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securityholders but we may receive funds from the exercise of their warrants.

Our common stock is currently listed on the OT C Electronic Bulletin Board under the

symbol "INKS.OB." On August 27, 2003, the last reported sale price of our common stock on
the OT C Electronic Bulletin Board was $1.34 per share.

Our principal executive officesare located at 32 Broadway, New York, New York 10004,
and our telephone number at such address is (212) 269-0370.

Our common stock being offered by this prospectus involves a high degree of risk. You
should read the "Risk Factors" section beginning on page 5 before you decide to purchase
any common stock.

Neither the Securities and Exchange Commission nor any state commission has approvedor
disapproved ofthese securities or passed upon the adequacy or accuracy of this prosp ectus. Nor
have they made, nor will they make, any determination as to whether anyone should buy these
securities. Any representation to the contrary is a criminal offense.

The date of this prospectus is August 28, 2003.
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PROSPECTUS SUMMARY

You should read the following summary together with the more detailed information regarding us
and the securities being offered for sale by means of this prospectus and our financial statements and

notes to those statements appearing elsewhere in this prospectus. The summary highlights all material
information contained elsew herein this prospectus.

Summary of InkSure Technologies Inc
General

We devdop, market and sell customized authentication systems designed to enhance the seaurity of
documents and branded products and to meet the growing demand for protection ffom counterfeiting and

diversion. By "counterfeit items" we arereferring to imitation items that are offered as genuine By
"Diversion" (alsotermed "paralld trading" or "gray market commerce") we are referring to the selling of

goods (often genuine goods) in a geographic market where both wholesale and retail prices are high while
falsely purchasing them for another market where wholesale prices are lower, thus taking advantage of
the pricedifference between the two markets. Our business lies within the "authentication industry," an
industry that includes a variety offirms providing technologies and services designed to prevent
oounterfeiting and diversion.

We baseour products ontwo principal technologies —customizable security inks that are suitable for
amost every type of digital and impact printing and a sophisticated "full-spectrum" readerthat uses
proprietary softwareto quickly analyze marks printed with our specidty inks. Our security solutions are
overt because our speciaty inks are indistinguishable from standard non=security inks and are easily
incorporated into documents, products, product labels, padaging, and designs.

Our products provide a customized solution by creating a unique chemical code for each product line
or document batch that can only be authenticated by our reader.

Corporate History

We wereincorporated under the laws ofthe state of Nevada on April 22, 1997 under the name "Lil
Marc, Inc." Wewere incorporated as a development stage enterpise in the baby products industry to
develop, manufacture and market the "Lil Marc", a plastictoilet trining device for young boys. Pursuant
to an Agreement and Plan of merger, dated as ofJuly 5, 2002, a wholly owned subsidiary of Lil Marc,
Inc., LILM Acquisition Corp., a Delaware corporation, merged with and into InkSure T echnologies Inc.,
a Delaware corporation, or InkSure Delaware. InkSure Delaware was the surviving corporationin the
merger and became a wholly owned subsidiary ofLil Marc, Inc.

Pursuant to the merger agreement, each share of InkSure Delaware common stock outstanding

immediately prior to theeffectivetime ofthe merger was converted into the right to receive one share of
our common stock. The total number of issued and outstanding shares of our common stock was

11,982,166 immediately after giving effect to the merger and a reverse stock splitthat was consummated
on October 23, 2002.

As aresult of themerger, the former stockholders of InkSure Delaware hdd, immediately after the

merger, approximately 88.0% ofthe issued and outstanding shares of our common stock; the remaining
12.0% ofthe issued and outstanding shares ofour common stock were held by the stockholders who held

our common stock immediately before the merger became effective. On a fully diluted basis, the former
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holders ofsecurities of InkSure Delawareheld, immediatdy afferthe merger, approximatey 90.5% ofthe
shares ofLil Marc, Inc. common stock.

Pursuant to the merger agreement, all outstanding options and warrants to purchase shares of InkSure
Delaware common stock were exchanged or converted into options and warrants to purchase shares of

ourcommon stock on the same terms and conditions as werein effect prior to the effective time of the
merger. The options and warrants issued with respect to such exchanged options and warrants are

exercisable for such number ofshares ofour common stock equal to the number of whole shares of

InkSure Delaware common stock subjectto each such exchanged option or warrant immediately prior to
the effective timeofthe Merger. The pershare exercise price of options and warrants issued by us with
respect totheexchanged options and warrants remained unchanged from the per share exerciseprice of
the exchanged options and warrants. Upon consummation of the merger, our board of directors and
management resigned and were replacedby InkSure Delaware's board of directors and management, and
we beganto carry on InkSure Delaware's business activities.

On October 28, 2002, we also filed an amendment of our Articles of Incoporationto, among other
things, change our name from "Lil Marc, Inc." to "InkSure Technologies Inc." Effective on October 30,

2002, the OTC Bulletin Board stock symbol for our common stock was changed from "LILM" to
"INKS."

We conduct our operations with and through our direct and indirect subsidiaries, InkSure Inc., a
Delaware corporation formed in March 2000, IST Operating Inc., a Delaware corporation formed in May
2000 (formerly known as InkSure Technologies Inc. and referred to throughout this prospectus as hkSure
Delaware), and lhkSure Ltd., which was formed in December 1995 underthe laws of Israel. We also
have a subsidiary, InkSure RF Inc., a Delaware corporation formed in March 2000, which does not
airrently conduct any operations.

On July 8, 2003, we reincorporated as a Delaware corporaion by merging with and into anewly
formed, wholly owned subsidiary.
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Summary of the Offering

11,982,166 (1)

6,064,215 shares of our common stock.

2,006,537 shares of our common stock.

We will not receive any of the proceeds from thesale of the common
stock offered by the selling secuntyholders. However, we may receive an
aggregate of $4,046,180 upon the exercise of all the warrants held by the
selling securityholders ifsuch warrants are exercised for cash. Such
funds, ifany, will be used for working capital and general corporae

purposes.

The shares offered hereby involve ahigh degree ofrisk. You should
carefully consider the informationset forth in the "Risk Factors" section
ofthis prospectus as well as otherinformation set forth in this prospectus,
including our financial statements and related notes.

The offering ofour shares of common stock is being made by
shareholders of our company whomay wish to sdl their shares. Sales of
our common stock may be made by the seling securityholders inthe open
market or in privately negotiated transactions and at market prices, fixed
prices ornegotiated prices.

“INKS.OB"



SELECTED FINANCIAL INFOR MA TION

The following selected financial information does not purport to be complete, and should be read in
oconjunction with, “Management's Discussion and Analysis of Financial Condition and Results of
Operations" included elsewhere in this Prospectus. The financial information set forth below is audited

with respect to the annua periods ended December 31, 2002 and 2001, respectively, and unaudited with
respect to the six months ended June 30, 2003 and 2002 and has been prepared by our management.

The accompanying unaudited interim consolidated financial statements have been prepared in
accordance with generally accepted accounting principlesin the United States forinterim financial
information. Accordingly, they do not include all the information and footnotes required by generaly

accepted accounting prindples inthe United States for complete financial statements. In the opinion of
our management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair

presentation have been included. Our operating results for the six-month period ended June 30, 2003 are
not necessarily indicative of the results that may be expeced for the year ended December 31, 2003.

Consolidated Statement of Operations (U.S. Dollars in thousands, except pershare data):

Years ended December Six Months
31, ended June 30,

2002 2001 2003 2002
Revenues 2,693 1,770 —-- 1,884
Gross Profit 2,291 1,727 - 1,613
Operating 2,938 2,198 1,745 1,343
Expenses
Net Income 621 700 1,708) 258
(Loss)
Net Income 0.08) ©0.14) ©0.14) 0.01
(Loss) Per
Share

Consolidated Balance Sheet Data (U.S.Dollarsin thousands):

As of As of

December December 31, June 30,2003 June 30,2002

31,2002 2001
Total Current Assets 5,320 735 3,478 803
Total Current Liabilities 860 1,443 672 1,217
Total Stockholders 5230 (1,566) 3,552 747)
Equity (Deficiency)

4
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PiISK FACTORS

hvesting in our stock is highly specul ative and risky. You should be able to bear a complete loss of
Jyour investment. Before making an investment decision, you should carefully consider thefollowing risk
factors. If any event or circumstance desaibed inthe following risk factors actually occurs, it could
materially adversely affect our business, operating results and financial condition. The risks and
uncertainties described below are not the onlyones which weface. There may be additional risks and
uncertainties not presently known to us orthose we currently believe are immaterial which could also
have a negative impact on our business, operating resultsand financial condition.

We have a history of operatinglosses and negative cash flows; we maynot beprofitable in the
future; and we have not had revenuesin our last threefiscal quarters.

We haveincurred substantial losses and negativecash flows since our inception. We had an
accumulated deficit of approximately $4,748,000 at December 31,2002 and $6,456,000 at June 30, 2003,
and had a working capita (current assets less current liabilities) of approximately $4,460,000 at
December 31, 2002 and $2,806,000 at June 30, 2003. W e incurred losses of approximately $621,000 for
the year ended December31, 2002 and $1,708,000 for thesix months ended June30, 2003. We expect to
have net operating losses and negative cash flows for the foreseeable future, and expect to spend
significant amounts of capital to enhanceour products and services, develop further sales and operations,
and fund expansion. As aresult, we will need to generatesignificant revenue to break even or achieve

profitability. Even if we do achieve profitability, we may not be able to sustain orincrease profitability on
aquartedy or annual basis.

Our operating expense levels arebased oninterna forecasts for future demand and not on firm
aistomer orders for products or services. Our results may be affected by fluctuaing demand forour
products and services from one quarter tothe next and by increases in the costs of components acquired
from suppliers. We havenot had any revenues in each ofour last three fiscal quatters including the
recently completed fiscal quarter, which ended June 30, 2003.

We have a limited operating history, which makesit difficult to evaluate our business.

InkSure Delaware was formed in May 2000. Wehave a limited operating history on which to base an
evaluation ofour business and prospects. Our revenue and income potential are unproven. Aninvestor
must consider the risks, uncertainties, expenses and difficulties frequently encountered by companies in
their early stages of devd opment, particularly companies with limited capital in new and rapidly evolving
markets. These rsks and difficulties include our ability to develop our infrastructure; attract and maintain
abase of end users; devdop and introduce desirable products and services; provide customer support,
personnel, and facilities to support our business; establish and maintain strategic rd ationships; and
respond effectively to competitive and technological devdopments. Our business strategy may not be
successful or may not successfully address any ofthese risks or difficulties.

We willface a need foradditional capital and may need to curtail our operationsif itis not
available.

We believe that our current cashand cash equivalents will satisfy our operating cgpital needs for at
least 15 months based upon our aurrently anticipaed business activities. We will need additional capital
even within 15 months ifwe undertake large projects. Our need for additional capital to finance our
operations and growth will be greater should, among otherthings, our revenue or expense estimates prove
to be incorrect. We may not be able to obtain additional fnancingin sufficient amounts oron acceptable
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terms when needed, which would adversdy affect our prospects, business, operating results and financaal
onditionby fordng us to curtail our operations or not pursue opportunities which present themselves.

If we continue to rely onone major customer for mostof our revenues, theloss of such customer
ould adverselyaffect our business.

For the fiscal year ended December 31, 2002, our relaionship with ISBAK A.S. accounted for
gproximately 74% of our revenue. Theloss ofsuch customer, or any other customer that accounts for a
significant portion of our revenues from time to time, could adversely affect our business, operating
results and financial condition due to thesubstantial decrease in revenue such loss would represent.

If our product offerings are notaccepted by the market, our business may be adversdy affected.

We generate all of our revenue from sales and licensing ofproducts relating to the “authentication
industry." The market for providing these produds and services is highly competitive and is affected by
the introduction of new products and services that compete with the products and services offered by us.
Demand for these products and services could be affected by numerous factors outside ourcontrol,
including, among others, market acceptance by prospective customers, theintroduction ofnew or superior
competing technologies or products and services that areavailableon more favorable pricing terms than
those being offered by us, and the general condition of the economy. Anymarketacceptance for our
products and services may not develop in a timely manner or maynot be sustanable. New orincreased
competition may result in market saturation, more competitive pricing, and lower margins. Our business,
operating results and financial condition would bematerialy and adversely affected ifthe market Hrour
products and services fails to grow, grows more slowly than anticipated, orbecome more competitive or
iftargeted customers do not accept our products and services and we experience acorresponding
reduction in revenues, a higher loss and a failure to generate substantial revenues in the future.

We have a long and variable sales cycle which can resut in significantfluctuations inour revenue
from quarter to quarter.

The sales cycle of our products, which isthe period oftime between the identification of a potentia
airstomer and completion of the sale is typically long and subject to a number ofsignificant risks over
which we have little control. As our operating expenses are based on antidpated evenue levels, asmall
fluctuation in thetiming of sales can cause our quartedy operaing results to vary significantly from
period to period. Due tosuch fluctuations, we have not had revenues in our last three fisca quarters,
including the fiscal quarter which ended June 30,2003. Ifrevenue falls significantly below anticipated
levels, our business would be seriously hamed. Investors can also anticipate uneven revenue results,
which may be reflected in a volatile market price for our stock.

We facepotential liability due o product defects and may incur significantliabilities in defending
lawsuits over any such defects.

Authentication products as complex as those offered by us may contain undetected errors or defects

when first introduced or as new versions are released. Despite testing by us and by current and potential
aistomers, errors may be found in new authenticaion products affer commencement of commercia

shipments resulting in product recalls and market rejection of our authentication products and resulting in

damage to our reputation, as well as lost evenue, diverted development resources and increased support
oosts. In addition, our product liability insurance, ifany, may be insufficient to cover claims related

errors ordefectsin our authentication products.
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We maynot beable to protect our proprietary technology, which would adversely affect our ability
t compete in the authentication market.

Our performance and ability to compete are dependent to a significant degree on our propnetary
technology. We regard protection of ourproprietary rights as critical to our success, and rdy on patent,
trademark and copyright law, trade secret protection and confidentiality and/or license agreements with
our employees, aistomers, partnes and others to protect our propietary rights. We have gplied for three
patents covering various methods of marking doauments for the purpose of authentication and three
patents related to the radio frequency authentication and security technology, or RF technology, being
developed by us, but have not reccived any patents. We are also seeking protectionunder the Patent
Cooperation Treaay. We may file for additional patents as we determine apropriade. A paent may not
be issued with respect to any patent application filed by us or the scope of any claims granted in any
patent may not provide meaningful proprietary protectionor a competitiveadvantage to us. The validity
or enforceability of patents which may beissued or licensed to may be chalenged by others and, if
challenged, may not be upheld by a court. In addition, competitors may be able to circumvent any patents
that may be issued or licensed tous. Dueto our reliance on our proprietary technology, our inability to
protect our propretary rights adequately would have a material adverse effect on us.

We generally have entered into agreements containing confidentiality and nondisd osure provisions
with our employees and consultants and limits access to and distribution of our documentation and other

proprietay information. However, the steps taken by us may not prevent misappropriation ofour
technology and agreements entered into for that purpose may not be enforceable.

Notwithstanding the precautions taken by us, a third party may be able to copy or otherwise obtain
and use our proprietary information without authorizationor to develop similar technology independently.
Policing unauthorized use ofourtechnology is difficult. The laws of other countries may afford us little
or no effective protection of our intellectual property. Effective trademark, sewice mark, copyright and
trade seaet protection may not be available in every country in which ourproducts and sewices are made
available In the future, we may also needto filelawsuits to enforce our intell ectual property rights,
protect our tradesecrets, and determine the validity and scope ofthe proprietary rights of others. Such
litigation, whether successful or unsuccessful, could have a material adverse effect on ourbusiness,
operating results, and financial condition due to the substantial costs and diversion of resources. See
“Business, Risk Factors —W e area co-defendant in a litigation, and we could incur significant liabilities
in defense of this lawsuit or in damages ifour defense is unsuccessful."

In addition, we have entered into several agreements pursuant to which wehave granted third parties
broad, exclusiverights to distribute and sell certain of ourtechnology, subject to customary provisions
governing confidentiality and nondisclosure. Failure ofthese third parties to effectively market products
and services based upon our technology could have a material adverse effect on our business, operating
results, and financial condition due to thelack ofrevenues expected to begenerated from such
agreements.

We will have to keep pace with new products and rapid technological change in order to remain
competitive in the marketplace.

If we are able tosufficiently penetrate themarket with our produds and services, our future success
will depend upon our ability to keep pace with technological developments and respond to evolving
arstomer demands. Failure to anticipate or respond adequately to technological developments or
significant delaysin product development could damage our potential position in the marketplace and
ould have a material adverse effect on our business, operating results, and financial condition. With our
arrrent limited financial and technical resources, we may not be able to develop or market new products,
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services or enhancements to our existing product andserviceofferings. It is possiblethat wecould
perience signifcant ddays in these endeavors. Any failure to successfully devedop and market
products and services and produd and sewvice enhancements could have amaterial adverseeffect on our
business, operating results and finandal condition. See “Business Risk Factors —If our product offerings
are not accepted by the market, our business may be adversely affected."”

We facecompetition and pricing pressures from larger, well financedand more recognized
companies and we maynot be able to efectively compete withsuch companies.

The market for our products and services is highly competitive. Many ofour competitors have far
greater financial, human, and other resources. Barriers to entry inour business are relaively insubstantial

and companies with substantially greater financial, technical, marketing, manufacturing and human
resources, as well as those with far greater name recognition than us, may also attempt to enter the

market. We believethat our ability to compete depends on our technology and price, as well as on our

distribution channels andthe quality of products and services. If we do not successfully compete, we will
not generate significant revenues or profits.

We depend on third parties for infrastructure and supplies, the loss of which coud adversely affect
our operations.

With regard to our products, we are dependent in part on the availability of equipment, supplies and
services provided by independent third parties. Currently we use a limited number ofsuppliers in orderto
take advantage of volume discounts. Ifone of our suppliers wereunable to meet our supply demands and
we could not quickly replace thesource of supply, it could have amaterial adverse effect on our business,
operating results and financial condition, for reasons including a delay of receipt of revenues and damage
to our business reputation.

We depend on our senior managementand key employees, theloss of which could adversely affect
our operations.

Our success depends to a large degree upon the skills of our senior management team and current key
employees and upon ourability toidentify, hire, and retain additional sales, marketing, technical and
financial personnel. Wemay be unable toretain our existing key personnel orattract and retain additional
key personnel. We do not maintain key person life insurance for any of our officers or key employees.
We require our executives and key employees to enter non-competition agreements with us. Due to our
relianceon our senior management and key employees, the loss of any ofour key executives, the use of
proprietay or trade secret data by former employees who compete with us, or the failure to attract,
integrate motivae, and retain additional key employees could have a material adverse effect onour
business, operating results and financial condition.

We maynot beable to manageour growth to successfulyimplement our business plan and such
mismanagement could adversely affectour business and our ability to grow.

We anticipate a period ofsignificant growth in connection with expansion of our marketing efforts
and business. The resulting strain on ourmanagerial, operational, financial, and other resources could be

significant and could render our increased marketing efforts useless. Our ability to manage our growth

effectively will require us to continue to improve our operations, fnancial and managerial controls,
reporting systems and procedures. If weare successful in achieving our growth plans, such growth is

likely to result inincreased responsibility for ourmanagement; and our management may not be able to
successfully manage such growth due to their lack of experience in managing companies of our size.
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Our specialtyinksinclude various chemicals and aresubjectto certain environmental regulations,
for which we could incur significant liabilities for problems rdating to their shipping and storage.

Our operations are subject to federal, state, local, and foreign environmental laws and regul ations.
Our spedalty inks include various chemicals, some of which may be hazardous substances and subject to
various government regulations relating to our transfer, handling, packaging, use, and disposal. We may
store these chemicals or inks a our facilities inthe United States and Israel, and a shipping company
ships them at our direction. We could face potential liability for problems that may arise when westore
or ship these inks or chemical components. To the extent future laws and regulations are adopted or
interpretations ofexisting laws and regulaions change, new requirements may beimposed on our future
activities or may create liability retroactively. Failure to comply with applicable rules and regulations
oould subject usto monetary damages and injunctive action, which could havea material adverse effect
on our business, financial condition or results of operations.

Some of our products in development will be subject to government regulation of radio frequency
technology which could cause adelay orinability to introduce such products in the United States'

and other markets.

The rules and regulations ofthe United States Federal Communications Commission, or the FCC,
limit theradio frequencyused by and levd of power emitting from electronic equipment. Our scanning
device and the next-generation radio frequency technology scanning equipment will be required to
comply with these FCC mles which may require certification, verification or registration ofthe equipment
with the FCC. Currently we do not have FCC approval for our equipment. Certification and verification
ofnew equipment requires testing to ensure the equipment's compliance with the FCC's rules. The
equipment mustbe labeled according to the FCC's rules to show compliance withthese rules. Testing,
processing of the FCC's equipment certificate or FCC registration, and labeling may increase
development and production costs and could delay introduction ofour verfication scanning device and
next-generation radio frequency technology scanning equipment into the United States' market.
Electronic equipment permitted or authorzed to be used by the FCC through our certification or
verification procedures must not cause harmful interference to licensed FCC users, and it is subject to
radio frequency interference from licensed FCC users. Sdling, leasing orimporting non-com pliant
equipment is considered a violation of FCC rules and federal law and violators may be subject to an
enforcement action by the FCC. Any failure to comply with the applicable rules and regulations ofthe
FCC could subject us to monetary actionor an injunction and could have amateria adverse effect on our
business, operating results and financial condition. In addition, certain other countries may impose
similar or more burdensome regul ations.

We are a co-defendant in a litigation, and we couldincur significant liabilities in defense of this
lawsuit or in damages if our defenseis unsuccessful.

On December 12, 1999, Secu-Systems filed a lawsuit with the District Court in T el Aviv-Jaffa against
Supercom Ltd. (InkSureDelaware's former parent company) and InkSure Ltd. seeking a permanent

injunction and damages. The plantiff asserted inits suit that the printing method applied to certain
products tha have been developed by InkSure Ltd. constitutes inter alia: (a) breach ofa confidentiality
agreement between the plaintiff and Supercom; (b) unjust enrichment of Supercom and InkSure Ltd.; (¢)
breach of fiduciay duties owed to the plaintiff by Supercom and InkSure Itd.; and (d) a tort of
misappropriationof tradesecret and damage to plaintiff's property. Secu-Systems seeks, among other
things, an injunction anda 50% share ofprofits fiom the printing method at issue. Supercom and lhkSure
Ltd. received a letter, dated F ebruary 14, 2002, fromthe law firm ofYossi Avraham & Co., which stated
that, based on the facts provided to it by Supercom and InkSure Ltd., the probability is small that a court
would grant either the permanent injunction or a substantial amount ofdamages in connection with Secu-
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Systems' complaint. If Secu-Systems were to win thelitigation we could be forced to make a one-time
payment in connection with past damages and/orpayments based on our future revenues and profits.
Such payments could have a material adverse effect on our business, operaing results and financia
ondition. We recently offered asettlement amount to Secu-Systems which was rejected.

Conditions in Israel affect the operations of our subsidiaryin Israel and maylimit our ability tosell
our products and services.

InkSureLtd., ourprincipal operating subsidiary, is incorporated under Israeli law and its principal
office, manufacturing facility andresearch and development facility are located in Israd. Political,
economic and military conditions in Israd directly affect InkSureLtd.'s operations. Sincethe

establishment ofthe state of Israd in 1948, a number of armed conflicts have taken place between Israel
and its Arab neighbors and a stateofhostility, varying in degree and intensity, has led to secuiity and

economic problems for Israel. Despite negotiations to effect peace between Israel and its Arab neighbors,

the future ofthese peace efforts isuncertain. Since October 2000, there has been a significantincreasein
violence primarily in the West Bank and Gaza Stiip, negotiations between Israel and the Palestinian

Authority have ceased and there has been increased military activity characterized by some as war. More

recently, violence has spread to Jerusalem and areas near Tel Aviv. Futhermore, several countries still
restrict trade with Israeli companies, which may limit ourability to make sales, orpurchase components

from, inthose countries. Any future armed conflict, political instability, continued violence in the region

or restrictions could limit our ability to operate our business and could have a material adverse effect on
our business, operating results and finandal condition.

Our operations could be disrupted as aresult of the obligation of managementor key personnel of
InkSure Ltd. to perform military service.

Generally, all male adultcitizens and permanent residents of Israd under the age of 45 are unless
exempt, obligated to perform up to 36 days of military reserve duty annually. Additionally, all Israeli
residents of this age are subject to being called toactive duty at any time under emergency circumstances.
Some ofthe officers and employees of InkSure Ltd. are currently obligated to perform annual reserve
duty. Our operations could be disrupted by the absence for asignificant period of oneor more of InkSure

Itd.'s officers orkey employees due to military service. Any such disruption could limit our ability to
operate our business and could affect ourbusiness, results and financia condition.

Under current Israeli law, InkSure Ltd. may not be able to enforce covenants not to compete which
oould have a negative effect on our operationsin Israel.

InkSureLtd. hasnon-competition agreements with all ofits employees. Theseagreements prohibit
its employees, ifthey cease working for InkSure Ltd., from directly competing with it or working for its
competitors, generally, for up to twelve months. However, we have been advised by our Israeli counsel,
Yossi Avraham & Co., that Israeli courts are reluctant to enforce non -competeundertakings offormer
employees.

Huctuationsin the exchange rate between the United States dollar and foreign currencies may
adversely affectour operating results.

We incur expenses for our operations in Israe in new Israeli shekels (nis) and translatethese amounts
into United States dollars for purposes ofreporting consolidated results. As aresult, fluctuations in

foreign currency exchange rates may adversely affect ourexpenses and results of operations as well as the
value ofour assets and liabilities. Fluctuaions may adversely affect the comparability of period-to-period
results. In addition, we hold foreign currency balances, primarily Israeli shekels, that will create foreign
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exchange gains or losses, depending uponthe relaive values ofthe foreign currency at thebeginning and
end of the reporting period, affecting ournet income and earnings per share. Although wemay use
hedging techniques in the future (which we currently donot use), we may not beable to eliminate the
effects of currency fluctuations. Thus, exchange rate fluctuations could have a maerial adverse impact
on our operating results and stock price. In addition, future currency exchange losses may increase if we
become subject to exchange control regulations restricting our ability to convert local currencies into
United States dollars or other cumrencies.

We are exposedto special risksinforeign markets which may restrictour ability to convert local
currency into United States dollars or Israeli shekels and thereby force us to curtail our business

operations.

In conducting our business in foreign countries, we are subject to political, economic, legal,
operational and other risks that are inherent inoperating in other countries. These risks range from

difficulties in settling transactions in emerging markets to possible nationalization, expropriation, price
oontrols and other restrictive governmental actions. We also facethe risk that exchange controls or

similar restrictions imposed by foreign governmental authorities may restrict our ability to convert local

airrency received or held by it intheir countries into United States dollars or other currencies, or to take
those dollars or other currendes out of those countries.

Under Israelilaw, our stockholders may face difficulties in the enforcement of civil liabilities
against our subsidiary InkSure Ltd., its officers, directors or professional advisors.

InkSureLtd. is incorporated under Israeli law and its princdpal office, manufacturing facility and
research and development facility are located in Israel. Certain ofthe directors and InkSure Ltd.'s
professional advisors are residents of Israel or otherwise reside outside ofthe United States. All or a
substantial portion oftheassets of such persons are or may be locaed outside of the United States. It may
be difficult to effect service of process within the United States upon InkSure Ltd. or uponany such
directors or professional advisors or to realize in the United States upon judgments of United States'
oourts predicated upon civil liability of InkSure Ltd. or such persons under United States federal securities
laws. InkSure Ltd. has been advised by our Israeli counsd, Yossi Avraham & Co., that Israeli courts may
not (i) enforce judgments of United States' courts obtained against InkSureLtd. orsuch directors or
professional advisors predicated solely upon the avil liabilities provisions of United States' federal
securities laws, or (i) impose liabilities in orginal actions against InkSure Ltd. or such directors and
professional advisors predicated solely upon such United States' laws. However, subject to certaintime
limitations, Isradi courts will enforce foreign (induding United States) final executory judgments for
liquidated amounts in civil matters, obtained afierdue trial before a court of competent jurisdiction which
recognizes similar Israeli judgments, provided that (1) dueprocess has been observed, (2)such judgments
orthe execution thereof are not contrary to Israeli law, public policy, security or sovereignty, (3) such
judgments were not obtained by fraud and do not conflict with any other valid judgment inthe same
matter beeween the sameparties and (4) an actionbetween the sameparties in the same matter is not
pending in any Israeli court at thetime the law suit is instituted inthe foreign coutt.

We have a stockholder that is able to exercise substantial influence over us and all matters
submitted to our stockholders which may make us difficult to be acquired andless attractive to new

investors.

ICTS International, N. V., benefidally owns, as of August22, 2003, 4,368,394 shares of our common
stock, representing approximately 36.2% of our outstanding common stodk. EzraHarel, one of our
directors, directly and indirectly owns a majority ofthe outstanding shares of ICTS Internaional, N. V.
Such ownership interest gives ICTS substantial influenceover theoutcome of all matters submitted to our
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stockholders, induding the election of directors and the adoption of a merger agreement and such
nfluence could make us a less attractive acquisition or investment target.

Events related to ourlargest stockholder and one of our directors coud affectour reputationand
harm our business.

On May 30, 2003, Ezra Harel, one of ourdirectors and a director of ICTS International, N.V., our
largest stockholder, and Menachem Atzmon, another director of ICTS, were detained and then released
on bail inlIsrael by officials ofthe Israeli Securities Authority in connection with a criminal investigation.
The probe involved an unrelated company in which Mr. Harel was a former director and Mr. Aztmon was
the contlling shareholder. We do not know thesubstance ofthelsraeli Securities Authority's

questioning of Mr. Harel and Mr. Aztmon, due toa gag oder on the investigationis in effect. Wehave
no indicaion whether theinvestigation involves ICTS, nevertheless, publicity relaed to this investigation

or otherevents could include references to us. Publicity ofthis typecould cause ham to our reputation
and business, and our ability to obtain future financing.

We are disputing the validity of theissuance of an option to purchaseshares of InkSure Delaware
commonstock, which if determined to be valid would increase the number of ourshares of common
stock outstanding on a fully diluted basis.

We are disputing the valid issuance of an option to purchase 300,480 shares of InkSure Dedaware
common stock that was issued prior to the merger of our wholly owned subsidiary and InkSure Delaware.
If our position in this dispute does not prevail we would be forcedto accept the validity ofthe issuance of
this option and convert it into an option to purchase shares of ourcommon stock. As areult, thenumber
of shares of our common stock outstanding on a fully diluted basis wouldincreaseby 300,480 shares.

Our certificate of incorporationcontains anti-takeover provisions which could adversely affect the
voting power or other rights of the holders of our common stock.

Our certificate ofincorporation authorizes the issuance ofup to 10,000,000 shares of preferred stock
and our board ofdirectors is empowered, without stockholder approval, toissue anew series of preferred
stock with dividend, liquidation, conversion, voting or otherrights which could adversely affect the
voting power or other rights ofthe holders of common stock. Such authority, together with certain
provisions of Delaware law and of our catificateof incorporation and bylaws, may havethe effect of
delaying, deterring or preventing a change in control of us, may discourage bids for the common stock at
apremium over the market priceand may adversely affect the market price, and the voting and other
rights oftheholders ofthe conmmon stock. Although we haveno present intention to issue any additional
shares ofour preferred stock, wemay doso in the future. The board of directors of a Delaware
corporation may issue rights, options, warrants orother convertible securities, (hereinafierthe “rights"),
entitling the holders of the rights to purchase, receive or acquire shares or fractions of shares of the
corporation or assets or debts or other obligations of the corporation, upon such terms as are determined
by the board of directors. Our board ofdirectors is free, subject to their fiduciary duties to stockhol ders,
to structure the issuance or exercise oftherights in a manner which may exclude “significant
stockholders," as defined, from being entitled to receive sudh rights or to exercise such rights or in a way
which may effectively prevent a takeover ofthe corporation by persons deemed hostile to management.
Nothing contained in our certificate of incorporation will prohibit our board of directors from using these
types of rights in this manner.

We have never paid common stock dividends and are unlikely to do so for theforeseeable future.
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We havenever paid cashor otherdividends on our common stock. It is our intention to retain any
earnings to financethe operation and expansion ofour business, and therefore, we do not expect to pay
any cashdividends on our common stockin the foreseeable future

The trading of our common stock is volatile which may prevent a stockholder from sdlingits stock
at thetime or price they desire.

Our common stock is traded on the over-the -counter market with quotations published on the NASD
OTC Bulletin Board under the symbol “INKS". The trading volume of our common stock historically has
been limited and sporadic, and the stock prices have been volatile. For example duringthe twelve
months prior to May 31,2003, our common stock traded a prices ranging from $0.296 to $2.50. As a

result ofthe limited and sporadictrading activity, the quoted price for our common stock on the over-the-
ocounter market is not necessarily a reliable indicaor of its fair market value. The price at which our

common stock will tradein the future may be highly volatile and may fluctuate as a result of a number of

factors, including, without limitation, quarterly variations in our operating results (which have historically
been, and we expect to continue to be, substantial) and actual or anticipated announcements of new

products or services by us, other business partners, or competitors as well as the number of shares
available for salein the market.

“Penny stock' rules may restrict the market for our commonstock and may affect our
stockholders' ability tosell their sharesin the secondary market.

Our common stock is subject to rules promulgated by the Securities and Exchange C ommission
relating to “penny stocks," whichapply to companies whose shares are not traded on a national stock
exchange or on the Nasdaq small-cap or naional market systems, trade at less than $5.00 per share, or
who do not meet certain other financial requirements specified by the commission. These rules require
brokers who sell “penny stocks" to persons otherthan established customers and “accredited investors" to
complete certain documentation, make suitability inquiries ofinvestors, and provide investors with certain
information concerning the risks oftrading in such penny stocks. These rules may discourage or restrict
the ability ofbrokers to sell our common stock and may affect thesecondary market for ourcommon
stock. These rules could also hamper ourability to raise funds inthe primary market for our common
stock and may affect ourstockholders' ability to sell theirshares inthe secondary market.

The number of shares digible for future sale represents nearly all of our outstanding common stock
and thus may adversely affect the market for our common stock.

Ofthe 11,982,166 shares of common stock held by our present stockholders, 1,441,080 shares maybe
available for public sale by means of ordinary brokerage transactions inthe open market pursuant to Rule
144, promulgated under the Act, subject to certain limitations. Ingeneral, under Rule 144, a person (or
persons whose shares are aggregaed) who has satisfied aone-year holding period may, under certain
drcumstances, sell within any three-month period a number of securities which does not exceed the
greater of 1% ofthe then outstanding shares of common stock or the average weekly trading volume of
the class during the four calendar weeks priorto suchsale. Rule 144 aso permits, under certain
drcumstances, the sale of securities, without any limitation, by a person who is not our affiliate and who
has satisfied a two-year holding period. In addition, 6,064,215 shares of ouroutstanding comm on stock,
which is a substantial amount of our outstanding common stock, is being registered for resale by certain
selling stockholders. Thesubstantial number of shares eligible for sale could cause our common stock
price to be less than it would be in the absence of such an offering, whether or not such shares are actually
sold, andsales ofa signifcant number ofsuch shares at any one time could furtherdecrease our stock

price.

13
NYC 269893v1



USE OF PROCEEDS

We will not receive any of theproceeds from the sale of the common stock offered by the selling
securityholders. However, we may receive an aggregate of $4,046,180 upon the exercise of all the
warrants held by the selling securtyholders ifsuch warrants are exercised for cash. Such funds, if any,

will be used for working capital and general corporate pumposes. Pending use ofthe proceeds, they will
be invested in short-term, interest bearing securities or money market funds. As of the date ofthis

prospectus, we have received no firm commitments forthe exercise ofsuch warrants.
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MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Our common stock commenced trading on the OTC Bulletin Board beginning inthe first quarterof
1998 under the symbol “LILM". On October 30,2002, our common stock began trading on the OTC
Bulletin Board under thesymbol “INKS". The followingtable sets forth, for the fiscal penods indicated,

the high and lowbid prices of a share of common stock asreported by the OTC Bulletin Board under the
symbol “LILM" for periods priorto October 30, 2002 and under the symbol “INKS" for periods

subsequent to October 30, 2002. Such quotations reflect inter-dealer ptces, without retail mark-up, mark-

down or commission and may not necessarily represent actual transactions and the reversestock split that
occurredin October 2002.

High Low

Calendar Year 2001

IS QUATEET cvvtivin et et $0.637 $0.58

20 QUL T ittt e e $0.637 $0.278

BEA QUAITET cuocveiieeie e et $0.722 $0.278

AEh QUATLET ...ttt et $0.722 $0.722
Calendar Year 2002

ISt QUAIEET oo eeeece et $0.722 $0.296

1 T O I F ) PPN $2.037 $0.296

B0A QUAILET coevveee e e $2.13 $1.87

AEh QUAILET c...veiiiie e e $2.50 $1.30
Calendar Year 2003

L QUAITCL oo e $2.45 $1.45

2 QUAITET ce et ettt $2.00 $1.30

3“ Quarter (through August 18, 2003) .....eovveeeeeeeeieeeee oo $1.50 $1.30

As of August 18,2003, the high and lowbid prices per share of common stock asreported by the
Over the Counter Bulletin Board under the symbol “INKS" were $1.50 and $1.50 respectively and there
were approximately 100 holders of record of the common stock.

We havenot paid dividends on the common stock since inception and do not intend to pay any
dividends to our stockholders in the foreseeable future. W e currently intend to retain earnings, ifany, for
the development of our business. The declaration ofdividends inthe future will be at the dectionof our
board ofdirectors and will depend upon our earnings, capital requirements, financia position, general
economic conditions, and other factors the board of directors deem relevant.

Equity Compensation Plan Information

The following table provides information about shares ofour common stock that may be issued upon
the exercise of options and warrants under all of our existing compensation plans as of December 31,

2002. Our stockholder approved equity compensation plans consist ofthe2002 Employee Director and
Consultant Stock Option Plan. We have a number of options and warrants which were granted pursuant

to equity compensation plans not approved by seairity holders and such securities are aggregated in the
table below.
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Number of securities
remaining available for

future issuance under

Number of securities tobe Weighted-average equity compensation
issued upon exercise of exercise price of plans (excluding
outstanding options, outstanding options, securities reflectedin
warrants and rights warrants and rights column (a))
Plan category @) (b) (©
Equity
compensation
plans approved
by security
holders 384,789 $1.054 3,115,211
Equity
compensati on
plans not
gpprovedby
security holders 1,029,402 (1) $1.310 0
To tal 1,414,191 3,115,211

(1) Does notinclude options to purchase 300,840 share of InkSure Delaware commonstock which
we believe was not validy issued.

We haveauthorized the issuance of equity securities under the compensation plans described below
without the approval of stockholders. No additional options, warrants or rights are available for issuance
under any ofthese plans, except foradditional shares which may become purchasable under warrants with
anti-dilution protection as noted below. We have agreed to register for resale the common stock
underlying the warrants issued to Commonwealth Associaes described below.

*  Commonwealth Associates, L.P. warrants, dated July 5, 2002, July 31, 2002 and September 6,
2002: warrants to purchase shares of InkSure Delaware common stock in connedion with
Commonwealth'srole as placement agentin a private placement of InkSure Delaware's securities. The
warrants were to purchase an aggregate of 550,933 shares of InkSure Delaware common stodck at an
exerciseprice of §1.61 per share. In connection with the merger ofInkSure Delaware with our wholly
owned subsidiary, these warrants to purchase shares of InkSure Delaware common stock were converted
into warrants to purchaseshares of our common stock.

* Elie Housman option, dated Febmary 6, 2002: options to purchaseshares 478,469 shares of
InkSure Delaware common stock at anexerciseprice 0f$0.966 per share with an expiration dateof
February 6, 2009. In connection with the merger ofInkSure Delaware with our wholly owned subsidiary,
these options to purchaseshares of InkSure Delaware common stock were converted into options to
purchaseshares of our common stock.

Equity Transactions
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We consummated the following equity transactions, each exempt from the registraion requirements
under Section 4(2) and Regulation D of the Securties Actof 1933, as amended, and the rules and
regulations promul gated thereunder:

*  During 2001, InkSure Ddaware issued 709,066 shares ofits common stock for a purchase price

of (i) $7,000 in cash; (ii) 10% ofthe then-outstanding shares of InkSure Inc; and (iii) 20% of the then-
outstanding shares of InkSure RF Inc. In connedion with the merger of InkSure Delaware with our

wholly owned subsidiary, the shares of InkSure Delaware common stock were converted into shares of
our common stock.

*  InJanuay 2002, InkSure Delaware issued 356,630 shares of its common stock, for a purchase
price 0of $250,000 in cash. In comection with the merger of InkSure Delaware with our wholly owned
subsidiaty, the shares ofInkSure Delaware common stock were converted into shares ofour common
stock.

* In February 2002, InkSure Delaware issued 142,653 shares ofits common stock for apurchase
price of $100,000. In comection with themergerof InkSure Delaware with our wholly owned
subsidiaty, the shares ofInkSure Delaware common stock were converted into shares ofour common
stock.

Sale of Series A Convertible Preferred Stock

On March 4, 2002, InkSure Technologies Inc., a Delaware corporation, orInkSure Delaware, entered
into a Stock Purchase Agreement with Supercom Ltd. and E1-Ad Ink LLC. Pursuant tothe Stock
Purchase Agreement, Supercom Ltd. sold 1,141,553 shares of InkSure Delaware Series A Preferred Stock
which itowned to El-Ad Ink LLC and InkSure Delaware issued 171,232 shares of Series A Preferred
Stock to E1-Ad Ink LLC. The Series A Preferred stock had a liquidation preferenceof $0.876 per share
and was convertible into an aggregate 0f 1,498,613 shares of InkSure Delaware common stock, subject to
adjustment under certaincircumstances. In connection with the merger of InkSure Delaware with our
wholly owned subsidiary, all of the shares of InkSure Delaware Series A Preferred Stock converted into
shares ofour common stock and were subsequently exchanged forshares of our common stock.

Private Placement of Units

In 2002, InkSure Delaware received gross proceeds of $6,700,000 in three tranches, with the third
tranche dosing on September 6, 2002, from the private sale to investors of67 units, with each unit
oonsisting of 62,112 shares of InkSure Ddaware common stock and a five-year warrant to purchase
21,739 shares ofInkSure Delaware common stock at a price of $2.17 per share. Inthe aggregate this
represented a sale to the investors of 4,161,505 shares of common stock and warrants to purchase
1,456,526 shares of common stock, whichat the time represented approximately 43% of InkSure
Delaware's outstanding common stock on a fully diluted basis. In connection withthe merger of InkSure
Delaware with our wholly owned subsidiary, all ofthe shares of InkSure Delaware common stock issued
in the private placement were exchanged for shares of our commonstock and all warrants to purchase
shares ofInkSure Delaware common stodk were converted into warrants to purchase shares of our
common stock. Commonwealth Associates, L.P. acted asthe placement agent in such private placement.

We agreed to prepare and file a registration statement with the Seaurities Exchange Commission no
later than six months following the date ofthe closing ofthe merger of our wholly owned subsidiary with
IhkSure Delaware in order to register the InkSure Delaware common stock and the InkSure Delaware
common stock underlying the warrants that wereissued inthe offering described above and subsequently
oconverted into shares of our common stod and of our common stock underlying the warrants. The
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merger dosed onOctober 28, 2002 and we filed the registration statement of which this prospectusis a
part on April 28, 2003.

In connection with the private placement, InkSure Delaware paid Commonwealth Associates, L.P., a
registered broker-dealer, a$569,500 cash fee and issued three five-year warants to purchase an aggregate

0f550,933 shares of InkSure Delaware common stock at a price of $1.61 per share. In connection with
the merger of InkSure Ddaware with our wholly owned subsidiary these warrants to purchase shares of

InkSure Delaware common stock were converted into warrants to purchase shares of our common stock.
In December 2002, Commonwealth distributed these warrants to certain ofits employees and affiliates.

MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION

In this section, “Management's Discussion and Analysis or Plan of Operation," references to “we, "

“us," “our," and “ours" refer to InkSure Technologies, Inc. and its consolidated subsidiaries.

The following discussion does not purpott to be completeand should be read in conjunction with, the
Financia Statements andthe Notes thereto included in this report. This discussion contains certain
forward-looking statements that involve substantial risks and uncetainties. W hen used in this repott the
words “anticipate " “believe," “estimate," “expect’ and similar expressions as they relate to our
management or us are intended to identify such forward -looking statements. Our actual results,
performance or achievements could differ materialy fromthose expressedin, or implied by, these
forward-looking statements. Historical operating results are not necessarily indicative ofthe trends in
operating results for any future period.

Overview

On October 28, 2002, a wholly owned subsidiary of Lil Marc, Inc. merged with and into InkSure
Technologies, Inc., a Delaware corporation (“InkSure Delaware") and InkSure Delaware became a
wholly-owned subsidiary ofLil Marcin a transaction accounted for as a reverse acquisition ofLil Marc
by InkSure Delaware. Prior to the reversemerger, Lil Marc was anon-operating publicshell corporation
with nominal assets. Following the reverse merger, the management of InkSure Delaware controlled the
merged company and theprincipal shareholders of InkSure Delaware became principal shareholders of
the merged company. Followingthe closing ofthe reverse merger, Lil Marc changed its name to InkSure
Technologies Inc. As a result ofthe reversemergertransaction, InkSure Ddaware changed its nameto
IST Operating Inc. and continued as an operating entity and as our wholly owned subsidiary, and the
historica financial statements ofInkSure Delaware replaced thoseof Lil Marc.

A. RESULT OF OPERA TIONS

The following discussion of our fnancial condition and results ofoperations should be read in
onjunction with the consolidated financial statements and the related notes. The financial statements
have been prepared in accordance with US Generally Accepted Accounting Principles, or GAAP.

This discussion contains forward-looking statements that involve risks and uncertainties.

Our actual results may differ materially fiom those anticipated in these forward-looking state ments as
aresult of certain factors.

Critical Accounting Policies
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Our financial statements are prepared in accordance with US GAAP. Thesignificant accounting
policies followed in the preparation ofthe financial statements, applied ona consistent basis and which
have been prepared in accordance with the historical cost convention, are set forthin Note2 to the
Consolidated Financial Statements.

Ofthesesignificant accounting policies, certain policies may be considered critical because they ar
most important to the portrayal of our financial condition and results, and they require management's

most difficult, subjectiveor complex judgments, often asa result ofthe need to make estimates about the

effect of matters that areinherently uncertain. Webelievethe following critical accounting policies affect
our moresignificant judgments and estimates used in thepreparation of our consolidated financial

statem ents.

Revenuerecognition. Revenue from systems and products is recognized when title and risk of loss
have transferred to the customer and all customer acceptance and other conditions, if any, have been

satisfied, and when collection is reasonably assured. Revenue from technology transfer is recognized
according to contract life Sales to distributors do notincludethe right of retum. In December 1999, the

SEC issued Staff Accounting Bulletin No. 101 (“SAB 101"), as amended in June 2000, which

summarizes the staff's views in applying generally accepted accounting principles to revenue recognition
in finandal statements. We adopted SAB 101 during the fourth quarter of2000. The adoption didnot

have an effect on our consolidated results of operations or financia position.

Revenues in respect of sales of raw materals, patts and supplies are recognized when the following
criteria are met:

Persuasive evidence of an arrangement exists;
Delivery has ocaurred;

The fee is fixed or determinable; and
Collectibility is probable.

PR A

Deferredrevenues include amounts received from customers for which revenues have not been
recogni zed.

Ihventories. Inventories arestated atthe lower of cost or net realizable value. Cost isdetermined by
calculating raw materials, work in process and finished products using the “first in, first out" method.

Three Months Ended June 30,2003 Comparedwith Three Months Ended June 30, 2002

Revenues. Revenues consist of gross sales of produds less discounts and costs associated with
technology transfer. Weare currently concentrating on entering and implementing large-scale projects.
These potential contracts are subject to along sales cycle and fluctuated timetable for entering and
implementing such projects. This affected our results forthe three months ended June 30,2003, where
we had no revenue, compared to $825,000 in thethree months ended June30, 2002. Revenue in the three
months ended June 30, 2002 consisted primarily of the ink shipments to the transportation project in
Turkey. Revenues from this agreement were $703,000 for the three months ended June 30, 2002.

Revenue from the agreement with W estvaco Brand Security was $64,000 for the three months
ended June 30, 2002. The agreement expired on December 3 1, 2002.

Cost of Revenues. Our cost of revenues consists of materials, sub-contractors and compensation
costs. We had no cost of revenue in the three months ended June30, 2003, compared to $85,000 in the
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three months ended June 30, 2002. Costofrevenue in thethree months ended June 30, 2002 was in
connection with our transportation project in Turkey.

Research and Development Expenses. Research and development expenses consist primarily of
compensation costs attributable to employees engaged in ongoing research and development activities,
development-related raw materials and sub-cont ractors, and other related costs. Researchand
development expenses increased by $112,000, or54%, to $318,000 in thethree months ended June 30,
2003 from $206,000 in the three months ended June 30, 2002. This increase in research and development
expenses is primarily related to increased payments to subcontractors in connection with the development
ofsevera new products and new generations of our existing products.

Selling and Marketing Expenses, Net. Selling and marketing expenses, net consist primarily of
oosts relaing to compensation attributable to employees engaged in sales and marketing adivities,
promotion, advetising, trade shows and exhibitions, sales support, travel, commissions and related
expenses. Selling and marketing expenses decreased by $43,000, or 10%, to $375,000 in the three
months ended June 30, 2003 from $4 18,000 in thethree months ended June 30, 2002. This decrease in
selling and marketing expenses was primarily dueto higher marketing expenses in2002 rdated to the
transportation project in Turkey. Webelievethat thesignificant investment inpre-sales and marketing
activities will contributeto our short-term and long-term sales levels.

General and Administrative Expenses. General and administraive expenses consist primarly of
compensation costs for administration, finance and general management personnel, insurance, legal,
accounting and administrative costs. General and administrative expenses increased by $144,000, or
215%, t0 $211,000 in thethree months ended June 30, 2003 from $67,000 in the three months ended
June 30,2002. This increase was primarily a result ofthe merger and thehigher insurance legal and
accounting costsrelated to our being a public company.

Financial Income, Net. Finandal income, net increased by $26,000, to $15,000 in the three
months ended June 30, 2003 from $(11,000) in the three months ended June 30, 2002. This increase was
due to the interest earned on our short-term deposits.

Net Income (Loss). We had a net loss of $889,000 in the three months ended June 30, 2003,
compared with anet income of $38,000 inthe three months ended June 30, 2002. The increase innet loss
in the three months ended June 30, 2003 in comparison with the three months ended June 30, 2002 is

atributable to the various influences described above, which resulted inus having no revenue inthe three
months ended June 30, 2003.

Six Months Ended June30,2003 Compared with Six Months Ended June 30,2002

Revenues. Revenues consist of gross sales of products less discounts and costs associaed with
technology transfer. Weare currently concentrating on entering and implementing large-scale projects.
These potential contracts are subject to along sales cycle and fluctuated timetable for entering and

implementing such projects. This affected our results forthe six months ended June 30, 2003, where we
had no revenue, compared to $1,884,000 in the six months ended June 30,2002. Revenuein the six

months ended June 30, 2002 consisted primarily of the first shipments and implementation ofthe

transportation project in Turkey. Revenues from this agreement were $1,272,000 for the six months
ended June 30, 2002.

Revenue from the agreement with W estvaco Brand Security was $446,000 for the six months

ended June 30, 2002. The agreement expired on December 31, 2002.
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Cost of Revenues. Our cost of revenues consists of materials, sub-contractors and compensation
osts. We had no cost of revenue in the six months ended June 30, 2003, compared to $271,000 inthe
six months ended June 30, 2002. Cost ofrevenuein the six months ended June 30, 2002 was in
connection with our transportation project in Turkey.

Research and Development Expenses. Research and development expenses consist primarily of
compensation costs attributable to enployees engaged in ongoing research and development activities,
development-related raw materials and sub-contractors, and other related costs. Research and
development expenses increased by $242,000, or66%, to $608,000 in the six months ended June 30,
2003 from $366,000 in the six months ended June 30, 2002. This increasein research and devel opment
expenses is primarily relaed to increased payments to subcontractors in connection with the devel opment
of severa new products and new generations of our existing products.

Selling and Marketing Expenses, Net. Selling and marketing expenses, net consist primarily of
osts relaing to compensation attributable to employees engaged in sales and marketing adivities,
promotion, advertising, tradeshows and exhibitions, sales support, travel, commissions and related
expenses. Selling and marketing expenses decreased by $35,000, or 4%, to $753,000 in the six months
ended June 30, 2003 from $788,000 in the six months ended June 30, 2002. This decrease in selling and
marketing expenses was primarily due to higher marketing expenses in 2002 related to thetransportation
project in Turkey. We bdieve that the significant investment in pre-sales and marketing activities will
ocontributeto our short -term and long-term sales levels.

General and Administrative Expenses. General and administraive expenses consist primarily of
compensation costs for administration, finance and general management personnel, insurance, legal,
accounting and administrative costs. Genera and administrative expenses increased by $195,000, or
103 %, to $384, 000 in the six months ended June 30, 2003 from $189,000 in the six months ended June
30, 2002. This increase was primarily a result ofthe merger and the higher insurance, legal and
accounting costsrelated to our being a public company.

Financial Income, Net. Finandal income, net increased by $49,000, to $37,000 in the six months
ended June 30, 2003 from $(12,000) in the six months ended June 30, 2002. This increase was dueto the
interest eamed on our short-term deposits.

Net Income (Loss). We had a net loss of $1,708,000 in the six months ended June 30, 2003,
compared with anet income of $58,000 inthe six months ended June 30, 2002. The increase in net loss
in the six months ended June 30,2003 in comparison with the sixmonths ended June 30, 2002 is
atributable to the various influences described above, which resulted in us havingno revemue in the six
months ended June 30, 2003.

Year Ended December 31, 2002 Compared with Year Ended December31, 2001

Sales. Sales consist of gross sales of products less discounts and refunds, technology transfer and

minimum application fees. Salesincreased by $923,000, or 52%, to $2,693,000 in 2002 from $1,770,000
in 2001. This increase intotal sales was primarily due to theimplementation and the shipments underthe

transportation project in Turkey. Revenues from this agreement were $2,000,000 for the fiscal yearended
December 31, 2002.

Revenues from the agreement with Westvaco Brand Security were $580,000 for the fiscal year ended

December 31, 2002 compared to $1,667,000 for the fiscal year ended December 31, 2001. The decreased
revenueunder this agreement in 2002 was a result ofthe new agreement that was signed at the beginning
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ofthe 2002 fiscal year. The newagreement with Westvaco expired at the end of the 2002 fiscal year and
Westvao is currently not one ofour customers.

Cost of Sales. Cost ofsales consists of materias, sub-contractors and compensation costs. Cost of
sales inaeased by $359,000, or 735%, to $402,000 in 2002 from $43,000in 2001. Cost ofsales asa

percentage of sales was 15% in 2002, compared with 2.4%in 2001. The low cost of sales in 2001 is
mainly due to the fact that sales were based on technology transfer and minimum application fees rather

than manufactured products.

Research and Development Expenses. Research and development expenses consist primarily of
compensation costs attributable to employees engaged in ongoing research and development activities,

development-related raw materials and sub-contractors, and other related costs. Research and
development expenses decreased by $65,000, or 7%, to $809,000in 2002 from $874,000 in 2001. This

decrease was primarily aresult of the exchange rate between the U.S. Dollar and the Israeli Sheke

during 2002. Wemaintan our R&D center in Israel, so most of our expenses are based onthe Israeli
Shekel.

Sales and Markeing Expenses. Sales and marketing expenses consist primarily of costs relating to
compensation attributable to employees engaged in sales and marketing adivities, promotion, advertising,
trade shows and exhibitions, sales suppott, travel, commissions and related expenses. Sales and
marketing expenses increased by $890,000, or 118%, to $1,641,000 in 2002 from $751,000 in 2001. This
increase was primarily a result ofthe intenationa expansion of our sales and marketing adivities in
2002. The resultofthis activity is a 52%increasein our sales in 2002 compared to our sales in 2001. We
believe that the significant investment in pre-sales and marketing activities will contribute to our short-
term and long-term sales levels.

General and Administrative Expenses. Genera and administraive expenses cons ist primarily of
compensation costs for administration, finance and general management personnel, office maintenance,

mnsurance, legal, accounting and administrative costs. General and administrative expenses decreased by
$85,000, or 15%, to $4 88,000 in2002 from $573,000 in 2001. General and administrative expenses

increasedin the fourth quarter 02002 due to the merger, primarily in connection with accounting

expenses and costs assodated with our acquisitionof directors' and officers' insurance. Wesucceeded in
decreasing our general and administrative expenses during 2002 despite the increase in the fourth quarter

due to the efficiency of our new management.

Financial Income, Net. Financial income, net decreased by $45,000, or 63 %, to $26,000in 2002 from
$71,000in 2001. This decrease was dueto the exchange rate between the U.S. Dollar and the Isradi

Shekel. InkSureLtd. received a loan from InkSure Delaware's former parent company, Supercom Ltd.,
which was linked to the Israeli ConsumerPrice Index and had aninterest rate 0f4%. In 2001, we

recognized translation gain from this loandue to therise in the U.S. Dollar. At thebeginning of 2002, the
loan was converted into a contribution to our capital.

Net loss from Continued Operations. We had a net loss of $621,0001in 2002, compared with a net
loss 0f $400,000in 2001, which is an increase 0£$221,000, or 55% The increasein net loss in 2002 in
comparison with2001 is attributable to the various influences described above, primarily to increases in
sales and marketing expenses. We believe that the investment in sales and marketing will contribute to
our short-term and long -term sales levels.

B. LIQUIDITY AND CAPITAL RESOURCES
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We haveincurred substantial losses since our inception in May 2000. We had anaccumulated
deficit of approximately $6,456,000 at June 30, 2003, and had a working capital (current assets less
aurrent liabilities) of approximatdy $2,806,000 at June 30, 2003.

Capital expenditures were approximately $15,000 in the three months ended June 30, 2003 and
$5,000 inthe three months ended June 30, 2002. Capital expenditures were approximately $30,000 in the
six months ended June 30, 2003 and $7,000 in thesix months ended June30, 2002. W e do not have any

material commitments for capital expenditures for the year ending December 31, 2003.

At June 30, 2003, we had cash, cash equivalents and short-term deposits ofapproximately
$3,001,000 ($58,000 in June 2002); $0 short-term bank credit ($390,000 in June 2002) and a $0 in
pincipal and interest outstanding under a long-term loan from a formerrelated party ($200,000 in June
2002). The differences fiom June 30, 2003 to June 30, 2002 are due to amounts rased in the InkSure
Delaware offering, the paying offof all short-term bank credit following the InkSure Delaware offering
and the related party's cancellation of theloan following our payment of $200,000 to suchrelated party,
respectively.

We generated negative cash flow from operating activities of approximatdy $764,000 in the three
months ended June 30, 2003 and $1,285,000 in the six months ended June 30, 2003 compared to
$167,000in the three months ended June 30, 2002 and $98,000 in the six months ended June 30, 2002.

We believe that cash generated fiom operations and cash from theprivate placement that dosed
in September 2002 will provide sufficient cash resources to finance our operations and projected
& pansion of ourmarketing and research development activities for the next 18 months, even if no
significant revenues are generated over that peiod. However, if we enter a project which requires
material upfront expenditures or if we grow morerapidly than currently anticipated, it is possible that we
would require more funds than presently anticipated.

C. RESEARCH AND DEVELOPMENT, PATENTS AND LICENSES

We believe that our future success will depend upon our ability to enhance our existing products
and systems and introduce new commercially viable products and systems addressing the demands of the
evolving markets for brand and document protection. Aspart ofthe product devdopment process, we
work closely with current and potential customers, distribution channels and leaders in certain industry
segments to identify market needs and define appropriate product specificaions. Our employees also
participate in industry forums in order to stay informed about the latest industry devel opments.

Our research and development expenses were approximately $318 000 inthe threemonths ended
June 30,2003 and $608,000 inthe six months ended June 30, 2003, compared to $206,000 in the three
months ended June 30, 2002 and $366,000 in the six months ended June 30, 2002. To date all research

and devd opment expenses have been charged to operating expense as incurred.
We currently hold six pending patents on our technologies.
D. CONTRACTUAL OBLIGATIONS AND COMMITMENTS

Our contractual obligations and commitments at June 30,2003 principally include obligations
associated with our future-operating lease obligations. Our total futureobligation is approximately
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$254,000 until 2008. We expect to finance these contractual commitments from cash on hand and cash
generated from operations.
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BUSINESS
Reorganization

On October 28, 2002, a wholly owned subsidiary of Lil Marc, Inc. merged with and into InkSure
Technologies, Inc., a Delaware corporation (“InkSure Delaware") and InkSure Delaware became a
wholly-owned subsidiary of Lil Marc in a transaction accounted for as a reverse acquisition of Lil Marc
by Ink Sure Delaware. Prior to the reversemerger, Lil Marc was anon-operating publicshell corporation
with nominal assets. Following the reverse merger, the management of InkSure Delaware controlled the
merged company and theprincipal shareholders of InkSure Delaware becameprincipal shareholders of
the merged company. Followingthe closing ofthe reverse merger, Lil Marc changed its name to InkSure
Technologies Inc. As a result ofthe reverse merger transaction, InkSure Delaware changed its name to
IST Operating Inc. and continued as an operating entity and as our wholly owned subsidiary, and the
historical financial statements ofInkSure Delaware replaced thoseof Lil Marc.

General

We devdop, market and sell customized authenticati on systems designed to enhance the securty of
documents and branded products and to meet the growing demand for protection ffom counterfeiting and
diversion. In this context, “counterfeit items" areimitation items that are offered as genuine with the
intent to deceive or defraud. “Diversion" (aso termed “parallel trading" or “gray market commerce") is
the selling of goods (often genuine goods) in a geographic market where both wholesale and retail prices
are high while falsely purchasingthem for another market where wholesae prices are lower, thus taking
advantage oftheprice differencebetween the twomarkets. W e operate within the “authentication
industry," an industry that includes a variety of ficmms providing technologies and services designed to
prevent the counterfeiting and diversion of valuable documents and products. The United Kingdom's
Counterfeit Intelligence Bureau estimates that losses by companies and governments from counterfeiting
and diversion range from $300 billion to as high as $1 trillion annually. Security Solution Consultancy

reported in 1999 that their research had revealed amarket of approximately $25 billion for document and
product protection —a mere 5% to 6% ofthetotal estimated losses due to counterfeiting.

Our products are based on two principal technologies — customizable security inks that are suitable
for almost every type of digital and impact printing on a wide variety of surfaces or substrates (e.g., paper
documents, plastic identification cards, packaging maerials and labels), and asophisticated “full -

spectrum" readerthat uses propriectary soff ware to quickly analyze marks printed with ourspecialty inks.
Our security solutions are considered to be covert because our specialty inks are indistinguishable from

standard non-security inks and are easily incomporated into variable and fully personalized data on
documents, products, product labels, packaging, and designs.

Our ink-based products provide a customized solution by creating a unique chemical code for each
product line or document batch that can only be aithenticated by our reader. We have applied forthree
patents covering various methods of marking doauments for the purpose of authentication and three
patents related to the radio frequency (“RF") technology being developad by us. We are also seeking
protection underthe Patent Cooperation Treaty. See “Business —Patents and Proprietary Technology."

We are currently working on thedevelopment ofnext-generation RF technology that isbeing
designed to enablelow -cost tagging of items. This RF technology is being designed to permit “no line of
sight" identification and will be suitable for a variety of applications, including authentication, supply
chain management and traceability, proofof ownership, and data carrying transactions. Ifsuccessfully
developed, we bdieve that such technology could eventualy replace the familiar barcode technology and
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other electronic article surveillance solutions currently available. See “Business —Research and
Development" and “Business — Products."

Our security products and business strategy have enabled us to grow from $1,770,000 in revenues in
2001 to $2,693,000 in 2002, witha sales backlogof $1,000,000 as of December 31, 2002. The badlog is
related to our Turkish transportation project with ISBAK. Thetimetable for receiving revenue from this
backlogis dependent on ISBAK's consumption ofour inks. We expect to fill the majority ofthis backlog
in the third quarter of 2003 and expect to fill the remainderin the fourth quarter of 2003. Revenues from
the agreement with ISB AK were $2,000,000 for the fiscal year ended December 31, 2002, representing
gproximately 74% of our revenues for that year. Currently ISBAK is ourmajor customer, and the bulk
ofourrevenues are dependent upon the agreement with ISBAK. See “Business —Sales and Marketing."

Corporate History

We wereincorporated under the laws ofthe stateof Nevada on April 22, 1997 under the name “Lil
Marc, Inc." Wewere incorporated as a development stage enterprisein the baby products industry to
develop, manufacture and market the “Lil Marc", a plastictoilet training device for youngboys. InMay
2000 Lil Marc's plan of operationbecameto attempt to merge or effect a business combinaion with a
private operating entity. Pursuant to an Agreement and Plan of merger, dated as of July 5, 2002, awholly
owned subsidiary of Lil Marc, Inc., LILM Acquisition Corp., a Deaware corporation, merged with and
into InkSure Technologies Inc., aDelaware corporation, or InkSure Delaware. InkSure Delaware was the
surviving corporation in the merger and became a wholly owned subsidiaty of Lil Marc, Inc.

Pursuant to the merger agreement, each share of InkSure Delaware common stock outstanding
immediately prior to the effective time of the merger was converted into the right to receive one shareof
our common stock. The total number of issued and outstanding shares of our common stock was
11,982,166 immediately after giving effect to the merger and a reverse stock split tha was consummaed
on October 23, 2002.

As aresult of themerger, the former stockholders of InkSure Delaware hdd, immediately after the
merger, approximately 88.0% ofthe issued and outstanding shares of our common stock; the remaining
12.0% ofthe issued and outstanding shares of our common stock were heldby thestockholders who held
our common stock immediately before the merger became effective. On a fully diluted basis, the former
holders ofsecurities of InkSure Delawareheld, immediatdy affer the merger, approximately 90.5% ofthe
shares ofLil Marc, Inc. common stock.

Pursuant to the merger agreement, all outstanding options and warrants to purchase shares of InkSure
Delaware common stock were exchanged or converted into options and warrants to purchaseshares of
our common stock on thesame terms and conditions as were in effect prior to the effectivetime ofthe
merger. The options and warrants issued with respect to such exchanged options and warrants are
exercisable for such number ofshares of our common stock equal to thenumber of whole shares of
InkSure Delaware common stock subjectto eachsuch exchanged option or warrant immediately prior to
the effective timeofthe Merger. The pershare exercise price of options and warrants issued by us with
respect tothe exchanged options and warrants remained unchanged from the per share exercise price of
the exchanged options and warrants. Upon consummation of the merger, our board of directors and
management resigned and were replaced by InkSure Delaware's board of directors and management, and
we beganto carry on InkSure Delaware's business activities.

On October 28, 2002, we also filed an amendment of our Articlesof Incorporationto, among other
things, change our name from “Lil Marc, Inc." to “InkSure Technologies Inc."
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Effective on October 30,2002, the OTC Bulletin Board stock symbol for our common stodk was
changed from “LILM" to “INKS."

We conduct our operations with and through our direct and indirect subsidiaries, InkSure Inc., a
Delaware corpomation formed in March 2000, IST Operating Inc., a Delaware corporation formed in May

2000 (formerly known as InkSure Technologies Inc. and referred to throughout this Prospectus as InkSure
Delaware), and nkSure Ltd., which was formed in December 1995 under the laws of krael. We also

have a subsidiary, InkSure RF Inc., a Delaware corporation formed in March 2000, which does not
airrently condud any operations.

On July 8, 2003, we reincorporated as a Delaware corporation by merging with and into anewly
formed, wholly owned subsidiary.

Market Opportunity

In genera, brand owners that are victims of counterfeiting do not publicize their losses, nor do they
publish their expenditures related to contolling the problem. In asurvey conducted by the International
Anti Counterfeiting Coalition in the year 2000, Fortune 500 companies reported that they spend an
average of between $2 - $4 million per year to combat counterfeiting and some reported spendingup to
$10 million.

There are a growing number of companies, banks, organizations and other entities tha recognize,
acknowledge and are able to quantify or estimatethe scope of their counterfeiting problem, and are

willing toinvestin security solutions to combat them, and are potential customers for our products and
services. We believe tha the number of entities willing to invest in security solutions will grow as the

magnitude oftheproblem continues to grow.

Once the end user has decided to implement a security plan and introduce new security fatures or
technology, there are various criteria by which theselected technology will be measured. We believe that
our products provide a high level of securty and flexibility, whileremaining cost-effective See
“Business — Competition."

Traditional Authentication Technol ogies

Technologies used to authenticate and protect products and documents canbe divided into two
general categories: overt and covert. Ovat technologies are visible to the naked eye and are typicaly
used by the consumer to identify the product or document as genuine. Holograms, intricate graphic

design and colorchanging inks are among the most common ovet security features used in both products
and documents.

Covert technologies are invisible and, historically, designedto be used by investigators, customs
officials and other law enforcement agents to verify authenticity. There are numerous covert technologies
airrently in use in the market, induding specialty substrates (e.g., papers with security fibers or magnetic
threads) and in-product marking (e. g., tracers placed in fuels). However, one ofthe most frequently used
features for product and document security is specialty ink for theobvious reasonthat ink is the main
consumable for printing on documents, packaging and labels.

The rapid rise in counterfeiting and diversion, however, has led to the need for inaeasingly
sophisticated security techniques for companies and organizations to mark and protect high-value
products and documents. Accordingly, the market for countermeasures to counterfeiting and diversion is
characterized by a constant inflow and introduction of new authentication techniques as a result ofrapid
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technological progress. Complex new technologies that are difficult for counterfeiters to drcumvent are
in demand.

Typically, currency and high value documents incorporate more than onesecurity feature (high
denominations of United States currency have upto 20 security features). Brand owners are increasingly

adopting this same strategy and are using several security feaures simultaneously to make reproducing
the document or packaging increasingly difficult and costly for the counterfeiter. In addition, layered

security features provide continued protection forproducts in the market even ifoneofthe fatures is
compromised.

InkSure Solutions

We believe that our authentication technology canbe distinguished from other authentication
solutions, such as visible and invisible ultra-violet marks, fluorescent inks, watermarks and fibers,
optically variableinks, and holograms, currently offered by our competitors because our solutions offer a
high leve of security and flexibility while remaining cost-effective Due to the nature of our technology,
which is based upon multi-disciplinary technologies, including chemistry, printing, electro-optics and
software, the solution is aistomized for each customer without significant additional costs to the customer
or us.

High Level of Security. Each security ink manufactured by us has a unique “signature" that is
comprised of a variety offactors, including the amounts and the unique properties ofthe chemicals
included in the ink, the type of ink, the ink color, the printing method andthe substrate. Since the reader
utilized by our solution reads a “full-spectrum" ratherthan sampling aspecificpoint or points in a
signature, a counterfeit item would have to replicate an entire unique signaure —i.e., every variable upon
which the signature depends — rather than merey replicating certain portions ofthesignature. In addition,
becausea coded ink's unique signature is comprised of various factors, with numerous possible
permutations thereof, ourinks areextremely difficult to reverse engineer. We believe that holograms,

olor changing inks and other more common overt security features aremore easily replicated than our
products. In addition, tothwart any counterfeiting attempts that successfully replicated a mnique

signature we could alter any ofthe variables of which a signatureis comprised and create an entirely new
unique signature without significant expense.

Flexibility. Our solution is highly flexible, applicable to almost every standard ink or toner used by

standard printing devices. In addition, webelievethat ourspecialty inks are suitable for printing on any
type of surface or substrate for which digital and impact printing is suitable. Our readers are available

dther ashand-held devices designed for quick and accurate field inspection, or as a technology that can
be integrated in existing terminals and readers (eg., ATMs, MICR readers and access control systems) to
dlow automated identification and verification in mass quantities. According to the client's security
needs, several different coded inks can beincorporated in a single product or document and the

orresponding reader canbe programmed to authenticate and verify each of the different codes —and
indicate which code was verified.

Cost Effective. Our technology provides a cost-effectivesolutionto prevent counterfeiting and
diversionbecause of ourpositive cost-performance ratio. In addition, because our readers are designed to
detect even trace amounts of the specific chemica markers, our solutions providea relatively high level
of security, including through theuse of chemicals, such as tagging agents, at reasonable increm ental
osts to our customers. For example, ourtechnology was sufficiently cost-effectiveto be chosen for
deployment in the City of Istanbul's bus system, where the average ticket price is @ proximately $0. 50.
After deployment of oursolutions through an initial investment of approximately $2,000,000, the Istanbul
Electric, Tunnel and Tramway Enterprise Administration, which operates the City of Istanbul's bus
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system, has seen its monthly revenue from the sale ofbustickets increase by approximately $750,000 per
month. We believe this increaseis due largely to the ability of our technology to prevent counterfating
oftickets for this bus system.

Marketing and Business Strategy

Our business strategy utilizes a “razor/ razor blade" approach with respect to the sale of our readers
and inks. We regard theselling of our proprietary readers as infrastructuresimilarto a hand held razor,
while our specialty inks may be considered analogous to the blades of a razor that represent continuing
sales. The potential anti-counterfeit market segments for our products can generally be divided into two
major groups: documents (e.g., bank notes, checks, transportation and event tickets, pre-paid telephone

cards, identification cards, and passports) and brand products (e.g., pharmaceuticals, sofiware,
aitomotive, toys, and apparel). We haveentered into strategic relationships with industry leaders such as

Qwinstar Corporation and Sun Chemicals Group B. V. to leverage the development, distributionand co-
marketing oftheir security products.

We believe that the most receptive market segment for our authentication applications —the middle
and high-end ofthe security market —includes customers who have experienced significant problems with
ounterfeiting and have been unale to reduce oreliminate the effects of counterfeiting through the
authentication solutions that are more easily circumvented than our solutions. In addition, we have
targeted customaers that need a covert security featurethat isextremely difficult to reverse engineer.

More specifically, we have identified and targeted the following market segments:

e Packaging. Webdieve our produd may facilitate brand protection throughuse in 1st levd
(on the product), 2™ level (onthe padeaging) and 3" level packaging (throughthe useof

labels, stickers, etc.). Webelieveour products are suitable for a number ofindustries,
including consumer goods (e.g., aparel, cosmetics, fragrances, soffware tobacco),

pharmaceuticals, and industries that rely upon component parts (e.g., automotive, computer
hardware).

e Games and Entertainment. Tickets and wiist bands for major sporting events and
entertainment venues canbe printed using our coded inks and authenticated at the entrance
using either hand-held or stationary readers. Similarly, lottery tickets and gaming chips are
subject to counterfeiting. Lottery tickets and gaming chips may be authenticated a the time
of submission for payment.

e Transportation. Both national and local transportation authorities issue travel passes, season
tickets and single-use tickets, all of which are subject to counterfeiting.

e Financid Documents. Historically, checks and other fnancial documents haveincorporated
security features in the substrate or the pre-printed form, all in an effort to protect the fixed

and variable dataimprinted on the document. With our technology, both fixed and variable
data can now beprotected directly.

e Government Ildentity Doarments. We believethat ourability to mark toners, inkjet ink and
thermal transfer ibbons and therefore provide authentication capabilities to the vaiable data
on govemment identity documents such & passports, visas, drivers licenses, ID cards, birth
certificates, and motor vehicle registrations is unique. Weview these market segments as
requiring a long-term marketing and selling process given the typical government bid process
and cycles for initiating new features, as well as government cost constraints.
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e Rewil Voudiers and Gift Certificates. Retail establishments currently use printed vouchers
and gift certificates for increasedsales. Certificates of Authenticity, which are printed
documents that accompany a wide variety of retail goods ranging from soff ware products to
luxury goods are also anarea of opportunity.

o Tax Stamps. Government issued tax stamps for a varnety oftaxed items such as tobacco,
wine, aloohol and export tax stamps offer opportunities for our authentication technology.

We have focusedthe bulk of ourinitial efforts on market segments wherewe have already achieved
market penetration in actual sales and where we believe sales potential is highest —packaging, financial
documents, entettainment (i.e., ticketing) and transportation. As aresult of this focused strategy, we have
increased awareness of our products in these segments, established a presence in targeted markets
throughout the world, and formed strategic alliances with companies that provide access tospecific
markets, including the alliance we formed in June 0f2003 with Sun Chemical Group B.V., the worlds'
largest manufacturer of printing inks. See“Business —Sales and Marketing."

Sales and Marketing

Initially, we relied solely on intemediaries to market and distribute o ur products and services.
However, we currently sel our products and services through a combination ofour own sales personnel,
strategic alliances and licenses with intermediaries. To date, we have established key strategic alliances
or valuable relationships with end-users inthe following market segments:

Packaging. Onekey alliance was with Westvaco Brand Seairity, asubsidiay of Westvaco
Corporation. Pursuant to an agreement between our wholly owned subsidiary, InkSure Inc, and
Westvao Brand Seairity, Westvaco Brand Security had the exclusive, worldwide right to useour
technology in primary and secondary padcaging and a nonexclusive right to use our technology for
other padkaging products, subject to quarterly payments of $62,500 plus additional royalties based on
the number of products produced under the agreement. The agreement expired on December 31,
2002, and Westvaco Corporation has subsequently ceased the operations of Westvaco Brand Secuiity.
Revenues from this agreement were $580,000 forthe fiscal year ended December3 1, 2002

Financial Documents. We have also entered into an alliance with Qwinstar Corporation.
Pursuant to an agreement dated December 28, 2001, between InkSure Inc. and Qwinstar, we intend to
market Qwinstar's “detection devices" with our specialty inks, to beused in combination to determine
the authenticity of checks (i.e., counterfeit check detection). Under this agreement, Qwinstar will
have the exclusive right to market this combination of products inthe United States and the United
Kingdom and wewill have the exclusiveright to market outside those areas. Afier recoupment of
wsts, revenue from this venture will be shared among theparties equally. Revenues from this
agreement were $65,000 for the fiscal year ended December 31, 2002.

Ticketing. We have also entered into an alliance with ISBAK A.S. (Istanbul Belediyeler
Bakim Ulasim San Ve Tic. A.S.), a corporation incorporaed under the laws of Turkey, and MTM
Guvenlik ve Holografik Kart Sistemleri A.S., a corporation incorporated under the laws of Turkey.
Pursuant to this agreement dated July 2001, MTM Guvenlik and we will provide certain poducts and
services to ISB AK, which is creaing a secured tideting system for publictransportation in the City
of Istanbul and providing ticket readers for public buses in the City of Istanbul. During the fiscal year
ended December31, 2002, ISB AK purchased a quantity ofink sufficient to produce at least 200
million tickets and 2,700 readers. The tem of the agreement is three years. Revenues from this
agreement were $2,000,000 for the fiscal year ended December 31, 2002, representing approximately
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74% of our revenues forthat year Currently ISBAK is our major customer, and the bulk of our
revenues are dependent upon the agreement with ISB AK.

On June 9, 2003 we entered into a strategic marketing alliance with Sun Chemical Group B.V., the
world's largest manufacturer of printing inks. Under such alliance Sun Chemical will woik with us to

offer machine-readableink-based brand and document authentication solutions underthe SunSure

brand name.

Althoug

™

hwe intend to continue marketing our products and services through licensees and strategic

dliances, we believe that expanding our customerbase through our direct sales personnel and maintaining
adirect relationship withthe end user arenecessary elements to achieving deep market penetration.

Products

We havecreated “Solution Packages" designed tomeet various market needs. These packages rely
primarily on our core technology, best described as “line of sight authentication" (i.e. electro-optical
detection and analysis oforganicand inorganic materials) The micro-processing unit within the readers
uses a proprietary algorithm to authenticae genuine codes, as well as differentiate between varous codes.

We havedesigned several generic readers that provide different levels of security for the various

target applications. For specific projects, due to the flexibility upon whichthe technology is built, we
austomize the generic readers to fit customer needs accordingto size and speed. Our aurrent line of

products, which support our customizablesolutions, include the following
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The RDA2000 — a handheld detection penused as a first level authentication tool.

The DA2000 — a handheld reader for quick and accurate field use, offering a sophisticated
authentication mechanism.

The DA1000 — a lower-cost version of the DA2000, offered at lower price points, currently
being used in a kit forma for automatic inspectionin Access Control and transportaion

applications.

The SDA2000F D — a desktop automatic reader that is part ofan authentication station
(including an application conform sofiware) designed by us and used for banking
applications.

QwinSure —kit type authentication device integrated within high speed check sorters for
banking applications.

HoloSure — Multi-layered security, comprised of an overt hologram (supplied by a hologram
manufacturer viasub-contracting) that is marked with our security markers that can be

arthenticated by either the DA2000 or DA1000 readers.

We antidpate tha we will releaseseveral new products and new generations of our existing
productsin 2003. One new product will be anewreader, which will be amore cost-effective
and “user-fiiendly" versionof our aurrent reader. Inaddition, we anticipatethe release of
“TicketSure", a product that will includenew technology designed for theticket
authentication industry; including authentication technology for multi-use tickets such as
weekly, monthly or annual passes, or passes for a fixed number of rides onmass

trans portation.
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We planto develop products that permit high volume tagging and authentication without requiring a
line ofsight. See“Business —Research and Development."”

Competition

We are aware ofother technologies, both covert and overt surfacemarking techniques, requiring
decoding implements or analytical methods to reveal relevant information. Thesetechnologies are
offered by othercompanies for the same anti-counterfeiting and anti-di version purposes that we market
our products. Our competitors, many of whom have greater financial resources than us, include:

e Technology providers, that typically offer a specific range of security solutions.

e Security printers, which are generally well -established companies whose core business is
printing. Security printing tends to be segregated from the bulk ofthe printing industry,
implementing fundamentally the same technologies as those generally used by the printing
industry but with specific 'twists' that are more complex, difficult to access or expensive to
use.

e Systems Integrators, which haveoften evolved from othersectorsin the printing industry,
mainly security print manufacturers, technology providers or packaging and label

manufacturers. These companies offer a wide range ofsecurity solutions, enabling them to
offer a completesuite tailored to the customer's specific needs.

e Security consultancy groups, which offer a rangeof technologies from several technology
providers and tailor aspecificsolutionto end-customers, based on a preliminaty process
involving risk analysis and characterization of a comprehensive organizational searity
program.

Competition in our markets is based upon price, service, quality, reliability and the ability to offer
secure transaction producs and services with the flexibility to meet a customer's particular needs. We
believe our technology provides auniqueand cost-effectivesolution that has certain common competitive

advantages overother technologies. However, even technologies that are not as secure or reliable as our
products may becompetitive if they are marketed effectively and may also compete on thebasis ofother

criteria, such as price. We believe that prospective customers typically consider the following criteria
when choosing asecurity technology:

e Level ofsecurity (e.g., multidayer orsingle layer solution, covert, overt).

e Ability to suppott or be integrated with existing production, logistical processes and
equipment.

o« Ease of utilization/verification.

e Ability to extend the use for various organizational uses (e.g., alteration, simulation,
ocounterfeiting, diversion, supply chain management).

o Safety and durability (i.e., ability to withstand environmental factors such astemperature,
humidity, sunlight).

e Consistency and integrity ofsolution.
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e Need forprotection of variable vs. fixed data.
o Flexibility of code location (e.g., location on package, onproduct, on different substrates).

e Inthe caseof overt features, attractiveness to consumer (i.e., added marketing value)
¢ Conclusiveness (.e., canthe technology provide conclusive evidence of counterfeiting).

Strong competitive pricing pressures exist, particularly with respect to products whose customers seek
to obtain volume discounts and economies ofscale. In addition, alternative goods or services, such as

those involving eectronic commerce, could replace printed documents and thereby also adversely affect
demand for our products.

Research and Development

The technology and know-how upon which our products arebased are subject to continued
development of materials and processes to meet the demands of new applications and increased
competition. We conduct most of our research and development activities at our facility in Rehovot,
Irael. Webelieve our future success depends upon our ability toidentify the requirements for future
products and product enhancements, andto defing implement and successfully devel op the technologies,
including, without limitation, our next generation RF technology, needed to deploy those products and
product enhancements.

We pursue a process-oriented strategy in which we conduct efforts aimed at devel oping new or
enhancedclasses of products andservices. As pat ofthisstrategy, we woik closely with current and
potential customers, distiibutors and other members oftheindustty to identify market needs and define
gpropriate product specifications. Our research and devdopment expenditures totaled approximately
$874,000 and $809,000 for fiscal years 2001 and 2002, respectively.

Manufacturing and Production

The principal raw materials used by us for the manufacturing of our specidty inksincludetrace
amounts ofvarious chemicals and inks suitable for various printing methods. Webelieve that there are
many sources forboth these chemicals and the printing inks, which we currently purchase from maor
suppliersin Europe. Some of these chemicals, however, ae considered rare, with prices inexcessof
$20,000 per pound for certain chemicals. We do notbelieve that we will havedifficulty in continuing to
procure these chemicals and printing inks given the number of suppliers, including, without limitation,
suppliers located in the United States, Europe and Japan, from whom they can be procured. We currently
subcontract the manufacturing ofour spedalty inks to varous ink suppliers, who incorporae chemicals
provided by us into the inks. Tomaintainthe integrity and security of ourspecialty inks, we do not
disclosethe precise chemical ingredients to these ink suppliers.

The principal raw materials used by us for the manufactunng of our readers include electronic
components, plastics and other raw materals. We believethat these materals arein good supply and are
available from multiplesources. We currently utilize subcontractors forthe manufacturing of ourreaders.

Patents and Proprietary Technology

Although our policy is to file patent applications to proted technology, inventions and improvements
that are important to the development ofour business, and although we will continue to seek the
supplemental protection afforded by patents, we generally consider protection of our products, processes
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and materials to be moredependent upon proprietary knowledge, know-how and rapid assimilation of
mnovations than patent protection. We have applied for three patents covering vanous methods of
marking documents for the purpose of authentication andthree patents related to the RF technology being
developed by us. We are also seeking protection under the Patent Cooperation Treaty.

We require our employees, consultants and advisors to execute confidentiaity agreements upon the
commencement of any employment or consulting relationship with us. Each agreement provides that all

onfidential informaion developed or made known to the individual during the course ofthe relationship

will be kept confdential and not disclosed to third parties except in specified circumstances. In the case
of employees, the agreements provide tha all inventions conceived by an individual will be the exclusive
property ofus, other than inventions unrelated to our business and developed entirely on the employee's
own time There can be no assurance, however, that these agreements will provide adequate protection or
remedies for misappropriation ofour trade secrets in the event of unauthorzed use or disclosure ofsuch
information or that an independent third party will not develop functionally equivaent technology.

Our patent position is uncertain and may involve complex legal and factual issues. Consequently, we
do not know whether any of our patent applications will result in the issuance of any patents, or whether

patents, ifissued, will provide significant proprietary protection or will not be circumvented or
nvalidated. Since patent applications are maintained in secrecy until patents issue and since publications

ofdiscoveries inscientific or patent literaure tend to lag behind actual discoveries by several months, we

cannot be certainthat we were the first creator of inventions covered by pending patent applications or
that we were the first to file patent applications for such inventions. Moreover, wemay have to

participate in interference proceedings declared by the United States Patent and Trademark Office or
other patent offices to determinethe priointy of inventions, which could result in substantia cost tous.

Government Regulation

Our scanning device and the next-generation radio frequency technology scanning equi pment must

comply with the regulations ofthe United States Federal Communications Commission (the “FCC"),
which may require certification, verification or registration ofthe equipment withthe FCC. Certification

and verifcation of new equipment requires testing to ensure theequipment's compliance with the FCC's

wles. Inaddition, the equipment must belabeled according to the FCC's rules to show compliance with
these rules. Eledronic equipment permitted or authorized to be used by the FCC through our certification

or verifiation pocedures must not cause harmful interference to licensed FCC users, and it is subject to
radio frequency interference from licensed FCC users.

Employees

At August 22, 2003, we had 16 employees located in Israd, including nine engineets, two sales and
marketing persomel, three management and administrative personnel, and two operations personnel. In
addition, as of August 22, 2003, we had five employees located inthe United States, one of whom is a
memberof our management, oneof whom manages our operations in the United States, with the
remaining three being sales and marketing personnel. W econsider our relations with our employees to be
satisfactory. Webelieveour future will depend inlarge part on our ability to attract and retain highly
skilled employees.

The employees of InkSure Ltd. are entitled to “Dmey Havra'a" asprovidedin a Collective Bargaining
Agreement to which the General Labor Union ofthe W orkers in Israel is aparty. Dmey Havra'ais an

employee benefit program whereby employees receive payments from their employer for vacation. In
addition, InkSure Ltd. pays a monthly amount equal to 14.53% ofthe salary of each employee to an

insurance policy, pension fund or combination ofboth, accordingto the request ofsuch employee. Each
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employee pays a monthly amount to such insurance policy equal to 5% ofsuch employee's salary.
InkSureLtd. pays a monthly amount up to 7.5% of each employeés salary to an educational find in the
name ofsuch employee. Each employeepays a monthly amountto such fund equal to 2.5% ofsuch
employee's salary. Our wholly owned subsidiary, InkSure Ltd. makes cars available to some employees
for theirexclusive use. InkSure Ltd. pays all costs associaed withthese cars, whether fixed orvariable,
including without limitation, fuel, repairs and insurance.

Properties

We maintain our executive offices in approximatedy 2,000 square feet ofspace in New York, NY
pursuant to a lease expiring in February 2008. Monthly lease payments are approximately $3,600 per
month. We maintain our research and development facilities in Rehovot, Israel. The facilities welease in
Israel areapproximately 1,476 square feet. W e exercised an option to renew this lease foranother year

upon the expiration ofthe initial term in July 2003. Monthly lease payments are approximately $3,700
per month at thelsraeli facility.

LEGAL PROCEEDINGS

On December 12, 1999, Secu-Systems filed a lawsuit with the District Court in T el Aviv-Jaffa against
Supercom Ltd. (InkSureDelaware's former parent company) and InkSureLtd. seeking a permanent
injunction and damages. The plantiff asserted inits suit that the printing method applied to certain
products that have been developed by InkSure Ltd. constitutes inter alia: (a) breach ofa confidentiality
agreement between the plaintiff and Supercom; (b) unjust enrichment of Supercom and InkSure Ltd.; (c)
breach of fiduciay duties owed to the plaintiff by Supercom and InkSure Ltd.; and (d) a tort of
misappropriationof tradesecret and damage to plaintiff's property. Secu-Systems seeks, among other
things, an injunction anda 50% share ofprofits fom the printing method at issue. We recently offered a
settlement amount to Seai-Systems which was rejeced. We have not made any accruals in connection
with this lawsuit.

DIRECTORS, EXECUTIVE OFFICERS AND CONTROL PERS ONS

Set forthbelow are the names ofthe persons nominated as directors, their ages, their offices with us,
ifany, their prindpal ocaupations or employment for the past fiveyears, the length of theirtenure as
directors and the names of other public companiesin which such persons hold directorships.

Name Age Position

Elie Housman ............. 66 Chairman and Director

Yaron Meerfeld........... 43 Chief Executive Officer and Director
James Lineberger........ 66 Director

Ezra Hael .................. 53 Director

T. Lee Provow ............ 46 Director

Albert Attias .............. 74 Director

David Sa&ss .........c........ 67 Director

Elie Housman joined InkSure in February 2002 as Chairman and also serves as adirectorof InkSure. Mr.
Housman was a Principal at Chatterhouse Group Intemational, a privately held merchant bank, from 1989
until June 200 1. At Charterhouse Mr. Housman was involved in the acquisition ofa number of
companies with total sales of several hundred million dollars. Prior to Charterhouse, he was co-owner of

AP Parts, a $250 million automotive parts manufacturer. Mr. Housman was also the Chairman of Novo
Plc. in London, aleading company in the broadcast storage and services industry. At present, Mt

Housmanis a director ofthree public companies, deltathree, Inc., ICTS International, N. V., a prominent
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aviation security company and EVCI Career Colleges Incorporated. In addition, Mr. Housmanserves a
director for JazzP hoto, Inc., and Bartech Systems Internaional, Inc., which are both privaely held
companies in the United States.

Yaron Meerfeldjoined InkSure in November 2001 as Chief Executive Officer and also sewves as a
director of InkSure. During the prior seven years, Mr. Meerfeld developed expertisein authentication and
multi-layered security systems for documents, passports, ID cards and smart cards as Managing Director
of Kromotek, Inc. and asthe Vice President for Sales and Marketing at SuperCom. Priorto joining

SuperCom, he served as Vice President for Sales and Matketing & APPLltec Ltd, Director of
International Sales and Marketing at IIS Ltd. andin senior sales positions at Eichut Microcomputers, Ltd.

Mr. Meerfeld holds a B.Sc. in Economics & Business from Bar Ilan Univesity andan M.B.A. from Tel
Aviv University in Israel

James Lin ebergerjoined InkSure in September 2002 as a director. Since 1969 Mr. Lineberger has been
the Managing Member of Lineberger & Co., LLC, a private investment company specializing in
leveraged buyouts and venture capital. Prior to founding the firm and its predecessor in 1969, Mr.
Lineberger was amember ofthe corporate finance department of Smith Barmney & Co. Inc. Mr.
Lineberger was a director ofS ensormatic Electronics Corporation from 1969 until 2001, the l1eading
global supplier of electronic artide surveillance equipment and systems, and also served as Chairman of
the Executive Committee from 1974 until 1998 and Co-Chief Executive Officer from January 1998
through July 1998. He also served as Chairman ofthe Board of Hilite Industries, Inc., a manufacturer of
highly engineered parts or the automotive industry, from 1986 until 1999.

Ezra Harel joined InkSure in September 2002 as adired¢or. Mr Harel ounded ICTS International, N. V.,
aprominent aviaion security company listed on The Nasdaq Stodk Market. From 1989 to 1992 heserved
& Chairman ofthe Board of Directors of Dash200+, a company involved with theconversion of Boeing
747 aircraft from passenger to cargo use. In 1993 he took ownership and control of Tuffy Associates Inc.,
an automotive service franchise company, whichhas approximatdy 450 locations. Mr. Ezra Harel is the
Chairman ofthe Advisotry Board of Seehafen Rostock Umschlagsgesdlschaft GmbH (Port ofRostock)
Germany, a company engaged inseaport activities. Mr. Harel hadbeen the Vice Chairman of the Board
of Directors of Rogosin Enterprises Inc., an affiliae of Leedan, since 1994 until 2002. Heis also areal
estate developerin the United States, Europe and Israel.

T. Lee Provow joined InkSure in September 2002 as a director. Mr. Provow is alimited partner a
Commonwealth Associates, an investment and merchant banking firm, who currently focuses on
managing Commonwealth Associates' relationships with its portfolio companies. Mr. Provow has served
in this capacity since January 2002. Mr. Provow previously served as President and Chief Executive
Officer of Intelispan since January 2000, until Intelispan was sold to McLeod USA, andserved as a
director since August 1998. From May 1998 to December 1999, Mr. Provow served as the Chief
Operating Officer ofSlingshot Networks LLC, a providerof digital mediastorage, until Slingshot
Networks was purchased by Qwest Communications. From June 1995to May 1998, Mr. Provow served
& the Executive Vice President and Chief Operating Officer of GridNet International, a provider of
enhanced data communications services, which Mr. Provow founded and which was purchasedby MCI
WorldCom in July 1997. Prior to founding GridNet, Mr. Provow spent 15 years with NCR and its
successor, AT&T Global Information Serwvices, in various domestic and international technical,
marketing, product management, and straegic planning positions, including Vice President of Retail
Product and Systems Maketing. Mr. Provow serves as a director of Slingshot Networks, LLC, Horizon
Medical Products and Intraware.

Albert Attias joined hkSure in March2002 as a director. Mr. Attias joined The El-Ad Group, Itd. as
President in September 1996 and currently serves as a director of The El-Ad Group, Ltd. The El-Ad
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Group is a member of El-Ad Ink LLC, which currently holds 1,312,785 shares of Convertible Preferred
Stock. Prior to 1996, Mr. Attias was Deputy General Manager in the Mercantile Discount Bank, Ltd. in
Tel Aviv for twelve years. Previously, Mr. Attias worked at Barclays Bank.

David W. Sass joined InkSure in February 2003. For thepast 42 years, Mr. Sass has been a practicing

atorney in New York City andis currently a senior pattner in the law firm of McLaughlin & Stern, LIP, a
Directorof ICTS International N.V. and an honorary trustee of Ithaca College. Mr. Sass has beena

director of BarPoint.com, Inc., anonline and wirdess product information and shopping service provider

since July 1995. Mr. Sass is alsothe Secretary and a director ofPioneer Commercdal Funding and a
director and officer of several other private companies.

Executive Officers

The names of, and certain information regarding our executive officers who arenot also directors
are set forth below. Except for executive officers who have employment agreements with us, The
executiveofficers serve at the pleasure ofthe Board of Directors.

Name Age Position

Eyal Bigon ............. 37 Chief Financial Officer,
Secretary and Treasurer

Eyal Bigon, C.P.A., joined IhkSure in January 2002 as ChiefFinancial Officer, Secretary and Treasurer.
During the prior five years, he was the ChiefFinancial Officer of RiT Technologies (NASDAQ: RITT), a
leading provider ofintegrated network management solutions for the communications market. Priorto
joining RiT, Mr. Bigon held financial positions at T adiran (a formerly public company involved inthe
technology sector) and IBM. Mr. Bigon has a B. A. in Accounting and Economics and an M.B.A. in
Marketing and International Management from Tel-Aviv University.

EXECUTIVE COMPENSATION

On October 23, 2002 as aresult of a “reverse merger" transaction, a wholly owned subsidiary ofLil
Marc, Inc. merged with and into InkSure Delaware pursuant to which InkSure Delaware became a
wholly-owned subsidiary of Lil Marc in a transaction accounted for as a reverse acquisition of Lil Marc
by Ink Sure Delaware. Prior to the reverse merger, Lil Marc wa a non-operating publicshell corporation
with nominal assets. Following the reverse merger, the management of InkSure Delaware controlled the
merged company and theprincipal shareholders of InkSure Delaware became principal shareholders of
the merged company. Followingthe closing ofthe reverse merger, Lil Marc changed its name to InkSure
Technologies Inc. As a result ofthe reverse merger transaction, InkSure Delaware continued as an
operating entity, changed its name to IST Operating Inc., and remained a wholly owned subsidiary. The
historical financial statements ofInkSure Delaware replaced thoseof Lil Marc. Accordingly, the
information provided in this section is presented to include compensationreceived by our current
management during the period oftime priorto the merger.

Summary Compensation Table

The fllowing Summary Compensation Table sets forth summary information as to compensation
received by our Chief Executive Officer and each ofthe four other most highly compensated executive
officers who were employed by us at the end of December31, 2002 (collectively, the “named executive
officers") for services rendered to us in all capacities during the three fiscal years ended December 31, 2002.
The tabledoes not include summary information as to our executive officers prior to the reverse merger.

37
NYC 269893v1



Annual Compensaion

TLong-Term Compensation

Awards Pay outs
Restric Securities
Name and Other ted Underlying
Principal Annual Stock Options/ LTIP All Other
Position Year Salary Bonus Compensation(l) Award SARs (#) Payouts Compensation
s

Yaron 2002 $121,475 $0 $13,000 $0 57,000 $0 $0
Meerfel d
Chief 2001 20,500 0 0 0 0 0 0
Executive
Officer
Eyal Bigon 2002 $105,315 $0 $12,000 $0 55,000 $0 $0
Chief
Financial
Officer,
Secretary and
Treasurer
) Other Annual Compensation during the 2002 fiscal year consisted of a company car that was

provided to each of Messrs. Meerfeld and Bigon.

Option Grants in Last Fiscal Year

The following table sets Drth information regarding each stock option granted during fiscal year 2002

to each ofthe named exeautive officers.

Individual Grants

Numberof
Securities
Underlying
Options/SARs
Granted (#) (1)

Name

Yaron Meerfeld 57,000 (2)

NYC 269893v1

% ofTotal
Options/SARs Exercise
Granted to or Base
Employees in Price Expiration
Fiscal Year ($/Share) Date
13.4% $0.80 1/1/07
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Eyal Bigon 55,000 (3) 13.0% $0.80 1/1/07

@) The options were granted pursuant to our 2002 Employee, Director and Consultant Stock Option
Plan (he “Plan") and were granted on January 1, 2002.

@) These options vest and become exercisable over aone-year period with 50% vesting upon issuance
and 50% vesting on the first anniversary ofissuance.

3) These options vest and become exercisable over a four-year period with 20% vesting upon issuance
and 20% vesting on the anniversary ofissuance forthe next four years.

Aggregated Option Exercises in Last Fiscal Year and Fiscal Year-End Option Values

The following table provides information regarding the exercises ofoptions by each ofthenamed
executiveofficers during the 2002 fiscal year. In addition, this table includes the number ofshares covered
by both exercisable and unexercisable stock options as of December 31, 2002 and the values of“in-the-
money" options, which values represent the positive spread between the exercise price of any such option
and the fiscal year-end value ofthe common stock.

Shares Numberof Secuities Value ofthe Unexercised
Acquired Underlying In -The -Money Options
on Value Unexercised Options at Fiscal Year-End (2)
at Fiscal Year-
End
Name Exercise Realized (1)  Exercisable  Unexercisable Exercisable Unexercisable
Yaron Meerfeld 0 $0 28,500 28,500 $7,025 $47,025
Eyal Bigon 0 $0 11,000 44,000 $18,150 $72,600
@) Amounts shown in this column do not necessarily represent actual value realized fiom thesale of

the shares acquired upon exercise ofthe option becaise in many cases the shares are not sold on exercise
but continue to beheld by the executive officer exercising the option. The amounts shown represent the

difference between the option exercise price and the market price on the date of exercise, which is the
amount that would have been reaized ifthe shares had been sold immediaely upon exercise.

@) The value of unexercised in-the -money options at fiscal year end assumes a fair market value for
our common stock of $2.45, the closing sale price per share of our common stock as repoited on the OTC

Electronic Bulletin Board on December 31, 2002.

Compensation of Directors

Our policy is to pay no compensation to members ofthe Board for attendance at B oard meetings or
committee meetings.
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Directors are entitled to receive options under our2002 Employee, Director and Consultant Stock
Option Plan. Wedid not grant any options to non-employee Directors to purchase shares ofcommon stock
during fiscal 2002.

Mr. Housman received options to purchase4 78,469 shares of ommon stock at an exercise priceof

$0.96 6 per share pursuant to his employment agreement with us. All ofsuch options werenot granted
pursuant to our 2002 Employee, Director and Consultant Stock Option Plan. For a discussion ofthe options

granted to Mr. Meerfeld, please see “Executive Compensation -- Option Grants in Last Fiscal Year".
Stock Option Plan

We adopted the 2002 Employee, Director and Consultant Stock Option Plan, or the Plan, in October
2003. The purpose of thePlan istoprovide an additional incentive to attract and retain qualified
competent persons who provide services and upon whoseefforts and judgment oursuccessis largey
dependent, through the encouragement ofstock ownershipin us by such persons. In furtherance of this
purpose, the Plan authorizes, among other things: (a) the granting of incentive or nonqualified stock
options to purchase our common stock to persons selected by the administrators ofthe Plan from the class
of all ofour regular employees, including officers who are regular employees, and dire¢ors; (b)the
granting of nonqualified stock options to purchaseour common stock to persons se ected by the
administrators ofthe Plan from the class of our consultants and advisor; and (c) the use ofalready owned
shares ofour common stock as payment ofthe exercise price for options granted under thePlan.

The Plan allows us to grant options. A total 0f3,500,000 shares of common stock are reserved for
issuance under the Plan. Either the stockholders or the Board may amend the Plan, provided that any
anendment approved by the Board, which, as determined by the Board, isof a scope that requires
stockholder appmoval in order to ensure favorable federal income tax treatment for any incentive stock
options under Secion 422 of the Internal Revenue Code, as amended, or the Code, is subjed to obtaning
such stodcholder approval. All ofour employees and consultants and the members of the Board are
digible to participate in the Plan.

Material Features of the Han

The following description does not purport to be complete For a completedescription please referto
the full text ofthe Plan which is included as an exhibit to the registration statement of which this
prospectus is a part.

1.  Shares Availablefor Lsuance. 3,500,000 shares of common stock are reserved and available for
the grant of options under the Plan. Other than the Plan, we have no otherplan ineffect under which
options and stock-based awards may be granted to employees. Thenumberof shares available unde the
Plan is subject to adjustment in the event of stock splits, stock dividends, and other extraodinary events
(discussed further below) Sharesavailable for awards under the Plan may be either authorzed and
unissued shares or shares held in or acquired for our treasury.

In certain circumstances, shares subject to outstanding options may againbecomeavailable for
issuance pursuant to other options available underthe Plan. For example, canceled, forfeited or expired

options will againbecomeavailable for the grant of new options under the Plan.

In the event of a recapitalization, stock split, stock dividend, reorganization, business combination, or
other similar corporate transaction or event affecting the common stock, adjustments may be made to the
mumber and kind ofshares available for issuancesubject to any outstanding options.
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2. EHigibleParticipants. Current and future employees (including officers), non-employee directors,
and consultants of us and our affiliates are eligibleto participate inand receive a grant or grants of
options under the Plan. Individua's to whom we or any ofour subsidiaries have offered employment may
dso be granted options, but such individuals may not receive any exercise right relating to the option until
he or shehas commenced employment orthe providing of services.

3. Administration. Subject to the terms and conditions ofthe Plan, the Board has the authority to
designate which eligibleindividual s will receive options, to determine thetype and numberof options to

be granted, to decide thenumberof shares to subject to the options, to specify thetime or times at which
options will be granted, exercisable or settled (induding any performance conditions to besatisfied in
connection therewith), and to provide any other terms, conditions or restrictions ofsuch options. The
Board also has the authority to interpret and establish rules and regulations relating to the Plan and any
individual agreements entered pursuant tothe Plan, and make all other deteminations that may be
necessary or advisable for administration of the Plan. Under the Plan, the Board may delegate its authority
to administer the Plan toa committee ofthe Board, in which casesuch committeeshall administrate the
Plan.

4. Non-Qualified and Incentive Stock options. The options granted under the Plan may be either
designated as non-qualified stock options or incentive stock options, which are intended to meet the

requirements ofSection 422 ofthe Code such tha a particpant canreceive potentialy favorable tax

treatment. The Board has discretion to deerminethe terms and conditions of each option granted under
the Plan, including the grant date, option price, the term of each option, exercise conditions and

restrictions, conditions of forfeitures, and any otherterms, conditions and restrictions consistent with the

terms ofthe Plan, all of which will be evidenced in an individual option agreement between the
participant and us. Genenlly, theterms of an option will provide forpost -employment exercise for
specified period oftime, determined by the Board. If not otherwise specified by the Board, the Plan
provides that vested options willbecomeimmediaely exercisable and remain exercisable for one year (or
the remainder oftheir term, ifshorter) upon a participant's termination due to death, disability or

retirem ent.

Certain limitations applyto incentive stock options. Theselimitations include a maximum term often
years (five years for 10% owners of our common stock, as determined under the Code), a minimum
exerciseprice offair maiket value of a share as ofthe dateof grant (110% ofthe fair market value of a
share for 10% owners), and restrictions on transferability of the incentive stock option.

Payment for shares purchased pursuant toan option under the Plan may be made in cash or (with the
consent ofthe Board) shares through broker-assisted cashless exercise procedures.

Generally, options granted underthe Plan may not be transferred, pledged, disposed, or otherwise
encumbered except by will or by the laws of descent and distribution, or to a designated beneficiary upon

the particdpant's death. However, where not prohibited by the Code or other applicable law, the Board
may permit transfers of options upon certain conditions.

In addition, any shares issuable pursuant to options granted underthe Planto a patticipant may be
offset (or reduced) by any amount the patticipant may owe to us.

5. Amendment and Termination of the Plan. The Board may amend, suspend or terminate the Plan,
without stockholder approval unless stockholder approvalis required by law, regulation, or stock

exchange rule. The Board may, inits discretion, submit amendments to stockholders for approval, such as
an amendment to increase the number ofshares authorized for issuance pursuant to options under the

Plan. Under amendment provisions of the Plan, stockholder approval will not necessarily be required for
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anendments that might increase the cost ofthe Plan or broaden eligibility. Unless terminated earlier, the
Plan will terminate at such time that all shares subject to options have been issued or purchased, orten
years from the dae of adoption by the Board. Because future options under the Plan will be granted in the
discretion ofthe Board, thetype, number, recipients, and other terms of such options cannot be
determined at this time.

6. Change of Control. Unless a participant's option Agreement provides otherwise, under the Plan if
we are to be consolidated with or acquired by another entity in a merger, saleof all or substantially all of

our assets other than a transaction to merely change the state ofincorporation, theboard ofdirectors of
any entity assuming the obligations of us shall, as to outstanding options, ether (i) make appropriate
provision for the continuation ofsuch options by substituting on an equitable basis for the common stock
then subject to such options either the consideration payable with respect to the outstanding common
stock in connection with the corporate transaction orsecurities of any successor or acquiring entity; or (ii)
provide that all options must be exercised (eitherto the extent then exercisable or made fully exercsable
pursuant to the underlying option agreement or the discretion ofthe Board), within a specified number of
days of the date of such notice, at the end of which period the options shall terminate; or (iii) terminate all
options in exchange for a cash payment equal to the excess ofthe fair matket value ofthe common stock
underlying such options (either to the extent then exercisale or made fully exercisable pursuant tothe
underlying option agreement or the discretion ofthe Board), overthe exercise price thereof

Federal Income Tax Implications

The following generally describes the federal income tax implications associated with the options
granted under the Plan:

There are three points intime when we and a participant could potentially incur federal income tax
onsequences: dae of grant, upon exercise, and upon disposition. First, when an option is granted to a
participant, the participant does not recognize any income for federal income tax purposes on the date of

grant. We similaly do not have any federal income tax consequences at the date of grant. Second,
depending uponthe type of option, the exercise of an option may or may not result in the recognition of

income for federal income tax purposes. With respect to an incentive stock option, a particdpant will not

recognize any ordinary income upon the option's exercise (except that the alternative minimum tax may
aply). However, a participant will generally recognize ordinary income upon the exerciseof a non-
qualified stock option. Inthis case, the participant will recognizeincome equal to the difference between
the option price and the fair market value of shares purchased pursuant to the option on the date of
exercise.

Incentivestock options are subject to certain holding requirements before a participant can disposeof
the shares purchased pursuant tothe exercise of the option and receive capital gains treatment on any

income realized from the exerciseof the option. Satisfaction ofthe holding periods determines thetax

treatment of any income realized upon exercise. If a partidpant disposes of shares acquired upon exercise
of an incentive stock option before the end of the applicable holding periods, the participant must

generally recognize ordinary income equal to thelesser of(i) the fair market valueofthe shares atthe
date of exercise of the incentive stock option minus the exercise price or (ii) the amount realized upon the
disposition oftheshares minus the exercise price. Any excess ofthe fair market value on the dateof such
disposition overthe fair market value on the dateof exercse must be recognized as capital gains by the
participant. Ifa participant disposes shares acquired uponthe exercise ofan incentive stock option after
the applicable holding periods have expired, such disposition generally will resultin shortterm or long-
term capital gain or loss measured by the difference between thesale price and the particpant's tax
“basis" in such shares (generally, in such case, thetax “basis" is the exercise price).
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Generally, we will be entitled to atax deduction in an amount equal to the amount recognized as
ordinary income by the participant in connection with the exercise of options. However, we are generally
not entitled to a tax deduction relating to amounts that represent capital gains to a participant.
Accordingly, ifthe particdpant satisfies therequisite holding period prior to disposition to receive the
favorable tax treament accorded incentive stock options, We will not be entitled to any tax deduction
with respect to anincentive stock option. In the event the participant has adisqualifying disposition, we
will be entitled to a tax deductionin an amount equal to the amount that the participant recognized as
ordinary income.

Compensation that qualifes as “performance-based" compensation is excluded from the $1 million
deductibility cap of Section 162(m) ofthe Code, and therefore remains deductible by us. Under the Plan,
options granted with an exercise price that is at least equal to 100% of fair market value ofthe underlying
shares atthe date of grant will beintended to qualify as such “performance-based" compensaion. A
mumber of requirements must bemet, however, inorder for particular compensation to so qualify.
Accordingly, there can be no assurance that such compensation under thePlan will be fully deductible
under allcircumstances.

Employment Contracts, Termination of Employment and Change-in-Control Arrangements

On February 6, 2002, InkSure Dedaware entered into a two-year employment agreement with Elie
Housman. The agreement provides for anannual base salary of $75,000. Pursuant to the agreement,
InkSure Delaware granted to Mr. Housman seven-year options to purchase 478,469 shares of InkSure
Delaware common stock, which options are exerdsable at a price per share of $0.966. The options
granted to Mr. Housman were not granted pursuant to InkSure Delaware's option plan. All of such options
have vested. Either party may terminate the employment agreement on ten days' prior written notice or
upon theoccurrence of certain events constituting cause or good rason. Inthe event the agreement is
terminated without causeor for good reason, Mr. Housman would be entitled to alump sum severance
payment equal to Mr. Housman's annual base salary. Theagreement also contains customary provisions
with respect to benefits, reimbursement ofexpenses, confidentiality and non-competition. In connection
with themerger of InkSure Delaware with our wholly owned subsidiary, we assumed the rights and
obligations of this agreement and the options to purchaseshares of InkSure Delaware common stock were
oconvertad into options to purchase shares of our common stock.

On February 10,2003, we entered into an employment agreement with Yaron Meerfeld, our Chief
Executive Officer. The agreement provides for anannual base salary of $108,000 plus customary
payments that are made to employees in Isracl andthe useof a company automobile. Mr. Meerfeld may
terminate the employment agreement on 180 days' prior written notice and we may terminate the
employment agreement on 270 days' prior written notice, provided that we may terminae the agreement
without prior notice upon the occurrence of certain events constituting justifiable cause. The employment
agreement also contains customary provisions with resped to benefits, reimbursement of expenses and
oconfidentiality.

On February 10,2003, we entered into an employment agreement with Eyal Bigon, our Chief

Financia Officer, Secretary and Treasurer. The agreement provides for an annual base salary of $90,000
plus customary payments that are made to employees in Israel and the use of a company automobile Mr.
Bigon may terminate the agreement on 180 days' prior wiitten notice and we may terminate the
agreement on 270 days' prior written notice, provided that the wemay terminate the agreement without
prior notice uponthe ocaurrenceof certain events constituting justifiable cause. The agreement also
contains customary provisions with respect to benefits, reimbursement ofexpenses and confidentiaity.
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The outstanding option agreements issued under our option plan provide for acceleraion ofthe vesting
ofthe options granted upon or in connection with achangein control.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

The ©llowing table sets Drth certain information a of August 22, 2003 concerning the beneficial
ownership ofthe common stock by each stockholder known by us to be thebeneficial ownerof morethan
5% ofthe outstanding shares of common stock, each current member ofthe Board of Directors, each ofthe
named executiveofficers, and all directors and current executive officers as a group.

Shares Beneficially O wned

(D)

Name and Address** Number Percent
Michael S. Falk 2)(3) 800,624 6.6%
El-Ad Ink LLC (4)(6) 1,312,785 11.0%
ICTS International, N. V. (5)(7) 4,368,391 36.2%
Albert Attias (6)@) 1,320,118 11.0%
Ezra Hael (7)(5) 4,201,185 34.8%
Yaron Meerfeld (8) 483,770 4.0%
Elie Housman (9) 731,122 5.9%
Eyal Bigon (10) 30,333 *
James Lineberger(11) 678,141 5.6%
T. Lee Provow (12) A,747 *
David Sass (13) 7,333 *
Robert Priddy (14)(2) 607,593 5.0%
All directors and current executiveofficers (15)

as @ group (8 PEISONS) w...ovvvvvvieeeeeeeeeeeceiaeenennn, 7,721,291 59.7%

* Represents beneficial ownership ofless than 1% ofour outstanding shares of common stock.

woH Except as otherwise indicated, the address of each beneficdal owner is c¢/o InkSure Technologies

Inc., 32 Broadway, Suite 1314, New York, NY 10004.

1) The mumber of shares of common stodk issued and outstanding on June 23, 2003 was 11,982,166.

The calculation of percentage ownership for each listed beneficial owner is based upon the number
of shares of common stodk issued and outstanding at June 23, 2003, plus shares of common stock
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subj ect to options held by such pason at June 23, 2003 and exercisable within 60 days thereafier.
The persons and entities named in the table have sole voting and investment power with respect to
al shares shown as beneficially owned by them, except as noted below.

The address of this beneficial owner is 830 Third Avenue, New York, NY 10022.

Includes 116,019 shares of common stock underlying wamrants which are currently exercisable or
exercisable within 60 days of thedae hereof.

This information is based solely on a Schedule 13D filed by El-Ad Ink LLC with the Securities and
Exchange Commission on November 13, 2002, which reported ownership & of October 28, 2002.
El-Ad Ink LLC's address is o El-Ad Group Ltd., Parker Plaza, 400 Kelby Street, Fort Lee, NJ
07204.

Includes 86,957 shares ofcommon stock underlying warrants which are currently exercisable or
exercisable within 60 days of the date hereof This information is based solely on aSchedule 13D
filed by ICTS International, N.V. with the Securities and Exchange Commission on August 13,
2003 which reported ownership as of August 13, 2003. ICTS International, N. V.'s address is One
Rockefeller Plaza Suite 2412, New York, NY 10020.

Includes 7,333 shares of common stock underlying options which are currently exercisable or
exercisable within 60 days ofthedate hereof. Mr. Attias is a director of The EI-Ad Group, Ltd.,

which is amember of El-Ad Ink LLC, which owns 1,312,785 shares of common stock. Mr. Attias
may be deemed to beneficially own the shares owned by El-Ad Ink LLC.

Includes 86,957 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof and 7,333 shares of ommon stock underlying
options which are currently exercdsable or exercisable within 60 days ofthe date hereof Mr.
Harel directly and indirecly owns a majority of the outstanding shares ofICTS International,
N.V. Mr. Harel does not disclaim beneficial ownership of the securities owned by ICTS
International, N.V.

Includes 57,000 shares of common stock underl ying options which are curently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 478,469 shares of common stockunderlying options which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 30,333 shares of common stock underl ying options which are curently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 173,912 shares of common stock underlying warrants which are currently exercisableor
exercisable within 60 days of thedate hereof and 7,333 shares of common stock underl ying
options which are currently exercisable or exercisable within 60 days ofthe date hereof L & Co.,
LLC holds 65,217 warrants and 186,336 shares of common stock. Mr. Linebergeris the
Managing Member of Lineberger & Co., LLC. Lineberger & Co., LLC isthe Manager of L &
Co., LLC. Mr. Lineberger has no direct ownership in such securities. Thelrrevocable Trust of
James E. Lineberger v/a 12/17/98 holds 108,695 warrants and 310,560 shares of common stock.
Mr. Lineberger does not have voting or dispositive authority overthe shares held by the trust.
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12) Includes 87,414 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days of the date hereofand 7,333 shares of ommon stock underlying
options which are currently exercisable or exercisable within 60 days ofthe date hereof.

13) Includes 7,333 shares of common stock underlying warrants which are currently exercsable or
exercisable within 60 days of the date hereof

14) Includes 123,934 shares of common stock underl ying warrants which are currently exercisable or
exercisable within 60 days of the date hereof

15) Includes 950,750 shares of common stock underlying options and warrants which are currently
exercisable or exercisable within 60 days ofthe date hereof

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) ofthe Securties Exchange Act 0f 1934 requires our directors and officers, and persons
who own more than 10% ofthe common stock, to file with the Securities and Exchange C ommission, or the

SEC, initial reports ofbenefidal ownership and reports of changes in beneficial ownership ofthe common
stock and other of our equity securities. Officers, directors and greaer than 10% beneficial owners are

required by SEC regulation to furnish us with copies ofall Section 16(a) forms they file.

To our knowledge, based solely on review ofthe copies ofsuch reports furnished to us and written
representations that no other reports were required, during the fiscal year ended December 31, 2002 all
Section 16(a) filing requirements applicable to its officers, directors and greater than 10% beneficial owners
were complied with, except that five reports, covenng an aggregateof five transactions, were filed late by
Yaron Meerfeld two suchreports), Elie Housman, ICTS International, N. V., and El-Ad Ink, LLC.
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SELLING SECURIT YHOLDERS

The following table sets forth theshareholders who are offering their shares for sale under this
prospectus, the amount of shares owned by such sharcholder prior to this offering, the anount to be

offered by such shareholder and the amount to be owned by such shareholders following completion of
the offering. Theprior to offering figures are as of August 22,2003. All sharenumbers are based on

information that these sharecholders supplied to us. This table assumes tha each sharecholder will sell all

ofits shares available forsale during the effectiveness of the registration statement that incdudes this
prospectus. Sharcholders arenot required to sell theirshares. Benefical ownership is determined in

accordance with SEC rules and includes voting orinvestment power withrespectto the securities.

The percentage interest of each sedling securityholder is based onthe beneficial ownership ofthat
selling securityholder divided by the sum ofthe current outstanding shares ofcommon stock plus the

additional shares, if any, which would beissued tothat sdling searityholder (butnot any other selling
shareholder) when exercising warrants or other rights inthe future.

Shares Shares
Beneficially Beneficially Shares Ownership Ownership

Owned Owned Hereby Percent Percent

Before the After the Offered Prior tothe After the

Selling Stockholder Off ering Off ering for Sale Offering  Off ering
Elie Housman (1) 731,122 722,035 9,087 5.0 5.8
Yaron Meerfeld (2) 483,770 456,873 26,897 4.0 3.8
Shlomo Dukler (3) 137,227 68,197 69,080 1.1 0
El-Ad Ink LLC (4) 1,312,785 1,229,549 83,236 11.0 10.3
Eli Rozen (5) 71,326 0 71,326 * 0
Avi Landman 71,326 0 71,326 * 0
Yakov Hassan 71,326 0 71,326 * 0
Eli Hassan 71,326 0 71,326 * 0
ICTS Information Systems, N. V. 4368,3% 3,788,734 579,660 34.7 31.4
(6)Garo A. Partoyan (7) 20,963 0 20,963 * 0
Daniel Och (8) 83,851 0 83,851 * 0
StephenJ. Wamer (9) 41,926 0 41,926 * 0
Scott Prince (10) 83,851 0 83,851 * 0
Robert and Florence Packman (11) 20,963 0 20,963 * 0
Samuel R. Nussbaum (12) 20,963 0 20,963 * 0
William T. McCaffrey (13) 62,888 0 62,888 * 0
Societe Financiere Privee (14) 209,628 0 209,628 1.7 0
Yoav Gottesman (15) 83,851 0 83,851 * 0
Shea Ventures LLC (16)(76) 251,553 0 251,553 2.1 0
MicroCapital Fund LP (17) 272,516 0 272,516 2.3 0
MicroCapital Fund Ltd. (18) 146,739 0 146,739 1.2 0
Kerry B. Skeen Revocable Trust 41,926 0 41,926 * 0
(IMCRL, Inc. (20) 20,963 0 20,963 * 0
James Nealis (21) 62,888 0 62,888 * 0
Harry and Mary Marren JT TEN 83,851 0 83,851 0
@2phn V. Luck (23) 20,963 0 20,963 0
Lay Ventures L.P. (24) 20,963 0 20,963 * 0
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Shares Shares
Beneficially Beneficially Shares Ownership Ownership
Owned Owned Hereby Percent Percent
Before the After the Offered Prior tothe After the
Selling Stockholder Off ering Off ering for Sale Offering  Off ering
George Krauss (25) 83,852 0 83,852 *
Jan Ickovic (26) 83,851 0 83,851 *
Harvard Investments Inc. (27) 226,399 0 226,399 1.9
Henry Gellis (28) 41,926 0 41,926 *
John R. Evasius (29) 83,851 0 83,851 *
Neil and Joan Eisner (30) 41,926 0 41,926 *
Evan J. Rabinowitz (31) 20,963 0 20,963 *
Garth Koniver (32) 20,963 0 20,963 *
Edward Jankowski (33) 83,851 0 83,851 *
Craig L. Krumwiede (34) 25,156 0 25,156 *
Carol R. Hill Spousal Trust (35) 167,702 0 167,702 *
Denis Fortin (36) 125,777 0 125,777 1.0
AJF Family Limited Partnership 146,739 0 146,739 1.2

(B Wiabattoni Living Trust Dated

&17/00 (38) 209,628 0 209,628 1.7
ComVest Venture Partners LP

B9N(T6) 217,850 0 217,850 1.8
Robert Priddy (40)(76) 607,953 0 607,953 5.0
Howard Rosenbloom (41) 20,963 0 20,963 *
Irrevocable Trustof James E.

Lineberger u/a 12/17/98 (42) 419,255 0 419,255 35
L& Co.,LLC (43) 251,553 0 251,553 2.1
RGA TIrrevocable Trust (44) 293,479 0 293,479 2.4
Ronald Assaf (45) 293,479 0 293,479 2.4
Richard Rosenblatt (46)(76) 15,126 0 15,126 *
Glenn Emig (47) 83,852 0 83,852 *
Lloyd Moriber (48) 83,851 0 83,851 *
Paul D. Goldenheim (49) 20,963 0 20,963 *
William A. Rice (50) 41,926 0 41,926 *
Harold Kornblum and Edward

Falcone(51) 20,963 0 20,963 *
Edward Falcone(52) 62,888 0 62,888 *
Noam Gottesman and Geraldine

Gottesman (53) 167,702 0 167,702 1.4
Peter Zoberg and Ivan Hess, Joint

Tenants in Common (54) 20,963 0 20,963
Michael S. Falk (55)(76) 800,624 0 800,624 6.6
Brian Frank (56)(76) 110,000 0 110,000 *
T. Lee Provow (57)(76) 87,414 7,333 80,081 *
Scott Greiper (58)(76) 51,583 0 51,583 *
Robert OSullivan (59)(76) 93,602 0 93,602
Carl Kledman (60)(76) 52,815 0 52,815
Joseph P. Wynne (61)(76) 41,016 0 41,016 *
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Shares Shares
Beneficially Beneficially Shares Ownership Ownership

Owned Owned Hereby Percent Percent

Before the After the Offered Prior tothe After the

Selling Stockholder Off ering Off ering for Sale Offering  Off ering
Aaron Katz (62)(76) 9,251 0 9,251 *
Joseph Pallotta (63)(76) 9,997 0 9,997 *
Keith Rosenbloom (64)(76) 90,307 0 90,307 *
Harold Blue (65)(76) 4916 0 4916 *
Beth Lipman (66)(76) 5,387 0 5,387 *
Edmund Shea (67)(76) 28,204 0 28,204 *
Inder T dlur (68)(76) 33,138 0 33,138 *
Thom Waye (69)76) R3 0 983 *
Douglas Levine (70) 11,845 0 11,845 *

Commonwealth Associates Group

Holdings, LLC (71)(76) 25,875 0 25,875 *
Daniel Parker Living Trust (72)(76) 2,003 0 2,003 *
Robert Tucker (73)(76) 18,573 0 18,573 *
Greg Manocherian (74) 1,316 0 1,316 *
Anthony Giardina (75)(76) 6,250 0 6,250 *
CorneliaEldridge 3,126 0 3,126 *

* Represents beneficial ownership of less than 1% of our outstanding shares of common stock.

I. Mr. Housman currently is our Chairman of theBoard. See Note (9) tothe table of Seaurity
Ownership ofCertain Beneficial Owners and Management.

2. Mr. Meerfeld currently is our Chief Executive Officer and alsoserves a one ofour directors.
See Note(8) to the tableof Secunty Ownership of Certain Beneficial Owners and Managem ent.

3. Mr. Dukler currently is our ChiefT echnology Officer. Includes 68,187 shares of common stock
underlying options which are currently exercsable or exercisable within 60 days of the date
hereof.

4. Mr. Attias currently serves as one of our directors. See Note (6) to the table of Security

Ownership ofCertain Beneficial Owners and M anagement.

Mr. Rozen served as oneof our diretors until October 2002.

6. Ezra Harel, who directly and indirectly owns a majority ofthe outstanding shares of ICTS
International, N. V., currently serves a one ofour directors. See Note(7) to the table of Securty
Ownership ofCertain Beneficial Owners and Management. Includes 86,957 shares of common
stock underl ying warrants which are currently exercisableor exerdsable within 60 days ofthe
date hereof.

7. Includes 5,435 shares of common stock underlying warrants which are curently exercisable or
exerdsable within 60 days ofthe datehereof.

8. Includes 21,739 shares of common stock underl ying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

9. Includes 10,870 shares of common stockunderlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

10. Includes 21,739 shares of common stock underl ying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

11. Includes 5,435 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

(9}
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12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

24.

26.

27.

2.

2.

30.

31.

32.

33.

35.

Includes 5,435 shares of common stock underlying warrants which are curently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 16,304 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 54,348 shares of common stock underl ying warrants which are currently exercisale or
exercisable within 60 days of thedate hereof.

Includes 21,739 shares of common stock underl ying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

Edmund Shea is a manager of Shea Ventures, LLC. Mr. Shea is an affiliate of Commonwealth
Associates, L.P., which acted as the placement agent of our private placement that was completed
in September 2002. Includes 65,217 shares of common stock underlying warrants which are
arrrently exercisable or exercisable within 60 days ofthedate hereof Does not include 28,204
shares ofcommon stock beneficially owned by Mr. Shea.

Includes 70,652 shares of common stock underlying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

Includes 38,043 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 10,870 shares of common stock underlying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

Includes 5,435 shares of common stock underlying warrants which are currently exercisableor
exercisable within 60 days ofthedate hereof.

Includes 16,304 shares of common stock underlying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

. Includes 21,739 shares of common stock underl ying warrants which are currently exercisable or

exercisable within 60 days ofthedate hereof.

. Includes 5,435 shares of common stock underlying warrants which are curently exercisable or

exercisable within 60 days of the date hereof.
Includes 5,435 shares of common stock underlying warrants which are curently exercisable or
exercisable within 60 days ofthedate hereof.

. Includes 21,739 shares of common stock underl ying warrants which are currently exercisable or

exercisable within 60 days ofthedate hereof.

Includes 21,739 shares of common stock underlying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

Includes 58,696 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 10,870 shares of common stock underlying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

Includes 21,739 shares of common stock underl ying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 10,870 shares of common stock underlying warrants which are currently exercisale or
exercisable within 60 days of thedate hereof.

Includes 5,435 shares of common stock underlying warrants which are airrently exercisable or
exercisable within 60 days of thedate hereof.

Includes 5,435 shares of common stock underlying warrants which are curently exercisable or
exercisable within 60 days ofthedatehereof.

Includes 21,739 shares of common stock underl ying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

. Includes 6,522 shares of common stock underlying warrants which are curently exercisable or

exercisable within 60 days of the date hereof.
Includes 43,478 shares of common stock underl ying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.
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36.

37.

38.

39.

41.

4.

43.

45.

47.

49.

50.

51.

52.

53.

55.

Includes 32,609 shares of common stock underl ying warrants which are currently exercisable or
exercisable within 60 days of thedate hereof.

Includes 38,043 shares of common stock underl ying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

Includes 54,348 shares of common stock underl ying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

ComVest Venture Partners LP is an affiliate of Commonwealth Associates, L.P., which acted as
the placement agent of our private placement that was completed in September 2002. Includes
93,626 shares ofcommon stock underlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Mr. Priddy is anaffiliate of Commonwealth Associates, L.P., which acted as the placement agent
ofour private placement tha was completedin September 2002. See note (14) to thetable of
Security Ownership of Certain Beneficial Owners and Management.

Includes 5,435 shares of common stock underlying warrants which are curently exercisable or
exercisable within 60 days ofthedate hereof.

James E. Lineberger currently serves as one of our directors. See Note (11) to thetable of
Security Ownership of Certain Beneficial Owners and Management. Includes 108,695 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof

James E. Lineberger currently serves as one of our directors. See Note (11) to thetable of
Security Ownership of Certain Beneficial Owners and Management.

. Ronald J. Asaaf, the trustee of RGA Irrevocable Trust has servedas the CEO —U.S. Operations

for InkSure Inc. since September2002. InkSure Inc. is one of our wholly owned subsidianes.
Includes 76,087 shares of common stock underl ying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 76,087 shares of common stock underl ying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

. Mr. Rosenblatt is an affiliate of Commonwealth Associates, L.P., which acted as the placement

agent ofour private placement that was completed in September 2002. Indudes 10,870 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof

Includes 21,739 shares ofcommon stock underl ying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

. Includes 21,739 shares of common stock underl ying warrants which are currently exercisable or

exercisable within 60 days ofthedatehereof.

Includes 5,435 shares of common stock underlying warrants which are curently exercisable or
exercisable within 60 days ofthedate hereof.

Includes 10,870 shares of common stock underlying warrants which are currently exercisale or
exercisable within 60 days of the datehereof.

Includes 5,435 shares of common stock underlying warrants which are curently exercisable or
exercisable within 60 days of thedate hereof.

Includes 16,304 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days of thedate hereof.

Includes 43,478 shares of common stock underlying warrants which are currently exercisale or
exercisable within 60 days ofthedate hereof.

. Includes 5,435 shares of common stock underlying warrants which are currently exercisableor

exercisable within 60 days ofthedate hereof.

Mr. Falkis a manager of Com Vest Capita Partners LLC. See Note (3) tothe table of Security
Ownership ofCertain Beneficial Owners and Management. Com Vest Capital Partners LLC is an
affiliate of Commonwealth Assodates, L.P., which acted as the placement agent of our private
placement that was completed in S eptember 2002.
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56.

57.

58.

59.

61.

62.

63.

65.

67.

Mr. Frank is an employee of Commonwealth Associates, L.P., which acted as the placement
agent ofour pnvate placement that was completed in September 2002. Includes 110,000 shares
of common stock underlying warrants which are aurrently exercisable or exercisable within 60
days of the date hereof

Mr. Provow currently serves as one of our directors. See Note (12) to the table of Security
Ownership ofCertain Beneficial Owners and Management. Mr. Provow is a limited partner of
Commonwealth Associates, L.P., which acted as the placement agent of our private placement
that was completed in September2002. Includes 80,081 shares of common stock underl ying
warrants which are currently exercisable or exercisable within 60 days of the datehereof.

Mr. Grieper is anemployee of Commonwealth Associates, L.P., which acted as the placement
agent ofour private placement that was completed in September 2002. Includes 36,614 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof

Mr. O'Sullivan is an employee ofCommonwealth Associaes, L.P., which acted a the placement
agent ofour private placement that was completedin September 2002. Includes 37,764 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof

. Mr. Kleidman was the former President of LILM Acquisition Corp., a wholly owned subsidiary

ofour predecessor, Lil Marc, Inc. Mr. Kleidmanis an employee of Commonwealth Assodates,
LP., which acted as the placement agent ofour private placement that was completed in
September 2002. Includes 22,859 shares of common stock underlying warrants which are
aurrently exercisable or exercisable within 60 days ofthedate herof

Mr. Wynn formerly served as oneof our directors and as a director and ChiefFinancial Officer of
our predecessor, Lil Marc, Inc. Mr. Wynn is an employee of Commonwealth Associates, L.P.,
which acted as the placement agent of our private placement that was completed in September
2002. Includes 10,704 shares ofcommon stock underlying warrants which are cumrently
exercisable or exercisable within 60 days of the date hereof.

Mr. Katzis an employee of Commonweath Associates, L.P., which acted as the placement agent
ofour private placement that was completed in September 2002. Includes 9,251 shares of
common stock underlying warrants which are airrently exercisable or exercisable within 60 days
ofthe date hereof

Mr. Pallotta is anemployee of Commonwealth Associates, L.P., which acted as the placement
agent ofour private placement that was completedin September 2002. Includes 7,497 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof.

. Mr. Rosenbloom formerly served as one of our directors of InkSure and as director and P resident

ofour predecessor, Lil Marc, Inc. Mr. Rosenbloom is a manager of Com Vest Capital Partners
LLC. ComVestCapital Partners LLC is an affilide of Commonwealth Associates, L.P., which
acted asthe placement agent of our private placement that was completed in September 2002.
Includes 7,296 shares of common stock underlying warrants which are curently exercisable or
exercisable within 60 days of thedate hereof.

Mr. Blueis an employee of Commonweath Associates, L.P., which acted as the placement agent
ofour private placement that was completed in September 2002. Includes 4,916 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof

. Ms. Lipman is an employee of Commonwealth Associates, L.P., which acted as the placement

agent ofour private placement that was completed in September 2002. Includes 3,824 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof

Mr. Sheais an affiliate of Commonwealth Associates, L.P., which acted a the placement agent of
our private placement tha was completedin September 2002. Indudes 3,041 shares of common
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70.

71.

72.

73.

A.

75.

76.

stock underlying warrants which are currently exercisableor exerdsable within 60 days ofthe
date hereof. Does not indude 251,553 shares of common stock beneficially owned by Shea
Ventures, LLC, for which Edmund Shea is the manager.

. Mr. Talluris an employee of Commonwealth Associates, L.P., which acted as theplacement

agent of our private placement that was completed in September 2002. Includes 2,826 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof

. Mr. Waye is an employee of Commonwealth Associates, L.P., which acted asthe placement

agent ofour private placement that was completed in September 2002. Includes 983 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof

Includes 957 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Commonwealth Associates Group Holdings LLC is an affiliate of Commonwealth Associaes,
LP., which acted as the placement agent ofour private placement that was completed in
September 2002. Includes 25,875 shares of common stock underlying warrants which are
airrently exercisable or exercisable within 60 days ofthedate hereof

The Daniel Parker Living Trust isa limited partne of Commonweath Associates, L.P., which
acted asthe placement agent of our private placement that was completedin September 2002.
Includes 2,003 shares of common stock underlying warrants which are curently exercisable or
exercisable within 60 days ofthedate hereof

Mr. Tucker is an affiliate of Commonweath Associates, L.P., which acted as the placement agent
ofour private placement that was completed in September 2002. Includes 2,003 shares of
common stock underlying warrants which are currently exercisable or exercisable within 60 days
ofthe date hereof.

Includes 106 shares of common stock underlying warrants which are currently exercisable or
exercisable within 60 days ofthedate hereof.

Mr. Giardinais an employee of Commonwealth Associates, L.P., which acted as theplacement
agent ofour private placement that was completed in September 2002.

The selling securtyholder purchased his, her, or its shares in the ordinary course of business and
a the time of purchase ofthe securities tobe resold, theselling securityholder had no agreements
or understandings, directly or indirectly, with any person to distribute the securities.
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PLAN OF DISTRIBUTION

In this section ofthe prospectus, the term “selling securityholder" means and includes: (1) the persons
identified in the tables above as the selling securityholders and (2) any of their donees, pledgees,

distributees, transferees or other successors in interest who may (a) receive any ofthe common stock
offered hereby after the date ofthis prospectus and (b) offer or sell those shares hereunder.

The common stock offered by this prospectus may be sold from time to time direcly by the selling
securityholders. Alternatively, the sellingsecurityholders may from time to time offerthose shares
through underwriters, brokers, dealers, agents or other intermedianes. The selling securityholders as of

the dateofthis prospectus have advised us that at that time there were no underwriting or distribution
arrangements entered into withrespect to the common stock offered hereby. Thedistribution of the

common stock by the selling securityholders may be effected in one or more transactions that may take

place onthe OTC Electronic Bulletin Board or Nasdaq or an exchange ifthe common stock is then traded
there (including one or more block transaction) through customary brokerage channels, either through

brokers acting asagents fr the seling securityholders, orthrough market makers, dealers or underwriters

acting as principals who may resell these shares on the OTC Electronic Bulletin Board or Nasdaq or an
exchange ifthe commonstock is traded then there in privately-negotiated sales; by a combination of such

methods; or by other means. These transactions may be effected at market prices prevailing a the time of

sale, at prices related to such prevailing market prices or & other negotiated prices. Usual and customary
or specifcally negotiated brokerage fees or commissions may be paid by the selling securityholders in

oonnection with sales ofthe common stodk.

Selling securityholders may enterinto hedging transactions with broker-dealers in connedion with
distributions of the shares or otherwise. In such transactions, broker-dealers may engage in short salesof
the shares in the course ofhedging the positions they assume with such selling securityholders. One or
more selling securityholders also may sell shares short and redeliver the shares to close out such short
positions. One or more selling securityholders may enter into option orother transactions with broker-
dealers which require thedelivery to the broker-dealer ofthe shares. Thebroker-dealer may then resell or
otherwise trans fer such shares pursuant to this prospectus.

The selling securtyholders alsomay lend or pledge theshares to a broker-dealer. The broker-dealer
may sell the shares so lent, or upon a default the broker-dealer may sell the pledged shares pursuant to this
prospectus. Any securities covered by this prospectus which qualify for sae pursuant to Rule 144
promulgated under the Securities Act may be soldunder Rule 144 rather than pursuant to this prospectus.
The selling secuntyholders haveadvised us that they havenot entered into any agreements,
understandings or arrangements with any underwriters or broker -deal ers regarding the saleof their
securities. Thereis no underwriter or coordinating broker acting in connection with the proposed sale of
shares by the selling securityhol ders.

Although the common stock covered by this prospectus are not currently being underwritten, the
selling securityholders ortheir underwriters, brokers, dealers or other agents or other intermediaries that

may participate with theselling securityholders in any offering ordistribution of common stock may be
deemed “underwriters" within themeaning ofthe Securities Act of 1933, as amended (the“ Securities

Act"), and any pofits realized or commissions received by them may be deemed underwriting
compensation thereunder.

At the time a patticular offer of common stockis madeby or on behal f of a selling secuiityholder, to
the extent required under applicable rules ofthe SEC, wewill prepare a prospectus supplement setting
forth thenumberof shares being offered and the terms ofthe offering, including the nameor names of
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any underwriters, dealers, brokers, agents or otherintermediaries, if any, the purchase price paid by any
underwriter for securities purchased from the selling securityholders and any discounts, commissions or
oncessions allowed or reallowed or paidto others, and the proposed selling priceto the public.

Under applicable rules and regulations under the Securities Exchange Actof 1934, as amended (the

“Exchange Act") any peson engaged in a distribution ofthe common stock offered hereby may not
simultaneously engage in market making activities with respect to the common stock for a period ofup to

five days preceding such distribution. The selling securityholders will besubject to the applicable

provisions of the Exchange Act and the rules and regulations promul gated thereunder, including without
limitation Regulaion M, which provisions may limit the timing ofpurchases and sales by the selling

securityholders.

In orderto comply with certain state securities laws, if applicable, the common stock offered hereby
will be sold in such jurisdictions only through registered or licensed brokers or dealers. In certain states,

the common stock may not be sold unless they are registered or qualified for sale in such state, or unless
an exemption fromregistration or qualification is available and is obtained.

All costs, expenses and fees in connection with the registration ofthe common stock offered hereby
will be borne by us. However, any brokerage or underwriting commissions and similar selling expenses,
ifany, attributable to thesale ofthe common stock will beborne by the seling securityholders.

We haveagreed to indemnify certain of the selling securityholders against certain liabilities,
including liabilities under the Secaurities Actof 1933, or to contribute to payments to which any ofthose
securityholders may be required to makein respect thereof

DESCRIPTION OF CAPITAL STOCK
General

The following description ofourcapital stock does not purport to be complete. For a complete
description please refer toour cettificate of incorporation and bylaws, which are included as exhibits to

the registration statement of which this prospectus forms apart, and by applicable provisions of Ddaware
law.

We are authorized to issue up to 35,000,000 shares of common stock, $0.01 par value per share, of
which 11,982,166 shares were issued and outstanding as of August 22, 2003. Our certificate of
incorporation authorizes 10,000,000 shares of*“blank check" preferred stock, par value $0.01 per share
none of which are outstanding.

Common Stock

Subject to the rights ofholders ofpreferred stock, if any, holders of shares of our commonstock are
entitled to share equally on a pershare basis in such dividends as may be declared by our Board of
Directors out of funds legally avalable therefore. There are presently no plans to pay dividends with
respect to the shares of our common stock. Uponour liquidation, dissolution or winding up, afier
payment of creditors and theholders of any of our senior securities, including preferred stock, if any, our
assets will be divided prorata ona per share basis amongthe holders of the shares ofour common stock.
The common stock is not subject to any liability for further assessments. There are no conversion or
redemption privileges nor any sinking fund provisions with respect to thecommon stock and the common
stock is not subject to call. The holders ofcommon stock do not have any pre-emptive or other
subscription ri ghts.
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Holders of shares of common stock are entitled to cast one vote for each share held at all
stockholders' meetings for all puposes, including the eletion of directors. The common stock does not
have cumulative voting nghts.

All of the issued and outstanding shares of common stock are fully paid, validly issued and non-
assessable.

Preferred Stock

None ofthe 10,000,000 “blank check" preferred shares are currently outstanding. Our Board of
Directors have the authority, without further action by the holders ofthe outstanding common stock, to
issue shares of preferred stock from timeto time in one ormore classes orseries, to fix thenumberof
shares constituting any class or series and the stated valuethereof if different from the par value, and to
fix the terms of any suchseries or class, including dividend rights, dividend rates, conversion or exchange
rghts, voting rights, rights and terms of redemption (including sinking fund provisions), the redemption
price and the liquidation preference ofsuch class or series.

Warrants

As of August 22,2003, we had warrants to purchase 2,007,459 shares of common stock outstanding

& follows: warrants for 1,456,526 shares of common stock exercisable at $2.17 per share; and warrants
for 550,933 shares of common stock exercisable at $1.61 per share. All ofsuch warrants contain

provisions for cashless exercise.

The exercise price ofthewarrants and thenumber ofshares issuable upon exercise ofthe warrants are
subj ect to adjustment to protect against dilutionin certain events such as stock splits, combinations,
subdivisions and reclassifications.

CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

On October 23, 2002 as aresult of a “reverse merger" transaction, a wholly owned subsidiary of Lil
Marc, Inc. merged with and into InkSure Delaware pursuant to which InkSure Delaware became awholly
owned subsidiary of Lil Marc in a transaction accounted for as a everse acquisition of Lil Marc by
InkSure Delaware. Priorto the reverse merger, Lil Marc was a non-operating publicshell corporation
with nominal assets. Following the reverse merger, the management of InkSure Delaware controlled the
merged company and theprincipal shareholders of InkSure Delaware becameprincipa shareholders of
the merged company. Followingthe closing ofthe reverse merger, Lil Mac changed its name to InkSure
Technologies Inc. As a result ofthe reverse merger transaction, InkSure Delaware changed its name to
IST Operating Inc., and continued a an operating entity and as oneof our wholly owned subsidiaries.

The historical financial statements of InkSure Delaware replaced those ofLil Marc

In March 2002, management ofInkSure Delaware was secking additional equity funding inorder to
fully implement its business and marketing plan for the expansion oftheir business. Elie Housman,
Chairman ofInkSure Delaware, commenced discussions with Commonweadth Associates, L.P., and its
affiliates, Com Vest Capital Partnas, LLC, our majority stodcholder prior to the reverse merger, regarding a
private placement and eventual reverse merger of hkSure Delaware with one of our wholly owned
subsidiaries. In March 2002, Commonwealth entered into a letter of intent to act as the placement agent in
connection with a private placement for InkSure Delaware. As a condition to the closing ofthe private
placement financing, InkSure Delaware agreed tha it would merge with and into one ofournewly formed
wholly owned subsidiaries sothat InkSure Ded aware would bethe surviving corporation and thesurviving
ocorporation would continue the operations and business ofInkSure Delaware. The exchangeratio for
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onversion of shares of InkSure Delaware common stock into shares ofour commonstock was determined
by us and InkSure Delaware through such negotiations. Inconnection with the private placement, InkSure
Delaware paid Commonwealth a $569,500 cash fee and issued a seven-year warant to purchase 550,933
shares ofInkSure Delaware common stock at a price of $1.61 per share. In connection with the merger of
InkS ure Delaware with our wholly owned subsidiary, this warrant to purchase shares of InkSure Delaware
common stock was converted into warrants to purchase shares of our common stock.

SHARES ELIGIBLE FOR FUTURE SALE

Shares Outstanding and Freely Tradable After Offering. Upon completion of this offering, we will
have 11,982,166 shares of common stock outstanding. The sharesto be sold by theselling securityholders

in this offering will be freely tradable without restriction or limitation under the Securities Act, except for
any suchshares held ourby “affiliates", a such tem is defined under Rule 144 ofthe Securities Act,

which shares will be subject to the resalelimitations under Rule 144.

Rule 144. In general, under Rule 144, as aurrently in effect, a person (or persons whose shares are
aggregated) whohas beneficially owned shares for at least one year, including an affiliateof us, would be
entitled to sell, within any three-month period, that number ofshares that does not exceed the greaer of
1% ofthe then-outstanding shares of common stock (11,982,166 shares after this offering) or the average
weekly trading volume inthe common stock during the four calendar weeks immediately preceding the
date on which the noticeofsale is filed with the Securities and Exchange Commission, provided certain
manner of sale and noticerequirements and requirements as to the availability ofcurrent public
information about us is satisfied. In addition, affiliates ofours must comply with the restridions and
requirements ofRule 144, other than the one-year holding period requirement, in orderto sell shares of
common stock. As defined in Rule 144, an “affiliate” of an issuer is a peson who, directly or indirectly,
through the use of one or more intermediaries controls, oris contwlled by, or is under common control
with, sudh issuer. UnderRule 144(k), a holder of“restricted securties" who is not deemed an affiliate of
the issuer and who has beneficially owned shares for at least two years would be entitled tosell shares
under Rule 144(k) without regard to the limitations described above.

Effect of Substantial Sales on Market Price of Common Stock. W e are unable to estimate the number

ofshares that may be sold in the future by our existing sharcholders or the effect, if any, that such sales
will haveon themarket price ofthe common stock prevailing from time to time. Sales of substanti al

amounts of common stock, or the prospedt ofsuchsales, could adversely affect themarket price ofthe
common stock.

HOW TO OBTAIN MORE INFORMATION ABOUTINKSURE TECHN OLOGIESINC.

We are subject tothe informational requirements ofthe Securities Exchange Act of 1934, and in
accordance therewith file reports, proxy or information statements and other information with the
Securities and Exchange Commission. Such repotts, proxy statements and other information can be
inspected and copied at the public reference facilities maintained by the Securities and Exchange
Commission at 450 Fifih Street, NW., Washington, D.C. 20549. Copies ofsuch material can be obtained
from thePublic Reference Section ofthe Securities and Exchange Commission at Judiciary Plaza, 450
Fifth Street, N.-W., Washington, D.C. 20549, at prescribed rates. In addition, the Securities and Exchange
Commission maintains aweb sitethat contains reports, proxy and information statements and other
information regarding registrants that file electronically with the Securities and Exchange Commission.
The address of the Securities and Exchange Commission 's web site is http:// www.sec.gov.

We have filed with the Securities and Exchange Commission aregistraion statement on Form SB -2
under the Securities Act of 1933 with respect to the shares of common stock being offered by the selling

58
NYC 269893v1



securityholders. As permitted by the rules and regulations of the Securities and Exchange Commission,
this prospectus does not contain al the information set forth in theregistration statement and the exhibits
and schedules thereto. For furtherinformation with respec to ourcommon stock offered by the selling
securityholders, reference is made to the registration statement, and such exhibits and schedules. A copy
ofthe registration statement, and the exhibits and schedules thereto, may be inspected without charge at
the public reference facilities maintained by the Securities and Exchange C ommission at theaddress set
forth above, and copies of all or any part ofthe registration statement may be obtained from such office
upon payment ofthe fees prescribed by the Securities and Exchange Commission. In addition, the
registration statement may be accessed at the Commission's web site. Statements contained in this
prospectus as to the contents of any contract or other document are not purported to be complete and,
where applicable reference is made to the copy of such contract or document filed as an exhibit to the
registration statement.

DISCLOSURE OF COMMISSION POSITION ON INDEMNIFICATION
FOR SECURITIES ACT LIABILITIES

Consistent with the Delaware General Corporation Law, or the DGCL, Article VII of our By -Laws
provides that weshall indemnify any person who was or is a party or threatened tobe made a partyto any

threatened, pending or completed action, suit or proceeding, whether civil, criminal, administrative (other

than an action by or in the right ofthe corporation) by reason of the fact that he is or was adirectoror
officer ofthe corporation, against expenses (including attorney's fes), judgments, fines and amounts paid

in settlement actually and reasonably incurred by him in connection with such action, suitor proceeding if
he actedin good faith andin a manner hereasonably believed to be in or not opposed to the best interests
ofthe corporation, and with respect to any criminal action or proceeding, had no reasonable cause to
believe his conduct was unlawful. The temination of any action, suit or proceeding by judgment, order,
settlement, conviction, orupon aplea ofnolo contendere or its equivalent shall not, without more create
apresumption that the person didnot actin good faith andin a manner which he reasonably believed to

be in or not opposed to the best interest of the comporation, and, with respect to any criminal actionor
proceeding, had reasonable cause to bedieve tha his conduct was unlawful.

We must indemnify a director, officer, employecor agent of ours who is successful, on themerits or
otherwise, in thedefense of any action, suit or proceeding, or in defense of any claim, issue, or mater in
the proceeding, to whichthey area party becausethey areor were a director, officer employee or agent of
us, against expenses actually and reasonably incurred by them in connection with the defense.

We may provideto pay the expenses of officers and directors incurred in defending a civil or ciminal
action, suit or proceedingas the expenses are incurred and in advance ofthe final disposition ofthe
action, suit or proceeding, upon receipt of an undertaking by or on behal f of the director orofficer to
repay theamountif it is ultimately determined by a court of competent jurisdiction that they are not
entitled to be indemnified us.

The DGCL also permits a corporation to purchase and maintain liability insurance or make other

financial arrangements on behaf of any person who is or was a director, officer, employee or agent of us,
or is or was serving at therequestofthe corporation as a director, officer, employee or agent, of another
ocorporation, partnership, joint venture, trust or other enterprise for any liability asserted against them and
liability and expenses incurred by them in their capacity as a director, officer, employee or agent, or
arising out oftheir status as such, whether or not we havethe authority to indemnify them against such
liability and expenses. Presently, we do carry such insurance.
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Insofar as indemnification for liabilities arising from the Securities Act may be permitted to directors,
officers, and controlling persons of us pusuant to the foregoing provisions, or otherwise, wehave been
advised that in the opinion ofthe Commission such indemnification is against public policy as expressed
in the Securities Act and is, therefore, unenforceable. In the event that a claim for indemnification against
such liabilities (otherthan thepayment by usofexpenses incurred or paid by a director, officeror
oontrolling person ofus in the successful defenseof any action, suit or proceeding) is asserted by such
director, officer or controlling person in connection with thesecurities being registered, we will, unless in
the opinion ofits counsel the matter has been settled by controlling precedent, submit to a court of
gpropriate jurisdiction the question whether such indemni fication by it is against public policy as
expressed inthe Securities Act and will be governed by the final adjudication of such issue.

LEGAL MATTERS

The legality of the shares of common stoc offered hereby will be passed upon forus by Mintz,

Levin, Cohn, Ferris, Glovsky and Popeo, P.C., Chrysler Center, 666 Third Avenue, New York, New York
10017.

No person is authorized to give any information or to make any representations with respect to shares
not contained in this Prospectus in connedion with the offer contained herein, and, ifgiven or made, such
information or representation must not berelied upon as having been authorized by us. This Prospectus
does not constitute an offer to sell or the solicitation of an offer to buy any security other than the shares
of common stock offered by this prospectus, nor does it constitute an offer tosell or asolicitation of an
offer to buy shares of common stock in any jurisdiction where such offer or solicitation would be
unlawful. Neither the delivery ofthis Prospectus nor any sales made hereunder shall, under any
drcumstances, create any implication tha there has been no change in ouraffairs since thedate hereof.

EXPERTS

Kost Forer & Gabbay a member of Ernst & Young Global, independent auditors, have audited our
onsolidated financial statements at December 31, 2001 and 2002, and for each ofthe three years in the
period ended December 31, 2002, as set ©rth in their report. We've included our financial statements in
the prospectus and elsewhere in the registration statements in reliance on Kost Forer & Gabbay's report,
given ontheir authority a experts in accounting and auditing.

CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS
ON ACCOUNTING AND FINANCIAL DISCLOSURE

On October 28, 2002, wedecided to dismiss Berenson & Company LLP as our independent auditor
and decided to engage Kost, Forer & Gabbay, a member of Ernst and Young Global, to airdit our financial
statements for the 2002 fiscal year. Kost, Forer & Gabbayhad been the auditors ofInkSure Delaware
since its incorporation, and following the consummation ofthe merger, our management decided to
ontinueto use InkSure Delawaréds former independent auditors.

The dismissal of Berenson & Company LLP was effectiveupon completion of its work related to our
unaudited financal statements that were filed in connection with our Form 10-QSB forthe third fiscal

quarter that we filed with the Securities and Exchange Commission on November 14, 2002.

The reports of Berenson & Company LLP on our financia statements forthe years ended December
31, 2000 and December 31, 2001, did not containan adverse opinion or adisclaimer of opinion and were
not qualified or modified as to uncertainty, audit score or accounting principles.
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Durin g our t wo most recent fiscal years ended December 31,2002, we did not consult with
Kost Forer & Gabbay regarding any of the matters or events set forth in Item 304(a)(2 )(i) and (ii)
of Regulation S B
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