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Item 1.01

Entry into a Material Definitive Agreement

On May 22, 2007, BIO-key International, Inc. (the “Company”) and ZOLL Data Systems, Inc., a subsidiary of ZOLL Medical
Corporation (“ZOLL”), entered into an Asset Purchase Agreement (the “Purchase Agreement”), pursuant to which ZOLL acquired
substantially all of the assets related to the Company’s Fire/EMS Services division (the “Business”) for $7,000,000 in cash (the
“Sale”). The purchase price is subject to possible adjustment based on the net working capital of the Business on the closing date.
ZOLL also agreed, pursuant to the Purchase Agreement, to assume certain liabilities related to the Business.
The foregoing description of the Purchase Agreement does not purport to be complete and is qualified in its entirety by
reference to the full text of the Purchase Agreement, which is attached to this Current Report on Form 8-K as Exhibit 2.1, and is
incorporated herein by reference. The Purchase Agreement has been attached to provide investors with information regarding its
terms. It is not intended to provide any other factual information about the Company or ZOLL or their respective businesses or
operations. In particular, the assertions embodied in the representations, warranties and covenants contained in the Purchase
Agreement are qualified by information in confidential disclosure schedules provided by the Company to ZOLL in connection with the
signing of the Purchase Agreement. These disclosure schedules contain information that modifies, qualifies and creates exceptions
to certain representations, warranties and covenants set forth in the Purchase Agreement. Moreover, some representations,
warranties and covenants in the Purchase Agreement were used for the purpose of allocating risk between the Company, on the one
hand, and ZOLL, on the other hand, rather than establishing matters as facts. Accordingly, investors should not rely on the
representations, warranties and covenants in the Purchase Agreement as characterizations of the actual state of facts about the

Company or ZOLL or their respective businesses or operations.
Item 2.01

Completion of Acquisition or Disposition of Assets

The completion of the transactions contemplated by the Purchase Agreement occurred simultaneously with the parties’
execution and delivery of that agreement. Accordingly, the information set forth in Item 1.01 of this Current Report on Form 8-K is
hereby incorporated into this Item 2.01 by reference in its entirety.
Item 2.02

Results of Operations and Financial Condition

On May 15, 2007, the Company issued a press release, which was included as an exhibit to a Current Report on Form 8-K,
announcing its financial results for its first quarter ended March 31, 2007. On May 21, 2007, the Company held a conference call
accessible to the public to discuss those financial results. Copies of the press release issued by the Company on May 21, 2007 and
the transcript of the conference call are attached as Exhibit 99.1 and Exhibit 99.2,
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respectively, to this Current Report on Form 8-K and are incorporated herein by reference in their entirety.
The information, including the exhibits attached hereto, in this Current Report on Form 8-K shall not be deemed “filed” for
purposes of Section 18 of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), or otherwise subject to the
liabilities of that Section, nor shall it be deemed incorporated by reference in any filing under the Securities Act of 1933 or the
Exchange Act, except as otherwise expressly stated in such filing.
Item 8.01

Other Events

On May 22, 2007, the Company used approximately $4,300,000 of the net cash proceeds received in connection with the
Sale to repay in full its obligations to Laurus Master Fund Ltd. (“Laurus”) under the Secured Convertible Term Notes issued by the
Company to Laurus on September 29, 2004 and on June 8, 2005.
Item 9.01
(b)

Financial Statements and Exhibits

Pro Forma Financial Information

Exhibit 99.3 to this Current Report on Form 8-K, which is incorporated into this Item 9.01 by reference, includes: (1) the
unaudited pro forma condensed consolidated statements of earnings of the Company for the three months ended March 31, 2007
and for the fiscal years ended December 31, 2006 and 2005, assuming that the disposition of the Business was effective for the
periods indicated; (2) the unaudited pro forma condensed consolidated balance sheet of the Company as of March 31, 2007,
assuming that the disposition of the Business occurred as of that date; and (3) the related notes to the unaudited pro forma
condensed consolidated financial statements.
(d)

Exhibits

2.1

Purchase and Sale Agreement, dated as of May 22, 2007, by and between the Company and ZOLL Data Systems, Inc.

99.1

Press release, dated May 21, 2007, issued by the Company.

99.2

Transcript of conference call conducted by the Company on May 21, 2007.

99.3

Unaudited Pro Forma Condensed Consolidated Financial Information for BIO-key International, Inc.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned hereunto duly authorized.
BIO-KEY INTERNATIONAL, INC.
Date: May 25, 2007

By: /s/ Francis J. Cusick
Francis J. Cusick
Chief Financial Officer
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ASSET PURCHASE AGREEMENT
THIS ASSET PURCHASE AGREEMENT (this “Agreement”) is made as of May 22, 2007 by and between BIO-key
International, Inc., a Delaware corporation (“Seller”), and ZOLL Data Systems, Inc., a Delaware corporation (“Buyer”). Seller and
Buyer are collectively referred to herein as the “Parties” and each individually as a “Party.” Capitalized terms used in this Agreement

without definition shall have the meaning given to such terms in Article I hereof.
WHEREAS, Buyer desires to acquire from Seller, and Seller desires to sell to Buyer, substantially all of the assets of Seller
relating to Seller’s Fire/EMS Services Division (the “Subject Business”) for the consideration and upon the terms and conditions set
forth in this Agreement.
NOW, THEREFORE, for good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the
Parties agree as follows:
ARTICLE I
DEFINITIONS
1.1.

Definitions

For purposes of this Agreement, the following terms shall have the meanings set forth below:
“Base Balance Sheet” means the balance sheet of the Seller as of December 31, 2006 as set forth in the Seller’s Annual
Report on Form 10-KSB for the year ended December 31, 2006.
“Business Day” means any day that is not a Saturday, Sunday or other day on which banks are required or authorized by
law to be closed in the City of New York or Boston, Massachusetts.
“Contract” means any contract, license, sublicense, mortgage, purchase order, indenture, loan agreement, lease, sublease,
agreement or instrument or any binding commitment to enter into any of the foregoing (in each case, whether written or oral).
“Escrow Agent” means Brown Brothers Harriman & Co.
“Escrow Amount” means at any point in time the amount then held in escrow pursuant to the Escrow Agreement.
“Escrow Agreement” means the agreement between Seller, Buyer and the Escrow Agent pursuant to which the Escrow
Amount is held by the Escrow Agent in accordance with its terms.
“Exchange Act” means the Securities Exchange Act of 1934, as amended.
“Excluded Know-how” means the Mobile Rescue product.
“GAAP” means United States generally accepted accounting principles, consistently applied throughout the periods involved.

“Hired Employees” means any employees of Seller hired by Buyer at the Closing.
“Initial Escrow Amount” means $400,000.
“Intellectual Property Assets” means: (A) patents, patent applications of any kind, patent rights, inventions, discoveries and
invention disclosures (whether or not patented) (collectively, “Patents”); (B) rights in registered and unregistered trademarks, service
marks, trade names, trade dress, logos, packaging design, slogans and Internet domain names, and registrations and applications
for registration of any of the foregoing (collectively, “Marks”); (C) copyrights in both published and unpublished works, including
without limitation all compilations, databases and computer programs, manuals and other documentation and all copyright
registrations and applications, and all derivatives, translations, adaptations and combinations of the above (collectively, “Copyrights”);
(D) rights in know-how, trade secrets, confidential or proprietary information, research in progress, algorithms, data, designs,
processes, formulae, drawings, schematics, blueprints, flow charts, models, strategies, prototypes, techniques, Beta testing
procedures and Beta testing results (collectively, “Trade Secrets”); (E) any and all other intellectual property rights and/or proprietary
rights relating to any of the foregoing; and (F) goodwill, franchises, licenses, permits, consents, approvals, and claims of infringement
and misappropriation against third-parties.
“Knowledge” means the actual knowledge after due inquiry of Seller’s Chairman of the Board (Thomas Colatosti), Chief
Executive Officer (Michael DePasquale), Chief Financial Officer (Frank Cusick), division head of the Subject Business (Tony Barone)
or Controller (Rich Fusco).
“Letter of Intent” means that certain letter agreement, dated on or about April 5, 2007, between Zoll Medical Corporation, as
parent of Buyer, and Seller.
“Liability” means any liability, debt, obligation, deficiency, Tax, penalty, assessment, fine, claim, cause of action or other loss,

fee, cost or expense of any kind or nature whatsoever, whether asserted or unasserted, absolute or contingent, known or unknown,
accrued or unaccrued, liquidated or unliquidated, and whether due or to become due and regardless of when asserted.
“Lien” means, with respect to any asset, any mortgage, pledge, security interest, encumbrance, lien or encumbrance of any
kind in respect of such asset.
“Material Adverse Effect” means a material adverse effect on the business, assets, financial condition, results of operations or
prospects of the Subject Business or the Purchased Assets.
“Net Amount of the Working Capital Assets” means the difference between (i) the accounts receivable of Seller included in
the Purchased Assets, and (ii) the amount of the accounts payable of Seller included in the Assumed Liabilities. In determining the
Net Amount of the Working Capital Assets, all amounts will be determined as of the Closing Date in accordance with GAAP applied
consistently as reflected on the Base Balance Sheet.
“Ordinary Course” means ordinary course of business consistent with past custom and practice (including with respect to
quantity and frequency).
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“Person” means any individual, partnership, limited liability company, corporation, cooperative, association, joint stock
company, trust, joint venture, unincorporated organization or governmental authority, body or entity or any department, agency or
political subdivision thereof.
“Prime Rate” means, on any date, a variable rate per annum equal to the rate of interest most recently published byThe Wall
Street Journal as the “prime rate” at large U.S. banks.
“Purchase Price” means an amount equal to (a) $7,000,000 in cash,minus (b) fifty percent (50%) of the value of any accrued
vacation time (up to an aggregate of $80,000, and 50% of such maximum being $40,000) owed to the Hired Employees at the
Closing and assumed by Buyer, and minus (c) one hundred percent (100%) of the value of any such accrued vacation time in excess
of an aggregate of $80,000. The Purchase Price is subject to further adjustment following the Closing in accordance with Section 2.6
hereof.
“SEC” means the Securities and Exchange Commission.
“Securities Act” means the Securities Act of 1933, as amended.
“Seller Intellectual Property Assets” means all Intellectual Property Assets owned by Seller or used or held for use by Seller
which are useful in the Subject Business or constituting a portion of or otherwise relating to any of the Software Products, including,
without limitation, the Software Products, Seller Patents, Seller Marks, Seller Copyrights and Seller Trade Secrets.
“Subsidiary” means, with respect to any Person, any corporation, partnership, limited liability company, association or other
business entity of which such Person has a majority of the ownership interests therein or the contractual right to control.
“Tax” or “Taxes” means any federal, state, local or foreign income, gross receipts, capital gains, franchise, alternative or addon minimum, estimated, sales, use, goods and services, transfer, registration, value added, excise, natural resources, severance,
stamp, occupation, premium, windfall profit, environmental, customs, duties, real property, special assessment, personal property,
capital stock, social security, unemployment, employment, disability, payroll, license, employee or other withholding, contributions or
other tax, of any kind whatsoever, including any interest, penalties or additions to tax or additional amounts in respect of the
foregoing.
“Tax Assets” shall mean any refund, abatement or credit of, and all other assets comprising receivables or deferred assets or
prepayments for, Taxes arising or resulting from Seller’s and its Affiliate’s conduct of the Subject Business or ownership of the
Purchased Assets for taxable periods ending on or before the Closing Date.
“Tax Returns” means returns, declarations, reports, claims for refund, information returns or other documents (including any
related or supporting schedules, statements or information) filed or required to be filed in connection with the determination,
assessment or collection of Taxes of any party or the administration of any laws, regulations or administrative requirements relating to
any Taxes.
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“Transaction Documents” means this Agreement and any other agreement contemplated hereby to which Seller or Buyer is a
party.
1.2.

Other Definitions

Each of the following defined terms has the meaning given such term in the Section set forth opposite such defined term:
Section Reference

Preamble
2.8
6.1(a)
2.2
6.2(c)(ii)
Preamble
6.2(a)
6.2(c)(ii)
2.5
2.5
2.6(b)
2.6(b)
2.6(a)

2.1(b)
2.3
2.3(a)
2.6(e)
3.5(b)
6.2(d)
6.2(d)
2.6(d)
3.16
2.10
2.6(b)
3.13
3.11(a)
3.11(a)
6.2(a)
2.9
2.9
2.6(b)
Preamble
Preamble
3.11(b)(xv)
2.1(a)
2.1(a)(vi)
Preamble
3.11(a)
3.11(a)
6.2(b)
3.11(a)
3.5(a)
2.1(a)(i)
Preamble
2.7
2.7

Defined Term

Agreement
Allocation
Applicable Limitation Date
Assumed Liabilities
Basket
Buyer
Buyer Parties
Cap
Closing
Closing Date
Closing Statement
Dispute Notice
Estimated Net Amount of the Working Capital
Assets
Excluded Assets
Excluded Liabilities
Excluded Taxes
Final Net Amount of the Working Capital Assets
Financial Statements
Indemnified Party
Indemnifying Party
Independent Accounting Firm
Interested Person
In-Process Sales
Item of Dispute
Licenses
Licenses In
Licenses Out
Loss
Mobile Rescue Product
MR Services
Net Amount of the Working Capital Assets
Parties
Party
Product Certifications
Purchased Assets
Purchased Contracts
Seller
Seller Copyrights
Seller Marks
Seller Parties
Seller Patents
Seller SEC Documents
Software Products
Subject Business
Third Party IP Assets
Transfer Documents
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ARTICLE II
PURCHASE AND SALE OF ASSETS
2.1.

Purchase of Assets

(a)
On the terms and subject to the conditions contained in this Agreement, at the Closing, Buyer shall
purchase, and Seller shall sell, convey, assign, transfer and deliver to Buyer, free and clear of any Liens by appropriate instruments of
conveyance reasonably satisfactory to Buyer, all assets, properties, rights, titles and interests of every kind or nature owned, leased,
licensed or otherwise held by Seller and each of its Subsidiaries (including indirect and other forms of beneficial ownership) as of the
Closing Date held or used in the conduct of the Subject Business, including without limitation all of the following assets, but excluding
all Excluded Assets (the “Purchased Assets”):
(i)
all Seller Intellectual Property Assets, and all software products designed, developed, licensed,
sold, distributed and/or otherwise made commercially available in the operation of the Subject Business (the “Software
Products”), consisting of the following Software Products: FireRMS, FireRMS Mobile, SQL Utilities, The Collecter,
Datapump, Sunpro Message Switch, FireRMS Web, FRMS Sync Manager and the related CAD, EMS, EMS billing, EMS
county/state and other interfaces including FireView, LP12, Telestaff and FDonScene and other related software products
addressing the fire market (other than the Mobile Rescue product);
(ii)
the goodwill of Seller relating to the Subject Business or the Purchased Asset, together with the
right to represent to third-parties that Buyer is the successor to the Subject Business;
(iii)
all billed and unbilled accounts receivable of the Subject Business and all correspondence with
respect thereto, including all trade accounts receivable, notes receivable from customers, vendor credits and accounts
receivable from employees and all other obligations from customers with respect to sales of goods or services (provided that
the billed accounts receivable excludes the account receivable represented by Seller’s invoice dated March 29, 2007 issued
to Intergraph Public Safety in the amount of $188,699.36 with regard to Onondaga County, New York);
(iv)
all prepayments, prepaid expenses and similar assets used by Seller or held by Seller for use in
connection with the Subject Business;
5

(v)
all inventories, work in progress and supplies used by Seller or held by Seller for use in connection
with the Subject Business;
(vi)
Subject to Section 2.8, all rights existing under those Contracts used by Seller or held by Seller for
use in connection with the Subject Business to which Seller is a party, consisting of (A) all existing Contracts relating to the
sale of, or the providing of maintenance with regard to, any of the Software Products, (B) the License-In and License-Out
Agreements and (C) each other Contract set forth on Schedule 2.1(a)(vi) (collectively, the “Purchased Contracts”);
(vii)
all non-competition, non-disclosure, non-solicitation and similar agreements of Seller, solely with
respect to any Hired Employee, including such agreements listed on Schedule 2.1(a)(vi);
(viii)
all lists and records pertaining to customer accounts (whether past or current), suppliers,
distributors, personnel and agents relating to the Subject Business;
(ix)
all claims, deposits, prepayments, warranties, guarantees, refunds, causes of action, rights of
recovery, rights of set-off and rights of recoupment of every kind and nature relating to the Subject Business, except for any of
the foregoing to the extent they relate solely to Excluded Assets;
(x)
all transferable licenses, permits or other governmental authorizations affecting or relating in any
way to the Subject Business, including, the items listed on Schedule 3.13;
(xi)
all hardware, computer equipment and similar equipment owned by Seller and used in the Subject
Business, including the hardware listed on Schedule 2.1(a)(xi);

(xii)
except as provided in Section 2.1(b)(ii) below and to the extent they relate to Excluded Assets or
Excluded Liabilities, all books, records, ledgers, files, documents, correspondence, lists, studies and reports and other printed
or written materials used by Seller or held by Seller for use in connection with the Subject Business and all rights related
thereto, including, without limitation, engineering information, sales and promotional literature, manuals and data, sales and
purchase correspondence, lists of present and former suppliers, lists of present and former customers, mailing lists, marketing
materials, advertising matter, employment information relating to Hired Employees, and all information relating to Taxes
imposed on or with respect to the Subject Business; and
(xiii)
all other assets of any kind or nature of Seller relating predominantly to the Subject Business, other
than the Excluded Assets.
6

(b)
Notwithstanding the foregoing, the following assets are expressly excluded from the purchase and sale
contemplated hereby (the “Excluded Assets”) and, as such, are not included in the Purchased Assets:
(i)

Seller’s rights under or pursuant to this Agreement and the other Transaction Documents;

(ii)

Seller’s general ledger, accounting records, minute books, statutory books and corporate seal;

(iii)

Seller’s personnel records and any other records that Seller is required by law to retain in its

possession;
(iv)
any right to receive mail and other communications addressed to Seller relating to the Excluded
Assets or the Excluded Liabilities;
(v)

any intercompany receivables or intercompany assets of any kind or nature;

(vi)

the capital stock of Seller or any Subsidiary of Seller;

(vii)

all cash, cash equivalents and bank accounts;

(viii)
all trademark or other indicia of origin of Seller in any of the following words, logos, stylized lettering,
other designs and variants thereof: “BIO-Key” or “BIO-Key International”;

2.2.

(ix)

Tax Assets; and

(x)

Excluded Know-How.

Assumed Liabilities

Upon the terms and subject to the conditions of this Agreement, Buyer agrees, effective at the Closing, to assume only the
following Liabilities, solely to the extent such Liabilities were incurred in the Ordinary Course of the Subject Business:
(a)
those accounts payable which relate solely to the Ordinary Course of operations of the Subject Business
and which are (i) accrued on the Base Balance Sheet or (ii) incurred in the Ordinary Course of business since the date of the Base
Balance Sheet and not discharged as of the Closing Date; and
(b)
all Liabilities and obligations of Seller arising from and after the Closing Date under the Purchased
Contracts (other than Liabilities or obligations attributable to any failure by Seller to comply with the terms thereof).
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All of the Liabilities generally or specifically described above in this Section 2.2 are individually and collectively referred to as the
“Assumed Liabilities”.
2.3.

Excluded Liabilities

Notwithstanding any provision in this Agreement or any other writing to the contrary, Buyer is assuming only the Assumed
Liabilities and is not assuming any other Liability or obligation of Seller (or any predecessor owner of all or part of its respective
business and assets) of whatever nature whether presently in existence or arising or asserted hereafter. All such other Liabilities and
obligations shall be retained by and remain obligations and Liabilities of Seller (all such Liabilities and obligations not being assumed
being herein referred to as the “Excluded Liabilities”). Without limiting the foregoing, none of the following shall be Assumed
Liabilities for the purposes of this Agreement:
(a)
any and all Liabilities and obligations for Taxes relating to the Subject Business for any pre-closing tax
period, and any and all other Liabilities and obligations of Seller for Taxes (in each case, including any Taxes that arise as a result of
the transactions contemplated by this Agreement) (all such Liabilities and obligations described in this Section 2.3(a) being referred to
herein as the “Excluded Taxes”);
(b)

any Liabilities or obligations relating to employee benefits or compensation arrangements existing as of the

(c)

any environmental Liabilities;

(d)

any Liability, Lien or obligation relating to an Excluded Asset;

(e)

any Liability or obligation not incurred in the Ordinary Course of the Subject Business;

Closing Date;

(f)
Seller’s obligations to provide vacation time, sick time, personal days, vacation pay and sick pay to any
employees, provided, however, that Buyer will assume and be responsible for any accrued vacation time and sick time owed to the
Hired Employees;
(g)
all Liabilities of Seller resulting from any action, suit, proceeding, order, judgment, decree or investigation,
whether or not arising out of or related to the conduct of the Subject Business prior to the Closing Date; and
(h)
any Liabilities of Seller which may be owed to any agent, broker, finder or investment or commercial banker
as a result of the transactions contemplated by this Agreement.
2.4.

Purchase Price

On and subject to the terms and conditions set forth in this Agreement, on the Closing Date, Buyer shall (a) pay the Purchase
Price less the Initial Escrow Amount by wire transfer and (b) assume the Assumed Liabilities. On or before May 31, 2007, Buyer will
pay the Initial Escrow Amount to the Escrow Agent in accordance with and subject to the Escrow Agreement.
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2.5.

Closing Transactions

Subject to the terms and conditions of this Agreement, the closing of the transactions contemplated by this Agreement (the
“Closing”) shall take place at the offices of Goodwin Procter LLP, 53 State Street, Boston, MA 02109, at 10:00 a.m. simultaneously
with the execution and delivery of this Agreement. The date of the Closing is herein referred to as the “Closing Date.”
2.6.

Adjustments to Purchase Price

(a)
Seller and Buyer estimate that the Net Amount of the Working Capital Assets of the Purchased Assets and
Assumed Liabilities as of the Closing Date will be $185,631.06 (the “Estimated Net Amount of the Working Capital Assets”).
(b)
Closing Statement. Promptly, but in any event within 90 days after the Closing, Buyer shall furnish to Seller
a written statement (the “Closing Statement”) setting forth as of the Closing Date the Net Amount of the Working Capital Assets.
Such statement shall include the amount of each of the components of the Net Amount of the Working Capital Assets. Unless, within
the 30-day period following Seller’s receipt of the Closing Statement, Seller delivers written notice to Buyer (the “Dispute Notice”)
setting forth (in detail sufficient for Buyer to understand the nature of and basis for Seller’s dispute) any and all items of disagreement
related to the Closing Statement, including the amount thereof (each, an “Item of Dispute”), the Closing Statement shall be conclusive
and binding upon each of the Parties; provided that the only basis on which Seller shall be permitted to submit an Item of Dispute is
that such Item of Dispute was not prepared in accordance with the terms of this Agreement or the Closing Statement contains a
mathematical or clerical error or errors. After the delivery of the Closing Statement, Buyer shall cooperate with Seller in connection
with its review of the Closing Statement, including, without limitation, by providing Seller and its accountants reasonable access
during business hours to materials used in the preparation of the Closing Statement.

(c)
Dispute Resolution by the Parties. If Seller delivers the Dispute Notice to Buyer within the required 30-day
period, Buyer and Seller shall use reasonable efforts to resolve their differences concerning the Items of Dispute, and if any Item of
Dispute is so resolved, the Closing Statement shall be modified as necessary to reflect such resolution. If all Items of Dispute are so
resolved, the Closing Statement (as so modified) shall be conclusive and binding on all Parties.
(d)
Determination by Independent Accounting Firm. If any Item of Dispute remains unresolved for a period of
30 days after Buyer’s receipt of the Dispute Notice, Buyer and Seller shall, within 10 days thereafter, submit the dispute to a mutually
acceptable independent public accounting firm (the “Independent Accounting Firm”). If Buyer and Seller are unable to mutually agree
upon such an accounting firm within such 10-day period, then Buyer and Seller shall, within five days thereafter, each select a
nationally recognized certified public accounting firm. Within five days after their selection, those two accounting firms shall select a
third nationally recognized certified public accounting firm, which third accounting firm shall act as the Independent Accounting Firm.
Such third nationally recognized accounting firm shall not be an accounting firm that has performed accounting or similar services for
Buyer or Seller in the past five years. Buyer and Seller shall each provide their respective calculations of the Net Amount of the
Working Capital Assets and the Items of Dispute in writing to the
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Independent Accounting Firm and shall request that the Independent Accounting Firm render a written determination as to each
unresolved Item of Dispute, as soon as reasonably practicable, but in no event later than 30 days after its retention, which
determination shall be solely based on whether each such Item of Dispute was prepared in accordance with the terms of this
Agreement or whether each such Item of Dispute contains a mathematical or clerical error or errors. The Parties shall cooperate fully
with the Independent Accounting Firm so as to enable it to make such determination as quickly and as accurately as practicable. The
Independent Accounting Firm’s determination as to each Item of Dispute submitted to it shall be in writing and shall be conclusive and
binding upon the Parties, absent manifest error or willful misconduct, and the Closing Statement shall be modified to the extent
necessary to reflect such determination. The fees and expenses of the Independent Accounting Firm shall be paid by the Party
whose calculation of the Net Amount of the Working Capital Assets is furthest from the determination rendered by the Independent
Accounting Firm.
(e)
Adjustment. Once all Items of Dispute are resolved, the Net Amount of the Working Capital Assets set forth
on the final Closing Statement (the “Final Net Amount of the Working Capital Assets”) shall be deemed final for the purposes of this
Section 2.6.
If the amount of the Final Net Amount of the Working Capital Assets is less than the Estimated Net Amount of the Working
Capital Assets, then Seller shall pay to Buyer an amount equal to such shortfall. If the amount of the Net Amount of the Working
Capital Assets as reflected on the final Closing Statement is greater than the Estimated Final Net Amount of the Working Capital
Assets, then no additional amounts shall be payable to Seller under this Section 2.6(e). Any such payment shall be made within 10
Business Days after the Closing Statement becomes final and binding upon the Parties, together, in either case, with interest thereon
from the Closing Date to the date of actual payment at a rate equal to the Prime Rate plus four percent per annum.
2.7.

Transfer Documents

The Seller and Buyer shall, in accordance with the terms of this Agreement, enter into on the Closing Date appropriate bills of
sale and assignment and assumption agreements (the “Transfer Documents”) documenting the purchase and sale of each portion of
the Purchased Assets and the Assumed Liabilities to be conveyed separately to Buyer. The Transfer Documents shall be in
substantially the form attached hereto as Exhibit A. In the event of any conflict or inconsistency between the terms and conditions of
this Agreement and any Transfer Document, the terms and conditions of this Agreement shall prevail.
2.8.

Tax Allocations

Within two hundred seventy (270) days after the Closing Date, Buyer shall prepare and deliver to Seller a schedule allocating
the Purchase Price (and any other items or amounts that are required for federal income tax purposes to be included in the Purchase
Price), among the Purchased Assets under the principles of Code Section 1060 and regulations thereunder (and any similar provision
of state, local or foreign law, as appropriate) (such schedule and the allocations it contains, the “Allocation”). The Allocation shall be
binding and conclusive and deemed accepted by Seller, unless Seller shall have notified Buyer in writing of any objections thereto
within twenty (20) days after delivery of the Allocation, specifying in reasonable detail each item on the Allocation that Buyer
disputes. Upon receipt of such objections, Buyer and Seller shall
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attempt in good faith to resolve such differences. If the Seller and Buyer are unable to resolve such differences, they shall submit
their differences to an independent accounting firm mutually acceptable to them whose determination shall be final, binding and
conclusive on the Parties. Seller and Buyer shall report and file all Tax Returns (including amended Tax Returns and claims for
refund) consistent with the Allocation and shall not voluntarily take a position contrary thereto or inconsistent therewith (including,
without limitation, in any audits or examinations by any governmental authority or any other proceedings). Seller and Buyer shall
cooperate in the filing of any forms (including Form 8594 under Section 1060 of the Code) with respect to such Allocation, including
any amendments to such forms required with respect to such Allocation.
2.9.

Mobile Rescue

At all times following the Closing, Seller shall, as requested by Buyer, sell copies of Seller’s Mobile Rescue product, as such
product is updated, upgraded, modified and improved from time to time (collectively, the “Mobile Rescue Product”) to and perform
related installation, integration, configuration, maintenance, support and other services (collectively, the “MR Services”) for Buyer and
its Affiliates to the extent Seller sells copies of the Mobile Rescue Products to and performs MR Services for any third party. The
pricing terms, considered on an aggregate basis and not with respect to prices for individual items and services, and other material
business and legal terms and conditions governing the applicable Mobile Rescue Product made available to and MR Services
performed for Buyer and its Affiliates (including, without limitation, license terms and restrictions, performance and other warranties,
Seller’s indemnification obligations) will be no less favorable to Buyer or such Affiliate than the most favorable pricing terms and other
material terms and conditions granted by Seller to any other customers, distributors or resellers, as applicable, of Seller purchasing
copies of such Mobile Rescue Product or receiving such MR Services.
2.10.

Transition of Subject Business

Following the Closing, Seller will use its commercially reasonable efforts to facilitate and assist in the transition of the Subject
Business to Buyer, including (a) directing phone, e-mail and other inquiries and contacts concerning the Subject Business to Buyer,
(b) assisting Buyer in obtaining maintenance agreements and necessary consents from customers of the Subject Business (including
if necessary by joining Buyer personnel in calling on such customers), (c) providing Buyer with a written list of all on-going sales
currently in process (“In-Process Sales”), such list to detail the scope, terms and contact personnel for the In-Process Sales, and
(d) causing, at Buyer’s written request, Seller’s sales personnel who are currently working on any In-Process Sales to complete such
effort and close such sales (subject to Buyer reimbursing Seller for the Ordinary Course sales commissions due on such sales).
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ARTICLE III
REPRESENTATIONS AND WARRANTIES
OF SELLER
As a material inducement to Buyer to enter into this Agreement, subject to the exceptions and limitations set forth in this
Article III and the matters set forth on the Schedules, Seller hereby represents and warrants to Buyer that:
3.1.

Organization and Corporate Power

Seller is a corporation duly organized, validly existing and in good standing under the laws of the jurisdiction of its
incorporation. Seller is qualified to conduct the Subject Business in every jurisdiction in which such qualification is necessary, except
where the failure to so qualify has not had or would not reasonably be expected to have a Material Adverse Effect on Seller, the
Subject Business or the Purchased Assets. All jurisdictions in which Seller conducts the Subject Business and is qualified to do
business are set forth on Schedule 3.1. Seller has full corporate power and authority and all licenses, permits and authorizations
necessary to own and operate the Subject Business as now conducted.
3.2.

Authorization of Transactions

Seller has full corporate power and authority to execute and deliver this Agreement and each of the other Transaction
Documents to which it is a party and to consummate the transactions contemplated hereunder and thereunder and to perform each of
its obligations hereunder and thereunder. The board of directors of Seller has duly approved this Agreement and all other
Transaction Documents to which it is a party and has duly authorized the execution and delivery of this Agreement and all other
Transaction Documents to which it is a party and the consummation of the transactions contemplated hereby and thereby. No other
corporate proceedings on the part of Seller (including, without limitation, approval of Seller’s stockholders) are necessary to approve
and authorize the execution and delivery of this Agreement and the other Transaction Documents to which Seller is a party and the
consummation of the transactions contemplated hereby and thereby. This Agreement and all other Transaction Documents to which

Seller is a party have been duly executed and delivered by Seller and constitute the valid and binding agreements of Seller,
enforceable against Seller in accordance with their terms, subject to bankruptcy, insolvency, reorganization, moratorium and similar
laws of general applicability relating to or affecting creditors’ rights and to general principles of equity.
3.3.

Sufficiency of Assets

The Purchased Assets (including, without limitation, the Software Products, Intellectual Property Assets and Purchased
Contracts being transferred to Buyer pursuant to this Agreement) are sufficient to enable Buyer to conduct the Subject Business after
the Closing in substantially the same manner as operated by Seller prior to the Closing.
3.4.

Absence of Conflicts

Except as set forth on Schedule 3.4 or Schedule 3.19 attached hereto, the execution, delivery and performance of this
Agreement and the other Transaction Documents and the consummation of the transactions contemplated hereby and thereby by
Seller do not and shall not (a) conflict with or result in any breach of any of the terms, conditions or provisions of, (b) constitute a
default under, (c) result in a violation of, (d) give any third-party the right to modify, terminate or accelerate or cause the modification,
termination or acceleration of, any obligation under, (e) result in the creation of any Lien upon any of the Purchased Assets, or (f)
require any authorization, consent, approval, exemption or other action by, or notice or declaration to or filing with, any third-parties,
including, without limitation, any court or administrative or other governmental body or agency, under (i) the provisions of the
certificate of incorporation or by12

laws of Seller, (ii) any Purchased Contract, (iii) any law, statute, rule or regulation to which Seller is subject, (iv) any judgment, order
or decree to which Seller is subject, or (v) any other contract, license, instrument or agreement to which Seller is a party or to which it,
the Subject Business or the Purchased Assets are subject.
3.5.

SEC Filings; Financial Statements; Sarbanes-Oxley

(a)
Seller has timely filed with the SEC all forms, reports, schedules, statements and other documents required
to be filed by it since January 1, 2003 under the Exchange Act or the Securities Act, including all such documents filed after the date
hereof and prior to the Closing Date (as such documents have been amended since the time of their filing and all documents
incorporated by reference therein, collectively, the “Seller SEC Documents”). None of Seller’s Subsidiaries is required to file any
form, report, schedule, statement or other document with the SEC. As of their respective dates and if amended prior to the date
hereof, as of the date of the last such amendment, the Seller SEC Documents (i) did not, and all documents filed by Seller with the
SEC under the Exchange Act or the Securities Act between the date of this Agreement and the Closing Date will not, contain any
untrue statement of a material fact or omit to state a material fact required to be stated therein or necessary in order to make the
statements therein, in the light of the circumstances under which they were or will be made, not misleading, and (ii) complied, and all
documents filed by Seller with the SEC under the Exchange Act or the Securities Act between the date of this Agreement and the
Closing Date will comply, in all material respects with the applicable requirements of the Exchange Act and the Securities Act, as the
case may be, at such time of filing. As used in this Section 3.5, the term “file” shall be construed to include any manner in which a
document or information is furnished, supplied or otherwise made available to the SEC.
(b)
Each of the financial statements (including in each case, any related notes thereto), contained or reflected
in Seller SEC Documents, (the “Financial Statements”) (i) was, and all financial statements contained or reflected in documents filed
by Seller with the SEC under the Exchange Act or the Securities Act between the date of this Agreement and the Closing Date will
be, prepared from the books and records of Seller and its Subsidiaries; (ii) was, and all financial statements contained or reflected in
documents filed by Seller with the SEC under the Exchange Act or the Securities Act between the date of this Agreement and the
Closing Date will be, prepared in accordance with GAAP applied on a consistent basis throughout the periods involved (except as
may be indicated therein or in the notes thereto or, in the case of unaudited statements, except that such unaudited statements do
not contain footnotes as permitted by Form 10-Q under the Exchange Act); (iii) complied in all material respects with all applicable
accounting requirements and with the published rules and regulations of the SEC with respect thereto as in effect on the date of filing;
(iv) except with respect to the unaudited financial statements contained in Seller SEC Documents filed on Form 10-Q under the
Exchange Act, was accompanied by reports (qualified to the extent set forth therein) from the independent auditor opining on the
same as to the financial statements contained therein; and (v) fairly presents, and all financial statements contained or reflected in
documents filed by Seller with the SEC under the Exchange Act or the Securities Act between the date of this Agreement and the
Closing Date will fairly present, in all material respects, the consolidated financial position of Seller and its Subsidiaries as of their
respective dates and the consolidated results of their respective operations and cash flows for the periods indicated therein, except
that the unaudited
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interim financial statements were or will be subject to normal year end audit adjustments which were not and will not be expected to
be material in the aggregate.
(c)
Neither Seller nor, to the Knowledge of Seller, any of its auditors, accountants or representatives, has
received or otherwise obtained knowledge of any material complaint, allegation, assertion or claim, whether written or, to the
Knowledge of Seller, oral, regarding the accounting or auditing practices, procedures, methodologies or methods of Seller or its
internal accounting controls, including any material complaint, allegation, assertion or claim that Seller has engaged in questionable
accounting or auditing practices.
(d)
The financial information referenced or relied upon in the opinion of Richards, Layton & Finger, P.A.
delivered to Buyer in connection with the Closing is true and accurate.
3.6.

Absence of Undisclosed Liabilities Relating to Subject Business

There are no Liabilities of the Subject Business of any kind whatsoever, whether accrued, contingent, absolute, determined,
determinable or otherwise, and there is no existing condition, situation or set of circumstances which could reasonably be expected to
result in such a Liability, other than Liabilities reflected on the Base Balance Sheet or incurred in the Ordinary Course of business
consistent with past practice since the date of the Base Balance Sheet (including express warranty obligations and maintenance
obligations specifically set forth in the Purchased Contracts).
3.7.

Absence of Certain Changes

(a)
Seller does not have any Knowledge or reason to know of any development or threatened action that may
have a Material Adverse Effect on the continued operation of the Subject Business or the Purchased Assets.
(b)

Since January 1, 2007, with respect to the Subject Business or the Purchased Assets, there has not been:

(i)
any operation of Seller out of the Ordinary Course of business or any change in the financial
condition of the Subject Business or the Purchased Assets, which change, by itself or in conjunction with all other such
changes, whether or not arising in the Ordinary Course of business, is likely to have a Material Adverse Effect with respect to
the Subject Business or the Purchased Assets;
(ii)
any purchase, sale, license or other disposition, or any agreement or other arrangement for the
purchase, sale, license or other disposition, of any part of the Subject Business or the Purchased Assets other than
purchases in the Ordinary Course of business;
(iii)
any increase in the salary, bonus, or other compensation payable by Seller to any Hired Employee,
except as set forth on Schedule 3.14;
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(iv)
any agreement or understanding, whether in writing or otherwise, for Seller to take any of the
actions specified in paragraphs (i) through (iii) above.
3.8.

Title to Properties

Seller owns good and marketable title, free and clear of all Liens, to all of the Purchased Assets.
3.9.

Payment of Taxes

Within the times and in the manner prescribed by law, Seller has filed all Tax Returns required to be filed by it and has paid all
Taxes due and payable by it, except such as are being contested in good faith. No Tax due and owing by Seller on account of
business transacted by Seller prior to the Closing Date will become a Lien on the Purchased Assets nor shall Buyer have any Liability
therefor.

3.10.

Contracts and Commitments

(a)
Except for such Purchased Contracts, Seller is not a party to or bound by, whether written or oral, any of
the following types of Contracts relating to or affecting the Subject Business or the Purchased Assets:
(i)
Contracts obligating Seller to pay, as guarantor or otherwise, any indebtedness or in any way
creating any Lien on any of the Purchased Assets;
(ii)
Licenses In, Licenses Out or royalty Contracts or management, consulting, advisory or sales
representation Contracts;
(iii)
Contracts for the purchase or sale of supplies or products or for the furnishing or receipt of services
which has a minimum duration of one year or more or involves a sum in excess of $25,000, in each case to the extent any
such Contract is not terminable by Seller without the payment of any fee or other amount on no more than 30 days notice;
(iv)
Contracts limiting the freedom of Seller, or that would limit the freedom of Buyer after the Closing
Date, to freely engage in any line of business or with any Person anywhere in the world;
(v)

Contracts relating to the distribution, marketing, advertising or sales of the Software Products;

(vi)

Contracts pursuant to which Seller subcontracts work to third-parties;

(vii)

power of attorney;
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(viii)

Contracts relating to the acquisition or sale of any portion of the Subject Business or the Software

Products; or
(ix)

other Contracts material to the Subject Business.

(b)
Seller has made available to Buyer true and correct copies of each Purchased Contract, together with all
amendments, waivers and other changes thereto, and an accurate and complete description of all material terms of all oral Purchased
Contracts. No Purchased Contract has been canceled or, to Seller’s Knowledge, breached by the other party, and Seller has no
Knowledge of any planned breach by any other party to any Purchased Contract. Since December 31, 2006, to the Knowledge of
Seller, except as set forth on Schedule 3.10(b) no customer, supplier or distributor of the Subject Business has indicated in writing or
orally to Seller that it intends to stop or materially decrease the rate of business done with Seller or that it desires to renegotiate its
Contract with Seller. Seller has performed all obligations required to be performed by it in connection with Purchased Contracts and
is not in default under or in breach of any Purchased Contract, and no event or condition has occurred or arisen which with the
passage of time or the giving of notice or both would result in a default or breach thereunder. Each Purchased Contract is legal,
valid, binding, enforceable and in full force and effect and will continue as such following the consummation of the transactions
contemplated hereby.
(c)
All Software Products have been sold pursuant to Seller’s standard End User License Agreement in the
form previously delivered to Buyer, with no material modification to the terms thereof, including terms relating to Seller’s right to
assign such End User License Agreement.
(d)
To Seller’s Knowledge, there is no reason to believe that Buyer will be unable (i) to obtain, on monetary
terms consistent with those currently in effect with Seller, a written maintenance agreement with any customer of the Subject
Business who is not currently a party to a written agreement, and (ii) to the extent necessary, to obtain, without the payment or
provision by Buyer of any sums or inducements, written consents to any transfer of the customer relationship as contemplated
hereby.
3.11.

Seller Intellectual Property Assets

(a)
For the purposes of Seller Intellectual Property Assets used by Seller or held by Seller for use in connection
with the Subject Business, Schedule 3.11 contains a complete and accurate list of all (i) Patents owned by Seller (“Seller Patents”),
registered and material unregistered Marks owned by Seller (“Seller Marks”) and registered and material unregistered Copyrights
owned by Seller (“Seller Copyrights”), (ii) licenses, sublicenses or other agreements under which Seller is granted rights by others in
Seller Intellectual Property Assets (“Licenses In”) (other than commercial off the shelf software that is made generally available for a
total cost of less than $5,000), and (iii) licenses, sublicenses or other agreements under which Seller has granted rights to others in

Seller Intellectual Property Assets (“Licenses Out”) (other than customer agreements entered into in the Ordinary Course of
business, substantially in the form of Seller’s form of Purchase Agreement or Support and Maintenance Agreement, copies of which
have been provided to Buyer).
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(b)
For the purposes of Seller Intellectual Property Assets used by Seller or held by Seller for use in connection
with the Subject Business:
(i)
with respect to Seller Intellectual Property Assets (A) purported to be owned by Seller, Seller
exclusively owns such Seller Intellectual Property Assets and (B) licensed to Seller by a third-party (other than commercial off
the shelf software which is available for a total cost of less than $5,000), such Seller Intellectual Property Assets are the
subject of a written license or other agreement; in the case of the foregoing clauses (A) and (B) above, free and clear of all
Liens;
(ii)
all Seller Intellectual Property Assets owned by Seller that have been issued by, or registered, or
are the subject of an application filed with, as applicable, the U.S. Patent and Trademark Office, the U.S. Copyright Office or
any similar office or agency anywhere in the world, are currently in compliance with formal legal requirements (including
without limitation, as applicable, payment of filing, examination and maintenance fees, inventor declarations, proofs of
working or use, timely post-registration filing of affidavits of use and incontestability, and renewal applications), and, to the
Knowledge of Seller, all Seller Intellectual Property Assets owned by Seller are valid and enforceable;
(iii)
no Seller Intellectual Property Assets owned by Seller that have been issued by, or registered or the
subject of an application filed with, as applicable, the U.S. Patent and Trademark Office, the U.S. Copyright Office or in any
similar office or agency anywhere in the world is subject to any maintenance fees or taxes or actions falling due within 90
days after the Closing Date;
(iv)
there are no pending or, to the Knowledge of Seller, threatened claims against Seller or any of its
employees alleging that any of the operation of the Subject Business or any activity by Seller, or manufacture, sale, offer for
sale, importation, and/or use of any Software Product infringes or violates (or in the past infringed or violated) the rights of
others in or to any Intellectual Property Assets (“Third-Party IP Assets”) or constitutes a misappropriation of (or in the past
constituted a misappropriation of) any subject matter of any Intellectual Property Assets of any Person or entity or that any of
Seller Intellectual Property Assets is invalid or unenforceable;
(v)
neither the operation of the Subject Business, nor any activity by Seller, nor manufacture, use,
importation, offer for sale and/or sale of any Software Product (a) infringes or violates (or in the past infringed or violated) any
Third-Party IP Asset, except Patents, (b) to the Knowledge of Seller, infringes or violates (or in the past infringed or violated)
any rights of others in or to any Patents, or (c) constitutes a misappropriation of (or in the past constituted a misappropriation
of) any subject matter of any Third-Party IP Asset;
(vi)
all former and current employees, consultants and contractors of Seller involved in the development
of any Software Product or other Seller Intellectual Property Assets have executed written instruments with Seller that assign
to Seller all
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rights, title and interest in and to any and all (A) inventions, improvements, discoveries, writings and other works of
authorship, and information relating to the business of Seller or any of the products or services being researched, developed,
manufactured or sold by Seller or that may be used with any such products or services and (B) Intellectual Property Assets
relating thereto;
(vii)
to the Knowledge of Seller, (A) there is no, nor has there been any, infringement or violation by any
Person or entity of any of Seller Intellectual Property Assets or Seller’s rights therein or thereto and (B) there is no, nor has
there been any, misappropriation by any Person or entity of any of Seller Intellectual Property Assets or the subject matter
thereof;

(viii)
Seller has taken reasonable security measures to protect the secrecy, confidentiality and value of all
Trade Secrets owned by Seller or used or held for use by Seller in the Subject Business (the “Seller Trade Secrets”),
including, without limitation, requiring each Seller employee and consultant and any other Person with access to Seller Trade
Secrets to execute a binding confidentiality agreement, copies or forms of which have been provided to the Investors and, to
Seller’s Knowledge, there has not been any breach by any party of such confidentiality agreements;
(ix)
(A) Seller has not granted any current, future or conditional rights, licenses or interests in or to the
source code of the Software Products, and (B) since Seller developed the source code of the Software Products, Seller has
not provided or disclosed the source code of the Software Products to any Person or entity;
(x)
the Software Products perform substantially in accordance with their documented specifications
and as Seller has warranted to its customers;
(xi)
the Company has used industry standard practices to detect “viruses” or other malicious code that
could disrupt or interfere with the operation of the Software Products or equipment upon which the Software Products
operate, or the integrity of the data, information or signals the Software Products produce in a manner adverse to Seller or
any customer, licensee or recipient;
(xii)
(A) none of the Software Products contain, incorporate, link or call to or otherwise use any software
(in source or object code form) licensed from another party under a license commonly referred to as an open source, free
software, copyleft or community source code license (including but not limited to any library or code licensed under the GNU
General Public License, GNU Lesser General Public License, Apache Software License, or any other public source code
license arrangement), and (B) the incorporation, linking, calling or other use in or by any such Software Product of any thirdparty software does not obligate Seller to disclose, make available, offer or deliver any portion of the source code of any
Software Product or component thereof to any third-party;
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(xiii)
Seller has not collected or used any personally identifiable information from any third-parties, and
has complied with all applicable statutes and regulations in all United States jurisdictions and its publicly available privacy
policy (if any) relating to the collection, storage, use and onward transfer of all personally identifiable information collected by
Seller or by third-parties having authorized access to Seller’s databases or other records;
(xiv)
Seller holds all material product (including software) registrations, accreditations and other
certifications required for the conduct of the Subject Business, including the acceptance of the Software Products by the
National Fire Incident Reporting System (all of such registrations, accreditations and certifications being referred to herein as
“Product Certifications”). Seller is in compliance in all material respects with the terms and conditions of all such Product
Certifications and, to Seller’s Knowledge, no written notices have been received by Seller since January 1, 2007 alleging the
failure to hold any Product Certification. To Seller’s Knowledge, there is no reasonable basis for any present or future action
rescinding any such Product Certifications and no loss or expiration of any such Product Certifications is reasonably
foreseeable or has had or would reasonably be expected to have a Material Adverse Effect. All of the Product Certifications
are transferable to Buyer and will be transferred by Seller to Buyer on the Closing Date; and
(xv)
none of the Excluded Know-How (a) is embodied or incorporated in any of the Software Products or
(b) was, is or will be required to be used in the design, development, operation, distribution, maintenance, support or other
commercialization of any of the Software Products.
3.12.

Litigation; Proceedings

There are no actions, suits, proceedings, orders, judgments, decrees or investigations pending or, to Seller’s Knowledge,
threatened against or affecting the Subject Business or any Purchased Asset at law or in equity, or before or by any federal, state,
municipal or other governmental department, commission, board, bureau, agency or instrumentality, domestic or foreign, and to the
Knowledge of Seller there is no basis known for any of the foregoing. Neither the Subject Business nor any Purchased Asset is
subject to any arbitration proceedings under collective bargaining Contracts or otherwise or, to Seller’s Knowledge, any governmental
investigations or inquiries; and, to Seller’s Knowledge, there is no valid basis for any of the foregoing. Seller has not received any
opinion or legal advice in writing to the effect that Seller is exposed from a legal standpoint to any Liability which may be material to
the Subject Business, as previously, presently or proposed to be conducted, or the Purchased Assets. Neither the Subject Business
nor any of the Purchased Assets are subject to any outstanding order, judgment or decree issued by any court or quasi-judicial or
administrative agency of any federal, state, local or foreign jurisdiction or any arbitrator.

3.13.

Governmental Licenses and Permits

Seller owns or possesses all right, title and interest in and to all permits, licenses, franchises, certificates, approvals,
consents, certificates of authorization, registrations and other authorizations of foreign, federal, state and local governments or
regulatory authorities, or other
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similar rights which are necessary to conduct the Subject Business as presently conducted (collectively, the “Licenses”. Seller is in
compliance with the terms and conditions of any Licenses. No loss or expiration of any License is pending or, to Seller’s Knowledge,
threatened (including, without limitation, as a result of the transactions contemplated hereby). The consummation of the transactions
contemplated by this Agreement will not require any consent, renewal or notice with respect to any License.
3.14.

Employees

(a)
Schedule 3.14 contains a complete and accurate list of all of the Hired Employees describing for each such
employee the position or title, whether classified as exempt or non-exempt for wage and hour purposes and, if exempt, the type of
exemption relied upon, annual base salary, whether paid on a salary, hourly or commission basis and the actual rates of
compensation, average scheduled hours per week, bonus potential, date of hire, business location, status (i.e., active or inactive and
if inactive, the type of leave and estimated duration) and the total amount of bonus, severance and other amounts to be paid to such
employee at the Closing or otherwise in connection with the transactions contemplated hereby. To the Knowledge of Seller, no Hired
Employees has expressed any plans to terminate his or her employment or service arrangement with Seller.
(b)
Buyer shall never have any Liabilities, obligations or responsibilities for or with respect to any employee
benefit plans maintained or contributed by Seller, and Seller is solely responsible for all such Liabilities, obligations or responsibilities,
including any related to any termination of any such plans.
(c)
None of the Hired Employees of Seller are represented by any union or subject to any collective bargaining
agreement and no such employees have engaged in any such organizational activities. Seller has experienced no labor trouble and
no Hired Employee has brought or asserted any claim of unfair labor practices involving Seller.
(d)
No representative of Seller has made any representation, promise or guarantee, express or implied, to any
of its employees regarding (i) whether Buyer intends to retain or offer to retain such individual, or (ii) the terms and conditions on
which Buyer may retain or offer to retain such individual.
(e)
Seller has either paid in full all expense reimbursement claims of all Hired Employees as of May 11, 2007 or
obtained releases from such Hired Employees with respect to any claims therefor.
3.15.

Insurance

The Purchased Assets are insured to the extent disclosed onSchedule 3.15 and all other material insurance policies and
arrangements of Seller are disclosed in said Schedule. Seller’s worker’s compensation insurance complies with applicable statutory
requirements as to the amount of such coverage.
20

3.16.

Affiliate Transactions

None of the Purchased Contracts are between Seller and any officer, director, stockholder, family member or affiliate of
Seller (“Interested Person”). No Interested Person has any material direct or indirect interest in any entity that does business with
Seller relating to the Subject Business or has any direct or indirect interest in any property, asset or right that is used by Seller in the
conduct of the Subject Business.
3.17.

Compliance with Laws

None of the Purchased Assets or the operation of the Subject Business violates any applicable law or regulation.

3.18.

Governmental Authorities and Consents

Seller is not required to submit any notice, report or other filing with any governmental authority in connection with the
execution or delivery by it of this Agreement and the other Transaction Documents to which it is a party or the consummation of the
transactions contemplated hereby or thereby, except such filings and notices as may be required under applicable securities laws.
No consent, approval or authorization of any governmental or regulatory authority is required to be obtained by Seller in connection
with its execution, delivery and performance of this Agreement and the other Transaction Documents to which it is a party or the
transactions contemplated hereby or thereby.
3.19.

Required Consents for Purchased Contracts

Schedule 3.19 sets forth each Purchased Contract that requires a consent or other action by any Person as a result of the
execution, delivery and performance of this Agreement.
3.20.

Product Warranties

Each Software Product sold, licensed or delivered by Seller has conformed with and satisfied all applicable contractual
commitments that were scheduled or required to be performed prior to the Closing Date and all applicable express warranties as of
the Closing Date. Except for Ordinary Course express warranty claims under the Purchased Contracts and Ordinary Course
obligation to provide maintenance under maintenance agreements constituting a portion of the Purchased Contracts, Seller does not
have any Liability or obligation (and, to Seller’s Knowledge, there is no basis for any present or future action, suit, proceeding,
hearing, investigation, charge, complaint, claim or demand against Seller giving rise to any Liability or obligation) for replacement,
modification or repair of any Software Products or other damages in connection therewith. No Software Product is subject to any
guaranty, warranty, or other indemnity other than expressly set forth under the Purchased Contracts.
3.21.

Disclosure

None of this Agreement, the other Transaction Documents and any of the Schedules, attachments or Exhibits hereto,
contains any untrue statement of a material fact or omits a material fact necessary to make each statement contained herein or
therein, not misleading in light of the circumstances in which they were made.
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NOTWITHSTANDING ANYTHING TO THE CONTRARY CONTAINED IN THIS AGREEMENT, IT IS THE EXPLICIT INTENT
OF EACH OF THE PARTIES HERETO THAT, EXCEPT AS EXPRESSLY PROVIDED IN THIS ARTICLE III, SELLER DOES NOT
MAKE ANY REPRESENTATIONS OR WARRANTIES OF ANY KIND OR NATURE, EXPRESS OR IMPLIED, AT LAW OR IN
EQUITY, WITH RESPECT TO ITSELF, THE BUSINESS, THE PURCHASED ASSETS OR THE ASSUMED LIABILITIES
TRANSFERRED TO BUYER PURSUANT TO THE TERMS OF THIS AGREEMENT, AND SELLER EXPRESSLY DISCLAIMS ANY
IMPLIED WARRANTIES, INCLUDING ANY IMPLIED WARRANTIES OF MERCHANTABILITY CONDITION OR FITNESS FOR A
PARTICULAR PURPOSE OR ORDINARY PURPOSE OR ANY REPRESENTATION OR WARRANTY AS TO VALUE.
ARTICLE IV
REPRESENTATIONS AND WARRANTIES OF BUYER
4.1.

Organization and Good Standing

Buyer is a corporation duly organized, validly existing and in good standing under the laws of the jurisdiction of the State of
Delaware and has full corporate power and authority to own and operate its properties and to operate its business. Buyer is duly
qualified in each jurisdiction in which the ownership of property or the conduct of its business requires such qualification, except
where the failure to do so would not, individually or in the aggregate, have a Material Adverse Effect on the business, operations or
financial condition of the Buyer that adversely affects Buyer’s ability to consummate the transactions contemplated by this Agreement.
4.2.

Corporate Authorization

Buyer has full corporate power and authority to execute and deliver this Agreement and each of the other Transaction
Documents to which it is a party and to consummate the transactions contemplated hereunder and thereunder to perform each of its
obligations hereunder and thereunder. The board of directors of Buyer has duly approved this Agreement and all other Transaction
Documents to which it is a party and has duly authorized the execution and delivery of this Agreement and all other Transaction
Documents to which it is a party and the consummation of the transactions contemplated hereby and thereby. No other corporate
proceedings on the part of Buyer are necessary to approve and authorize the execution and delivery of this Agreement and the other
Transaction Documents to which Buyer is a party and the consummation of the transactions contemplated hereby and thereby. This

Agreement and all other Transaction Documents to which Buyer is a party have been duly executed and delivered by Buyer and
constitute the valid and binding agreements of Buyer, enforceable against Buyer in accordance with their terms, subject to
bankruptcy, insolvency, reorganization, moratorium and similar laws of general applicability relating to or affecting creditors’ rights and
to general principles of equity.
4.3.

No Breach

The execution, delivery and performance by Buyer of this Agreement and the consummation by Buyer of the transactions
contemplated hereby do not and will not (a) contravene or conflict with Buyer’s certificate of incorporation or by-laws or (b) violate any
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order, injunction, judgment, decree or award, or federal, state, local or foreign law, ordinance, statute, rule or regulation to which
Buyer is subject or by which Buyer or its properties may be bound.
4.4.

Broker’s Fees

Buyer has no liability or obligation to pay any fees or commissions to any broker, finder or agent with respect to the
transactions contemplated by this Agreement.
4.5.

No Representations Concerning Projections

Buyer acknowledges that Seller makes no representation or warranty with respect to any projections or budgets determined
or made available by it to Buyer of future revenues, future results of operations or future cash flows of the Subject Business or the
Purchased Assets.
ARTICLE V
CONDITIONS TO CLOSING
5.1.

Seller’s Deliveries at Closing

At the Closing, Seller shall deliver to Buyer the following:
(a)
All consents and approvals by third-parties that it has received to the assignment of the applicable
Purchased Contracts, including those set forth on Schedule 3.19, all on terms and conditions no less favorable to Seller than those in
existence as of the date hereof;
(b)
All governmental and regulatory authorizations and approvals and other Licenses it has received in
connection with the transfer of the Purchased Assets to Buyer and the consummation of the transactions contemplated hereby;
(c)

Releases of all Liens affecting or applicable to any of the Purchased Assets;

(d)

Possession of all of the Purchased Assets;

(e)
Certified copies of the certificate of incorporation and by-laws of Seller and the resolutions of Seller’s board
of directors authorizing the execution, delivery and performance of this Agreement and the other Transaction Documents and
approving the consummation of the transactions contemplated hereby and thereby;
(f)
Certificates of the secretary of state of the jurisdiction in which Seller is incorporated and each jurisdiction
where Seller is qualified to do business (including, without limitation, the states listed on Schedule 3.1) stating that Seller is in good
standing;
(g)
(h)
contemplated hereby.

An opinion from Choate, Hall & Stewart, counsel for Seller, in the form attached hereto; and
Such other documents or instruments as Buyer may reasonably request to effect the transactions

23

5.2.

Buyer’s Deliveries at Closing

At the Closing, Buyer shall deliver to Seller the following:
(a)

The Purchase Price as set forth in Section 2.4 hereof;

(b)
Certified resolutions of Buyer’s board of directors authorizing the execution, delivery and performance of
this Agreement and the other Transaction Documents and approving the consummation of the transactions contemplated hereby and
thereby; and
(c)
contemplated hereby.

Such other documents or instruments as Seller may reasonably request to effect the transactions

ARTICLE VI
INDEMNIFICATION AND RELATED MATTERS
6.1.

Survival; Risk Allocation

(a)
All representations, warranties, covenants and agreements set forth in this Agreement, the other
Transaction Documents or in any writing or certificate delivered in connection with this Agreement or the transactions contemplated
by this Agreement shall survive the Closing Date. Notwithstanding the foregoing, no Party shall be entitled to recover for any Loss
pursuant to Section 6.2(a)(i) or Section 6.2(b)(i) unless written notice of a claim thereof is delivered to the other Party prior to the
Applicable Limitation Date. For purposes of this Agreement, the term “Applicable Limitation Date” shall mean the second anniversary
of the Closing Date; provided that the Applicable Limitation Date with respect to the following Losses shall be as follows: (i) with
respect to any Loss arising from or related to a breach of the representations and warranties of Seller set forth in Section 3.9 (Taxes),
the Applicable Limitation Date shall be the 60th day after expiration of the applicable statute of limitations (including any extensions
thereto to the extent that such statute of limitations may be tolled), (ii) with respect to any Loss arising from or related to a breach of
the representations and warranties of Seller set forth in Section 3.1 (Organization and Corporate Power), Section 3.2 (Authorization
of Transactions), Section 3.8 (Title to Properties) and Sections 3.11(b)(i) and 3.11(b)(ix)(A) (Seller Intellectual Property Assets),
there shall be no Applicable Limitation Date (i.e., such representations and warranties shall survive forever). Following the Closing,
the exclusive remedy pursuant to this Agreement and the transactions contemplated hereby based upon the survival of such
representations and warranties will be the rights to indemnification, payment of Losses and other remedies provided under this Article
VI.
(b)
Notwithstanding anything in this Article VI to the contrary, in the event any Party to this Agreement
perpetrates a fraud on another Party hereto, any Party that suffers any Loss by reason thereof shall be entitled to seek recovery
therefor against the Person or Persons who perpetrated such fraud without regard to any limitation set forth in this Agreement
(whether a temporal limitation, a dollar limitation or otherwise).
(c)
The representations, warranties, covenants and agreements made herein, as modified by the Disclosure
Schedules, together with the indemnification provisions herein, are intended among other things to allocate the economic cost and the
risks inherent in the transactions contemplated hereby between the Parties and, accordingly, a Party shall be entitled
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to the indemnification or other remedies provided in this Agreement by reason of any breach of any such representation, warranty,
covenant or agreement, as modified by the Disclosure Schedules, by another Party notwithstanding whether any employee,
representative or agent of the Party seeking to enforce a remedy knew or had reason to know of such breach and regardless of any
investigation by such Party.
6.2.

Indemnification

(a)
Subject to each of the limitations set forth in this Article VI, Seller shall indemnify Buyer and its officers,
directors, employees, agents, representatives, successors and permitted assigns (collectively, the “Buyer Parties”) and hold each of
them harmless from and against and pay on behalf of or reimburse such Buyer Parties in respect of any loss (including diminution in
value), Liability, demand, claim, action, cause of action, cost, damage, deficiency, Tax, penalty, fine or expense, whether or not
arising out of third-party claims (including, without limitation, interest, penalties, reasonable attorneys’, accountants’ and other
professionals’ fees and expenses, court costs and all amounts paid in investigation, defense or settlement of any of the foregoing) but
specifically excluding any consequential or punitive damages (other than consequential or punitive damages assessed in connection

with claims brought by third-parties) (collectively, “Losses” and individually, a “Loss”) which any such Buyer Party may suffer, sustain
or become subject to, as a result of, in connection with, relating or incidental to or by virtue of:
(i)
any misrepresentation or the breach of any representation or warranty made by Seller contained in
the Transaction Documents;
(ii)

the breach of any covenant or agreement made by Seller contained in the Transaction Documents;

(iii)
any claim for payment of fees or expenses as a broker or finder in connection with the origin,
negotiation or execution of this Agreement or the other Transaction Documents or the consummation of the transactions
contemplated hereby based upon any alleged agreement, arrangement or understanding between the claimant and Seller or
any of its stockholders, agents or representatives;
(iv)

the assertion against any Buyer Party of any Liability relating to any Excluded Liability;

(v)
Seller’s ownership, operation or use of the Purchased Assets and the Subject Business prior to the
Closing Date (except for any Assumed Liabilities); or
(vi)
Any Loss sustained or in any way resulting from Seller’s contract with Newport News or claims by
Newport News that Seller has breached and defaulted under such contract;
(b)
Subject to each of the limitations set forth in this Article VI, Buyer shall indemnify Seller and its officers,
directors, employees, agents, representatives, successors and
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permitted assigns (collectively, the “Seller Parties”) and hold each of them harmless from and against and pay on behalf of or
reimburse Seller Parties in respect of any Loss which any such Seller Party may suffer, sustain or become subject to, as the result of,
in connection with, relating or incidental to or by virtue of:
(i)
Any misrepresentation or the breach of any representation or warranty made by Buyer contained in
the Transaction Documents;
(ii)

the breach of any covenant or agreement made by Buyer contained in the Transaction Documents;

(iii)
any claim for payment of fees or expenses as a broker or finder in connection with the origin,
negotiation or execution of this Agreement or the other Transaction Documents or the consummation of the transactions
contemplated hereby based upon any alleged agreement, arrangement or understanding between the claimant and Buyer, or
any of its agents or representatives;
(iv)
(v)
after the Closing Date.
(c)

the assertion against any Seller Party of any Liability relating to an Assumed Liability; or
Buyer’s ownership, operation or use of the Purchased Assets and the Subject Business from and

The indemnification provided for in Sections 6.2(a) and 6.2(b) above is subject to the following limitations:

(i)
No Party shall be liable hereunder with respect to claims referred to in Section 6.2(a)(i) or Section
6.2(b)(i) above unless the other Party gives written notice thereof within the Applicable Limitation Date. Notwithstanding any
implication to the contrary contained in this Agreement, so long as a Party delivers written notice of a claim no later than the
Applicable Limitation Date, the other Party shall be required to indemnify hereunder for all Losses that such Parties may incur
(subject to the Basket and the Cap, if applicable) in respect of the matters that are the subject of such claim, regardless of
when incurred.
(ii)
Notwithstanding anything contained in this Agreement to the contrary (but subject to the remainder
of this Section 6.2(c)(ii)), no Indemnifying Party shall be liable to the Buyer Parties or Seller Parties, as the case may be, (A)
for any Loss arising under Section 6.2(a)(i) or Section 6.2(b)(i) above unless the aggregate amount of all Losses incurred by
the Buyer Parties or Seller Parties, as applicable, exceeds $25,000 (the “Basket”), in which case such Indemnifying Party
shall be liable for all such Losses or (B) for any Loss arising under Section 6.2(a)(i) or Section 6.2(b)(i) to the extent that the
aggregate amount of all such Losses exceeds $2,000,000 (the “Cap”). Notwithstanding anything contained in this Agreement
to the contrary, (x) the Basket and the Cap shall not apply with respect to any Loss arising from or related to a breach of (a)

any covenants of any Party or (b) the representations and warranties set forth in Section
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3.1 (Organization and Corporate Power), Section 3.2 (Authorization of Transactions), Section 3.9 (Taxes), Section 3.8 (Title
to Property) and Sections 3.11(b)(i) and 3.11(b)(ix)(A) (Seller Intellectual Property Assets).
(d)
If a Party seeks indemnification under this Article VI, such Party (the “Indemnified Party”) shall give written
notice to the other Party (the “Indemnifying Party”) promptly after receiving written notice of any action, lawsuit, proceeding,
investigation or other claim against it (if by a third-party) or discovering the Liability, obligation or facts giving rise to such claim for
indemnification, describing the claim, the amount thereof (if known and quantifiable), and the basis thereof; provided that the failure to
so notify the Indemnifying Party promptly shall not relieve the Indemnifying Party of its Liabilities hereunder except to the extent such
failure shall have materially prejudiced the Indemnifying Party. In that regard, if any action, lawsuit, proceeding, investigation or other
claim shall be brought or asserted by any third-party that, if adversely determined, would entitle the Indemnified Party to indemnity
pursuant to Article VI, the Indemnifying Party shall be entitled to control the defense of such action, lawsuit, proceeding, investigation
or other claim giving rise to the Indemnified Party’s claim for indemnification at the Indemnifying Party’s expense, and at the
Indemnifying Party’s option (subject to the limitations set forth below) shall be entitled to appoint lead counsel of such defense with a
reputable counsel reasonably acceptable to the Indemnified Party; provided that, in the event that the Indemnifying Party elects to
control such defense, such Party shall be deemed to have agreed to be fully responsible (with no reservation of rights) for all Losses
relating to such claims, subject to the limitations set forth in Section 6.2(c)(ii).
Notwithstanding any provision contained herein to the contrary, the Indemnifying Party shall not have the right to assume
control of such defense and shall pay the reasonable fees and expenses of counsel retained by the Indemnified Party, if the claim
over which the Indemnifying Party seeks to assume control (i) seeks non-monetary relief, (ii) involves criminal or quasi-criminal
allegations, (iii) involves a claim to which the Indemnified Party reasonably believes an adverse determination would have a material
and adverse effect on the Indemnified Party’s reputation or future business prospects, (iv) involves a claim that, upon petition by the
Indemnified Party, the appropriate court rules that the Indemnifying Party failed or is failing to vigorously prosecute or defend or (v)
involves a claim that is reasonably expected to result in Liability to the Indemnified Party in excess of the Cap.
The foregoing paragraph shall not apply to any third-party claim that relates to any Excluded Liabilities or Excluded Assets,
over which Seller shall have exclusive control, including without limitation the right to control the defense or settlement of any such
claim; provided that the Buyer Parties shall be entitled to participate in the defense of any such third-party claim to the extent
reasonably required to protect such Buyer Parties’ interests.
If the Indemnifying Party exercises the right to control the defense of any third-party claim as provided above, then the
Indemnified Party shall have the right to employ its own counsel in any such action and to participate in the defense thereof at its own
expense, unless the Indemnifying Party has specifically authorized the employment of such counsel in writing, in which case the fees
and expenses of such counsel shall be borne by the Indemnifying Party. Similarly, if the Indemnified Party controls the defense of
any such claim, then the Indemnifying Party shall have the right to employ its own counsel in any such action and to participate in the
defense thereof at its own expense. If the Indemnified Party determines in its reasonable
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discretion that there exists or is reasonably likely to exist a conflict of interest that would make it inappropriate for the same counsel to
represent both the Indemnified Party and the Indemnifying Party, then the Indemnified Party shall be entitled to retain its own counsel
in each jurisdiction for which the Indemnified Party determines counsel is required, at the expense of the Indemnifying Party.
In the event that the Indemnifying Party exercises the right to control the defense of any third-party claim as provided above,
then the Indemnified Party shall cooperate with the Indemnifying Party in such defense. Similarly, in the event that the Indemnified
Party is, directly or indirectly, controlling the defense of any such claim, then the Indemnifying Party shall cooperate with the
Indemnified Party in such defense. The Indemnifying Party shall obtain the prior written consent of the Indemnified Party before
entering into any settlement of a claim or ceasing to defend such claim if such settlement or cessation (i) involves the imposition of an
injunction or other equitable relief on the Indemnified Party, (ii) does not expressly unconditionally release the Indemnified Party from
all Liabilities with respect to such claim and all other claims arising out of the same or similar facts and circumstances, with prejudice,
or (iii) could adversely affect any Tax or other Liability of Buyer or any Buyer Parties.

(e)
Amounts paid to or on behalf of any Party as indemnification under this Agreement shall be treated as
adjustments to the Purchase Price.
(f)
If and to the extent any provision of this Article VI is unenforceable for any reason, the Indemnifying Party
hereby agrees to make the maximum contribution to the payment and satisfaction of any Loss for which indemnification is provided for
in this Section 6.2 that is permissible under applicable legal requirements.
(g)
Subject to Section 6.1(b), from and after the Closing, the indemnification provided pursuant to this Article
VIII shall be the sole and exclusive remedy hereto for any Loss resulting from, with respect to or arising out of any breach or claim in
connection with this Agreement, any Exhibit or Schedule hereto or any certificate or writing delivered in connection with this
Agreement, regardless of the cause of action. Notwithstanding the foregoing, nothing contained in this Agreement shall limit a Party’s
right to pursue equitable remedies, including, without limitation, injunctive relief and specific performance.
(h)
No Indemnifying Party shall in any event be liable to the Buyer Parties or Seller Parties, as applicable, on
account of any indemnification obligation set forth in this Article VI for any such Person’s own punitive or exemplary damages;
provided that nothing herein shall relieve any Indemnifying Party of its obligation to provide indemnification under this Article VI for all
components of awards against the Buyer Parties or Seller Parties, as applicable, in third-party claims, including punitive or exemplary
damages.
(i)
Notwithstanding the fact that any Party may have the right to assert claims for indemnification under or in
respect of more than one provision of this Agreement or another agreement entered into in connection herewith in respect of any fact,
event, condition or circumstance, no Party shall be entitled to recover the amount of any Losses suffered by such Party more than
once under all such agreements in respect of such fact, event, condition or circumstance.
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6.3.

Escrow

(a)
In addition to the rights and remedies otherwise set forth in this Article VI, the parties hereto are setting
aside in escrow that portion of the Purchase Price equal to the Initial Escrow Amount. The Escrow Amount will be held in escrow by
the Escrow Agent pursuant to and in accordance with the Escrow Agreement.
(b)
The Escrow Agreement will provide that Buyer may make claims on or before the 90th day following the
Closing Date (the “Final $250,000 Escrow Claim Date”) against $250,000 of the Escrow Amount in respect of any Losses which any
Buyer Party may suffer, sustain or become subject to as a result of, in connection with, relating or incidental to or by virtue of (i) any of
the matters or claims set forth in any of clauses (i) through (vi), inclusive, of Section 6.2(a) hereof., or (ii) Buyer’s good faith judgment
that it should not in accordance with GAAP recognize revenue currently from any customers of the Subject Business on account of
the absence of a written contract or other satisfactory evidence of an arrangement (in which case the Loss applicable thereto will
equal the revenue which Buyer is unable to recognize). If Buyer has not asserted $250,000 or more of claims against the Escrow
Amount on or before the Final $250,000 Escrow Claim Date, then the Escrow Agreement will provide that the Escrow Agent will
release to Seller promptly following the Final $250,000 Escrow Claim Date the difference between $250,000 and the amount of claims
asserted by Buyer as of the Final $250,000 Escrow Claim Date.
(c)
The Escrow Agreement will also provide that Buyer may make claims on or before the Applicable Limitation
Date against $150,000 of the Escrow Amount in respect of any Losses which any Buyer Party may suffer, sustain or become subject
to as a result of, in connection with, relating or incidental to or by virtue of the matter set forth in Section 6.2(a)(vi) hereof.
(d)
Buyer will have the right to designate whether its claims against the Escrow Amount are being made
pursuant to Section 6.3(b) or 6.3(c). All claims made under the Escrow Agreement will be resolved in accordance with the
procedures (including the dispute resolution procedures) set forth in the Escrow Agreement. None of the indemnification limitations
set forth in Section 6.2(c)(ii) shall apply to any claims made against the Escrow Amount.
(e)
Seller shall be entitled to receive all interest earned on the Escrow Amount and shall pay all costs and
expenses of the Escrow Agent.
ARTICLE VII
MISCELLANEOUS
7.1.

Amendment

This Agreement may not be amended or modified except (a) by an instrument in writing signed by or on behalf of Buyer and

Seller or (b) by a waiver in accordance with Section 9.2.
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7.2.

Waiver

Any Party to this Agreement may (a) extend the time for the performance of any of the obligations or other acts of the other
Parties, (b) waive any inaccuracy in the representations and warranties of another Party contained herein or in any document
delivered by such Party pursuant hereto or (c) waive compliance with any agreement of another Party or condition to another Party’s
obligations contained herein. Any such extension or waiver shall be valid only if set forth in a writing executed by the Party to be
bound thereby. Any waiver of any term or condition shall not be construed as a wavier of any subsequent breach or waiver of the
same term or condition or as a waiver of any other term or condition of this Agreement. The failure of any Party to assert any of its
rights under this Section 7.2 shall not constitute a waiver of any of such rights. No course of dealing between or among any Persons
having any interest in this Agreement shall be deemed effective to modify, amend or discharge any part of this Agreement or any
rights or obligations of any Party under or by reason of this Agreement. All rights and remedies existing under this Agreement are
cumulative to, and not exclusive of, any rights or remedies otherwise available.
7.3.

Notices

All notices, claims, demands and other communications given or delivered under this Agreement shall be in writing and shall
be deemed to have been duly made or given when personally delivered, mailed by first class mail, return receipt requested, or
delivered by express courier service or via facsimile to the respective Parties at the following addresses (or such other address for a
Party as shall be specified in a notice given in accordance with this Section 7.3):
If to Seller:
Bio-key International, Inc.
300 Nickerson Road
Marlborough, MA 01752
Facsimile: (308) 801-1819
Attention: President

with a copy to:
Choate Hall & Stewart
Two International Place
Boston, MA 02110
Facsimile: (617) 248-4000
Attention: Charles Johnson, Esq.
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If to Buyer:
Zoll Data Systems
12202 Airport Way
Suite 300
Broomfield, Colorado 80021
Facsimile:
Attention:

with copies to:
Zoll Medical Corporation
269 Mill Road
Chelmsford, Massachusetts, 01824
Attention: General Counsel
and
Goodwin Procter LLP
Exchange Place
53 State Street
Boston, MA02109
Facsimile: (617) 523-1231
Attention: Raymond C. Zemlin, Esq.

7.4.

Binding Agreement; Assignment

This Agreement and all of the provisions hereof shall be binding upon and inure to the benefit of the Parties and their
respective successors and permitted assigns; provided that neither this Agreement nor any of the rights, interests or obligations
hereunder may be assigned by operation of law or otherwise without the prior written consent of Seller and Buyer. Notwithstanding
anything to the contrary in this Section 7.4, without the consent of any Party, each of Buyer and its permitted assigns may at any time,
in their sole discretion, assign, in whole or in part, their rights hereunder to one or more third-parties (provided that no such

assignment shall release Buyer from its obligations hereunder).
7.5.

Severability

Whenever possible, each provision of this Agreement shall be interpreted in such manner as to be effective and valid under
applicable law, but if any provision of this Agreement is held to be prohibited by or invalid under applicable law or public policy, such
provision shall be ineffective only to the extent of such prohibition or invalidity, and all other terms of this Agreement shall remain in
full force and effect for so long as the economic or legal substance of the transactions contemplated hereby is not affected in any
manner materially adverse to any Party.
7.6.

Construction

The language used in this Agreement shall be deemed to be the language chosen by the Parties to express their mutual
intent, and no rule of strict construction shall be applied against any Person. Nothing in the Disclosure Schedules hereto shall be
deemed adequate to disclose an exception to a representation or warranty made herein unless such Disclosure Schedule identifies
the exception with reasonable particularity and describes the relevant facts in reasonable detail. Without limiting the generality of the
foregoing, the mere listing (or inclusion of a copy) of a document or other item shall not be deemed adequate to disclose an
exception to a representation or warranty made herein (unless the representation or warranty has to do with the existence of
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the document or other item itself). The Parties intend that each representation, warranty and covenant contained herein shall have
independent significance. If any Party has breached any representation, warranty or covenant contained herein in any respect, the
fact that there exists another representation, warranty or covenant relating to the same subject matter (regardless of the relative levels
of specificity) that the Party has not breached shall not detract from or mitigate the fact that the Party is in breach of the first
representation, warranty or covenant. In addition, each of the Parties acknowledges and agrees that any Purchase Price adjustment
as a result of the application of any provision of this Agreement or any of the other Transaction Documents does not prejudice or limit
in any respect whatsoever any Party’s rights to indemnification under any other provision of this Agreement or any other Transaction
Document, except to the extent that such a recovery would result in a duplication of damages. The word “including” shall mean
including without limitation regardless of whether such words are included in some contexts but not others.
7.7.

Captions

The captions used in this Agreement are for convenience of reference only and do not constitute a part of this Agreement and
shall not be deemed to limit, characterize or in any way affect any provision of this Agreement, and all provisions of this Agreement
shall be enforced and construed as if no caption had been used in this Agreement.
7.8.

Entire Agreement

The Disclosure Schedules identified in this Agreement are incorporated herein by reference. This Agreement and the
documents referred to herein contain the entire agreement between the Parties and supersede any prior understandings, agreements
or representations by or between the Parties, written or oral, which may have related to the subject matter hereof in any way,
including without limitation the Letter of Intent.
7.9.

Counterparts

This Agreement may be executed in multiple counterparts, each of which shall be deemed an original but all of which taken
together shall constitute one and the same instrument.
7.10.

Governing Law

All question concerning the construction, validity and interpretation of this Agreement shall be governed by and construed in
accordance with the laws of the Commonwealth of Massachusetts applicable to contracts executed in and to be performed in that
State.
7.11.

Parties in Interest

Nothing in this Agreement, express or implied, is intended to confer on any Person other than the Parties and their respective
successors and assigns any rights or remedies under or by virtue of this Agreement.
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7.12.

Consent to Jurisdiction

THE PARTIES AGREE THAT JURISDICTION AND VENUE IN ANY ACTION BROUGHT BY ANY PARTY PURSUANT TO
THIS AGREEMENT SHALL PROPERLY AND EXCLUSIVELY LIE IN ANY FEDERAL OR STATE COURT LOCATED IN SUFFOLK
COUNTY, BOSTON, MASSACHUSETTS. BY EXECUTION AND DELIVERY OF THIS AGREEMENT, EACH PARTY
IRREVOCABLY SUBMITS TO THE EXCLUSIVE JURISDICTION OF SUCH COURTS FOR ITSELF AND IN RESPECT OF ITS
PROPERTY WITH RESPECT TO SUCH ACTION. THE PARTIES IRREVOCABLY AGREE THAT VENUE WOULD BE PROPER IN
SUCH COURT, AND HEREBY WAIVE ANY OBJECTION THAT SUCH COURT IS AN IMPROPER OR INCONVENIENT FORUM
FOR THE RESOLUTION OF SUCH ACTION. THE PARTIES FURTHER AGREE THAT THE MAILING BY CERTIFIED OR
REGISTERED MAIL, RETURN RECEIPT REQUESTED, OF ANY PROCESS REQUIRED BY ANY SUCH COURT SHALL
CONSTITUTE VALID AND LAWFUL SERVICE OF PROCESS AGAINST THEM, WITHOUT NECESSITY FOR SERVICE BY ANY
OTHER MEANS PROVIDED BY STATUTE OR RULE OF COURT.
* * * *
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IN WITNESS WHEREOF, each of the parties hereto has executed this Agreement, or has caused this Agreement to be
executed by its respective officer thereunto duly authorized, all as of the day and year first above written.
BIO-KEY INTERNATIONAL, INC.
By:
Name:
Title:
ZOLL DATA SYSTEMS, INC.
By:
Name:
Title:
[Signature Page to Asset Purchase Agreement]
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BIO-key International, Inc.
Bud Yanak
732-359-1113
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DRG&E
Gus Okwu, Managing Director
404-892-8178

BIO-key Announces Sale of Fire Safety Division to NYSE Listed Company
New Liquidity Enables Greater Focus And Investment In Core Law Enforcement and Biometrics Business
Wall, NJ, May 21, 2007 – BIO-key International, Inc. (OTC Bulletin Board: BKYI), a leader in wireless public safety and finger-based
biometric identification solutions, today announced that it has reached an agreement, subject to customary closing conditions, to sell
its Fire Safety business for $7 million in cash. Proceeds from the transaction will be applied to repaying debt and will be used for
working capital to expand the company’s core Law Enforcement and Biometrics business. The purchaser is a world leader in public
safety software solutions and is a division of large publicly traded NYSE Company. They will be making a separate announcement on
this purchase.
“The sale of our Fire Safety Division enables the company to focus its resources on our core business – developing unique
applications for mobile and handheld devices used by law enforcement and public safety professionals and advanced biometric
identification solutions,” said Michael DePasquale, BIO-key’s Chief Executive Officer. “We paid approximately $2 million dollars for
the Fire Business in 2004 as part of the acquisition of the Mobile Government Division from Ather Systems. As a result of our
investments in technology and customer service, we are proud of the value we created for our shareholders in the three years since
we purchased this business. The sale of this non-strategic business will allow us to eliminate all our senior secured debt and provide
the working capital to accelerate our efforts to develop new software that melds the best of our biometric and law enforcement
businesses. With liquidity and a

stronger balance sheet we believe we are now also better positioned for strategic growth opportunities.”
BIO-key plans on applying a portion of the sale proceeds to fully repaying its $4.3 million in convertible debt obligations. Additional
detail on the transaction will be provided on BIO-key’s first quarter 2007 earnings conference call as detailed below.
Conference Call Details
BIO-key has scheduled a call for Monday, May 21st at 9:00 a.m. Eastern Time to discuss first quarter 2007 financial results. Dialing
303-262-2125 and asking for the BIO-key call at least 10 minutes prior to the start time can access the conference call live. The
conference call will also be broadcast live over the Internet by logging onto www.bio-key.com. A telephonic replay of the conference
call will be available through May 29th , 2007 and may be accessed by dialing 303-590-3000 and using the pass code 11089929#.
Additionally, an archive of the webcast will be available shortly after completion of the call on the Company’s website (www.biokey.com) for a period of three months.
About BIO-key
BIO-key International, Inc., headquartered in Wall, New Jersey, develops and delivers advanced identification solutions and
information services to law enforcement departments, public safety agencies, government and private sector customers. BIO-key’s
mobile wireless technology provides first responders with critical, reliable, real-time data and images from local, state and national
databases. BIO-key’s high performance, scalable, cost-effective and easy-to-deploy biometric finger identification technology
accurately identifies and authenticates users of wireless and enterprise data to improve security, convenience and privacy and to
reduce identity theft. Over 2,500 police, fire and emergency services departments in North America use BIO-key solutions, making
BIO-key the leading supplier of mobile and wireless solutions for public safety worldwide. (http://www.bio-key.com)
This news release contains forward-looking statements that are subject to certain risks and uncertainties that may cause actual
results to differ materially from those projected on the basis of these statements. The words “estimate,” “project,” “intends,” “expects,”
“believes” and similar expressions are intended to identify forward-looking statements. Such forward-looking

statements are made based on management’s beliefs, as well as assumptions made by, and information currently available to,
management pursuant to the “safe-harbor” provisions of the Private Securities Litigation Reform Act of 1995. For a more complete
description of these and other risk factors that may affect the future performance of BIO-key International, see “Risk Factors” in the
Company’s Annual Report on Form 10-KSB and its other filings with the Securities and Exchange Commission. Readers are
cautioned not to place undue reliance on these forward-looking statements, which speak only as of the date made. The Company
also undertakes no obligation to disclose any revision to these forward-looking statements to reflect events or circumstances after the
date made or to reflect the occurrence of unanticipated events.
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Exhibit 99.2
BIO-KEY 1ST QUARTER EARNINGS CONFERENCE CALL
May 21, 2007, 9:00 AM ET
Chairperson: Michael DePasquale
Operator:

Good morning ladies and gentlemen and thank you for standing by. Welcome to the BIO-key First
Quarter 2007 Conference Call. During today’s presentation, all parties are in a listen-only mode. Following
the presentation, the conference will be opened for questions. If you have a question, please press the *
followed by the 1 on your telephone keypad. If you’d like to withdraw your question, please press the *
followed by the 2. If you’re using speaker equipment, we do ask that you do please lift the handset before
making your selection. This conference is being recorded, Monday, May 21 st of 2007.
At this time, I’d like to turn today’s presentation over to Gus Okwu, Managing Director of DRG&E. Please go
ahead, sir.

Gus Okwu:

Thank you. Good morning everyone. Thank you for joining us for BIO-key Inc.’s First Quarter 2007
Conference Call. Joining me today on the call are Mike DePasquale, BIO-key’s CEO, Tom Colatosti, BIOkey’s Chairman and Frank Cusick, BIO-key’s CFO.
The agenda today will be as follows — Mike will first offer some comments on general business trends and
developments in the company’s businesses. Frank will then provide you with some detail on BIO-key’s
financial and operating results and finally, Mike will follow with a closing statement and then open the call up
to questions.
Today’s conference call may contain forward-looking statements that are subject to certain risks and
uncertainties that may cause actual results to differ materially from those projected on the basis of these
statements. The words “estimates,” “project,” “intend,” “expects,” “believes,” and similar expressions are
intended to identify forward-looking statements. Such forward-looking statements are made based on
management’s beliefs as well as assumptions made by, and information currently available to management
pursuant to the Safe Harbor provisions of the Private Securities Litigation Reform Act of 1995. For a more
complete description of these and other risk factors that may affect the future performance of BIO-key
International, Inc., see risk factors in the company’s annual report on Form 10KSB and the other filings of the
Securities and Exchange Commission.
Readers are cautioned not to place undue reliance on these forward-looking statements which speak only as
of the date made. The company also undertakes no obligation to disclose any revision to these forward1

looking statements to reflect events or circumstances after the date made or to reflect the occurrence of
unanticipated events.
BIO-key issued a press release last Tuesday with details of the company’s quarterly financial and operating
results. This document is available in the press release section of our Web page at www.bio-key.com. A
replay of today’s call will be available beginning one hour after completion of this call until 11:59 pm eastern
time on May 24th . The replay may be accessed by dialing 303-590-3000. The access code for the replay is
110899929#. Please note that information reported on this call speaks only as of today, May 21, 2007 and
therefore you are advised that time sensitive information may no longer be accurate as of the time of any
replay.
I would finally advise you that this conference call is being broadcast live through an internet Web cast
system that can be accessed on the company’s Web page at www.bio-key.com.
Now I’d like to turn the call over to Mike DePasquale. Mike?
Mike DePasquale:

Thank you, Gus. Good morning ladies and gentlemen and thank you for joining us for our first quarter
2007 earnings call.
I’m pleased to report that we began the year with a strong year-over-year performance highlighted by our
continued success in attracting new customer commitments, an impressive gross margin performance and
ongoing control of our costs. In addition, our pipeline of opportunities remains active in all of our businesses
and we continue to make headway in expanding our channel partner relationships and also establishing new

ones.
As you all know from our recent conference calls, we have been quite focused on evaluating opportunities
that will provide us with the operating flexibility to grow our businesses. Pursuant to that approach, I’m
pleased to announce that we’ve agreed to sell our fire safety business for $7 million in cash to a leader in
public software solutions and a division of a large publicly traded New York Stock Exchange company.
We believe that this transaction - which will close in the coming days - will significantly improve our operating
flexibility, as Frank will detail for you later on the call. A portion of the proceeds from the transaction will be
applied to repaying our debt obligations while the remainder will be available for working capital. The end
result will be a debt free balance sheet that effectively eliminates the most pressing overhang associated with
our stock. As a consequence, we will have greater operating flexibility to grow our law enforcement and
biometric businesses as well as to continue to evaluate strategic opportunities free of constraints that have
limited us in the past.
2

With respect to our business, we will direct our focus towards developing unique applications for mobile and
handheld devices in the law enforcement space and secure access in biometrics and we will accelerate our
efforts in developing new software that merges the best of both of those businesses into compelling solutions
for our customers.
Making this decision was quite difficult given the effort that our team expended over the last three years
repositioning the fire safety business. A significant part of that effort was directed towards customer outreach
since customer relations had been frayed under previous ownership. So, it’s hard not to be pleased and
proud with the state of the fire safety business today and we view the acquirer’s interest as a testament to
our team’s operational abilities. We take comfort in the transaction’s attractive multiple of 1.8 times revenue assuming fiscal 2006 year end results and reflective of the seasonal nature of the business - and view that as
an indication of the work we’ve put in to grow the business.
This event enables BIO-key to focus directly on the public safety, law enforcement marketplace and provide
mobile data applications and solutions that serve as the backbone for law enforcement, enterprise
information sharing, and interoperability in line with federal funding priorities.
Our vision for law enforcement community and other first responders is for them to have access to critical
information quickly, easily, and guaranteed. Our company’s thesis - to provide any data, any time, any place
- is even more critical in today’s environment. This laser focus, along with industry leading complementary
biotechnology and our expanding partner network, truly allows crime fighters around the globe to have the
tools necessary to conduct business efficiently and effectively.
Let me now update you on recent activities and opportunities that our law enforcement and biometric units
are involved in. First with respect to our law enforcement business, we are uniquely positioned to deliver
mobile wireless and biometric identification solutions that enable the delivery of critical information for
campus, federal, state, and local public safety agencies. Recent tragedies on school campuses, as well as
the alleged terrorist cell uncovered in New Jersey, represent the types of situations where BIO-key solutions
can be implemented to deliver secure access on any device to critical law enforcement and public records
information.
Our solutions can also be delivered on any network, public or private. We believe that adaptations of our
core MobileCop and PocketCop offerings will be in strong demand as campus security and remote
identification solutions become a priority throughout the educational and commercial markets.
In addition, our core technology provides us with a distinct advantage over our competitors in that we offer a
more flexible user interface that is
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operable in 47 states. I would encourage you to go to our Web site and view a CBS News video highlighting
usage of our PocketCop solution by Lancaster County, Pennsylvania’s mounted police. Current events
indicate that the time has arrived where every law enforcement and security official should have access to
critical information on their PDA, Blackberry, and Smartphone and we continue to work with every major
network carrier as well as the private network providers, such as MA/COM and Data Radio, to deploy our
solutions ubiquitously. Pursuant to that goal, we recently translated our PocketCop solution from English to
Spanish for potential deployments in South America in order to address high volume requirements for access
to driver and license data as well as other criminal justice information. We believe this opens a whole new
market opportunity for us and expands our global interests. As we indicated last quarter, we remain focused
on building our channels business from licensing of our products to companies that offer 9/11 call center,
computer aided dispatch, and records management products to state and local law enforcement agencies.
With respect to our biometrics business, although our revenue flow was meager this past quarter and
remains lumpy, we believe the potential is very strong as we see increased activity in specific vertical
industries for our commercial offerings. Those verticals include testing and certification, corporate network
authentication, retail, point of sale, healthcare, and banking. And, I want to share some of the exciting
opportunities that have emerged and that we are pursuing.
In the testing and certification space - which we’ve spoken about before and as we announced on our last
call - we have successfully deployed over 650 testing centers in over 60 countries with our partner
ChoicePoint and have already announced follow-on transactions with the Association of American Medical
Colleges for the MCAT exam. These opportunities have generated over $500,000.00 in revenue for us and,
as a result of our proven success, we are now engaged with the next logical organizations operating in the
certification space; and that being the State Medical Boards and licensure organizations. These follow-on
opportunities represent the fulfillment of our strategy to become the dominant, commercial identification
credential solution provider and enables us to leverage our value throughout the credentialing lifecycle. After
several successful nationwide trials, the AAMC ordered that the BIO-key enabled MCAT exam go into
production as of January 2007.
Based on our success with the MCAT exam, one of the largest global IT certifying organizations, responsible
for issuing millions of annual certifications worldwide, has now engaged ChoicePoint and their customer,
Prometric to perform the same BIO-key base verification services for them. We expect that this will not only
result in growing channel revenue through our partner, ChoicePoint, but will also provide us with an
opportunity to establish a relationship with the organization itself
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much like we did with the AAMC, to further use the biometric data gathered during testing.
Because of this compelling value proposition, we now have other national testing organizations that have
recognized our biometrics technology as a way of removing fraud and creating a strong, permanent identity
that binds them to BIO-key’s products and services. We foresee biometrically assured credentialing as a
strong growth area going forward.
Also, as I mentioned on prior calls, BIO-key has incorporated and resells a half dozen network authentication
products through our partners, Identiphi, Softex, CA, Oracle, Safelink, and Sig-Tec. Biometric network
authentication has been available for some time and has shown modest sales and growth. However, all
indications show that things are changing. Recently one of our network authentication partners, Identiphi,
purchased the biometric authentication technology of another one of our partners, Safelink.
Whereas biometric authentication has heretofore been considered the most expensive option versus Smart
Cards and tokens, the availability of integrated fingerprint readers and sub-$30.00 USB external models has
now flipped the playing field, making biometric authentication one of the lowest costs among specific user
strong authentication options. At the same time, the end-user experience with biometrics is far superior to all
other forms and options in terms of speed and convenience. So, both security and convenience have
improved.
Savvy technology buyers recognize this benefit. In the case of one Global 500 company now rolling out
70,000 users of BIO-key enabled network authentication, they had only one must-have requirement for the
bidders on their biometric network authentication RFP. And that requirement was that they must use the
BIO-key algorithm. This demonstrates the power of having the right technology to assure a long-lived identity
asset.

In addition, we are now in the early stage of deployment with another Global 500 company that has over
200,000 planned users for an ’07 rollout. The customer currently issues inconvenient but industry standard
one-time password devices to all of their remote access employees at a cost of $50.00 per year or more.
The potential cost savings generated from eliminating these cumbersome devices in favor of a more secure
and convenient BIO-key solution has the security executives at this company chomping at the bit to make
this change.
Another market where our identity solution could be successful is in the employee self service HR kiosk
area. In many large companies, a sizeable portion of their workforces lack access to laptops or desktops in
order to avail themselves of Web-based HR portals. BIO-key has seen a great deal of interest in leveraging
our close relationship with Oracle to provide a simplified and secure fingerprint authentication for accessing
corporate
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HR portals. One of our existing customers plans to use our one-to-many ID via Web key to allow any one of
their 35,000 offline employees to securely access corporate email and benefits information by simply swiping
their finger.
As with testing and certification, point of sale related BIO-key enrollments have long lives and many touch
points, as they are not confined to any one single application. This same identity asset will also be leveraged
to facilitate access to this retailer’s employee portal from in-store kiosks allowing fast access to employee
self-service applications and sensitive HR data. This authentication capability extends to employees
accessing these applications from home using any of the now ubiquitous integrated fingerprint scanners that
come from most of the major laptop manufacturers.
We are now deploying one of the leading retail POS manufacturers with a solution that is seeking to upgrade
their first generation device specific one-to-one algorithm for biometric authentication with our algorithm. Most
algorithms of this type typically experience high false reject rates even in a one-to-one matching mode and
bind the application to just one brand of reader. Partnering with BIO-key has provided this manufacturer with
many benefits including: being able to change scanners at will; being able to offer one-to-many identification
of point of sale users with negligible false rejections; and the opportunity to hold a long lived asset that they
can leverage with additional back office operational applications up the value chain. This manufacturer fits
the model of our perfect customer profile. They’re biometric savvy, have experience using lower cost first
generation solutions and want to avoid the missteps of working with limited technology. These customers
clearly recognize the key differentiators associated with our solution.
In the healthcare space, our commercial solution set has attracted the attention of a top manufacturer of
medical systems and software for OEM incorporation of our identity solution into their state-of-the art hospital
management platforms. This represents a tremendous channel opportunity for BIO-key to become part of
the fabric of all major healthcare systems in the U.S. and around the world. This company, like our other
customers, places a great deal of importance on the outstanding performance, accuracy, and flexibility of our
platform.
We’re currently engaged with one of the largest bank and retail companies in Latin America to upgrade a
dysfunctional first generation biometric customer ID system that is exhibiting high false rejection rates and is
preventing the bank from leveraging the wide variety of new fingerprint readers entering the market. We’ve
been asked to migrate their enrollment base of two million over to our advanced VST technology which will
supplement their existing technology after a brief period to confirm our expected superior performance.
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BIO-key is also gaining traction in the international banking marketplace where banks have a number of
immediate problems that we can address including the need to ensure that customers are not opening
accounts under multiple identities. And, secondly, to bring banking access to rural and often illiterate
customers. In many cases, these initiatives are driven by government regulatory action. We’re finalizing the
agreement for a pilot with one major international bank for an alias detection and customer identification

application for 500,000 of their customers with a planned production rollout to 20 million customers expected
to follow. We feel that this application is a repeatable sale opportunity and we’ve already had meetings with
several other banks seeking to follow this Global 500 bank’s lead, if successful.
On the civil and government side, our technology is now a key part of bids on multiple large-scale ID
programs and, for the first time, we are on multiple teams for multiple projects. As an example, BIO-key
technology was a key requested item in a bid by the largest producer of cards including SmartCards, in the
world for a large African project. As the use of biometrics in large scale ID continues to flourish and
governments explore additional ways to counter identity crime, BIO-key’s role as a significant player in this
space will grow. We will be investing additional marketing and development dollars into our large-scale ID
pursuits, including civil ID projects, as adoptions continue to grow. We’re also adding to our current
development platforms to move up the food chain and, in lieu of just licensing core technology, we will be
offering a solution to meet these types of requirements.
Our market research has demonstrated that the large-scale ID marketplace will continue to be very strong
and our intelligent imaging indexing is second to none in price performance. It creates a unique opportunity
for BIO-key to move into position as a key player in this market segment. Positive proof of our abilities lies in
last quarter’s deployment in Nigeria where we enrolled nearly 50 million people for the Nigerian general
election that took place in April.
With that said, let me now turn the call over to Frank for an overview of our financial results.
Frank Cusick:

Thanks, Mike. Last Tuesday we released our results for the 2007 first quarter ended March 31, 2007.
Our results continued to show steady growth on a year over year basis. Total revenues for the three months
ended March 31, 2007 increased 23% to $3.9 million from $3.1 million reported in the restated financial
statements for the corresponding period in 2006.
The increase in first quarter 2007 revenue was driven primarily by an ongoing quarterly trend. And, that is
we continue to see an increase in license fees as a percentage of revenue as well as deployments of
additional BIO-key software being provided to existing customers.
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Also, during the quarter, the company recognized approximately $284,000 of revenue on a long-term project
in which we participated as a subcontractor during prior periods.
Gross profit for the first quarter of 2007 increased 33% to $3.2 million from $2.4 million for the corresponding
period in 2006. The higher gross margins during the first quarter was primarily due to the company’s
continued focus on moving from long term projects to licensing based agreements. As a result, our cost of
sales declined by 8% during the first quarter and led to higher gross margins of 82% compared to 76% in the
corresponding period in 2006.
In addition, revenues generated from license fees grew to 32% of total revenues for the first quarter of 2007
compared to 29% in the corresponding period in 2006. Operating expenses for the first quarter of 2007
increased 3.4% to $4.4 million from $4.2 million for the first quarter of 2006. The increase in operating
expenses in the first quarter of 2007 was primarily due to legal and regulatory costs associated with our bid
to acquire ComnetiX, Inc. that was ultimately withdrawn.
The company’s operating loss improved in the first quarter of 2007 to $1.2 million compared to an operating
loss of $1.8 million in the corresponding period in 2006. BIO-key reported a net loss of $912,000.00 for the
first quarter of 2007 compared to a net loss of $3.8 million for the corresponding period in 2006. However,
excluding an item relating to the early extinguishment of debt, net loss for the first quarter of 2006 was $1.5
million. First quarter 2007 net loss per share was $0.02 compared to a net loss per share of $0.08 for the
corresponding period in 2006. Adjusting for the item relating to the early extinguishment of debt, net loss per
share for the first quarter of 2006 was $0.03.
As we have mentioned on earlier calls, we continue to have success in winning commitments on contracts in
excess of $200,000. Our 2007 first quarter results include a new customer commitment from the Oklahoma
Department of Public Safety valued at approximately $300,000. We also received a smaller commitment of
$130,000 from the City of Brea, California. The Oklahoma Department of Public Safety purchased our
MobileCop software while the City of Brea committed to our FireRMS record management solution.

With respect to the City of Brea, the City’s decision to commit to BIO-key was aided by referrals from the
more than 100 departments in California that are currently using BIO-key solution for fire and emergency
record management solutions.
In addition to the new customer commitments, there were a number of add-ons during the first quarter for our
MobileCop software and FireRMS
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record management solutions that totaled over $250,000 in software commitments.
Turning to the balance sheet as of March 31, 2007, we had approximately $4.3 million in debt primarily
consisting of convertible debt obligations. We also had cash and cash equivalents of approximately
$826,000.
As Mike mentioned earlier, we are quite pleased with the terms of the deal we struck to sell our fire safety
division. According to the terms of the deal, we will be paid $7 million in cash for all of our fire safety
business which equates to 1.5 times revenues multiplied when annualizing first quarter 2007 results.
However, when assuming 2006 fiscal year results for the fire safety business — and reflective of the
seasonal nature of the business - the acquisition multiple is 1.8 times. We found it difficult to part with the
business given all the hard work that had been expended righting the business and then developing and
deploying new solutions geared towards increasing customer traction. However, we decided that the upside
to selling the business at the right price made significant strategic sense. Now, we will have working capital
to invest in our law and biometrics programs and generate additional revenues. In addition, a portion of the
sale proceeds will be applied to repaying our debt obligations and, as a result, our capital structure will be
much improved thereby allowing us to be able to more freely evaluate strategic relationships and M&A
opportunities geared towards growing the business.
With that, I’ll turn the call back to Mike for additional comments and questions and answers.
Mike DePasquale:

Thanks, Frank. Before we take your questions, let me sum up what we have discussed here today.
First, we reported a good quarter highlighted by year-over-year revenue growth, higher gross margin
performance, and ongoing cost control. And secondly, we announced an agreement to sell our fire safety
business for $7 million in cash. We believe that closing this transaction provides us with an opportunity to
create a company second to none in law enforcement and identity management. Our breadth of customer
relationships in this market makes us a formidable competitor and, through the proceeds generated by the
transaction, we’ll now have greater operating flexibility to grow this business and develop greater synergies
between our biometric and law enforcement units.
The final result will be more compelling software applications that will ultimately enhance our relationships
with existing customers and channel partners and also attract new customers. Despite having a debt free
balance sheet after this transaction, we will continue to manage our business with a focus towards containing
our costs, generating positive EBITDA, and achieving profitability. We will also continue to evaluate
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opportunities that will enable us to continue to grow the business and generate an attractive return for our
shareholders. We are very excited about the future and eagerly anticipate speaking with you again in a few
months to update you on our progress on our next quarterly conference call.
Now, let me say thanks for listening and we’ll now open the call to Q&A. Before we begin taking questions, I’d
like to remind you that a replay of this teleconference will be available beginning an hour after we conclude
the call. We will provide that number again at the end of the call.
Now let me turn it back to the Operator for Q&A.
Operator:

Thank you, sir. We will now begin the question and answer session. As a reminder, if you have a
question please press the * followed by the 1 on your touchtone phone. If you’d like to withdraw your
question, please press the * followed by the 2. Please ask one question and one follow up and re-queue for

all additional questions. If you are using speaker equipment you will need to lift the handset before making
your selection.
Our first question will come from the line of David Sterman with Jesup & Lamont. Please go ahead.
David Sterman:

Good morning guys. How are you?

Mike DePasquale:

Very good, David.

David Sterman:

Just wanted to spend a few minutes, if we could, looking at kind of the revised P&L. And, I see fire
contributed at one point $1 million in sales in Q1 and, now focusing on law and biometrics for the remainder
of the year, it looks like it’s been roughly flattish the last few quarters…those two categories. And, you talk
here, the biometrics pipeline obviously looks very promising and obviously law enforcement, there’s a lot of
opportunities. Can you give us a sense of, with those two remaining divisions, what you expect to play out in
terms of bookings and sales for the remainder of the year?

Mike DePasquale:

You know, David, we have not provided guidance on our business going forward. Suffice to say that I
think I tried to give an overview of where we see the opportunities. In particular, in law enforcement, we think
we have been for nearly three years really looking for an inflection in the handheld side of the law
enforcement market. We’re really starting to see that investigators, mounted patrol, specialty patrol units,
are starting to grab on and want access to that information because many of them are using BlackBerries
and PDAs or (inaudible). So, we see that there is significant growth potential there.
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We’re doing a little bit of work on the international side also as I mentioned. We’ve translated our product to
Spanish. We feel that there could be some upside there as well.
And, in biometrics, every one of us in this space has been, I guess I’ll call it professionally frustrated, by the
delay in what I call significant adoption of the technology. We’ve got pilots, and I would call it early
deployments, in almost literally every sector of the economy and in many large companies, medium sized
companies as well. We’re doing a lot of OEM work now in the retail POS side. So, we’re very encouraged
by it but it certainly has taken more time. I think the part of the business that is a bit different today than it
was perhaps a year or a year and a half ago is that the price performance has continued to increase. We’re
seeing fingerprint scanners now that are going to be in the sub-$20 level up in the next quarter or so. All the
laptop manufacturers are pretty much making them available on a standard basis. So, we’re hoping that the
software now is going to pull right behind the fact that the facility and the infrastructure is now there to read
fingers.
So again, although we don’t provide any guidance and I can’t give you a view of the specific numbers, I try
again to paint a picture of the opportunity and what we’re pursuing.
David Sterman:

Okay, when do you expect the transaction to close?

Mike DePasquale:

We expect this transaction to close in the coming days.

David Sterman:

So, by the end of the June quarter it sounds like.

Mike DePasquale:

We believe we’ll close the transaction before the end of this week.

David Sterman:

Okay, and — by the end of this week. OK. And do you have the latest sense, just from working on the
P&L here, of the latest share counts and fully dilutive with warrants and everything in there?

Mike DePasquale:

Frank, I’ll turn that over to you.

Frank Cusick:

The latest share count? Yes. In the calculation this quarter it was 56.6 million.

David Sterman:

Frank Cusick:

Right, but including derivatives and warrants and everything else, what’s the full number we should be
thinking about?
It’s approximately 100 million shares.

David Sterman:

Okay, and the law enforcement segment, just looking there — how much of that was recurring revenue
and how much of that was kind of one-time?
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Mike DePasquale:

Our maintenance base in law enforcement is somewhere in the seven plus million dollar range so that’s
recurring revenue and then of course, new license sale and new services above and beyond that. But we
have a recurring revenue stream of greater than $7 million in maintenance run rate flow.

David Sterman:

Okay, great. I will step back into the queue. Thanks guys.

Mike DePasquale:

Thank you, David.

Operator:

Thank you. Our next question will come from Kevin Curry with Valcur. Please go ahead.

Kevin Curry:

Good morning, gentlemen. Congratulations on the sale. I have a quick question in relation to a reverse
stock split. Now that this is in progress and sort of on its way, is that still into the consideration?

Mike DePasquale:

Kevin, I’ll take that and maybe Tom will make a comment after. But we have mentioned a couple of times
that if we were going to move forward with some sort of a reverse stock split, we’d like to do it from a position
of strength. And, so to be able to do it when our business is strong, when the business is performing. And,
we think that will have more of a sustainable scenario for the company. Because we’ve seen, as you have
seen, many companies go off and introduce a reverse stock split and their stock slides backwards to almost
where they started. We don’t want to see that happen and we think it’s prudent to do that when we’re in a
position of strength.

Kevin Curry:

Can you just clarify again what debt this eliminates and what it means for the convertible and the
timeframe of the convertible and the potential of the fully diluted shares outstanding?

Mike DePasquale:

What this does is it eliminates — we have as Frank mentioned, approximately $4.3 million in secured
debt. This will eliminate that entire tranche of debt. It’s held by Laurus, the Laurus Funds, so we will
fundamentally repay all of that debt when we close this transaction.

Kevin Curry:

Okay, and as far as what’s left on the convertible, I think you had mentioned that it may pay down some?

Mike DePasquale:

We will have I believe, left in convertible preferred shares, somewhere in the $10 million range.

Kevin Curry:

Okay, so nothing changes on that aspect?

Mike DePasquale:

That’s correct.

Kevin Curry:

Okay.
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Mike DePasquale:

We will still have $10 million in convertible preferred outstanding. That is correct.

Kevin Curry:

Okay, gentlemen, thank you.

Mike DePasquale:

You’re welcome, Kevin.

Operator:

Thank you, sir. Ladies and gentlemen, at this time we would like to give you an additional minute to ask
questions. If you would like to ask a question, please press the * followed by the 1 on your touchtone phone.
If you are using speaker equipment, we do ask that you please lift your handset before making your
selection.

One moment for our next question.
Our next question will come from Gary Siroonain who is a private investor. Please go ahead.
Gary Siroonain:

Good morning, gentlemen. Nice news this morning. Quick question — how do you expect the impact of
selling off the fire side with respect to operating expenses and headcount? Is there anything you can share
with us at this point?

Mike DePasquale:

I can. There are approximately, Gary, approximately 20 folks within the company — we have about 95
employees now — approximately 20 will move over with the sale of the business and I suspect — not
suspect — I expect that there will also be some operating efficiencies that we’ll see as a result of these
changes. So, there could be some additional pick up just again because of the nature of the company postclose. So I would expect that we’ll see some operational efficiencies and savings beyond just moving our,
you know, the core business over to another company.

Gary Siroonain:

Great, thanks, and if I could — how about on the government side? We hear a lot of government
programs that are in the queue. Are we still lined up for some of those, some of the bigger ones?

Mike DePasquale:

As I mentioned, civil ID in general continues to be a significant opportunity. But we’re seeing more, I
would call it short-term potential, internationally and globally through some of the partners that we’re working
with than we are here domestically. You know, there’s an awful lot of churn. We continue to talk about the
things that we want to do here in the United States but we just don’t seem to be able to get from point A to
point B. And what we’re seeing in particular in the, in Africa where they can’t even clean — we have a hard
time — cleaning a voter registration file or ensuring that there is one citizen, one vote, ensuring that they can
identify all of their citizens. And, so they have less restraint and certainly more of a demand for the
democratic process to include positive identification solutions. And, so we’re seeing more opportunity in that
venue than we are anywhere else and we don’t do it direct. We’re certainly
13

not in a position to do that but where we have global international partners that are bidding and trying to put
in a full and complete solution, we’re taking part there.
One of the unique advantages that we offer — I’ll just point this out now that you’ve given me the opportunity.
One of the unique advantages that we have at BIO-key is our VST and Web key solution and our one-tomany identification technology based on the Oracle database infrastructure. And the intelligent imaging,
patent intelligent imaging enhancement capability we have gives us a unique advantage. We can operate on
virtually any infrastructure, all commercially available technology. We can use virtually any finger scanner,
not only expensive (inaudible) grade type devices and for these large scale programs where you may be
enrolling 50 million, 60, 70, 100 million people, it’s got to be affordable. It’s got to be reliable and it has to
have very, very, very low false rejection rate. You have to be able to enroll the majority of the population. So
the FTE numbers have to be very, very low and we have a very unique advantage in that area and a
significant difference in what we offer and what our competitors offer.
Gary Siroonain:
Mike DePasquale:

How many of our competitors out there can offer that kind of a feature and with the reliability?
Well, most or our competitors will use a hardware-based solution that’s proprietary. So. They’ll have to
put in these proprietary black boxes to enroll the magnitude of people that we can do on a commercially
available infrastructure. Because we’re using a standard Oracle database, that can scale. And, so it’s much
easier in a short period of time to build a system like that that also then can be used for another application
than what again some of our competitors are offering it. And, so the large integrators that are going after
these deals, and some of them are international in nature, really, really like that technology. And, so the
Nigerian election opportunity, although that did not result in significant revenue for BIO-key — well, obviously
we did generate revenue but not significant revenue, what I would consider in the millions range, but that
gave us a proof point and really validates the fact that we can get involved in programs like that and we can,
on a cost effective basis, we can be wildly successful.

Gary Siroonain:

Perfect, thank you.

Mike DePasquale:

Thanks, Gary.

Operator:

Thank you. Our next question will come from the line of Richard Pew with Richard Pew Investment
Council. Please go ahead.

Richard Pew:

Good morning and congratulations on your excellent quarter. I have a question. I have to assume, and
every time I assume I get into trouble, if you’re willing to sell the FireRMS which generated $1.1 million, you
must
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see other sources of revenue coming on stream that are going to replace that and more.
Mike DePasquale:

I think as we mentioned, I won’t — by the way, good morning, Richard. I won’t be repetitive. Obviously
we see growth opportunity in both of those verticals. I think also, because we were spreading ourselves
across fundamentally three separate businesses, although there’s a lot of synergy between law enforcement
and biometrics, our laser focus I think is going to also give us a distinct advantage. The one thing we are not
going to do is we are not giving up any of our sales or marketing talent. So, we’re going to remain as
invested as we’ve been in sales and marketing. So, I think we’re going to see — because again, we’re
focused on selling now really one or two technologies, not three or four, we’re going to see an increase in
sales pipeline opportunity in those two businesses.
And secondly, I believe that we will also consider other M&A merger and acquisition activity that could
complement what we’re doing and this market is changing. It’s changing rapidly. Also, customers want a full
and complete solution. They want one throat to choke, so to speak. They want to be able to hold one
company accountable to provide all of their requirements and that’s becoming somewhat of a mandate in
public safety. And, so I think there’s additional M&A activity as well as again organic growth in our business
that we’ll be considering on a go forward basis.

Richard Pew:

Okay, and a more general question. I know it’s hard to miss the fact that as you discuss all these
opportunities, you have not mentioned any specific companies involved. You’ve said a Global 500 or
whatever, Forbes 500, is there a reason why you can’t mention these names and could you mention some
now?

Mike DePasquale:

Well you know, again, generally speaking, especially in the commercial marketplace, until you get to a
certain point with a customer, they’re fully deployed or they have gone beyond, let’s say an early deployment
or a pilot, they generally don’t like to disclose that information. Some of them consider it a competitive
advantage. Some of them are just shy about doing that. We generally — this is generally speaking — don’t
sell directly to end users but we sell to partners, companies that ultimately package a solution or an
application and then sell that to the end user. And, so when I mention those Global 500 companies, they’re
using our network authentication solution through one of our partners and in the case of those two
companies, Identiphi which is also a joint venture with BIO-key, happens to be the front-end solution provider
actually working those deals.
But clearly again in the commercial marketplace, this really is seen as a competitive differentiator and
advantage.

Richard Pew:

Okay, thank you.
15

Operator:

Thank you, sir. Ladies and gentlemen, we’d like to give you an additional minute to ask questions. If you
would like to ask a question on today’s presentation, please press the * followed by the 1 at this time. If you
are using speaker equipment, we do ask that you please lift your handset before making your selection.
One moment please for the next questions.
Management, at this time we have no additional questions in the queue and I’ll turn the conference over to
you for any closing remarks.

Mike DePasquale:

Thank you, again, for participating in today’s call. We hope that you will join us again for our next
conference call to discuss our second quarter results. Thank you very much.

Gus Okwu:

As a reminder, this call will be available for replay beginning an hour after the call has ended and may
be accessed until 11:59 am eastern time on May 24 th . Dialing 1-303-590-3000 can access the replay and
the code for the replay is 11089929#. Thanks.

Operator:

Thank you management. Ladies and gentlemen, at this time we will conclude today’s teleconference.
We do thank you for your participation on the program. You may now disconnect and please have a pleasant
day.
END
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Exhibit 99.3
BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL INFORMATION
The following pro forma condensed consolidated financial information is based on the historical financial statements of BIO-key
International, Inc. and its subsidiary (the “Company”), including certain pro forma adjustments, and has been prepared to illustrate the
pro forma effect of the disposition of the Fire Safety Business segment (the “Fire Business”).
The unaudited pro forma condensed consolidated statements of earnings for the three months ended March 31, 2007 and for
the fiscal years ended December 31, 2006 and 2005 assume that the disposition of the Fire Business was effective for the periods
indicated. The statements of earnings do not include the gain on the sale or costs associated with the sale. The unaudited pro forma
condensed consolidated balance sheet as of March 31, 2007 is presented as if the disposition of the Fire Business had occurred as
of that date.
The unaudited pro forma condensed consolidated financial information has been prepared based upon available information
and management estimates; actual amounts may differ from these estimated amounts. The unaudited pro forma condensed
consolidated financial statements are not necessarily indicative of the financial position or results of operations that might have
occurred had the disposition occurred as of the dates stated above. The pro forma adjustments are described in the notes.
The unaudited pro forma condensed consolidated financial information should be read in conjunction with the audited financial
statements and notes and related Management’s Discussion and Analysis or Plan of Operation (“MD&A”) included in the Company’s
Annual Report on Form 10-KSB for the fiscal year ended December 31, 2006 and unaudited interim financial statements and the
related MD&A included in the March 31, 2007 Form 10-QSB for the quarterly period ended March 31, 2007.

BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET
AS OF MARCH 31, 2007

ASSETS:
Cash and cash equivalents
Receivables, net
Costs and earnings in excess of billings on uncompleted contracts
Inventory
Prepaid expenses
Total current assets
Equipment and leasehold improvements, net
Deposits
Intangible assets—less accumulated amortization
Deferred financing costs, net
Goodwill
Total non-current assets
TOTAL ASSETS
LIABILITIES:
Current maturities of long-term obligations, net
Accounts payable
Billings in excess of costs and earnings on uncompleted contracts
Accrued liabilities
Deferred rent
Deferred revenue
Total current liabilities
Warrants and long-term obligations
Redeemable preferred stock derivatives
Deferred rent
Deferred revenue
Total non-current liabilities
TOTAL LIABILITIES

Unaudited
Historical

$

Unaudited
Pro Forma
Adjustments

Unaudited
Pro Forma
Balance Sheet

825,791
2,055,863
1,215,045
30,262
121,496
4,248,457
373,773
757,017
2,304,863
114,935
11,389,654
14,940,242
$ 19,188,699

$ 2,261,975(a)
(579,815)(b)
—
(11,716)(b)
(11,041)(b)
1,659,403
(41,837)(b)
399,450(a),(b)
(436,903)(b)
(114,935)(d)
(3,552,668)(b)
(3,746,893)
$ (2,087,490)

$

$ (2,975,361)(d)
$
—
(22,425)(b)
1,651,438
—
78,343
(511,589)(a),(c),(e)
4,023,068
—
515,009
(1,794,312)(b)
3,201,678
(5,303,687)
9,469,536
(869,632)(d)
221,466
—
80,574
—
233,412
—
82,755
(869,632)
618,207
(6,173,319)
10,087,743

2,975,361
1,673,863
78,343
4,534,657
515,009
4,995,990
14,773,223
1,091,098
80,574
233,412
82,755
1,487,839
16,261,062

$

3,087,766
1,470,812
1,215,045
18,546
110,455
5,970,860
331,936
1,156,467
1,867,960
—
7,836,986
11,193,349
$ 17,101,209

Series B redeemable convertible preferred stock, net

816,161

—

816,161

Series C redeemable convertible preferred stock, net

5,129,332
5,945,493

—
—

5,129,332
5,945,493

STOCKHOLDERS’ EQUITY/(DEFICIT):
Preferred stock
Common stock
Additional paid-in capital
Accumulated deficit
TOTAL STOCKHOLDERS’ EQUITY/(DEFICIT)
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY/(DEFICIT)

3
5,734
51,731,578
(54,755,171)
(3,017,856)
$ 19,188,699

—
85(e)
622,679(e)
3,463,065(f)
4,085,829
$ (2,087,490)

3
5,819
52,354,257
(51,280,390)
1,067,973
$ 17,101,209

BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF EARNINGS
FOR THE THREE MONTHS ENDED MARCH 31, 2007

Revenues
Services
License fees and other

$

Costs and other expenses
Cost of services
Cost of license fees and other
Gross Profit
Operating Expenses
Selling, general and administrative
Research, development and engineering
Operating loss
Other income (deductions)
Derivative and warrant fair value adjustments
Interest expense
Other
NET LOSS

$

Basic and Diluted Loss to Common Shareholders:
Net loss
Convertible preferred stock dividends and accretion
Net loss attributable to common shareholders
Net Loss Per Share:
Basic
Diluted
Weighted Average Shares Outstanding:
Basic
Diluted

$

2,595,433
1,277,063
3,872,496

Unaudited
Proforma
Income
Statement

Unaudited
Proforma
Adjustments

Unaudited
Historical

$

(720,257)(g)
(436,999)(g)
(1,157,256)

$

1,875,176
840,064
2,715,240

624,306
71,794
696,100
3,176,396

(162,107)(g)
(40,565)(g)
(202,672)
(954,584)

462,199
31,229
493,428
2,221,812

2,686,013
1,687,706
4,373,719
(1,197,323)

(123,546)(g)
(305,801)(g)
(429,347)
(525,237)

2,562,467
1,381,905
3,944,372
(1,722,560)

(512,912)(j)
458,875(h)
—
(54,037)
(579,274)

316,457
(79,642)
(5,902)
230,913
(1,491,647)

829,369
(538,517)
(5,902)
284,950
(912,373)

$

$

$

(912,373)
(471,390)
(1,383,763)

$
$

(0.02)
(0.02)

$

$

$

(579,274)
—)
(579,274)

$

(1,491,647)
(471,390)
(1,963,037)

$
$

(0.01)
(0.01)

$
$

(0.03)
(0.03)

56,634,523
56,634,523

BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY

57,484,523(k)
57,484,523(k)

57,484,523
57,484,523

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF EARNINGS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2006

Historical

Revenues
Services
License fees and other

$

Costs and other expenses
Cost of services
Cost of license fees and other
Gross Profit
Operating Expenses
Selling, general and administrative
Research, development and engineering
Operating loss
Other income (deductions)
Derivative and warrant fair value adjustments
Interest expense
Loss on extinguishment of debt
Other
NET LOSS

$

Basic and Diluted Loss to Common Shareholders:
Net loss
Convertible preferred stock dividends and accretion
Net loss attributable to common shareholders
Net Loss Per Share:
Basic
Diluted

$

10,949,895
4,243,730
15,193,625

$

(2,801,513)(g)
(1,104,941)(g)
(3,906,454)

$

8,148,382
3,138,789
11,287,171

2,673,823
722,883
3,396,706
11,796,919

(456,635)(g)
(70,032)(g)
(526,667)
(3,379,787)

2,217,188
652,851
2,870,039
8,417,132

10,311,017
6,514,353
16,825,370
(5,028,451)

(384,705)(g)
(1,001,609)(g)
(1,386,314)
(1,993,473)

9,926,312
5,512,744
15,439,056
(7,021,924)

7,542,666
(5,730,712)
(7,815,717)
(48,637)
(6,052,400)
(11,080,851)

(2,253,195)(j)
1,871,331(h)
2,979,627(i)
—
2,597,763
604,290

5,289,471
(3,859,381)
(4,836,090)
(48,637)
(3,454,637)
(10,476,561)

$

$

$

(11,808,851)
(1,042,069)
(12,122,920)

$
$

(0.24)
(0.24)

Weighted Average Shares Outstanding:
Basic
Diluted

Unaudited
Proforma
Income
Statement

Unaudited
Proforma
Adjustments

$

$

$

604,290
—
604,290

$

(10,476,561)
(1,042,069)
(11,518,630)

$
$

0.01
0.01

$
$

(0.23)
(0.23)

50,232,961
50,232,961

51,082,961(k)
51,082,961(k)

51,082,961
51,082,961

BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF EARNINGS
FOR THE FISCAL YEAR ENDED DECEMBER 31, 2005

Historical

Revenues
Services
License fees and other
Costs and other expenses
Cost of services
Cost of license fees and other
Gross Profit

$

10,861,649
3,364,446
14,226,095
2,906,142
937,491
3,843,633
10,382,462

Unaudited
Proforma
Income
Statement

Unaudited
Proforma
Adjustments

$

(2,814,616)(g)
(406,470)(g)
(3,221,086)
(381,048)(g)
(81,286)(g)
(462,334)
(2,758,752)

$

8,047,033
2,957,976
11,005,009
2,525,094
856,205
3,381,299
7,623,710

Operating Expenses
Selling, general and administrative
Research, development and engineering

11,824,609
6,846,035
18,670,644
(8,288,182)

Operating loss
Other income (deductions)
Derivative and warrant fair value adjustments
Interest income
Interest expense
Loss on sale of marketable securities
Other
NET LOSS

$

Basic and Diluted Loss to Common Shareholders:
Net loss
Convertible preferred stock dividends and accretion
Net loss attributable to common shareholders
Net Loss Per Share:
Basic
Diluted
Weighted Average Shares Outstanding:
Basic
Diluted

$

9,154,951
35,958
(4,521,344)
(20,000)
(34,767)
4,614,798
(3,673,384)

(373,330)(g)
(577,979)(g)
(951,309)

$

$

$

(3,673,384)
(313,517)
(3,986,901)

$
$

(2,829,604)(j)
—
1,645,062(h)
—
—
(1,184,542)
(2,991,985)

11,451,279
6,268,056
17,719,335
(10,095,625)

$

6,325,347
35,958
(2,876,282)
(20,000)
(34,767)
3,430,256
(6,665,369)

$

$

(2,991,985)
—
(2,991,985)

$

(6,665,369)
(313,517)
(6,978,886)

(0.09)

$

(0.07)

$

(0.16)

(0.12)

$

(0.06)

$

(0.18)

44,787,807
52,046,303

45,637,807(k)
49,711,711(k)

45,637,807
49,711,711

BIO-KEY INTERNATIONAL, INC. AND SUBSIDIARY
NOTES TO UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1.

BASIS OF PRESENTATION
The accompanying unaudited pro forma condensed consolidated financial statements give effect to the pro forma adjustments
necessary to reflect the disposition of the Fire Business as if the disposition was effective for the periods presented in the pro
forma statements of earnings and as of March 31, 2007 in the pro forma balance sheet.
The Company’s historical amounts represent our condensed balance sheet and statements of operations derived from our
Annual report on Form 10-KSB for the year ended December 31, 2006 and Quarterly report on Form 10-QSB for the period
ended March 31, 2007.
Pro forma statements of earnings disclose earnings from continuing operations before nonrecurring charges and therefore
exclude historical earnings and losses from discontinued operations for the fiscal years ended December 31, 2006 and 2005, and
the quarterly period ended March 31, 2007.

2.

PRO FORMA ADJUSTMENTS
The unaudited pro forma condensed consolidated statements of earnings and balance sheet reflect the effect of the following pro
forma adjustments:
a)

Assumes the receipt of approximately $7.0 million in cash from Zoll on sale of the Fire Business, reduced by repayment of
all convertible debt, accrued interest, and escrow holdback.

b)

The elimination of assets and liabilities associated with the Fire Business included in the Company’s historical condensed
consolidated financial statements. The Company allocated a percentage of the net book value of amortizable intangible
assets and goodwill to the Fire business in a manner consistent with the method used during the Company’s annual FAS
142 and FAS 144 analysis.

c)

Amount includes the accrual for estimated costs incurred in connection with the sale of the Fire Business.

d)

Convertible debt was repaid as part of the transaction, therefore the associated balance of unamortized convertible debt
discounts, embedded derivatives, and deferred finance charges were written off. The remaining balance listed in pro forma
statement represents freestanding warrants.

e)

The Company’s common stock and additional paid in capital balances increased due to the issuance of 850,000 shares of
restricted stock in exchange for the balance of accrued default interest, as part of the transaction.

f)

The Company’s accumulated deficit was reduced as a result of an estimated after-tax gain of approximately $4.0 million on
the disposal of the Fire Business, and increased by writing off the balance of deferred finance charges, unamortized debt
discounts on convertible debt and embedded derivatives on convertible debt.

g)

Reduction of revenue and expenses are the result of the disposition of the Fire Business. These amounts do not consider
an allocation of general corporate overhead costs not specifically related to the Fire Business and therefore, selling, general
and administrative expenses do not reflect any potential reductions in corporate costs in response to this change in the
Company.

h)

Amounts represent reduced interest and associated expenses on convertible debt for all periods presented, from the use of
$4.3 million of cash proceeds to retire a portion of the Company’s outstanding debt. Historical interest and associated
expenses on convertible debt were reduced by the percentage of debt retired for

each pro forma period presented.
i)

Reduction of loss on extinguishment of debt for the 2006 fiscal year, by the percentage of convertible debt retired.

j)

Reduction of the fair value adjustment for embedded derivatives on convertible debt for all periods presented by the
percentage of convertible debt retired.

k)

Weighted average shares outstanding was reduced through the elimination of convertible debt (2005 diluted shares only)
and increased through the issuance of 850,000 shares of restricted common stock (all periods).

