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IMPROVING FUNDAMENTALS — BALANCE SHEET

STRIKEFORCE TECHNOLOGIES

RESTRUCTURING REMAINS

Ongoing costly and well-publicized security
breaches in the U.S. and overseas continues to in-
crease demand for information security software
and solutions. It hardly seems a day goes by that a
prominent company or government agency around
the world announces a hacking incident that com-
promises private employee or customer data.

The massive scope and severity of security breach-
es continues to provide fertile ground for venture-
backed startups and other emerging technology
companies pioneering innovative solutions. Several
emerging information security companies have
popped up on our radar screen having recently
completed successful initial public equity offerings.!
One of the emerging publicly traded companies
we’ve been analyzing and tracking closely in this
segment over the past year is StrikeForce Technol-
ogies. The company has been gaining some traction
in the market as consumers, businesses and gov-
ernment agencies beef up their defense against
hackers.

IMPROVING OUTLOOK

StrikeForce has two core information security
products in the marketplace currently — ProfectID®
and Guarded|D®. These products offer customers
state-of-the-art identity theft protection, keystroke
encryption and anti-keylogger protection that are
not prevented by anti-scam and anti-virus signature
based solutions. We have provided in-depth analy-
sis of StrikeForce’s core product offerings in
previous reports.? Our research shows they provide
a compelling and cost-effective solution to other
competing products in the marketplace.

1 See: Research 2.0 blog “Information Security Update
1Q2012.”

2 See: StrikeForce Technologies Research Note, Febru-
ary 22, 2012.
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In our initial report on StrikeForce, published last
summer, we noted that market conditions wetre
becoming increasingly favorable for ProtectID and
GuardedID. Against this market backdrop, we iden-
tified two key strategic initiatives: 1) accelerating
top line growth, and 2) cleaning up the company’s
balance sheet to reduce its heavy debt load.

StrikeForce has been working diligently over the
past year to increase its penetration in the market.
On its recent earnings call with investors, manage-
ment stated that the company was on track to grow
revenues to $1-$1.5 million this year, more than
double or triple what the company booked in
20113 Noteworthy was the fact that nearly three-
quarters of the $184,600 of sales during Q1 were of
a monthly and increasing recurring nature. Driving
recurring sales are the over 4 million and counting
downloads of GuardedID and over 10 million end
users of ProtectD.

The large share of recurring sales increases our
confidence that the company will continue to drive
top line growth in the quarters ahead. Manage-
ment’s intention of accelerating top line growth
through direct sales, as well as leveraging its exist-
ing and new channel partners in the U.S. and
overseas, is an important element in the company’s
strategy. StrikeForce currently has channel partner-
ships with at least eight companies that were
publicly announced, including Intersections and
WhiteSky in the U.S., DW Consulting Consortium
and Managed Services Center in the UK/Europe,
and Terrestrial Five in New Zealand (see exhibit on
next page for complete list of channel partners that

3 A Webex replay of the StrikeForce earnings call is
available at this link:
http://www.strikeforcetech.com/video/SFOR-2012-q1-
investor-review.wmv.
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were publicly announced). We expect the company
to sign up additional channel partners in the future.

8-K CONFUSION

The acceleration of top line growth is creating a
favorable cash flow dynamic for StrikeForce that
has not been seen throughout the history of the
company. StrikeForce is likely to become cash flow
positive later this year. In the past, not having the
requisite cash to finance operations, management
had to continually tap the private and/or public
debt and equity markets to sustain the company —
sometimes at significantly discounted and/or dis-

terms of the equity facility were contained in a SEC
Form 8-K dated May 3, 20124

Auctus agreed over a period of 36 months to
commit to purchase up to $6,000,000 of
StrikeForce’s common stock with a specified pric-
ing structure based on the company’s then-current
share price.

The terms of the equity facility stated that
StrikeForce would be able to raise capital at a 10%
discount to the lowest closet bid price for the five
consecutive trading days after a drawdown notice.
The terms further specified

DW Consulting Consortium Ltd.
STRATEGIC MicroSystems

StrikeForce Technologies Channel Partners

Company Type
Intersections OEM
WhiteSky OEM
Datanet 2000 Distributor
Veratad Technologies, LL.C Distributor
Managed Services Center Distributor

Reseller

Reseller

Master Distributor

Terrestrial Five, Inc.

Source: StrikeForce Technologies

Location Agreement Signed
VA, US January 10, 2008
CA, US May 27, 2010
NJ, US March 1, 2011
NJ, US October 3, 2011

London, Europe October 5, 2011
London, Europe October 5, 2011
NJ, US January 1, 2012
Auckland, NZ February 12 2012

tressed valuations.

The lack of positive cash flow during its operating
history has taken a toll on StrikeForce’s balance
sheet. Management has indicated its desire to shore
up the company’s capital structure, but it is not
clear at this juncture precisely how or when it will
be done.

In the meantime, the company has put in place an
equity facility to ensure it has sufficient operating
growth capital in the future if and when needed.
StrikeForce recently finalized an equity facility with
Auctus Private Equity Fund, LLC whereby the par-
ties entered into a drawdown equity financing
agreement and a registration rights agreement. The

that a drawdown would not exceed the lesser of
$150,000 or the value of 200% of the average daily
volume for the prior ten trading days multiplied by
the average of the closing best bid prices for the
prior ten trading days. The terms of the facility
further stated that Auctus would immediately cease
reselling any StrikeForce equity within a pricing
petiod if the per share price fell below a minimum
floor set in each notice by the company.

Management indicated on its recent earnings call
that the S-1 filing associated with the Auctus equity
facility would be limited to 40 million shares. They
also stated that the objective of the equity facility
was solely for insurance purposes and not to be

4 See StrikeForce Form 8-K at this link:
http://xml.10kwizard.com/filing raw.phprrepo=tenk&i

page=8252038
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utilized unless absolutely necessary.

While the terms of the equity facility contained in
the 8-K were specified in detail, there appeared to
be a good deal of confusion in the investor com-
munity following its release. Based on what
management stated on its earnings call, it appears
some investors thought the facility would require
the company to issue shares at a par value of
$0.0001 per share. While such a misunderstanding
by investors is difficult to fathom in light of what
the 8-K actually says, it would help explain the
sharp decline in the company’s stock price follow-
ing release of the document.

VALUATION AND SUMMARY

StrikeForce’s financial condition has improved over
the past year. Revenues are on track to double or
triple and management believes the business will
become cash flow positive sometime in late Q3 or
Q4 of this year. The company posted a net loss in
the first quarter of 2012 of $297,943 versus a net
loss of nearly $2 million a year ago. Management’s
guidance for the top line in 2012 is consistent with
the projection in our valuation model published in
our previous report.

Despite the substantive progress the company has
made over the past several months the share price
has declined from $0.017 at the start of the year to
$0.009 today.

There are a couple of potential developments to
keep an eye on that could provide a further boost
to the top line beyond the projections in our mod-
el. One is related to a key patent. StrikeForce
engaged a company to leverage its “out-of-band”
authentication patent (#7,870,599) for additional
potential revenues.

While it is possible that the company could experi-
ence additional licensing revenue associated with
this development, management has given no guid-
ance to what revenues, if any, might be generated
in conjunction with this activity. All we can note at
the present time is that any potential royal-
ties/revenues related to the patent would have a
favorable impact on the top and bottom lines be-
yond what we have modeled.

Another development to watch is related to new
product launches. StrikeForce is gearing up to re-

lease new products targeted at Apple’s computers,
iPads and iPhones and Google’s Android devices.
The company has developed and is testing a ver-
sion of GuardedD® to work on the Macintosh with
keystroke encryption and real-time anti-keylogging
features. Management projects to move it to mar-
ket by the fourth quarter of 2012.

Additionally, StrikeForce has also developed a new
mobile application that will first be deployed to the
iPhone/iPad and then also to Android
phones/tablets. This new mobile application will
provide an OTP Authenticator to be used for con-
sumers and enterprises, a secure browser feature, a
password vault and a random password generator.
Management projects release of these products by
year-end.

Management’s financial guidance is in line with the
projections in our valuation model. We are not in-
clined to make any further adjustments at the
present time. Our estimate of intrinsic value of
StrikeForce remains at $0.08/share, well above the
current share price.

While prospects for the company’s business has
brightened over the past year, considerable busi-
ness risks remain. We continue to believe that the
company would benefit significantly from a capital
account restructuring that dramatically reduced its
debt load. We expect management to seck to ex-
plore options to address this key issue in the
months ahead.

The market for security software is dynamic,
crowded and competitive. The structure of the
market makes it challenging for emerging compa-
nies such as StrikeForce to grow and prosper.
StrikeForce’s current valuation more than reflects
the challenging business environment. Manage-
ment’s recent financial guidance gives cause for
optimism, but much work remains to be done to
shore up the company’s finances. StrikeForce’s
strategic decision to design and sell security soft-
ware for Apple’s Macs, iPads and iPhones and
Google’s Android devices is on target. It will be
interesting to see what kind of reception these
products receive in the market after they are
launched later this year. The timing of these prod-
ucts seems propitious with the huge and growing
popularity of Apple’s and Google’s products with
consumers, as well as enterprises and government
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agencies with BYOD (Bring Your Own Device)
becoming an important issue to be addressed by
corporate information security personnel.

StrikeForce Technologies has operated as a
standalone business since its inception, but has
benefited from the formation of various partner-
ships. We have seen a good deal of consolidation in
the information security sector over the past several
years and expect this trend to continue. Given the
dynamics of the security segment, we would not be
surprised to see StrikeForce or its products ac-
quired by a larger, more diversified company in the
future.

StrikeForce Technologies Update



ABOUT SOUNDVIEW RESEARCH

SoundView Research conducts independent research in emerging technologies. We work and write for the benefit of
both our advisory clients and investment managers. Our approach is to combine major thematic forces where technology
is involved and use analysis to identify the most promising companies and investment opportunities.

Companies may be eatly stage private to late stage public. Our business is driven by subscriptions, advisory work and
service fees. We measure our success by the quality of analysis, accuracy of the conclusions and happiness of our clients.

Along with facts, figures and fundamentals we apply a rigorous approach to valuation that we call intrinsic value (IV)
which provides a basis for good investment decisions and effective portfolio management.

We distribute our product using the Research 2.0 delivery platform (described below.)
CONTACT INFORMATION

Address: SoundView Research, 1313 Washington St., 326, Boston MA 02118
Phone: 800-979-0280, FAX 888-415-8919
Website: http://www.soundviewresearch.com

IMPORTANT DISCLOSURES

1. The analysts who prepared this report certify that the content expresses accurately their personal views and
opinions about the subject companies and securities. The analysts have not been and will not be receiving direct
or indirect compensation for expressing the specific views or conclusions in this report.

2. Clients or affiliates of SoundView Research may own positions in the securities mentioned and/or provide, have
provided or may provide advisory services to some of the companies mentioned.

3. SoundView Research does not provide investment advice in the form of “buy,” “sell,” or “hold” ratings. This
report is intended strictly for informational purposes. We make no claims as to the completeness or accuracy of
this report although we have done our best. We do not undertake to advise you of any changes in our opinion or
information contained herein.

4. SoundView Research is solely responsible for all content— whether it is created for a third party, part of an
advisory engagement or simply an expression of our ongoing research and analysis. We exercise 100% final
editorial control over all content produced and any mistakes, omissions or errors are our own.

Research 2.0 is the leading open, institutional quality and embeddable independent research platform. Since 2005 we have
provided fundamental research and distribution to serve investors and companies.

Our research is distributed to institutions, investors, company managers and individuals via both proprietary platforms!
and the open and increasing power of the internet and social networks.

We embrace the online community and use email, blogs, syndication, social and professional networks. More institutions
are now getting their information via iPhone or iPad than desktop computers.

! Bloomberg, Thomson/Reuters/FirstCall, S&P Capital IQ and FactSet.
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