,680
Total purchase price $ 102,68C

The purchase price was allocated to the fair vadii¢ise assets and liabilities as follows (in thens):

Current assets $ 12,769
Other asset 181
Current liabilities (7,464
Intangible assets 18,200
Goodwill 78,994

$ 102,680

All of the goodwill is deductible for income tax guoses. During 2007, the Company paid an additional
$1.4 million for a working capital adjustment andanout payment related to the year ended
December 31, 2006 and were recorded as additiosabf the acquisition.
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Identix Incorporatec

On August 29, 2006, the merger betwer-1 and Identix Incorporater‘Identix'') was approved b
shareholders and the Boards of Directors of bothpamies, with the combined company operating as Th&
Identix merger was a tax-free reorganization folefal income tax purposes, and Identix stockholoeErsived
0.473 of a share of L-1 common stock for each sbafgentix common stock owned (the “Exchange B
L-1 assumed Identix stock option plans and outstanstock options and assumed all outstanding wesTia
purchase Identix common stock, which were convertexithe right to receive L-1 common stock basedhe
Exchange Ratio.

Under the terms of the Identix merger, Identix klmiders received approximately 42.6 million shart
L-1 common stock. The transaction was valued ataqimately $814.7 million, including the approxiredair
value of $35.1 million of Identix warrants and aptions to purchase 3.0 million shares of comstock
which were assumed by L-1 and direct acquisitiostsof $7.7 million. The Identix warrants and optio
assumed by L-1 have been valued using the Blacki8slvaluation model. After the merger, L-1 shatéérs
owned approximately 41% of the combined compan. ffansaction has been accounted for as an adopisit
Identix by L-1, based on, among other consideratitime significant share holdings in the combinatjgany by
L-1 directors and management as a group, L-1'¢ tigkelect the majority of the board of directofshe
combined company, L-1 management's dominant pesiticenior management of the combined company and
the L-1 payment of a premium over the quoted marakte of the Identix stock based on the averagsirgg
price for the ten days prior to the merger annoomerg.

Identix sells and markets biometric solutions ipaoating fingerprint, facial and skin biometricsde
system components necessary for the biometric mapnd knowledge discovery. Product offerings idellive
Scan and mobile systems and services for biomeapeure and identification, and systems, modulels an
software for biometric matching and verification.

The Company and Identix merged primarily to takeamtiage of complementary strengths, to n
effectively serve their markets and to provide ggetong-term growth opportunities. The combinechpany
will be better able to meet customers’ needs forterend identity protection solutions and unlole& potential
of both organizations’ strengths in biometrics deretialing and imaging solutions. Using their conelal
technological assets, the merger enables the ceahbiompany to blend complementary assets and gwera
them to provide end-to-end product, service anegirttion solutions; to support the growing marketfultiple
identity programs and to meet rigorous governmeanahates; to better serve the needs of customers by
providing a comprehensive portfolio of products aedvice offerings; to utilize an extensive netwarid
product suite and continue development and deplaywfenew and improved technologies and equipntent;
take advantage of financial synergies; and, hazetiale, size and flexibility to better competéhia
marketplace.

The purchase price of Identix was as follows (iougeands)

Shares issued $ 771,986
Stock options and warrants assumed 35,103
Direct acquisition costs 7,650
Total purchase price $ 814,73¢
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The purchase price of Identix was allocated tofdirevalues of assets and liabilities as follows (i
thousands):

Cash acquire $ 29,946
Current assel 19,724
Property and equipment 4,253
Deposits 801
Liabilities assumed (33,035
Intangible asset 130,80C
In-process research and developn 2,700
Gooduwill 659,550

$ 814,739

None of the goodwill is deductible for income taxposes
Iridian Technologies, Inc

On August 16, 2006, the Company acquired 100%etdmmon stock of Iridian Technologies, Inc.,
(“Iridian) for $35.4 million in cash, of which £.0 million was placed in escrow. The acquisitisitg@includes
$0.9 million of direct acquisition costs. In Janu@p07, the Company made a claim against the seier
$2.0 million, which was recovered from the fundaqeld in escrow at closing. The Company acquireiiatti
because of its extensive intellectual propertyfpbet related to iris recognition technology and fbe potential
of accelerating the acceptance of iris technologyé marketplace under new ownership and managemen

The purchase price of Iridian was as follows (iousands):

Cash paid $ 34,521
Direct acquisition costs 874
Total purchase price $ 35,395

The purchase price of Iridian was allocated tof#tievalues of various assets and liabilities do¥es (in
thousands):

Current assets $ 857
Liabilities assumed (4,588
Intangible assel 11,000
Goodwill 28,126
$ 35,395

None of the goodwill is to be deductible for incotag purposes
SecuriMetrics, Inc

On February 17, 2006, the Company acquired 100#eofommon stock of SecuriMetrics, i
(“SecuriMetrics”), the sole U.S. based manufaetuof iris recognition products, for $37.4 milliamncash,
including $2.0 million placed in escrow for 18 miesit The acquisition price includes $0.8 millionda®ct
acquisition costs. In addition, the Company wasmrééd $1.4 million of cash previously placed inresc
$1.5 million of contingent consideration was paidite sellers in 2006 as a result of SecuriMetriegting the
performance thresholds. The payment was accouateasfadditional cost of the acquisition.

The Company acquired SecuriMetrics to complemedtegpand its biometrics product and serv
offerings to include iris recognition. In additicBecuriMetrics is the sole U.S. based manufacufrigis
recognition products and has strong relationshifgis various agencies of the U.S. government.
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The purchase price of SecuriMetrics was as folliwghousands):

Cash paic $ 36,580
Direct acquisition cost 842
Total purchase price $ 37,422

The purchase price of SecuriMetrics was allocatetti¢ fair values of various assets and liabiliies
follows (in thousands):

Current assel $ 4325
Property and equipme 658
Liabilities assumed (3,035
Intangible assets 6,200
Goodwill 29,294
$ 37422

None of the goodwill is deductible for income taxposes.

2005 Acquisitions

On November 4, 2005, L-1 Investment Partners LLG ' Investment”) entered into a membership
interest purchase agreement (the “Membership éstePurchase Agreement”) with IBT to acquire 60Rthe
outstanding membership interests of IBT for $35illion in cash and to acquire the remaining 40%oobefore
January 30, 2006 for an additional $25.0 milliorl Investment subsequently assigned its rightsoftigations
under the Membership Interest Purchase Agreemeksttm.

On November 15, 2005, L-1 entered into an assigharehassumption agreement (the “Assignment
Agreement”) with Aston under which L-1 agreed &y$35.0 million to Aston for its previously accgdr60%
interest in IBT, subject to the consummation of As¢on investment in L-1 and customary closing c¢torls.
Also on November 15, 2005, L-1 entered into an egent and plan of merger (the “IBT Merger Agreetign
with IBT under which L-1 agreed to issue to thershalders of IBT shares of common stock of L-1thie
amounts and on the terms described below, forf al@outstanding capital stock of IBT. The onlgetsof IBT
at the time of the merger was the 40% interesBihnot previously acquired by Aston.

On December 16, 2005, the L-1 shareholders apprivettansactions contemplated by the Investment
Agreement, and in accordance with the terms oAt®gnment Agreement, L-1 completed the purchag9%§
of the outstanding membership interests of IBT faston for $35.0 million in cash. Also on Decembér
2005, in accordance with the terms of the IBT Merygreement, all of the outstanding capital stotkBd was
exchanged for 2,000,000 shares of common stockIyfualued at approximately $27.4 million, and I1®8&s
merged with and into a subsidiary of L-1, whichuleed in IBT becoming a wholly-owned subsidiarylel. As
a result of the two transactions, L-1 acquired 1@d%he outstanding membership interests of IBT. In
connection with this transaction, the Company inedidirect acquisition costs of approximately $@i8ion,
and issued warrants to purchase 440,000 shared @bmmon stock with an exercise price of $13.75spare
to L-1 Investment for strategic advice, due diligerand other services relating to the acquisitémvhich
280,000 vested immediately and 160,000 vest updmiBeting specified levels of operating performarde
vested warrants were valued at approximately $1ll&bm and have been included in the purchaseepoiciBT.
The remaining warrants will be valued as they eest will also be included in the purchase prictBaf.

The Company acquired IBT because IBT operateshiglagrowth business that complements and expands
the Company’s customer base and capabilities. ditiad, IBT is one of the few companies with a derstvated
national capability to install and operate systéonsollect, process and distribute fingerprintsléoge scale
government initiatives.
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On December 13, 2005, L-1 acquired the AutoTessidin of Openshaw Media Group, a provider of
automated web-based applicant testing technoldgiestate departments of motor vehicles and othetential
issuing agencies for $4.0 million in cash, inclugliess than $0.1 million assumed liabilities.

The allocation of the purchase price for IBT andofest was as follows (in thousands):

IBT AutoTest
Current assets, net of assumed liabili $ 2521 $ —
Property and equipment 1,924 6
Intangible assets 5,220 2,163
Goodwill 58,371 1,831

$ 68,036 $ 4,000

Intangible assets acquired in connection with trguisitions of IBT and AutoTest consist primarilfy o
completed technology, acquired contracts, and trates. The acquired contracts attributable toBffe |
transaction are being amortized on an acceleratsid bommensurate with the related expected casfs Bf
IBT. Approximately 60% of the goodwill attributabie the IBT acquisition and all of the goodwill agd to the
AutoTest acquisition is deductible for income taxposes.

14. COMMON STOCK AND WARRANTS

On December 16, 2005, in accordance with the tefrtise Investment Agreement between L-1 and L-1
Investment dated October 5, 2005, L-1 (i) issuetisoid to Aston 7,619,047 shares of L-1 commonksabc
$13.125 per share and (ji) issued to Aston warrengsirchase an aggregate of 1,600,000 shareslafdmmon
stock at an exercise price of $13.75 per share s@ifeeof the shares resulted in aggregate groseguds to L-1
of $100 million, and net cash to L-1 of $63.8 naitliafter the $35.0 million payment to Aston for érss
ownership interest in IBT and transaction cost® (Sete 13 for discussion of the acquisition of IBNp
underwriting commissions were paid in connectiothwlie sale. The warrants are exercisable until
December 16, 2008, subject to the following vesprayisions: warrants to purchase (i) 1,280,000eshaf L-1
common stock will vest on a pro rata basis whenifadquisitions involving the payment of aggregate
consideration of $125 million are consummated; 218,333 shares of L-1 common stock will vest whed if
L-1's gross revenues for any four consecutive gusrare equal to or greater than $200 million; @ifdL06,667
shares of L-1 common stock will vest when and [f’s-gross revenues for any four consecutive quaees
equal to or greater than $300 million. The Complaay accounted for the common stock and warrants in
accordance with Topic D-98 and EITF 00-19, respebti At December 31, 2007, 1,280,000 of the shares
related to the acquisition warrants were all vesteatcordance with their terms. The shares of comstock
and warrants were sold to Aston in a private plagrtransaction exempt from registration underSbeurities
Act of 1933, as amended, pursuant to Section #¢pbf. The merger with Identix (See Note 13) ditl n
constitute a change of control as defined in theavas; accordingly the warrants were not exercigéat to
completion of the Identix merger. The estimatedigalf the warrants issued to Aston was approximatel
$5.5 million, and has been reflected in additiqueiti-in capital.

On December 16, 2005, upon the completion of tigiaition of IBT as described in more detail in Blot
13, L-1 issued warrants to purchase 440,000 sldiled common stock with an exercise price of $530ér
share to L-1 Investment for strategic advice, dligethce and other services relating to the actjaisi Warrants
to purchase 280,000 of the shares were fully vagped closing the IBT acquisition and are exerdesaintil
December 16, 2008. If during 2008, IBT generatesirgs before interest, taxes, depreciation andrzation
of $6 million or more, the remaining warrants taghase 160,000 shares of L-1 common stock will. VEis¢se
warrants have a term of three years from the dageah vesting, if any. The estimated value ofuiested
warrants was
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approximately $1.9 million and has been reflected direct cost of the acquisition and includeddditional
paid-in capital. The remaining warrants will beued as they vest and will be included in the puseharice of
IBT.

At December 31, 2005, the Company had outstandargants which can be converted into 12,000 shares
of common stock, at an exercise price of $26.9%%hpare. These warrants expired on November 6, 2006
without being exercised. An additional 312,987 \wats expired in 2005 without being exercised.

In connection with the merger with Identix, the Gmamy assumed Identix’ obligation under a warrant
which was issued in exchange for the technologyirtedlectual property rights acquired by Idenfhe warrant
was issued with contingent future vesting rightpiechase up to 378,400 shares of common stock.84 $er
share. The fair value of the warrant at the timeestting will be recorded as additional cost ofalquisition of
Identix. The warrant vests upon successful issuafcertain patents with the U.S. government relatethe
technology acquired. As of December 31, 2007, tagamt had not vested. The warrant expires in 2014.

In connection with Ident’ merger with Visionics in 2002, the Company alsaiasd warrants to purcha
shares of Visionics common stock outstanding imutetij prior to the consummation of the merger, Whiere
converted into warrants to purchase shares ofildeammon stock. At December 31, 2007, the remainin
warrants to purchase 38,789 shares of common sfable Company expire upon its fulfilling its regation
obligations, and have exercise prices between $2hd $26.53.

15. ASSET IMPAIRMENTS AND MERGER RELATED EXPENSE S

In 2007, pursuant to SFAS No. 144, the Companyrdszban intangible asset impairment of $5.0 mil
relating to certain acquired product lines.

Asset impairments and merger related expensebdoyear ended December 31, 2006 compris
following (in thousands):

Total Cast

Charges Payments
In-process research and developn $ 2700 $ —
Asset impairments 14,641 —
Separation costs 3,167 1,852
Change in control cos 1,403 349
Other stoc-based compensation related to Identix me 856 —
Total $ 22,767 $ 2,201

Following the merger with Identix, the Company exséd its lon-lived assets in light of the strategy ¢
plans of the combined company. In that connectioeCompany recorded asset impairments which dedsis
intangible assets of $10.5 million, system asse®3d million related to a terminated contractiwtite State of
Georgia and other charges of $1.1 million. Sepamatbsts include cash charges for severance pagroent
$1.9 million and stock-based compensation charfjé4.8 million to certain of the Company’s former
executives. Change in control costs represent diasked compensation resulting from the acceleratidhe
vesting of stock options and restricted stock tete due to contractual obligations embedded irofitien
arrangements of certain executives of the Compé#i.d million and cash payments of $0.3 milliondeao
retiring members of the Company’s board of dirextor

F-43







Option #___ <<Shares_Granted>>Share

L-1 IDENTITY SOLUTIONS, INC.
2005 LONG-TERM INCENTIVE PLAN
Nonqualified Stock Option Certificate and Agreement

L-1 Identity Solutions, Inc. (the “Company”), a @elare corporation, pursuant to its 2005 Long-Teroehtive Plan (as amended, the “Plan”), herebyessw the Optionholder named below an option talgase the number
of shares of Common Stock, $.001 par value (theON&pares”), of the Company set forth below (theti@p), exercisable on the following terms and citiots.

Name of Optionholde! <<First_Name>> <<Last_Name>>

Social Security No. <<Social Security Number>>

Number of NQO Share <<Shares_Granted>>

Type of Option: Nonqualified Stock Optiol

Option Price per Shar <<Option_Price>>

Date of Issuance <<Option_Date>>

Exercise Schedule: Subject to the provisions of the Terms and Conuitito which this Certificate is attached, this Optshall be exercisable cumulativ:
to the extent of 1/4 of the total number of NQO i@saannually on each anniversary date of the fasoance

Expiration Date: This Option shall expire ten years from the Datésefiance., subject to earlier termination as piein the Terms and Conditions to

which this Certificate is attache

TRANSFER OF THE OPTION REPRESENTED BY THIS CERTIFIC ATE IS RESTRICTED IN ACCORDANCE WITH THE ATTACHED T ERMS AND CONDITIONS.




By signing below, each of the Company and the @piitder agrees to the foregoing and to the attatbed-Term Incentive Plan Terms and Conditions,cluldre incorporated herein by reference.
L-1 IDENTITY SOLUTIONS, INC. OPTIONHOLDER

By:

Robert V. LaPenta Signature
Chairman, President & CE

Printed Nam¢




L-1 IDENTITY SOLUTIONS, INC.
2005 Long-Term Incentive Plan

Long-Term Incentive Plan Terms and Conditions
(Nonqualified)

1. Option Price The price to be paid for each share of commockstbthe Company, $.001 par value (each, a “NQ@&r&, issued upon exercise of the whole or any @fehis Option, is the Option Price per Sharefseh
on the stock option certificate to which these ®&and conditions have been attached (the “Certifiza

2. Exercise ScheduleThis Option shall vest in accordance with therEise Schedule set forth on the Certificate. Théddfs exercisable only for NQO Shares that haasted as described above and may not be exera
to any NQO Shares after the Expiration Date séhfon the Certificate or after any earlier termioatof the Option in accordance with this Agreement

3. Method and Terms of Exercise

(a) Notice of Exercise To exercise this Option, the Optionholder shallwr written notice of exercise to the Companijtsaprincipal executive office, to the attentiditioe officer of the Company designated by
the Plan Administrator or in such other manner ag then be acceptable to the Company, specifyiagitimber of shares with respect to which the Opsidreing exercised accompanied by payment of {hteo® Price for
such NQO Shares.

(b) Payment Payment shall be made by (i) cash or check payatthe Company, (i) consideration received &y@wmpany under a cashless exercise program imptethby the Company in connection with
Plan, or (iii) by any combination of the foregoimgthods of payment.

(c) Delivery of NQO SharesPromptly following notice of exercise and paymehe Company will deliver to the Optionholder atifieate representing the number of NQO Shareh wdspect to which the Option
has been exercised.

(d) Compliance and Registratiofif said NQO Shares are not at that time effetfivegistered under the Securities Act of 1933amended, the Optionholder shall include with sunfice a letter, in form and
substance satisfactory to the Company, confirntiag the NQO Shares are being purchased for the@mtider's own account for investment and not \&itfiew to distribution. The issuance or deliveryaaff NQO Shares
hereunder may be postponed by the Committee fdr gadod as may be required to comply with any iapple requirements under the federal securities,lany applicable listing requirements of the Néwvk Stock
Exchange or any national securities exchange oreguirements under any law or regulation applieablthe issuance or delivery of such NQO Sharles.Jompany shall not be obligated to issue or éekwy such NQO
Shares if the issuance or delivery thereof wouldstitute a violation of any provision of any lawafrany applicable regulation of any governmenteherity, the New York Stock Exchange or any naicsecurities
exchange; but the




Company shall exercise its reasonable efforts tseshe NQO Shares that are the subject of the@miibe effectively registered on Form S-8 (or angcessor form) under the Securities Act of 183%mended, and for so
long as the Company shall be subject to the rempreéquirements of the Exchange Act, to exercisesiasonable efforts to keep such registratiofiféce

(e) Withheld NQO Shares- Rule 16b3 . Any election made by the Optionholder, if thebjsat to Section 16 of the Exchange Act, to makemgnt of any portion of a tax withholding obligatiwith respect to
any Option exercise by withholding or assignmerl@O Shares or to make payment of any portion ahatcise price by assignment of NQO Shares shailibject to any then-applicable requirements ¢¢ Réb-3 and
other applicable rules under Section 16 of the Brge Act.

4. Rights as a Stockholder or Employéhe Optionholder shall not have any rights irpees of NQO Shares to which the Option has not lesercised as provided above. The Optionholdet sbahave any rights to
continued employment by the Company or its affigaby virtue of the issuance of this Option.

5. Stock Dividends; Stock Splits; Recapitalizatidn the event of any stock split, stock divideretlassification of shares, spin-off or other samithange in the Company’s capitalization, or othistribution with respect to
holders of the Company’s common stock other thamabcash dividends, the Option shall be approgijadjusted by the Company in accordance wittPlae.

6. Dissolution or Liguidation; Sale of the Comparig the event of a dissolution or liquidation bétCompany or a Sale of the Company, the Admingstraay in its discretion take such actions witkpext to the Option as
set forth in the Plan.

7. Option Not TransferableThis Option is not transferable by the Optionleoldtherwise than by will or the laws of descent distribution, and is exercisable, during the Ogitiolder’s lifetime, only by the Optionholder.
Notwithstanding the foregoing (but if Optionholdben is subject to Section 16 of the Exchange @ity to the extent consistent with the requiremeftRule 161-3 or other rules under Section 16 of the Exchahgf, this Option may
be assigned to the extent such assignment is imection with the Optionholder’s estate plan or parg to an order that would constitute a qualifiechestic relations order as defined in the InteReatenue Code of 1986, as amended
(the “Code”).

8. Exercise of Option After Termination of Employnte If the Optionholder’s employment with the Compdoythe Company’s parent or subsidiaries) is teat&d for any reason, then the Option may be esestdor a
period of three months (or in the case of deattisability, for a period of one year) after sucintimation of employment, but only to the extentttee Option shall have been vested in accordaritbetiie terms and conditions hereof on
the date of such termination, and upon the expinati such three month period following terminat{onin the case of termination by death or disghilpon the expiration of such one-year peridtbfeing termination), the Option
immediately shall expire and may not be




exercised. Any portion of the Option that is nosteel on the date when the Optionholder's employméhtthe Company (or the Company’s parent or gliasies) terminates immediately shall expire ondhee of employment
termination and may not be exercised. Furtherjgtas under the Option may be exercised after ttgr&tion Date.

9. Payment of TaxesThe Optionholder shall pay to the Company, or enatovision satisfactory to the Company for paymehall applicable federal, state and local incaand employment act withholding obligations no
later than the date of the event creating theigdility. Such tax obligations may be paid in wholein part by delivery of Company Common Stockiding NQO Shares retained from the Option cregiiive tax obligation, valued at
their Fair Market Value. The Company, its parertt aubsidiaries may, to the extent permitted by Eeduct any such tax obligations from any payméang kind otherwise due to the Optionholder.

10. Administration The Option is issued and this Agreement has bese pursuant and subject to the terms and conslitibthe Company’s 2005 Long-Term Incentive Péenamended from time to time. The Plan, the
Option and this Agreement shall be administerethbyBoard or such other Administrator to which Buward may delegate its authority in accordance thiéhPlan. The Administrator shall have such powersduties as set forth in the
Plan. Any decisions of the Administrator made wehbpect to any of the foregoing shall be final himdling on the Company, the Optionholder and dleopersons.

11. Option Nonqualified The Option shall be a nonstatutory option whichat intended to meet the requirements of Sed®of the Code.

12. Surrender and Notation of Optioli and when the Option is exercised in its emyiréhis Agreement and the Certificate shall beenudered to the Company for cancellation. If anthesOption shall be exercised in part
any change or adjustment shall be made to the @pa@ontemplated under this Agreement, this Ageeerand the Certificate shall be delivered by tipgidholder to the Company for the purpose of mglkippropriate notation
thereon, or of otherwise reflecting the partialreise or the change or adjustment hereto.

13. Incorporation by Reference; Interpretatidrhe terms and conditions of the Plan, whichtiacted to this Agreement as Exhibit dre hereby incorporated into this Agreement ligremce. The Optionholder hereby
accepts the Option subject to all the terms anditions thereto and acknowledges that in the egBahy ambiguity concerning the interpretationta§tAgreement and the Plan, the terms and conditiéthe Plan shall govern.

14. Online Administration; Acceptancéf the Company has designated an online servieiger, such as E*Trade, to provide for online @ustration of this NQO, the Optionholder shallrieguired to use such designated
online service provider for (a) online acceptantthis Agreement and (b) administration of this NG&hould an Optionholder want to decline this Agreat, written notice must be provided to the Exieu¥ice President, Chief
Financial Officer and Treasurer at the address @bov
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Option #___ <<Shares_Granted>>Share

L-1 IDENTITY SOLUTIONS, INC.
2002 EQUITY INCENTIVE PLAN
Nongqualified Stock Option Certificate and Agreement

L-1 Identity Solutions, Inc. (the “Company”), a Belare corporation, pursuant to the 2002 Equityrtize Plan (the “Plan”) assumed by the Companycizoedance with the Agreement and Plan of Reorgéaizéthe “Merger
Agreement”) dated as of January 11, 2006, as andebgteand among the Company, a wholly-owned suésidif the Company and Identix Incorporated (“ld€ithereby issues to the Optionee named belowrajnalified stock option
(the “NQO”), to purchase the number of shares ah@wn Stock, $.001 par value (the “NQO Shares"jhefCompany set forth below, exercisable on thewohg terms and conditions.

Name of Optionee <<First_Name>> <<Last_Name>>

Social Security No. <<Social Security Number>>

Number of NQO Share <<Shares_Granted>>

Type of Option: Nongqualified Stock Optiol

Exercise Price <<Option_Price>> per shar¢

Effective Date <<Option_Date>>

Vesting/Time of Exercise: Subject to the provisions of the Nonqualified St@gition Agreement to which this Certificate is atted, this NQO shall be exercisable cumulativelthe
extent of 1/4 of the total number of NQO Sharesuatip on each anniversary date of the EffectiveeC

Term: This NQO shall terminate ten years from the Effexate, subject to earlier termination as provittetthe Nonqualified Stock Option Agreement to whic

this Certificate is attache

TRANSFER OF THE OPTION REPRESENTED BY THIS CERTIFIC ATE IS RESTRICTED IN ACCORDANCE WITH THE ATTACHED N ONQUALIFIED STOCK OPTION AGREEMENT.




By signing below, each of the Company and the @p#oagrees to the foregoing and to the attacheddified Stock Option Agreement, which is incorgerd herein by reference.
L-1 IDENTITY SOLUTIONS, INC. OPTIONEE

By:

Robert V. LaPent Signature
Chairman, President & CE

Printed Nam¢




2002 EQUITY INCENTIVE PLAN
NONQUALIFIED STOCK OPTION AGREEMENT

THIS NONQUALIFIED STOCK OPTION AGREEMENT (the “Agreement”, is made and entered into as<®ption_Date>>between L-1 Identity Solutions, Inc., a Delawarepowation (the “Company”), and<First_Name>>
<<Last_Name>>(the “Optionee”).

THE PARTIES AGREE AS FOLLOWS:

1

o s D

Grant of Option and Effective Da

1.1 Grant The Company hereby grants to Optionee pursuahet@ompany’s 2002 Equity Incentive Plan (the fPJaa copy of which is attached to this AgreemesnExhibit 1, a nonqualified stock option (the “NQO”) to
purchase all or any part of an aggregate <<Sharesit&i>> shares (the “NQO Shares") of the Compamysmon stock (the “Common Stock”) on the terms emmfitions set forth herein and in the Plan, érens and
conditions of the Plan being hereby incorporated ihis Agreement by reference.

1.2 Effective Date The effective date of this Agreement is <<Optibate>> (the “Effective Date”).

Exercise Prici. The exercise price for purchase of the shar€oaimon Stock covered by this NQO shall be <<OptRyite>> per shar

Term. This NQO shall terminate ten years from the HffecDate.

Adjustment of NQO:. The Company shall adjust the number and kindhafess and the exercise price thereof in certagugistances in accordance with the provisions oPtaa.
Exercise of Option.

5.1 Vesting; Time of ExerciseThe NQO shall be exercisable cumulatively toaknt of 1/4 of the total number of NQO Sharesualip on each anniversary date of the EffectiveeD@ahe NQO may not be exercised for a
fraction of a share.

5.2 Exercise After Termination of Employmerithis NQO may be exercised after termination ofi@e’s employment by the Company only in accocdanith the provisions of the Plan.

5.3 Manner of ExerciseOptionee may exercise this NQO, or any portiothisf NQO, by giving written notice to the Compaatyits principal executive office, to the attentinfithe officer of the Company designated by the
Plan Administrator or in




such other manner as may then be acceptable @atmgpany, accompanied by a copy of a form of stagkigase agreement or exercise notice as shalbéhecceptable to the Company, payment of the eseeprice and
payment of any applicable withholding or employmienies. The date the Company receives written @ati@n exercise hereunder accompanied by paynikmenxconsidered as the date this NQO was exatcise

Promptly after receipt of written notice of exeecisf the NQO, the Company shall, without stockéssutransfer taxes to Optionee or other persatiehto exercise, deliver to Optionee or otherspera certificate or
certificates for the requisite number of NQO Shdties “Exercised Shares”). An Optionee or permittadsferee of an Optionee shall not have anylpges as a shareholder with respect to any NQCeShtawered by the
option until the date of issuance of a stock deste.

5.4 Payment Payment in full, in cash or check payable toGoenpany, shall be made for all NQO Shares purchasstiee time written notice of exercise of the N@@iven to the Company, and proceeds of any paymen
shall constitute general funds of the Company dditéon, provided that a public market exists foe NQO Shares, the Administrator may permit payrtebe made through a “same day sale” commitment the Optionee
and a broker-dealer that is a member of the Naltidssociation of Securities Dealers (an “NASD Deglender which the Optionee irrevocably electeiercise the NQO and the NASD Dealer irrevocabiymits to
forward an amount equal to the exercise pricecdiréo the Company, upon receipt of the NQO Shares

Nonassignability of NQC. This NQO is not assignable or transferable byiddee except by will or by the laws of descent disttibution. During the life of Optionee, the NQ©exercisable only by Optionee. Any attempt to
assign, pledge, transfer, hypothecate or otherdiggmse of this NQO in a manner not herein peraiigad any levy of execution, attachment, or sinplacess on this NQO, shall be null and void; exteat the NQO may
be transferred and exercised in accordance withaifi@d Domestic Relations Orde

Restriction on Issuance of Sharékhe Company shall not be obligated to sell arésany Exercised Shares pursuant to this Agreeifngmth sale or issuance, in the opinion of the fany and the Company’s counsel, might
constitute a violation by the Company of any primnsof law, including without limitation the provens of the Securities and Exchange Act of 193&masnded. The Company shall not be obligated ® aaly affirmative
action in order to cause the grant or exerciséisfdption or the issuance or sale of any Exerc&eates pursuant thereto to comply with any

Restriction on TransferThe Company may impose restrictions upon the péelge or other transfer of Exercised Sharesdu(@ig the placement of appropriate legends orkstectificates) if, in the judgment of the
Company and the Compe’s counsel, such restrictions are necessary oratiésiin order to achieve compliance with the priovis of the Act, the securities laws of any stateany other law




10.

11.

12.

13.

Stock Certificate Restrictive LegendStock certificates evidencing Exercised Shareg Ipear such restrictive legends as the Companyten@ompanys counsel deem necessary or advisable under apiglieav or pursuar
to this Agreemen

Representations, Warranties, Covenants and Ackmigwients of Optionee Upon Exercise of NQOptionee hereby agrees that in the event thaEdmepany and the Company’s counsel deem it negessadvisable in the
exercise of their discretion, the issuance of Egert Shares may be conditioned upon certain repi@sens, warranties, and acknowledgments by theopeexercising the NQO (the “Purchaser”), inclgdiwithout
limitation, the following:

10.1 Access to InformationPurchaser has had the opportunity to ask questifrand to receive answers from, appropriate ke officers of the Company with respect to therts and conditions of the transaction
contemplated hereby and with respect to the busiradfairs, financial conditions, and results oégions of the Company. Purchaser has had aezessth financial and other information as is nemgsim order for
Purchaser to make a fully-informed decision ast@stment in the Company by way of purchase oEttercised Shares, and has had the opportunityteeroény additional information necessary to vesifly of such
information to which Purchaser has had access.

10.2 Tax Advice The Company has made no representations or vii@saa Purchaser with respect to the income taseguences of the transactions contemplated bAgnEement and Purchaser is in no manner relying on
the Company or the Company'’s representatives fasaassment of such tax consequences.

Assignment; Binding EffectSubject to the limitations set forth in this Agneent, this Agreement shall be binding upon anckita the benefit of the executors, administratioess, legal representatives, and successor®:
parties hereto; provided, however, that Optioneg nta assign any of Option's rights under this Agreement except in accordaviteSection 6

Damages Optionee shall be liable to the Company for afits and damages, including incidental and conseialidamages, resulting from a disposition of ssawhich is not in conformity with the provisioristbis
Agreement

Governing Law. This Agreement shall be governed by and constiiedcordance with the laws of the State of Defaw




14.

15.
16.

Notices. All notices and other communications under thise®ement shall be in writing. Unless and until Opée is notified in writing to the contrary, alltim@s, communications and documents directed t€thrapany and
related to the Agreement, if not delivered by haall be mailed, addressed as follo

L-1 Identity Solutions, Inc.

177 Broad Street

Stamford, Connecticut 06901

Attention: Executive Vice President, Chief Finah€¥ficer and Treasurer

Unless and until the Company is notified in writitogthe contrary, all notices, communications ancuinents intended for Optionee and related toAgreement, if not delivered by hand, shall be nubite Optionee’s last
known address as shown on the Company’s bookscéséind communications shall be mailed by firgshaail, postage prepaid; documents shall be mhjledgistered mail, return receipt requested,ggesprepaid. All
mailings and deliveries related to this Agreeméiatlhe deemed received only when actually received

Interpretatior. The Optionee hereby acknowledges that in thetenfeamy ambiguity concerning the interpretatiortto Agreement and the Plan, the terms and camditdf the Plan shall gover

Online Administration; Acceptancdf the Company has designated an online servioeigier, such as E*Trade, to provide for online @dstration of this NQO, the Optionee shall be riegghto use such designated online
service provider for (a) online acceptance of Agseement and (b) administration of this NQO. Shaarh Optionee want to decline this Agreement, amittotice must be provided to the Executive VicesRent, Chief
Financial Officer and Treasurer at the address et
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September 21, 2006

Mr. Vincent D’Angelo
45 Round Hill Rd.
Kinnelon, NJ 07405

Dear Mr. D’Angelo:

| am pleased to offer you a continuing positiorsasior Vice President, Finance & Chief Accountirffjig@r at L-1 Identity Solutions (the “Company”)hiE position reports to James DePalma, Executive President, Chief Financial
Officer and Treasurer, and is principally base&tamford, Connecticut.

The terms of the offer are as follows:

1.
2.

Base Salar: $225,000 per ye:

Variable PayYou shall be eligible to receive annually a bonitha target amount of 50%f your annual base salary. The actual amountybanus may be more or less than such target, fitb® determined by your
manager, based upon the achievement of corpordtmdividual objectives determined by your managean annual basi

Stock Options:

(a) The Company will propose for approval by ther(pany’s Board of Directors a grant of nonqualif@gtions to purchase 70,08Bares of Company common stock (“Common Stock”)s phoposed grant is
subject to approval by the Company’s Board of Doesor its designee (the “Board”). The exerciseepof the options will be the closing price of tiemmon Stock on the NYSE (or such other natioealisties exchange
on which the Common Stock is listed) on the dageajption grant is approved by the Board. Thesenptwill be non-qualified stock options and willsvet a rate of 25% per year on each annual ars@igedate of the grant
date so that in the ordinary course of your cormtigemployment with the Company, the options wétbme fully vested after four years.

(b) In all cases, the vesting of your options ieditioned on your being employed by the Companyhenvesting date. Your options will expire on theth anniversary of the date of grant and mus«bkecesed
within 90 days of the termination of your employrhéar within one year if your employment terminagesa result of death or disability). The optiores subject to other terms and conditions set fiorthe Plan and the opti
agreement issued to you thereunder, which williiporate the essential terms set forth in this 8a@i A copy of the Plan is available for your ewi

(c) Your options and restricted shares will acakein full upon a change in control of the Compahjichange in control” means and shall be deemesttur if any of the following occurs: (i) any Ben is or
becomes the beneficial owner of securities of thenfany representing more than 50% of the combingidgy power of the Companythen outstanding voting securities; or (i) indivals comprising the Incumbent Board
individuals approved by a majority of the IncumbBoard, cease for any reason to constitute at feast
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majority of the Board of Directors of the Compaay{iii) approval by the stockholders of the Compaia merger or consolidation of the Company, othan (A) a merger or consolidation which wouldui in the voting
securities of the Company outstanding immediateilyr ghereto continuing to represent more than 8% e combined voting securities of the Compangweh surviving entity outstanding immediately aftech merger or
consolidation or (B) a merger or consolidation etiéel to implement a recapitalization of the Compianyhich no Person acquires more than 50% of iv@iany’s then outstanding voting securities; oy &proval by the
stockholders of the Company of (A) a complete dostantial liquidation or dissolution of the Compaay (B) the sale or other disposition of all obstantially all of the assets of the Company. Adamritten public offering
of common stock of the Company, including the caetiph of any sale of common stock pursuant to ateoariter's over-allotment option, and any offeritegemployees pursuant to a registration stateweiform S-8 or
other similar offering shall not be counted towarchange in control for these purposes. For puspokthe foregoing: “Incumbent Board” shall meaosth individuals who comprised the Board of Diresimirthe Company
on the date thirty days following the date of thgreement; and “Person” shall have the meaning irs&eéctions 13(d)(3) or 14(d)(2) of the Exchange. A

Benefits: You are eligible to participate in the Companstandard employee benefit plans, as may be intdffem time to time, for which you qualify. In adidin, you will be eligible for fifteen (15) days amal vacation per
year withcredit granted for prior service to-1 Investment Partner

Proprietary Rights Agreemen¥ou will be required, as a condition of your emptmnt, to enter into an agreement containing pronstconcerning confidentiality, assignment of irti@rs, non-competition and non-
solicitation. A copy of that agreement is attacfardyour reference

Severance If (i) your employment is terminated by the Compar (i) the Company fails to continue you in fhesition of Senior Vice President, Finance & Ctiietounting Officer or reduces your compensatioband
faith or (iii) the Company changes your job locatly more than fifty (50) miles, and you resigreagsult of any of the above, the Company will targ to pay your then current base salary in aoue with regular payrc
practices and continue your current benefit coveragd premium contributions for twelve (¥8pnths following the termination date; providedttha severance payments will be made if your emplayt with the Company
is terminated for “cause.” “Caussehall mean you have (i) been convicted of or enterplea of no contest relating to any illegalthet materially and adversely reflects upon thermss, affairs or reputation of the Compe
or (ii) materially neglected to discharge your m@sgbilities as an employee of the Company, praVithat any termination under this clause (ii) sbattur only after the written notice to you ando@portunity to cure such
breach within 30 days of such notice. For purpagéhkis Section 6, the ter*Compan” shall include any successor to the Com|'s business

At Will Employment: Your employment with the Company remains “at Witheaning that you will not be obligated to remairpéayed at the Company for any specific period wietj and may cease your employment for
reason. Likewise, the Company will not be obligateemploy you for any specific period, and mayrtielate your employment with or without cau
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8. Miscellaneous This agreement, along with the proprietary righgseement described above and any stock opti@eagmts issued to you under the Plan, sets fagttetims of your employment with the Company and
supersedes any prior representations or agreemeérgther written or oral. This agreement may notrioelified or amended except by a written agreersigmied by you and an authorized officer of the Camyp In addition
to any other remedies available to it, the Compaitiyhave the right to seek injunctive or other ighble relief to prevent any violation of this agneent. This agreement will be governed by the lafitbe State of

Connecticut, without regard to choice of law pramis. The failure of either party to exercise aightor the waiver by either party of any breachi not prevent a subsequent exercise of such oghe deemed a waiver of
any later breach of the same or any other terrhisfagreement. If any provision of this agreemeifitald to be invalid, illegal, or unenforceablestsprovision will only be modified to the extentjtéred to be enforceable

under applicable lav
If this offer is acceptable, please indicate yargepptance and agreement by countersigning beloyulhave any questions about the terms of ther offiease come and see me.

AGREED AND ACCEPTED Very truly yours

/s/ Darrell Bradforc

Darrell Bradford

Vice President Human Resourc

/s/ Vincent [’ Angelo
Vincent D’Angelo
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Exhibit 21.1

List of Subsidiaries
Biometrica Systems, Inc. (a NH Cor

IBT Acquisition, LLC (a DE LLC
Integrated Biometric Technology LLC (a FL LL

Imaging Automation, Inc. (a DE Cor
Imaging Automation Argentina SRL (an Argentjyatnership) (99.98% owne
Imaging Automation LLC (a DE LL(
Caroline Corporation, N.V. Netherland Antill

Viisage Technology AG (a German Cor

Trans Digital Technologies Corporation (a DE Cc
Trans Digital Technologies LLC (a DE Cor

SecuriMetrics, Inc. (a CA Corp

6653371 CANADA INC. (Canadian Corporatit
COMNETIX INC. (Canadian Corporatio

Identix Incorporated (a DE Cor|

Identix Advance Projects, LLC (a VA LL

Visionics Corporation (a DE Cor
Visionics Technology Corporation (a NJ Cy
Identix Ltd. (a United Kingdom Cor

Identicator Technology, Inc. (a DE Co

Identix International, Inc. (a CA Cor

Identix Australia Pty Ltd. (New South Wales,shalia;

Identix Identification Services (a DE LL(

SpecTal, LLC (a VALLC,

Iridian Technologies, Inc. (a DE Cor
Iridian Technologies S.A. (a Swiss Ent
Sensar, Inc. (a DE Corj

Advanced Concepts, Inc. (a MD Cor
McClendon LLC (a VA Corp.

All the subsidiaries are 100% owned except as atdit







Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference inifRegion Statements No. 3-143068, 33-28695, 33-
42485, 333-36734, 333-65312, 333-65314, 333-65338;120156, 333-137004, 333-137808 and 333-139672
on Form S-8 and Registration Statements No. 33%9@@&nd 333-145069 on Form S-3 of our reports dated
February 26, 2008 relating to the 2007 and 2008 aiddated financial statements of L-1 Identity Simlos, Inc.
(which report expresses an unqualified opinioniactlides an explanatory paragraph relating to tieggon of
Statement of Financial Accounting Standards No(R23Share-Based Paymeron January 1, 2006) and t
effectiveness of L-1 Identity Solutions, Inc.’seémal control over financial reporting, appearingtiis Annual
Report on Form 10-K of L-1 Identity Solutions, Iffior the year ended December 31, 2007.

/sl Deloitte & Touche LLP
Stamford, Connectic
February 26, 200







Exhibit 23.2

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by refereficeir report dated March 16, 2006, relating ®
consolidated financial statements of L-1 Identiojufions, Inc. (formerly Viisage Technology, In¢the
“Company”) appearing in this Annual Report on Fofl0-K for the year ended December 31, 2007 irgo th
Company’s Registration Statements on Form S-8 888:143068, 333-28695, 333-42485, 333-36734, 333-
65312, 333-65314, 333-65316, 333-120156, 333-1378&BF137808 and 333-139672) and Registration
Statements on Form S-3 (No. 333-146696 and 3336%)50

/s/ BDO Seidman, LLP
Boston, Massachuse
February 26, 200







Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
AS REQUIRED BY SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert V. LaPenta, certify the

1.

| have reviewed this annual report on Forr-K of L-1 Identity Solutions, Inc

2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or omgtéte

5.

a material fact necessary to make the statemends,riralight of the circumstances under which such
statements were made, not misleading with respetitperiod covered by this annual rep

Based on my knowledge, the financial statementsoéimer financial information included in this amhu
report, fairly present in all material respectsfihancial condition, results of operations andhcéisws of
the registrant as of, and for, the periods preskintéhis report

The registrar's other certifying officer and | are responsibledstablishing and maintaining disclos
controls and procedures (as defined in ExchangeRailts 13a-15(e) and 15d-15(e)) and internal cbntro
over financing reporting (as defined in Exchangé Rules 13a-15(f) and 15d-15(f)) for the registrand
we have

(a) Designed such disclosure controls and proceduresused such disclosure controls and procet
to be designed under our supervision, to ensuteriagerial information relating to the registrant,
including its consolidated subsidiaries, is madevkmto us by others within those entities, partciyl
during the period in which this annual report itngeprepared

o

Designed such internal controls over financial répg, or caused such internal controls tc
designed under our supervision, to provide readersgsurance regarding the reliability of financial
reporting and the preparation of financial statetsiéor external purposes in accordance with
generally accepted accounting principl

o
()

Evaluated the effectiveness of the regis’s disclosure controls and procedures and presentais
report our conclusions about the effectivenessefdisclosure controls and procedures, as of tte en
of the period covered by this report based on sweltiuation; ant

d

Disclosed in this report any change in the regigtsanternal control over financial reporting that
occurred during the registrant's most recent fisgadrter (the registrant's fourth fiscal quartettia
case of an annual report) that has materially tfter is reasonably likely to materially affettte

registran’s internal control over financial reporting; &

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal
control over financial reporting, to the registfaruditors and the audit committee of the regmtsaboard
of directors (or persons performing the equivafenttion):

(a) All significant deficiencies and material weaknessethe design or operation of internal contraérc
financial reporting which are reasonably likelyaifect the registrant’s ability to record, process,
summarize and report financial information; ¢

(b) Any fraud, whether or not material, that involveamagement or other employees who have a
significant role in the registre’s internal control over financial reportir

Date: February 26, 20( /s/ ROBERT V. LAPENTA

Robert V. LaPen
President and Chief Executive Offi
(Principal Executive Officer)







Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
AS REQUIRED BY SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, James A. DePalma, certify th:

1.

| have reviewed this annual report on Forr-K of L-1 Identity Solutions, Inc

2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or omgtéte

5.

a material fact necessary to make the statemends,riralight of the circumstances under which such
statements were made, not misleading with respetitperiod covered by this annual rep

Based on my knowledge, the financial statementsoéimer financial information included in this amhu
report, fairly present in all material respectsfihancial condition, results of operations andhcéisws of
the registrant as of, and for, the periods preskintéhis annual repor

The registrar's other certifying officer and | are responsibledstablishing and maintaining disclos
controls and procedures (as defined in ExchangeRailts 13a-15(e) and 15d-15(e)) and internal cbntro
over financing reporting (as defined in Exchangé Rules 13a-15(f) and 15d-15(f)) for the registrand
we have

(a) Designed such disclosure controls and proceduresused such disclosure controls and procet
to be designed under our supervision, to ensuteriagerial information relating to the registrant,
including its consolidated subsidiaries, is madevkmto us by others within those entities, partciyl
during the period in which this report is beingpaeed,;

o

Designed such internal controls over financial répg, or caused such internal controls tc
designed under our supervision, to provide readersgsurance regarding the reliability of financial
reporting and the preparation of financial statetsiéor external purposes in accordance with
generally accepted accounting principl

o
()

Evaluated the effectiveness of the regis’s disclosure controls and procedures and presentais
report our conclusions about the effectivenessefdisclosure controls and procedures, as of tte en
of the period covered by this report based on sweltiuation; ant

d

Disclosed in this report any change in the regigtsanternal control over financial reporting that
occurred during the registrant's most recent fisgadrter (the registrant's fourth fiscal quartettia
case of an annual report) that has materially tfter is reasonably likely to materially affettte
registran’s internal control over financial reporting; &

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluationterhal
control over financial reporting, to the registfaruditors and the audit committee of the regmtsaboard
of directors (or persons performing the equivafenttion):

(a) All significant deficiencies and material weaknessethe design or operation of internal contraérc
financial reporting which are reasonably likelyaifect the registrant’s ability to record, process,
summarize and report financial information; ¢

(b) Any fraud, whether or not material, that involveamagement or other employees who have a
significant role in the registre’s internal control over financial reportir

Date: February 26, 20( /s/ JAMES A. DEPALMA

James A. DePaln
Executive Vice President a
Chief Financial Office
(Principal Financial Officer)







Exhibit 32.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER,
AS REQUIRED BY SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I, Robert V. LaPenta, the undersigned officer -1 Identity Solutions, Inc., a Delaware corporatfthe
“Company”) hereby certifies pursuant to 18 U.SS&ction 1350 adopted pursuant to Section 906eof th
Sarbanes-Oxley Act of 2002 that:

1. The accompanying annual report on Forr-K for the fiscal year ended December 31, 2007
“Report”) fully complies with the requirements &ection 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended; a

2. The information contained in the Report fairly mets, in all material respects, the financial ctodi
and results of operations of the Compz

Date: February 26, 20(

Is/ Robert V. LaPenta

Robert V. LaPen

Chief Executive Officer and Presid
(Principal Executive Officer

The foregoing certification is being furnished $pleursuant to 18 U.S.C. Section 1350 and is nitgoe
filed as part of this report.







Exhibit 32.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER,
AS REQUIRED BY SECTION 906 THE SARBANES-OXLEY ACT OF 2002

I, James A. DePalma, the undersigned officer-1 Identity Solutions, Inc.‘the Compan’’) hereby
certifies pursuant to 18 U.S.C. Section 1350 adbptesuant to Section 906 of the Sarbanes-OxleyoA2002
that:

1. The accompanying annual report on Forr-K for the fiscal year ended December 31, 2007
“Report”) fully complies with the requirements &ection 13(a) or 15(d) of the Securities Exchange
Act of 1934, as amended; a

2. The information contained in the Report fairly mets, in all material respects, the financial ctodi
and results of operations of the Compz

Date: February 26, 20(

Is/ James DePalma

James DePaln

Executive Vice Presidel

Chief Financial Officer and Treasu
(Principal Financial Officer




