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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

™ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended March 31, 2010

or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from to

Commission File Number: 001-33297

POSITIVEID CORPORATION

(Exact name of registrant as specified in its @rart

DELAWARE 06-1637809
(State or other jurisdiction of incorporation (I.R.S. Employer Identification No
organization’

1690 South Congress Avenue, Suite 200 (561) 805-8008
Delray Beach, Florida 3344¢ (Registrar’s telephone number, including area cc
(Address of principal executive office
including zip code

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti® or 15(d) of the
Securities Exchange Act of 1934 during the preagdid months (or for such shorter period that tiggsteant was required to
file such reports), and (2) has been subject th filing requirements for the past 90 days. ¥&s No O

Indicate by check mark whether the registrant luasmtted electronically and posted on its corpo¥&teb site, if any
every Interactive Data File required to be subrditiad posted pursuant to Rule 405 of Regulation(§282.405 of this
chapter) during the preceding 12 months (or fohshwrter period that the registrant was requioeslibmit and post such
files). YesOD NoO

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, -accelerated filer,
or a smaller reporting company. See definitiondarfje accelerated filer,” “accelerated filer” atsialler reporting company”
in Rule 12b-2 of the Exchange Act.

Large accelerated filld ~ Accelerated fileid Non-accelerated file[d Smaller reporting compari
(Do not check if a smaller reporting compe

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Bxgje Act).
Yesd NoHM

The number of shares outstanding of each of theeissclasses of common stock as of the close sihias on
April 30, 2010 is as follows:

Class Number of Share
Common Stock: $0.01 Par Val 26,105,071
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PART | — FINANCIAL INFORMATION
Item 1. Financial Statements.

POSITIVEID CORPORATION
Condensed Consolidated Balance Sheets
(In thousands, except share data and par value)

March 31, December 31
2010 2009
(Unaudited)
Assets
Current Assets
Cash $ 4911 % 6,42:
Prepaid expenses and other current a: 261 19:
Total Current Asset 5,172 6,61¢€
Equipment, net of accumulated deprecia 13z 12z
Intangibles 1,212 —
Other asset 34 34
Goodwill 2,45( 4,20(
$ 9,001 $ 10,97
Liabilities and Stockholders’ Equity
Current Liabilities:
Accounts payabl $ 65€ 3 57¢
Accrued expenses and other current liabili 804 77t
Accrued preferred stock dividend paya 204 90
Total Current Liabilities 1,66¢€ 1,441
Commitments and contingenci
Stockholder Equity:
Preferred stock, authorized 5,000,000 shares 6fl§iar value; 462 shares issued ant
outstanding at March 31, 2010 and December 31, f@fifidation preference of
$4,620 March 31, 2010 and December 31, 2! — —
Common stock, authorized 70,000,000 shares of ga@¥alue; issued and outstanding
23,356,908 and 21,840,433 shares at March 31, @dd®ecember 31, 2009,
respectively 234 21¢
Additional paic-in capital 64,65: 63,01¢
Accumulated defici (57,55) (53,709
Total Stockholder Equity 7,33¢ 9,531
$ 9,001 $ 10,97

See accompanying notes to unaudited condensedlitiatsed financial statements.
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POSITIVEID CORPORATION
Condensed Consolidated Statements of Operations
(In thousands, except per share data)

(unaudited)
For the Three Months Endec
March 31,
2010 2009

Revenue $ 673 $ 8
Cost of sale: 21€ —
Gross profit 457 8

Operating expense
Selling, general and administrati 3,78( 1,37(C
Research and developmt 53¢ —
Total operating expens 4,31¢ 1,37(C
Operating los! (3,86)) (1,362
Other income, ne 15 12
Net loss (3,846 (1,350
Preferred stock dividen (1149 —
Net loss attributable to common stockholc $ (39600 % (1,350)
Net loss attributable to common shareholders pemeon shar— basic and dilute: $ 020 ¢ (0.13)
Weighted average number of shares outstar— basic and dilute: 19,86¢ 12,04:

See accompanying notes to unaudited condensedlitiated financial statements.
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POSITIVEID CORPORATION
Condensed Consolidated Statement of Stockholdersghity
For the Three Months Ended March 31, 2010
(In thousands)

(Unaudited)
Accumulated
Additional Other Total
Preferred Shares _Common Shares  Paid-in  Accumulated Comprehensive Stockholders’
Number  Amount Number Amount Capital Deficit Loss Equity
Balance December 31, 20 462 — 2184 $ 21€$ 6301t $ (53,709 $ — % 9,531
Net loss — — — — — (3,84¢) — (3,84¢)
Share based compensat — — 58E 6 1,08¢ — — 1,094
Issuance of shares from option
exercise: — — 632 7 312 — — 31¢
Accrual of preferred stock
dividend — — — — (1149 — — (114
Shares issued for the acquisition
of Easy Checl — — 30C 3 34¢ — — 351
Balance March 31, 201 462 — 23351 $ 234$ 64,65 $ (57,55) $ — 3 7,33t

See accompanying notes to unaudited condensedlitiatsed financial statements.
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POSITIVEID CORPORATION
Condensed Consolidated Statements of Cash Flows
(In thousands)
(unaudited)

Cash flows from operating activitie
Net loss
Adjustments to reconcile net loss to net cash usegerating activitie:

Depreciation and amortizatic
Share based compensat
Acquisition of ir-process research and developn
Gain on sale of fixed ass
Issuance of shares for settlement of litiga
Non cash interest incon
Changes in operating assets and liabilii
Increase (decrease) in prepaid expenses and attrentasset
Increase (decrease) in accounts payable and acexpetse
Net cash used in discontinued operati

Net cash used in operating activit

Cash flows from investing activitie
Purchase of equipme
Proceeds from sale of equipm

Net cash used in investing activit|

Cash flows from financing activitie
Proceeds from exercise of stock opti
Net cash provided by financing activiti

Net decrease in ca:
Cash, beginning of peric
Cash, end of perio

For the Three Months Endec

March 31,
2010 2009
$ (3,846 $ (1,350
54¢ 8
1,09 23¢
351 —
— @))
— 25C
— ©)
(68) 24
111 (119
— (60)
(1,812) (1,014)
(19 )
— 5
(19 4
31¢ —
31¢ —
(1,519 (1,019
6,42¢ 3,22¢
$ 4911 $ 2,211

See accompanying notes to unaudited condensedlitiated financial statements.
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POSITIVEID CORPORATION
Notes to Unaudited Condensed Consolidated Financi8tatements
(tabulated amounts in thousands of dollars, excemgter share amounts)

1. Business and Basis of Presentation

PositivelD Corporation (the “Company”) is a Delaga@orporation formed in November 2001. The Company
commenced operations in January 2002 as VeriChipdZation. On February 14, 2007, the Company cotaglan initial
public offering of its common stock, selling 3,1000 shares of its common stock at a price of $fe&sGhare.

The Company has historically developed, marketellsatd radio frequency identification, frequentiferred to as
RFID, systems used for the identification of pedpléhe healthcare market. Beginning in the fouytlarter of 2009, with the
acquisition of Steel Vault Corporation (“Steel Vidylthe Company is pursuing its strategy to providejuaihealth and secur
identification tools to protect consumers and besses, operating in two key segments: HealthIDiarfsecurity.

The Company’s HealthID segment is focused on theldpment of the glucose-sensing microchip, witlcdpdors,
LLC. In the field of diabetes management the Compso acquired, in February 2010, the assets &§ Eheck Medical
Diagnostics, LLC (“Easy Check”), including the EaSleck breath analysis system andilecose ™wireless communicatic
system. The Company issued 300,000 shares of corstook with a fair value of $351,000 as considerafor this transactio
As the development of these projects had not ystired technological feasibility, the Company reedrthe value of this
transaction as research and development in thergzanmying condensed consolidated statement of apesdor the period
ended March 31, 2010.

The Company is also continuing the developmenthefRapid Flu Detection system, and other healtted|
products, built on the Company’s core intellecip@perty. The HealthID segment also includes theNed system, which
uses an implantable passive RFID microchip (theri®eip”) that is used in patient identification applicatioBach implantab
microchip contains a unique verification numbet feaead when it is scanned by the Company’s smamm October 2004, the
U.S. Food and Drug Administration, or FDA, cleaisdveriMed Health Link system for use in medicpphcations in the
United States.

The Company’s ID Security segment includes its fitheSecurity suite of products, sold through its
NationalCreditReport.com brand and its Health Lpeksonal health recor*PHR”). The Companys NationalCreditReport.cc
business was acquired in conjunction with its mevgieh Steel Vault in November 2009. NationalCré&giport.com offers
consumers a variety of identity security productd services primarily on a subscription basis. €rse=vices help consumers
protect themselves against identity theft or frand understand and monitor their credit profiled atiner personal informatio
which include credit reports, credit monitoring amddit scores. In the first quarter of 2010, tlwrpany relaunched its Healt
Link PHR business. The Company plans to focus égketing efforts on partnering with health carevisiers and exchanges,
physician groups, Electronic Medical Record (“EMRY)stem vendors, and insurers to use Health LirkRIR provided to
their patients. The Company will also seek to partrith pharmaceutical companies who wish to compata with its online
community through various forms of value added enhaind advertising.

The accompanying unaudited condensed consolidataxcial statements of the Company and its sulrsidias of
March 31, 2010 and December 31, 2009 (the DeceBihe2009 financial information included in this oeephas been extracted
from the Company’s audited financial statementtuihed in its Annual Report on Form 10-K for the yended December 31,
2009), and for the three months ended March 310 20l 2009 have been prepared in accordance witedJstates (*U.S.”)
generally accepted accounting principles (“GAARS) iinterim financial information and with the ingttions to Form 1@ and
Article 10 of Regulation S-X under the Securitieckange Act of 1934. Accordingly, they do not irdguall of the information
and footnotes required by GAAP for complete finahstatements. In the opinion of the Company’s rganzent, all
adjustments (including normal recurring adjustmeatsisidered necessary to present fairly the utedidondensed
consolidated financial statements have been made.

The preparation of financial statements in confeymiith GAAP requires management to make estimaites
assumptions that affect the reported amounts etassd liabilities and disclosure of contingersieds and liabilities at the date
of the financial statements and the reported ansoofisales and expenses during the reporting pekicttial results could diff
from those estimates. Included in these estimagassumptions about allowances for excess inwerttad debt reserves, liv
of long lived assets, lives of intangible assetsuaptions used in Blackeholes valuation models, estimates of the faue/alf
acquired assets and assumed liabilities, the detation of whether any impairment is to be recogdipn goodwill or
intangibles, among others.
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POSITIVEID CORPORATION
Notes to Unaudited Condensed Consolidated FinanciStatements
(tabulated amounts in thousands of dollars, excemgter share amounts)

The unaudited condensed consolidated statemenfseoétions for the three months ended March 310 20é& not
necessarily indicative of the results that may Xypeeted for the entire year. These statements dhomutead in conjunction wi
the consolidated financial statements and relatéeisrthereto included in the Company’s Annual Repori-orm 10-K for the
year ended December 31, 20

Revenue Recognition
The Company’s revenue recognition policy is asofof:
Product Sale:

Revenue from product sales are recorded at grossras As the Company is in the initial process of
commercializing these systems, the level of digtabor physician returns cannot yet be reasonastiynated. Accordingly, the
Company does not recognize revenues until thevidig criteria are met:

* apurchase order has been received or a contradidem execute

»  the product is shippe:

» title has transferrec

» the price is fixed or determinabl

» there are no uncertainties regarding customer &oeg;

»  collection of the sales proceeds is reasonablyredsanc

» the period during which the distributor or physitlaas a right to return the product has elag

The Company intends to recognize revenue from gonsént sales, if any, when all of the criteriaglisbbove have
been met and after the receipt of notificationwfrsproduct sales from the distributor’s custongerg., physicians). Once the
level of returns can be reasonably estimated, g&(net of expected returns) will be recognizeémall of the criteria above
are met for either direct or consignment sales.

Health Link and VeriMed Servic

The services for maintaining subscriber informatonthe Company’s Health Link and VeriMed databasessold
on a stand-alone contract basis, and treated @ngai@lthe terms of the contractual arrangemeras th effect. Revenue from
the database service will be recognized over tim tf the subscription period or the terms of tbhatcactual arrangements th
in effect.

With respect to the sales of products whose funatity is dependent on services (e.g., databasedsc
maintenance), the revenue recognition policy walldw the ultimate arrangements.

ID Security Service

Revenue is recognized when persuasive evidenae afrangement exists, collectibility of arrangemaisideration
is reasonably assured, the arrangement fees @ dixdeterminable and delivery of the productesvise has been completed.
A significant portion of the Company’s revenue &ided from the Company’s processing of transastiatated to the
provision of information services to customersyimch case revenue is recognized, assuming alt otlvenue recognition
criteria are met, when the services are provideahtder portion of the Company’s revenues relatstsuritially to monthly
subscription fee-based credit monitoring contractder which a customer pays a preset fee for eegadined or unlimited
number of transactions or services provided dutliregsubscription period. Revenue related to subtien fee-based contracts
having an unlimited volume is recognized ratablyimtyithe contract term.
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POSITIVEID CORPORATION
Notes to Unaudited Condensed Consolidated FinanciStatements
(tabulated amounts in thousands of dollars, excemgter share amounts)

If at the outset of an arrangement, the Compangragtes that collectability is not reasonably asdurevenue is
deferred until the earlier of when collectabilitgdmmes probable or the receipt of payment. If tieetmcertainty as to the
customer’s acceptance of the Company'’s deliverabdegnue is not recognized until the earlier akipt of customer
acceptance or expiration of the acceptance pdfiatithe outset of an arrangement, the Compangraenes that the
arrangement fee is not fixed or determinable, raeds deferred until the arrangement fee becontenase, assuming all
other revenue recognition criteria have been met.

In October 2009, the FASB issued amended reveraggnition guidance for arrangements with multiple
deliverables. The new guidance requires the useapfagement’s best estimate of selling price (BE&Phe deliverables in an
arrangement when vendor specific objective evidéW&OE), vendor objective evidence (VOE) or thialty evidence
(TPE) of the selling price is not available. In #ihah, excluding specific software revenue guidaribe residual method of
allocating arrangement consideration is no longemitted, and an entity is required to allocat@aagement consideration us
the relative selling price method. In accordanci wie guidance, the company has elected to eddptats provisions as of
January 1, 2010 on a prospective basis for all mematerially modified arrangements entered int@oafter that date. The
adoption of this guidance did not have a matengdact on the condensed consolidated financialrattes.

As discussed above, effective January 1, 2010dahwany has adopted on a prospective basis foeallar materially modifie
arrangements entered into on or after that datartiended accounting guidance for multiple-delivierabvenue arrangements
and the amended guidance related to the scopeastingxsoftware revenue recognition guidance. Tieraded guidance does
not generally change the units of accounting ferdbmpany’s revenue transactions. Most of the cogipgroducts and
services qualify as separate units of accounting.

To the extent the Company sells products that noagist of multiple deliverables the revenue rectgmiis subject
to specific guidance that deliverable is accouidedn accordance with such specific guidance. Atiple-deliverable
arrangement is separated into more than one uaitafunting if the following criteria are met:

*  The delivered item(s) has value to the client @tea-alone basis; an

. If the arrangement includes a general right tifrrerelative to the delivered item(s), deliveryperformance of
the undelivered item(s) is considered probablesadtantially in the control of the compa

If these criteria are not met, the arrangementdé®anted for as one unit of accounting which waelsllt in revenue
being recognized ratably over the contract terraing deferred until the earlier of when such datare met or when the last
undelivered element is delivered. If these critar@amet for each element and there is a relatilieg price for all units of
accounting in an arrangement, the arrangementderadion is allocated to the separate units of atiog based on each unit's
relative selling price.

Deferred revenue consists of amounts billed in exof revenue recognized on sales of informatiovicses, relating
generally to subscription fees.

Share-Based Compensation

Share-based compensation expenses are refledfeel @ompany’s consolidated statement of operationier
selling, general and administrative expenses asehreh and development expenses.

The Company’s computation of expected life is dateed based on the simplified method as the Comparg not
have sufficient historical exercise data to provadeasonable basis upon which to estimate theceegbéerm due to the limited
period of time its equity shares have been pubtieged. The interest rate is based on the U.&strg Yield curve in effect at
the time of grant. The Company’s computation ofemtpd volatility is based on the historical volatibf comparable
companies’ average historical volatility.

Share-based compensation expense is reflected irotidensed consolidated statement of operatiosedling,
general and administrative expense and researcersdopment expenses.

Research and Development

Research and development costs are expensed asthand consist of development work associatel th
Company'’s existing and potential products. The Camyfs research and development expenses relatanisirto share-based
compensation to its project partner Receptors, Lpayroll costs for engineering personnel and cast®ciated with various
projects, including testing, developing prototypesl related expenses.

Loss Per Common Share and Common Share Equivalent



The Company presents basic income (loss) per constmare and, if applicable, diluted income (loss)gt®re,
pursuant to the provisions of ASC 260 “Earnings $teare.” Basic income (loss) per common sharedsdan the weighted
average number of common shares outstanding inyssotand after preferred stock dividend requiresiérhe calculation of
diluted income (loss) per common share assumesifiyadilutive convertible preferred shares outsiragat the beginning of
each year or the date issued were convertibleoatttates, with preferred stock dividend requirégsand outstanding comm
shares adjusted accordingly. It also assumes thstamding common shares were increased by stesgahile upon exercise of
those stock options and warrants for which avepged market price exceeds exercise price, lem®eshhat could have been
purchased by the Company with related proceeds.

The Company issued two tranches of Series A PexfeStock (the “Preferred Stock”) of 296 and 166 ahat
$10,000 per share in September and October 2088 c8vely. The preferred shares are non-voting;participating and may
be converted into common shares or cash at the @wmyrgpoption. The conversion of the preferred shéseletermined by a
fixed conversion price which was determined upandlosing of the preferred shares, $3.07 and $1epectively. Therefore
the two tranches of preferred shares are converiitiitd approximately 964,000 and 1,037,000 comniames, respectively.

The Company is required to issue an annual dividenthe Preferred Stock payable in Preferred Stocthe
anniversary date of the tranche closing. As of M&t, 2010, a preferred dividend with a fair vatdi§204,000 has been
accrued and would be convertible into approxima8&y000 shares of common stock.
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POSITIVEID CORPORATION
Notes to Unaudited Condensed Consolidated FinanciStatements
(tabulated amounts in thousands of dollars, excemgter share amounts)

If at the Company’s option, it elects to conver Breferred Stock into common shares the Compahpeviequired
to provide the holders with a specified return @sussed in Note 4 — Financing Agreements. Thettamches would be
convertible into a maximum of approximately 2.9l common shares after the fourth anniversarhefissuances of each
tranche.

Had the Company elected to convert all the thestanting 462 shares of Preferred Stock on Marc2@10, the
preferred holder would have been entitled to 2,02 common shares with a fair value of approxinya$&,512,000 based
upon the closing price of the Company’s commonistotMarch 31, 2010.

The following were outstanding as of March 31, 2ahd 2009, and were not included in the computaifailutive
loss per share because the net effect would heaare dti-dilutive:

Three Months Ended

March 31,
2010 2009
Convertible preferred stock and accrued divide 2,08 —
Stock options 3,54¢ 1,00¢
Warrants 454 —
Unvested restricted common stc 2,64t 1,417
8,732 2,421

2. Principles of Consolidation

The financial statements include the accounts@Qbmpany and its wholly-owned subsidiaries. Adhdficant inter-
company transactions and balances had been elediiratonsolidation.

3. Acquisitions
Merger with Steel Vau

On September 4, 2009, the Company, VeriChip ActjaisiCorp., a Delaware corporation and wholly-owned
subsidiary of the Company (the “Acquisition Subaigf), and Steel Vault, signed an Agreement and BféReorganization
(the “Merger Agreement”), dated September 4, 2@8%Bmended, pursuant to which the Acquisition Slidosi was merged
with and into Steel Vault on November 10, 2009 hvteel Vault surviving and becoming a wholly-owrsedbsidiary of the
Company (the “Merger”). The Merger Agreement preddor the Company’s conversion of each outstansdirage of Steel
Vault's common stock into 0.5 shares of commonlstfidche Company. At the time the Merger Agreemeas signed, in
September 2009, the value of the transaction wasuaned at $3.5 million. Such value was validatedubh independent
valuations. At the time the Merger was consummadtezistock price of the Company was $1.71 per sii@mmpared to $0.65
during September 2009 when the merger agreemengéxegsited. As a result, at the effective time eferger, in
November 2009, the value of the transaction amaltwté13.7 million as compared to approximate\6#8illion at the time
the merger agreement was signed in September Z8@Qurchase price includes Steel Vault’s approteiya,696,000 stock
options and 908,000 warrants outstanding which wererted into 3,349,000 options and 454,000 wésrep acquire shares
of the Company’s common stock at the effective argle date rate, and which were measured at theaflaie using the Black-
Scholes model on the Merger completion date.
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POSITIVEID CORPORATION
Notes to Unaudited Condensed Consolidated FinanciStatements
(tabulated amounts in thousands of dollars, excemgter share amounts)

Based on an assessment underlying the preliminaghpse price allocation the Company performed as o
December 31, 2009, the determination was maddhbatstimated fair value of Steel Vault was apprately $3.5 million as
of December 31, 2009. Accordingly, the Company geied a charge attributable to the reduced cagrgmount of goodwiill
by approximately $10.2 million. The total purchasiee of the business acquired was allocated basedfinal valuation as

follows:

Cash $ 72
Equipment and other ass: 14z
Trademarks and domain nar 50C
Subscriber bas 1,25(
Goodwill 2,45(C
Current liabilities (910
Total 3,50¢
Charge attributable to adjustment of good' 10,17(
Total price paic $ 13,67

The primary reasons the purchase price of the sitipu exceeded the fair value of the net assetsieed, which
resulted in the recognition of goodwill of $2.5 liih, were to provide entry into the industry armdwth opportunities from
new or enhanced product offerings and the acquoiisif the existing workforce that are not recogdias assets apart from
goodwill. In addition, the Company identified ingible assets for trademarks and domain names @f,$80 with a life of
5 years, and a subscriber base of $1,250,000 Wifty @ 12 months. Amortization expense of $538,0fas recorded for the
three months ended March 31, 2010 associated dtintangible assets.

Easy Check Asset Purche

On February 11, 2010, the Company purchased tieésasSEasy Check, including the Easy Check braa#tysis
system and th&slucose™ wireless communication system. The Company iss@8¢D80 shares of common stock in
connection with the purchase with a fair value 3 %000 based on a stock price of $1.17. The eptirehase price was
expensed as in-process research and developmia development of these projects had not yet ezhtgchnological
feasibility and had no alternative future usesyEalseck did not have any tangible assets at the ¢ifthe purchase.

Proforma

The results of Steel Vault have been included éndbndensed consolidated statements of operaiioees the date of
acquisition. Unaudited pro forma results of operagifor the three months ended March 31, 2009nateded below. Such pro
forma information assumes that the Steel Vault &itipn occurred as of January 1, 2009, and revénpeesented in
accordance with the Company’s accounting poli¢iéss summary is not necessarily indicative of wihat Company’s results
of operations would have been had the Company tewl Bault been combined entities during such menor does it purport
to represent results of operations for any futmeqals.
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POSITIVEID CORPORATION
Notes to Unaudited Condensed Consolidated FinanciStatements
(tabulated amounts in thousands of dollars, excemgter share amounts)

Three Months Endec

(In thousands, except per share amount: March 31, 2009

Revenue $ 66
Net loss attributable to common shareholc $ (2,359
Net loss attributable to common shareholders pemeon shar— basic and dilute: $ (0.19)

4. Financing Agreements

On September 29, 2009, the Company entered intmnaettible Preferred Stock Purchase Agreement‘@oechase
Agreement”) with Optimus, under which Optimus ismguitted to purchase up to $10 million of convesiBreferred Stock in
one or more tranches. Under the terms of the PaecAgreement, from time to time and at the Compaagle discretion, the
Company may present Optimus with a notice to puelsaich Preferred Stock (the “Notice”).

To facilitate the transactions contemplated byRhechase Agreement, R & R Consulting Partners, (RC& R”), a
company controlled by Scott R. Silverman, the Comyfmchairman and chief executive officer, loaned shaf common stoc
to Optimus equal to 135% of the aggregate purchase for each tranche pursuant to Stock Loan Agesds between R & R
and Optimus. R & R was paid a $100,000 fee in Cat@009 plus will be paid 2% interest for the fatue of the loaned sha
for entering into the stock loan arrangement. Tggregate amount of shares loaned under any aSdak Loan Agreements,
together with all other shares sold by or on bebBthe Company, cannot exceed one-third of theeagge market value of the
voting and non-voting common equity held by redffiiates of the Company in any 12 month period& R may demand retui
of some or all of the borrowed shares (or an eguaiber of freely tradable shares of common stotkhg time on or after the
six-month anniversary date such borrowed shares l@aned to Optimus, but no such demand may be thttere are any
shares of Preferred Stock then outstanding. Ifrenjpid return demand is made, Optimus will retilma borrowed shares witt
three trading days after such demand (or an equaber of freely tradable shares of common stock}imius may return the
borrowed shares in whole or in part, at any timéam time to time, without penalty or premium. Gaptember 29, 2009,
October 8, 2009, and October 21, 2009, R & R lo@ptimus 1.3 million, 800,000 and 600,000 sharespectively, of
Company common stock.

Optimus is obligated to purchase such PreferredkSio the tenth trading day after any Notice dsibject to
satisfaction of certain closing conditions, inchugli(i) that the Company is listed for and tradimgaotrading market, (ii) the
representations and warranties of the Companyosttt ih the Purchase Agreement are true and coaieiftmade on each
tranche date, (iii) Optimus shall have receivedmmitment fee of $800,000 payable only on the fii@tche closing date in t
event the gross proceeds from the first tranchardpexceed $800,000; and (iv) that no such puechasild result in Optimus
and its affiliates beneficially owning more tha®®% of the Company’s common stock. In the eventtbsing bid price of the
Companys common stock during any one or more of the madinng days following the delivery of a Notice fablelow 75% c
the closing bid price on the trading day priortte Notice date and Optimus determines not to campie tranche closing, th
the Company may, at its option, proceed to issugesor all of the applicable shares, provided thatdonversion price for the
Preferred Stock that is issued shall reset atavest closing bid price for such nine trading deyiqd.

Dividends and Other Distribution€ommencing on the first anniversary of the datisafiance of any such shares of
Preferred Stock, holders of Preferred Stock stekittitled to receive dividends on each outstandirage of Preferred Stock,
which shall accrue in shares of Preferred Stoekrate equal to 10% per annum from the date o&issei Accrued dividends
shall be payable annually on the anniversary ofgbigance date. No dividend shall be payable veisipect to shares of
Preferred Stock that are redeemed for cash or ctmwvimto shares of common stock prior to the farshiversary of the issuar
date with respect to such shares. For the threghm@mded March 31, 2010, the Company had accrivatédds of $204,000
(approximately $137,000 and $67,000 for the first aecond tranche, respectively.).
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Liquidation.Upon any liquidation, dissolution or winding uptb® Company after payment or provision for payment
of debts and other liabilities of the Company, befany distribution or payment is made to the halaé any other class or
series of stock, the holders of Preferred StocK §h&t be entitled to be paid out of the assdtthe Company available for
distribution to its stockholders an amount withpexs to the Preferred Stock liquidation value, rafteich any remaining assets
of the Company shall be distributed among the hsldéthe other class or series of stock in acawdavith the Company’s
Certificates of Designations and Certificate ofdrgoration. At March 31, 2010, the liquidation valas $4.6 million.

Redemption The Company may redeem, for cash, any or alh@fRreferred Stock at any time at the redemptiare
per share equal to $10,000 per share of Prefetmk §the “Series A Liquidation Value”), plus angcaued but unpaid
dividends with respect to such shares of Prefe8tedk (the “Redemption Price”). If the Company eiggs this redemption
option with respect to any Preferred Stock priothi fourth anniversary of the issuance of suclielied Stock, then in additi
to the Redemption Price, the Company must pay tinfg a make-whole price per share equal to tHeviimhg with respect to
such redeemed Preferred Stock: (i) 35% of the Sérieiquidation Value if redeemed prior to the fismniversary of the
issuance date, (ii) 27% of the Series A Liquidataiue if redeemed on or after the first anniveyrdart prior to the second
anniversary of the issuance date, (iii) 18% ofSleeies A Liquidation Value if redeemed on or aftex second anniversary but
prior to the third anniversary of the issuance datel (iv) 9% of the Series A Liquidation Valueédeemed on or after the th
anniversary but prior to the fourth anniversaryhaf issuance date.

In addition, the Company’s redemption of the Prefe@iStock, to the extent such Preferred Stock wasaonverted
into shares of common stock, was mandatory in Yieatethat the Company did not receive stockholggraval for the
transactions described in the Purchase Agreemeot before March 31, 2010, which approval was olgdion November 10,
20009.

On September 29, 2009, the Company exercisedrtarfinche of this financing, to issue 296 shafd2referred
Stock, for a tranche amount of approximately $3ilian at a conversion price of $3.07 per sharemhmon stock. In support
of this tranche, R & R loaned Optimus 1.3 millidrages of common stock. This tranche closed on @ctb8, 2009, and the
Company received proceeds of approximately $3.0amjlless the fees due on the entire financingre@ment of $800,000.
On November 5, 2009, the Company closed the seitandhe of this financing, issuing 166 shares efdétred Stock, for a
tranche amount of approximately $1.7 million abaersion price of $1.60 per share of common stisckupport of this
tranche, R & R loaned Optimus approximately 1.4iamlshares of common stock. There was no benéfioiaversion feature
on the Preferred Stock as the stock prices werggréhan the conversion prices on the dates o&isse.

As of March 31, 2010, the Preferred Stock and eelaiccrued dividends are convertible into approsefga
2.1 million shares of common stock. As of March 3210 the total amount of common stock the Prede@teck and dividends
are convertible into over the life of the Prefer&dck is 2.9 million shares.

5. Stockholders’ Equity
Stock Option Plans

In April 2002, the Company’s Board of Directors apged the VeriChip Corporation 2002 Flexible St&tan (the
“VeriChip 2002 Plan”). Under the VeriChip 2002 PJdne number of shares for which options, SARsesfqgmance shares
may be granted is approximately 2.0 million. AdMdrch 31, 2010, approximately 1.9 million optiomglaestricted shares, net
of forfeitures, have been granted to directorgcefs and employees under the VeriChip 2002 Plaeh 0a3 million of the
options or shares granted were outstanding as oV, 2010. All the outstanding options are fuisted and do not expire
until seven to nine years from the vesting dateoAglarch 31, 2010, no SARs have been granted 8riD8 shares may still
granted under the VeriChip 2002 Plan.

On April 27, 2005, the Company’s Board of Directapproved the VeriChip Corporation 2005 FlexiblecRtPlan
(the “VeriChip 2005 Plan”). Under the VeriChip 20Btan, the number of shares for which options, SARgerformance
shares may be granted is approximately 0.3 millksof March 31, 2010, approximately 0.3 milliontiops have been granted
under the VeriChip 2005 Plan. All of the optione &illy vested and do not expire until nine yeaosf the vesting date. As of
March 31, 2010, no SARs have been granted andlg@2s may still be granted under the VeriChip 2PGH.
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On June 17, 2007, the Company adopted the Veri@blf Stock Incentive Plan, which was amended astdtesd or
December 16, 2008 (the “VeriChip 2007 Plan”). Untter VeriChip 2007 Plan, the number of shares foicivoptions,
restricted shares, SARs or performance shares mgyamted is 3.0 million. As of March 31, 2010, mpgmately 3.0 million
options and shares have been granted under th€Mpr2007 Plan. As of March 31, 2010, no SARs Haaen granted and
12,962 shares may be granted under the VeriChig P0n.

On November 10, 2009, the Company adopted the Wgri2009 Stock Incentive Plan (the “VeriChip 200arP).
Under the VeriChip 2009 Plan, the number of shéoewhich options, SARs or performance shares negranted is
5.0 million. As of March 31, 2010, approximately Znillion options and shares have been grantedrthde/eriChip 2009
Plan. As of March 31, 2010, no SARs have been gdaand 2.8 million shares may be granted undeyénehip 2009 Plan.

In addition, as of March 31, 2010, 0.3 million @pis and shares of the Company’s common stock hese dgranted
outside of the Company'’s plans, and 0.3 milliorth&f options or shares granted were outstanding lsuech 31, 2010. These
options were granted at exercise prices ranging $6.23 to $8.55 per share, are fully vested aad=aercisable for a period of
up to seven years.

At the effective time of the Merger, the Companguased all of Steel Vault’'s obligations under theaGgmm
International Corporation 2001 Flexible Stock Plasiamended and restated, and each option outstatheireunder, provided
that the obligation to issue shares of the Compasigck, as adjusted to reflect the exchange satiforth in the Merger
Agreement, was substituted for the obligation smésshares of Steel Vault common stock.

On November 10, 2009, pursuant to the Steel Vaeltgdr, approximately 6.7 million outstanding Stéallt options
were converted into 3.3 million Company optionse3é options were granted at exercise prices rarfiging$0.36 to $2.00 pe
share, are fully vested and are exercisable far@g up to ten years from the vest date.

A summary of option activity under the Company’siop plans as of March 31, 2010, and changes duheghree
months then ended is presented below:

Weighted Average
Number of Exercise Price Pe

Options Share

Outstanding on January 1, 2C 4,21t % 1.7¢
Granted — —
Exercisec (632) 0.5C
Forfeited (37) 0.2¢
Outstanding on March 31, 20. 3,54¢ 1.97
Exercisable on March 31, 20®) 3,44( 2.0z
Shares available on March 31, 2010 for optionsa@mmon shares that may be grar 2,80¢

(M The intrinsic value of a stock option is the amdmpnivhich the fair value of the underlying stoclceads the exercise pr
of the option. Based upon the Compangiosing price on the NASDAQ, the fair value ¢ timderlying stock was $1.3C
March 31, 2010. As of March 31, 2010, the aggregstasic value of all options outstanding wasrfilion.

The 632,000 options exercised during the quartdeémarch 2010 had a total intrinsic value of $608, Cash
received from the option exercise was $319,000r& lere no options exercised in the quarter endativ31, 2009.
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The following table summarizes information abowtktoptions at March 31, 2010:

QOutstanding Stock Options Exercisable Stock Options

Weightec- Weightec- Weighted-

Average Average Average

Remaining Exercise Exercise

Range of Contractual Price Per Price Per

Exercise Prices Shares Life (years) Share Shares Share

$0.00 to $0.3¢ 832 8.6t $ 0.3€ 83: $ 0.3¢€
$0.37 to $0.6: 1,167 5.6C 0.47 1,061 0.4¢
$0.68 to $1.9¢ 594 2.2C 0.8: 594 0.8:
$2.00 to $5.7" 522 4.4¢ 4.3¢ 522 4.3¢
Above $5.7& 42¢ 3.84 7.7¢ 42¢ 7.7¢
3,54¢ 5.37 1.97 3,44( 2.0z

A summary of restricted stock outstanding as ofdié81, 2010 and 2009 and changes during the thoet¢hsithen
ended, respectively, is presented below:

2010 2009
Unvested at January 4,192 1,52C
Issuec 42C —
Vested (1,967) (109
Forfeited or Expiret — —
Unvested at March 3 2,64¢ 1,415

There are inherent uncertainties in making estimab®ut forecasts of future operating results dedtifying
comparable companies and transactions that maydieative of the fair value of the Company’s setieisi The Company
believes that the estimates of the fair valueo€dmmon stock at each option grant date were naas®under the
circumstances.

The Black-Scholes model, which the Company useatkttermine compensation expense, required the Contpan
make several key judgments including:

e  the value of the Compa’s common stock

« the expected life of issued stock optio

« the expected volatility of the Comp¢’s stock price

e the expected dividend yield to be realized ovellifeeof the stock option; an
« the risk-free interest rate over the expected life of tloelsbptions

The Company prepared these estimates based ugustadcal experience, the stock price volatitifycomparable
publicly-traded companies and its best estimatfdintore conditions.

There were no options granted in the three momitle@March 31, 2010 and 2009.
Warrants

On November 10, 2009, pursuant to the Steel Vaeltgdr, all outstanding Steel Vault warrants wemveated into
approximately 0.5 million Company warrants. Thesgnants were granted at exercise prices ranging $0.60 to $1.16 per
share, are fully vested and are exercisable farmg from five to ten years from the vest datee €piration of 0.2 million
warrants is in December 2010, and the expiratiob.®fmillion warrants is in 2014.
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Share-Based Compensation

Share-based compensation expense is recognizeglthsifiair-value based method for all awards giante
Compensation expense for awards granted is reaagjonzer the requisite service period based onriduet-glate fair value of
those options.

Forfeitures are estimated at the time of grantregdire the estimates to be revised, if necesgagybsequent
periods if actual forfeitures differ from thoseigsites.

The Company recorded an expense, related to shaeglltompensation, of approximately $1.1 milliod an
$0.2 million for the three months ended March 311@and 2009, respectively.

In December 2008, the Company authorized the grfaawbproximately 519,000 shares of its restrictechimon stock
to Mr. Caragol, its then acting chief financialioff, in lieu of salary. The shares vested accorthrthe following schedule:
(i) 20% vested on the grant date, and (ii) 80%eatsin January 1, 2010. Compensation expense abxppately nil and
$146,000 was recorded in the three months endedhvEdr, 2010 and 2009, respectively, for these share

In December 2008, the Company authorized the grfaabproximately 602,000 shares of its restrictechimon stock
to Mr. Silverman, its then executive chairman,iéulof salary, which vested on January 1, 2010. @omeation expense of
approximately nil and $55,000 was recorded in kinee¢ months ended March 31, 2010 and 2009, regphgtfor these shares.

In December 2008, the Company issued 400,000 sbéitssrestricted common stock to members of thard of
directors, which vested on January 1, 2010. The fizmm determined the value of the stock to be apprabely $100,000 base
on the value of its common stock on the date afigrBhe value of the outstanding restricted stoek amortized as
compensation expense over the vesting period. Tmep@ny recorded compensation expense of approXymatend $36,000
in the three months ended March 31, 2010 and 2@89¢ctively, associated with this restricted stock

In December 2008, the Company issued options esadrle for approximately 170,000 shares of commackst
130,000 to employees and 40,000 to a consultant.

The Company determined the fair value of the 13D &@ployee options to be $18,000 on the date oftdrased on
an estimate of the fair value using the Black-Seb®aluation model as described above. The fairevaf the grant is being
recognized as compensation expense over the vesgigd. Accordingly, the compensation expensergEmbin connection
with these options was approximately $1,500 fortthee months ended March 31, 2010 and 2009.

The Company recorded compensation expense assbuwitlethe 40,000 options to the consultant ushegwariable
accounting method which requires the Company tmeasure the compensation expense associated edh tiptions at the
end of each reporting period until the options\asted. Compensation expense recorded in connegifbrthese options for
the three months ended March 31, 2010 and 200&p@®ximately $6,000 and $1,000, respectively.

In September and October 2009, the Company au#tbtize grant of approximately 350,000 shares ok#tricted
common stock to a research and development paftherCompany recorded research and developmenheg@ssociated
with the restricted stock using the variable actiognmethod that requires the Company to re-meabireompensation
expense associated with the restricted stock agntleof each reporting period until the restricteatk is vested. Compensation
expense recorded in connection with the restristedk for the three months ended March 31, 2010apasoximately
$162,000. The shares were fully vested as of Maig2010.

In November and December 2009, the Company auditbtlee grant of restricted stock for approximagi$,000
shares of common stock: 50,000 to an employee 26@30 to consultants.

The Company determined the fair value of the 504}@res issued to the employee to be approxim@&8dy000
based on the closing price of the Compargdmmon stock on the date of grant. The fair vafube grant will be recognized
compensation expense over the vesting period. Alaugly, the Company recognized approximately $18 ,@0compensation
expense for the three months ended March 31, 20&0rinection with this grant.
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The Company recorded compensation expense assbuwidlethe 325,000 shares of restricted stock idsae
consultants using the variable accounting methatrdquires the Company to re-measure the compensatpense associated
with these shares at the end of each reportinggenitil the shares are vested. Compensation egpensrded in connection
with the shares for the three months ended Mar¢l2@10 was approximately $59,000.

In November 2009, the Company authorized the grhatO million shares of its restricted common ktazits
executive officers which vest on a pro-rata basisugh 2012. The Company determined the valuee$tbck to be
$3.3 million based on the value of its common stogkhe dates of grant. The value of the outstapdistricted stock is being
amortized as compensation expense over the vgstingd. The Company recorded compensation expdreggpooximately
$548,000 in the three months ended March 31, 2646ciated with this restricted stock.

In January 2010, the Company authorized the grie® 000 shares of its common stock to a consulin
Company determined the value of the stock to becaqapately $56,000 based on the value of its comstonk on the dates of
grant and recorded the full amount as compensatipense in the three months ended March 31, 2010.

In January 2010, the Company authorized the grfah®®,000 shares of its common stock to an employ@# of
which vested immediately and the other 50% of whiilhvest on July 1, 2010. The Company determittexlvalue of the stoc
to be approximately $109,000 based on the valits dbmmon stock on the dates of grant. The Compacyrded
compensation expense of approximately $78,000erttee months ended March 31, 2010 associatedvigthestricted stock.

In January 2010, the Company authorized the griaB8®,000 shares of its common stock to membeits &@oard of
Directors of which 370,000 shares were restricté: Company determined the value of the stock tagpeoximately
$420,000 based on the value of its common stockemlates of grant. The value of the outstandisgioted stock was
amortized as compensation expense over the vastingd. The Company recorded compensation expdreggoooximately
$98,000 in the three months ended March 31, 2046céted with this stock.

In February 2010, the Company authorized the gra50,000 shares of its common stock to a consulfdre
Company determined the value of the stock to becqapately $70,000 based on the value of its comstook on the dates of
grant and recorded the full amount as compensatipense in the three months ended March 31, 2010.

6. Income Taxes

The Company had an effective tax rate of nil far three months ended March 31, 2010 and 2009. Bhgo@ny
incurred losses before taxes for the three montedMarch 31, 2010 and 2009. However, it haseminded a tax benefit for
the resulting U.S. net operating loss carryforwaadsthe Company has determined that a valuatiowahce against its net
U.S. deferred tax assets was appropriate baseaulsiron its historical operating results.

In January 2010, the Company received a notice frmmCanadian Revenue Agency (CRA), that the CRAlgvbe
performing a review of Xmark’s Canadian tax retuimsthe periods 2005 through 2008. The Companggpta comply with all
CRA information requests. This review will covel pgriods that the Company owned Xmark.

The Company recognizes any interest accrued relatedrecognized tax benefits or exposures in éstegxpense
and penalties in operating expenses. During threethmonths ended March 31, 2010 and 2009, ther@@vasch interest or

penalty.

7. Legal Proceedings

The Company is a party to various legal actiongither plaintiff or defendant, arising in the avdiy course of
business, none of which is expected to have a rabéstverse effect on its business, financial cooior results of operations.
However, litigation is inherently unpredictabledahe costs and other effects of pending or fulitigation, governmental
investigations, legal and administrative casesmndeedings, whether civil or criminal, settlemejudgments and
investigations, claims or charges in any such mstend developments or assertions by or agaiesttimpany relating to it or
to its intellectual property rights and intelledtpeaoperty licenses could have a material adveiffeeteon the Company’s
business, financial condition and operating results
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8. Related Party Transactions
Blue Moon

As of April 26, 2010, Mr. Silverman beneficially od 41.4% of the Company'’s outstanding common stock
including the 1,035,000 shares that are directipedvby Blue Moon Energy Partners, LLC (“Blue Mooaf)d 4,755,556
directly owned by R & R. Mr. Silverman, the Companghief executive officer and chairman of the Bbaf Directors, is a
manager and controls a member of Blue Moon (i.&,R). William J. Caragol, the Comparsypresident, chief financial offic
and member of the Board of Directors, is a managdrmember of Blue Moon.

Optimus Financing

On September 29, 2009, the Company entered intBuhehase Agreement with Optimus, under which Oymiis
committed to purchase up to $10 million of conudetiPreferred Stock in one or more tranches. Tilitkte the transactions
contemplated by the Purchase Agreement, R & R kbahares of common stock to Optimus equal to 13b#teoaggregate
purchase price for each tranche pursuant to Stoek lAgreements between R & R and Optimus. For rimboemation
regarding this transaction, see Note 4, “Finanéiggeements,” to these condensed consolidated fiabstatements.

9. Segments

Since the Merger with Steel Vault on November 1 the Company operates in two business segntéaaithID
and ID Security.

HealthID Segment

The Company HealthID segment in conjunction wishdévelopment partner, Receptors, LLC, is curreiottysed ol
the development of the glucose-sensing microchiphé field of diabetes management the Companyigztjun
February 2010, the assets of Easy Check Medicgridistics, LLC, including the Easy Check breath ysialsystem and the
iGlucosewireless communication system. All three of thes®lpcts are currently under development.

The Company also intends to continue the developofghe Rapid Flu Detection system, and otherthealated
products, built on the Company’s core intellecjp@perty. The Company’s HealthID segment also iefuthe VeriMed
system, which uses the RFID microchip VeriChip ikatsed in patient identification applicationscEamplantable microchip
contains a unique verification number that is rehén it is scanned by the Company’s scanner. lolgct2004, the FDA,
cleared the Company’s VeriMed Health Link systemu®e in medical applications in the United States.

ID Security Segment

The Company’s ID Security segment focuses on seHimariety of identity security products and sesgi primarily
on a subscription basis through its subsidiaryjdvalCreditReport.com. These services help conssipratect themselves
against identity theft or fraud and understand moditor their credit profiles and other person&bimation, which include
credit reports, credit monitoring and credit scores

In the first quarter of 2010, the Company re-lawetths Health Link PHR business. The Company plariscus its
marketing efforts on partnering with health carevsters and exchanges, physician groups, EMR sys&mdors, and insurers
to use Health Link as a PHR provided to their pasieThe Company will also seek to partner withrpteceutical companies
who wish to communicate with its online communhyaugh various forms of value added content an@iding.

The accounting policies of the segments are theesm1hose described in the summary of signifiaandunting
policies. The Company evaluates performance bassggment income as presented below.
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The following is selected segment data as of anth®period ended:

As of and For the Three Months Ended March 31, 201
Revenue

Operating los!

Loss from continuing operations before income t:

Total assets of continuing operatic

As of and For the Three Months Ended March 31, 200
Revenue

Operating los!

Loss from continuing operations before income te

Total assets of continuing operatic

10. Supplementary Cash Flow Information

Total From

Health ID Continuing

ID Security Operations

$ 75 $ 59¢ $ 672
(2,695 (1,16¢€) (3,86))
(2,687) (1,167) (3,84¢6)

$ 4,902 $ 4,09¢ $ 9,001

Total From

Health ID Continuing

ID Security Operations

$ 8 $ — $ 8
(1,362) — (1,362
(1,350 — (1,350

$ 7,04¢ $ = $ 7,04¢

In the three months ended March 31, 2010 and 26@9Company had the following na@ash investing and financi

activities:

Non-cash financing and investing activiti¢
Accrued dividend payab

Issuance of common stock and options for Easy Chegkisition

11. Subsequent Events

Development/Master Agreeme

Three Months Ended
March 31,

2010

2009

114
351

On April 22, 2010, the Company amended its Develemiviaster Agreement with Receptors, LLC in confiorc
with Phase Il of that development program. The gb&thase Il is to develop a prototype sensingesydb subtype identify the
influenza virus, especially HIN1, in a nasal swabasal wash sample. As part of this agreemenCtrepany will pay
Receptors LLC $160,000 and issue to it 240,000eshaff Company common stock.

Preferred Stock Purchase Agreem

On April 28, 2010, the Company entered into a RreteStock Purchase Agreement (the “Preferred Rigich
Agreement”) with Socius Capital Group, LLC doingsmess as Socius Technology Capital Group, LLC ¢ii®Technology”)
under which Socius Technology is committed to pasehup to $4.2 million in shares of non-convertiégies B Preferred
Stock of the Company (the “Preferred Stock”) in enenore tranches (each a “Preferred Tranche'$16t000 per share of
Preferred Stock. Under the terms of the Prefertgdiaise Agreement, from time to time and at the @oy’'s sole discretion,
the Company may present Socius Technology withtigento purchase such Preferred Stock (the “Predieiotice”). Socius
Technology is obligated to purchase such Prefestedk on the third trading day after the Prefeidetice date, subject to
satisfaction of certain closing conditions, inchgli(i) that the Company’s common stock is listedafiod trading on a trading
market, (ii) the representations and warrantigh@fCompany set forth in the Preferred Purchasedwmgent are true and corr
as if made on each Preferred Tranche date, ah&@aius Technology shall have received a commitrfemnof $105,000
payable on the first tranche closing date (coletyi, the “Closing Conditions”).
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Stock Purchase Agreement

On April 28, 2010, the Company entered into a S®akchase Agreement (the “Purchase Agreement”) 8attius
CG I, Ltd., a Bermuda exempted company (“Sociusiiler which Socius is committed to purchase in eotion with any
Preferred Tranche, up to that number of sharesmihwon stock equal in dollar amount to 100% of thgliaable Preferred
Tranche amount (the “Common Tranche”), at a pereshece equal to the average of the individualydaslume weighted
average price calculated over the ten trading dagrseding the applicable tranche notice of the comstock on the date the
Company provides notice of such tranche (the “ltmesit Price”). Under the Purchase Agreement, theagamy has also
agreed to issue in connection with any Common Trantwoyear warrants to purchase shares of Common Stack @gdolla
amount to 35% of the applicable Common Tranchanatxercise price per share equal to the InvestRréce.

Socius may pay the Investment Price for the comstock, at Socius’ option, in cash or a secured Esony note.
Socius may pay the warrant exercise price, at Sbojtion, in cash, a secured promissory notef applicable, by cashless
exercise. The promissory note bears interest & P&r year calculated on a simple interest basis.éntire principal balance
and interest thereon is due and payable on théhfamniversary of the date of the promissory notgé,no payments are due so
long as the Company is in default under the PrefeRurchase Agreement or the warrants or if theramy shares of Preferred
Stock issued or outstanding. The promissory nosecdsired by the borrower’s right, title and intéresall outstanding shares of
the Company’s common stock and other securitiés avfiair market value equal to the principal amafrthe promissory note.
The Company’s right to deliver a tranche notic&twius pursuant to the Purchase Agreement is gubj#iee Closing
Conditions and also that no purchase would resufiticius and its affiliates beneficially owning mahan 9.99% of the
common stock. Unless the Company obtains stockhalgigroval or Socius obtains an opinion of coutisa stockholder
approval is not required, Socius may not exercisam@ant if, as a result of such exercise, the eggpe number of shares of
common stock issued upon exercise of all warrartslds plus the aggregate number of shares of @mstock issued under
the Purchase Agreement would exceed 19.99% of dinep@nys common stock outstanding. If at any time, up@nekercise ¢
all warrants issued to Socius, Socius holds mae 19.99% of the Company’s outstanding common stihekCompany will
be required to obtain stockholder approval of taagactions with Socius.

Tranche Draw Down

On April 29, 2010, the Company presented Sociusneogy with a Preferred Notice to purchase $2.[Haniof
Preferred Stock in a Preferred Tranche. Upon tbsirg of the Preferred Tranche, which occurred ay M, 2010, the
Company issued 230 shares of Preferred Stock.rinezmion with the Preferred Notice, the Company plesented Socius w
a notice to purchase $2.3 million of common staodt warrants to purchase 600,746 shares of commohk.sSEthe Company
issued 1,716,417 shares of common stock at antinees Price per share of $1.34, paid in the forse@ured promissory note,
and a warrant to purchase 600,746 shares of corstook to Socius, at an exercise price equal térthestment Price of $1.3
which warrant Socius exercised on April 29, 2016 paid in the form of a secured promissory note.

Executive Compensatic

On November 12, 2009, our Compensation Committpeoapd a 2010 executive compensation arrangement fo
Messrs. Silverman and Caragol whereby beginningalgmnl, 2010, Mr. Silverman and Mr. Caragol recdigebase salary of
$375,000 and $225,000, respectively. Additionate, Compensation Committee has the authority tocsmepa discretionary
bonus for 2010, a portion of which is guaranteedach of Mr. Silverman and Mr. Caragol based erféliowing factors:
development of the rapid virus sensor project, hgraent of the glucose-sensing microchip projdw, financial performance
of the business of our wholly-owned subsidiary,idl@l Credit Report.com, strategic acquisitions, ¢lerall financial
condition/health of the business, and such otheiofa as the Compensation Committee deems appt@pridght of any
acquisitions or changes in the business. Mr. Sihagr may earn a bonus between $200,000 and $60&000r. Caragol may
earn a bonus between $200,000 and $450,000. Mer8ikn and Mr. Caragol are entitled to Company-pealth insurance,
non-allocable expenses of $45,000 and $20,000ec&sply, and each are entitled to an automobi@ence and other
automobile expenses, including insurance, gasalittemaintenance costs. On May 4, 2010, our Compiensaommittee
approved a change to the abaeéerenced compensation arrangement and in liéiy odish salary for the remainder of 2010
Messrs. Silverman and Caragol and (ii) the mininuash bonus obligation of $200,000 to each of Me&hgerman and
Caragol pursuant to the bonus structure set fdrtlvey it approved the issuance of 675,000 shardedfompany’s restricted
stock to Mr. Silverman and 525,000 shares of then@my’s restricted stock to Mr. Caragol. These restristeates were issu
under our 2009 Stock Incentive Plan and will vestoading to the following schedule: (i) 50% vestJamuary 1, 2011; and
(if) 50% vest on January 1, 2012. Mr. Silvermamid #r. Caragol’s rights and interests in the une@giortion of the restricted
stock are subject to forfeiture in the event thesign prior to January 1, 2012 or are terminateadose prior to January 1,
2012, with said cause being defined as a conviaifanfelony or such person being prevented froaviging services to us as
result of such person’s violation of any law, regidn and/or rule. The estimated fair value ofaf@ementioned 1,200,000
shares is approximately $1.7 million and will bgpemsed ratably over the vesting peri
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Special Note Regarding Forward-Looking Statements

This Quarterly Report on Form 10-Q contains forwiamaking statements, within the meaning of Sec@A of the
Securities Act of 1933, as amended, and Sectiona2ifie Securities Exchange Act of 1934, as ameritied! reflect our
current estimates, expectations and projectionatadar future results, performance, prospects qmbdunities. Forward-
looking statements include, without limitation,tetaents about our market opportunities, our busiaesl growth strategies,
our projected revenue and expense levels, podsitiiee consolidated results of operations, the adey of our available cash
resources, our financing plans, our competitivatipssand the effects of competition and the prtgdagrowth of the industries
in which we operate, as well as the following statats:

e we plan to focus our marketing efforts on paitrgewith heath care providers and exchanges, playsgroups, EMR
system vendors, and insurers to use Health LirkRKIR provided to their patien

e we seek to partner with pharmaceutical companfeswish to communicate with their online commurhtyough
various forms of value added content and adved;:

* we intend to recognize revenue from consignmaleiss if any, when all of the criteria listed uniate 1, “Revenue
Recognition,” in our notes to financial statemdrmse been met and after receipt of notificatioswath product sales
from distributo’s customers

« we intend to continue the development of the & Detection system, and other health relatedyots, built on
our core intellectual propert

e based on projects in progress, we expect reseattevelopment to increas
« we expect the trend of selling, general and adrnatise expenses to be similar on an annualizei$basd

« we believe that with the cash we have on handyildnave sufficient funds available to cover amash requirements
through the next twelve montr

This Quarterly Report on Form 10-Q also contaims/éwd-looking statements attributed to third partielating to
their estimates regarding the size of the futureketeor products and systems such as our produntsystems, and the
assumptions underlying such estimates. Ford@olling statements include all statements thahaténistorical facts and can
identified by forward-looking statements such agyii “might,” “should,” “could,” “will,” “intends,” “estimates,” “predicts,”
“projects,” “potential,” “continue,” “believes,” “aticipates,” “plans,” “expects” and similar expriesss. Forward-looking
statements are only predictions based on our duesgrectations and projections, or those of thadips, about future events
and involve risks and uncertainties.

Although we believe that the expectations refledteithe forward-looking statements contained is Quarterly
Report on Form 10-Q are based upon reasonable pieus) no assurance can be given that such exjpectavill be attained
or that any deviations will not be material. InHigf these risks, uncertainties and assumptitiesfarward-looking statements,
events and circumstances discussed in this QuaReport on Form 10-Q may not occur and actuallt®sould differ
materially and adversely from those anticipatedrgplied in the forward-looking statements. Impottéactors that could cause
our actual results, level of performance or achiewets to differ materially from those expressetboecasted in, or implied b
the forward-looking statements we make in this @rbr Report on Form 10-Q are discussed under “ftémRisk Factorsanc
elsewhere in our Annual Report on Form 10-K forykar ended December 31, 2009 and include:

e our ability to continue listing our common stocktve Nasdag Stock Marke‘Nasda);
»  our ability to successfully consider, review, ahdppropriate, implement other strategic opporiasj

e our expectation that we will incur losses, on asadidated basis, for the foreseeable fut
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< our ability to fund our operations and continglesdrelopment of our products, including the Rapid Bétection
System, the glucose-sensing microchip, the EasgiCheeath glucose detection system and the iGlusirstess
communication systen

e our ability to complete the Phase Il of the Rdplid Detection System by the end of 2010 or aamadl Phase Il of the
glucost-sensing microchip development program by mid 201ét all;

e our ability to pursue our strategy to offer ideiggtion tools and technologies for consumers arsinagses

* our ability to maximize the amount of capitalitiage will have available to pursue business opputies in the
healthcare and energy sectc

e our ability to successfully develop and comméizgathe breath glucose detection system and thedSe wireless
communication device and the glucose-sensing migppand the market acceptance of these devicethand
microchip;

e our ability to obtain patents on our productsjuding the Easy Check breath glucose detectioresyand the
iGlucose wireless communication device, the validitope and enforceability of our patents, andptis¢ection
afforded by our patent

*« we may become subject to costly product liabiligiras and claims that our products infringe theliettual propert
rights of others

e our ability to comply with current and future regtibns relating to our business

e uncertainty as to whether a market for our VerdMgstem will develop and whether we will be ablgénerate more
than a nominal level of revenue from this busin

* the potential for patent infringement claims ®klyought against us asserting that we hold ndgifgin the use of the
implantable microchip technology and that we amdating another party’s intellectual property righif such a claim
is successful, we could be enjoined from engagirartivities to market the systems that utilizeithplantable
microchip and be required to pay substantial dasi:

e our ability to provide uninterrupted, secure acdtegshe Health Link and VeriMed databases;
e our ability to establish and maintain proper arfdatfve internal accounting and financial contri

You should not place undue reliance on any forwaeotting statements. In addition, past financiabperating
performance is not necessarily a reliable indicafduture performance, and you should not usehitorical performance to
anticipate future results or future period treriedecept as otherwise required by federal securlities, we disclaim any
obligation or undertaking to disseminate any upslaterevisions to any forward-looking statementtaored in this Quarterly
Report on Form 10-Q to reflect any change in oyreexations or any change in events, conditionsroumstances on which
any such statement is based. All forward-lookirdeshents attributable to us, or persons actinguorbehalf, are expressly
qualified in their entirety by the cautionary statmts included in this Quarterly Report on FormQ@@nd under the section
entitled “Risk Factors” in our Annual Report on Fot0-K for the year ended December 31, 2009. Theséactors that could
cause our actual results to differ materially frerpected results. Other factors besides thosel listeld also adversely affect
us.
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Item 2. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following discussion and analysis of our firahcondition and results of operations should kad in
conjunction with the accompanying financial statateeand related notes included in Item 1 of this@erly Report on Form
10-Q as well as our Annual Report on Form 10-Ktfar year ended December 31, 2009.

Overview

We have historically developed, marketed and sadiiorfrequency identification, frequently refertedas RFID,
systems used for the identification of people m ltealthcare market. Beginning in the fourth quart009, with the
acquisition of Steel Vault, the Company intendpuosue its strategy to provide unique health aedriy identification tools ti
protect consumers and businesses, operating ikéwsegments: HealthlD and ID Security.

HealthID Segmer

Our HealthID segment is currently focused on thestiipment of the glucose-sensing microchip, basedus
proprietary intellectual property and developedanjunction with Receptors LLC (“Receptors”) of Gka, Minnesota.

The Company also intends to continue the developofghe Rapid Flu Detection system, and otherthealated
products, built on the Company’s core intellecjpaperty. Our HealthID segment also includes theMed system, which
uses an implantable passive RFID microchip (theri®eip”) that is used in patient identification applicatioBach implantab
microchip contains a unique verification numbet fekaead when it is scanned by our scanner. lokeat2004, the U.S. Food
and Drug Administration, or FDA, cleared our Verif/idealth Link system for use in medical applicasiamthe United States.

ID Security Segmel

Our ID Security segment includes our Identity S#égsuite of products, sold through our NationakditReport.com
brand and our Health Link personal health recond. i0ationalCreditReport.com business was acquirembhjunction with our
merger with Steel Vault in November 2009. NatiorrelfitReport.com offers consumers a variety of idigisecurity products
and services primarily on a subscription basis.s€reervices help consumers protect themselvessag@démtity theft or fraud
and understand and monitor their credit profiled atiher personal information, which include credjtorts, credit monitoring
and credit scores. In the first quarter of 2010 resaunched our Health Link personal health re¢RHR”). We plan to focus
our marketing efforts on partnering with healthecproviders and exchanges, physician groups, BleictMedical Record
(“EMR”) system vendors, and insurers to use Helailtk as a PHR provided to their patients. We wlitlcaseek to partner with
pharmaceutical companies who wish to communicatie @ir online community through various forms ofueaadded content
and advertising.

The Company continues to focus on its HealthID @nh&ecurity businesses, including the developméthe
glucose sensing microchip, the Easy Check breattoge detection system, i@ucosewireless communication system, the
Rapid Flu Detection System, the Health Link PHR] &g operating business in identity security. Qwmpany intends to
continue to explore potential strategic transactioith third parties in the healthcare, identifioat and animal health sectors.

Recent Developments

In February 2010, we acquired the assets of EaggiCiedical Diagnostics, LLC, including the EasyeCk breath
glucose detection system and i3ducosewireless communication system. These productsiarerttly under development.

In February 2010, we successfully completed Phassélopment of our rapid virus detection systemomdinvasive,
point-of-care test to test patient samples andtifyevarious forms of influenza within minutes. Rhase | development of the
virus detection system, which utilizes Positivel@ilusively licensed Receptors’ CARA™ (CombinadbArtificial Receptor
Array) platform, the Company successfully achiepeabf-of-concept. CARA support and complementamnpetitor agents
were developed to detect the presence of influemaamodel nasal wash matrix. The fluorescentlglath competitor agents
compete for binding to the CARA support surface.eWkompetitor agents are displaced from the CAR#asa by virus, a
fluorescent signal is produced. Model nasal washpéas that contain influenza are distinguished feamples that do not
contain influenza.
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In March 2010, we filed with the U.S. Patent anddemark Office a non-provisional patent applicafmmour
iGlucosesystem, currently under development, which usesless SMS messaging to automatically communicdtalsetic
patient’s blood glucose levels from any data-capahlicose meter to an online database.

In April, 2010, we amended our Development/Mastgre&ment with Receptors to document the terms aé®H
development of our rapid virus detection system.affeced to pay Receptors $160,000 and issue iD@dGhares of restricted
common stock, of which Receptors has registraiigints, in exchange for completion of Phase II.

On April 28, 2010, we entered into the PreferrectRase Agreement with Socius Technology, under wBiacius
Technology is committed to purchase up to $4.2ionilin Preferred Stock, and the Purchase AgreemihtSocius, under
which Socius is committed to purchase up to $418aniin common stock, payable in the form of caslsecured promissory
note. Under the Purchase Agreement, we have agwéssue in connection with any Common Trancheyavds to purchase
shares of our common stock equal in dollar amouB6€6 of the applicable Common Tranche, at an ésesprice per share
equal to the Investment Price. For more informatinrihese transactions, see Note 11, “Subsequemt&Vto our condensed
consolidated financial statements.

On April 29, 2010, we presented Socius Technolodly & Preferred Notice to purchase $2.3 milliorPoéferred
Stock in a Preferred Tranche. Upon the closindnefRreferred Tranche, which occurred on May 4, 20#0issued 230 shares
of Preferred Stock. In connection with the Preféimtice, we also presented Socius with a notiqgautchase $2.3 million of
common stock and warrants to purchase 600,746sbammmon stock. We issued 1,716,417 sharesmifmam stock at an
Investment Price per share of $1.34, paid in then fa secured promissory note, and a warrant tchpsre 600,746 shares of
common stock to Socius, at an exercise price gqubk Investment Price of $1.34, which warranti@@exercised on April 2
2010 and paid in the form of a secured promissotg.n

Results of Operations

With the acquisition of Steel Vault in November 20¢he Company operates in two key segments: HBaithd ID
Security. The following are the segment resultstierthree months ended March 31, 2010 and 2009.

For the Three Months Ended
March 31, 2010

HealthID ID Security Total

Revenue $ 75 $ 59¢ 673
Cost of sale: 45 171 21€
Gross Profit 30 427 457
Operating expense

Selling, general and administrati 2,18 1,59: 3,78(
Research and developmt 53¢ — 53¢
Total operating expens 2,72¢ 1,59: 4,31¢
Operating los! (2,695 (1,166 (3,867
Interest / other income and (expense), 12 3 15
Loss from continuing operatiol $ (2,68) % (1,167) (3,846
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For the Three Months Ended
March 31, 2009

HealthID ID Security Total

Revenue $ 8 $ — 8
Cost of sale: — — —
Gross Profit 8 — 8
Operating expense

Selling, general and administrati 1,37(C — 1,37C
Research and developmt — — —
Total operating expens 1,37(C — 1,37(C
Operating los! (1,362) — (1,362)
Interest / other income and (expense), 12 — 12
Loss from continuing operatiol $ 21,3500 % — (1,350

HealthID Segment
Three Months Ended March 31, 2010 Compared to Thieeths Ended March 31, 2009
Revenut

Revenue was $75,000 for the three months endedhMVirc2010 compared to $8,000 for the three moened
March 31, 2009. The increase in revenue was ataiitde primarily to the sale of our new 8 millimeteicrochips to a medical
device partner.

Gross Profit and Gross Profit Margin

Our cost of sales consists of finished goods amentory valuation charges. The microchips usediin\eriMed
system as well as our new 8 millimeter microchigs@urchased as finished goods under the termsrdbomer agreement wi
Digital Angel Corporation.

We had a gross profit of $30,000 in 2010 compaeal gross profit of $8,000 in 2009. This increasatiributed to
the sale of 8-millimeter microchips to a medicalide partner.

Selling, General and Administrative Expense

Selling, general and administrative expense canpisinarily of compensation for employees in exeeytsales,
marketing and operational functions, including fine and accounting, and corporate developmentrQitpeificant costs
include depreciation and amortization, professidees for accounting and legal services, consuftieg and facilities costs.

Selling, general and administrative expense ineay $0.8 million to $2.2 million for the three ntbs ended
March 31, 2010 compared to $1.4 million for theehmonths ended March 31, 2009. This increase rirasuly a result of the
increase in share-based compensation from $0.®mil the three months ended March 31, 2009 tt 8iillion in the three
months ended March 31, 2010.

Selling, general and administrative expense inautkpreciation and amortization expense of appratéin $8,000
for the three months ended March 31, 2010 and 2009.

Research and Developme

Our research and development expense consistsryimicosts associated with various projectsjuding testing,
developing prototypes and related expenses. Résanttdevelopment expense was $0.5 million fothhee months ended
March 31, 2010 compared to nil for the three mometided March 31, 2009. Our research and developcosig represent
payments to our project partner and acquisitioim gfrocess research and development.

ID Security Segmen

The ID Security segment reflects the results oidtea Credit Report.com from the acquisition ofe&téault on
November 10, 200¢

Three Months Ended March 31, 2C
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Revenu

Revenue of $0.6 million for the three months enkliedch 31, 2010 resulted from sales of our idergégurity
products through our National Credit Report.comsadibry. At March 31, 2010, the Company had apprately 11,000
subscribers for its credit monitoring services caneg to approximately 20,000 subscribers at Noverh®g2009, the date of
the Steel Vault Merger. Annualizing the revenue ldmot be indicative of the results of the Compdug to the upward trend
in subscribers.

Gross Profit and Gross Profit Margin

Cost of sales consists primarily of the costs eglab purchasing the data, reporting and monitasargices from our
supplier in order to provide services to our cCUSBN

We had a gross profit of $0.4 million for the thraenths ended 2010 from our identity security paislithrough
National Credit Report.com. Annualizing gross prefould not be indicative of trend or pattern do¢hte Compar’s upward
trend and growth in subscribers.

Selling, General and Administrative Expense

Selling, general and administrative expense canpisinarily of compensation for employees in sateatketing and
operational functions, including finance and acc¢imgn Other significant costs include professidiesls for accounting and
legal services, and consulting fees.

Selling, general and administrative expense fotlihee months ended March 31, 2010 was $1.6 millitve
Company expects the trend of selling, general a@mdirzsistrative expenses to be similar on an annedliasis.

Liquidity and Capital Resources

As of March 31, 2010, unrestricted cash totale® $dillion compared to unrestricted cash of appratity
$6.4 million at December 31, 2009.

Cash Flows Used in Operating Activities

Net cash used in operating activities totaled $dilBon and $1.0 million during the three monthgled March 31,
2010 and 2009, respectively. For each of the penwdsented, cash was used primarily to fund opegriisses, and payments
of accounts payable and accrued expenses.

Cash Flows from Investing Activities

Investing activities used cash of $19,000 and $M@ing the three months ended March 31, 2012868,
respectively, which was used to purchase equipment.

Cash Flows from Financing Activities

Financing activities provided cash of $0.3 milliand nil during the three months ended March 310201 2009,
respectively. In 2010, cash was provided by isseaficommon shares from stock option exercises.

Preferred Stock Purchase Agreem

On April 28, 2010, we entered into the PreferrectRase Agreement with Socius Technology under wSintius
Technology is committed to purchase up to $4.2ionilin shares of our Preferred Stock in one or nivederred Tranches, at
$10,000 per share of Preferred Stock. Under tmest@f the Preferred Purchase Agreement, from tomirte and at our sole
discretion, we may present Socius Technology wigieferred Notice. Socius Technology is obligatedurchase such
Preferred Stock on the third trading day afterRneferred Notice date, subject to satisfactiorhef@losing Conditions.

Stock Purchase Agreement

On April 28, 2010, we entered into the Purchases@grent with Socius under which Socius is commtiibgolurchase
in connection with any Preferred Tranche, the ugh& number of shares of common stock equal ilmdamount to the
Common Tranche, at a per share price equal tantresstment Price. Under the Purchase Agreement|sseagreed to issue in
connection with any Common Tranche, ty@ar warrants to purchase shares of common staed agdollar amount to 35%
the applicable Common Tranche, at an exercise pacashare equal to the Investment Price.
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Socius may pay the Investment Price for the comstock, at Socius’ option, in cash or a secured @Esony note.
Socius may pay the warrant exercise price, at Sboption, in cash, a secured promissory notef applicable, by cashless
exercise. The promissory note bears interest &b p€r year calculated on a simple interest basis.entire principal balance
and interest thereon is due and payable on théhfamniversary of the date of the promissory notg,no payments are due so
long as we are in default under the Preferred RselAgreement or the warrants or if there are bayes of Preferred Stock
issued or outstanding. The promissory note is sechy the borrower’s right, title and interest ihocatstanding shares of our
common stock and other securities with a fair mavkéue equal to the principal amount of the pramig note. Our right to
deliver a tranche notice to Socius pursuant tdPtiinehase Agreement is subject to the Closing Ciamditand also that no
purchase would result in Socius and its affilidieseficially owning more than 9.99% of the commtmtk. Unless we obtain
stockholder approval or Socius obtains an opiniotoansel that stockholder approval is not requifsetius may not exercis:
warrant if, as a result of such exercise, the aggfeenumber of shares of common stock issued uxencise of all warrants it
holds plus the aggregate number of shares of constook issued under the Purchase Agreement woulkekeix19.99% of our
common stock outstanding. If at any time, uponekercise of all warrants issued to Socius, Sooildshmore than 19.99% of
our outstanding common stock, we will be requiedhbtain stockholder approval of the transactioith §ocius.

Tranche Draw Down

On April 29, 2010, we presented Socius Technoloily & Preferred Notice to purchase $2.3 milliorPoéferred
Stock in a Preferred Tranche. Upon the closindnefRreferred Tranche, which occurred on May 4, 20E0issued 230 shares
of Preferred Stock. In connection with the Preféiotice, we also presented Socius with a notiqautghase $2.3 million of
common stock and warrants to purchase 600,746 sbadmmmon stock. We issued 1,716,417 sharesmfrmm stock at an
Investment Price per share of $1.34, paid in then fa secured promissory note, and a warrant tchpsre 600,746 shares of
common stock to Socius, at an exercise price dqubk Investment Price of $1.34, which warranti@@exercised on April 2
2010 and paid in the form of a secured promissotg.n

Financial Condition

As of March 31, 2010, we had working capital of @pimately $3.5 million and an accumulated defidit
$57.6 million compared to a working capital of appmately $5.2 million and an accumulated defi¢iapproximately
$53.7 million as of December 31, 2009. The decréaserking capital was primarily due to operatingses, described above.

We believe that with the cash we have on hand, iNdave sufficient funds available to cover oushaequirements
through the next twelve months.

Impact of Recently Issued Accounting Standards

In January 2010, the Financial Accounting Standirdrd (“FASB”) issued ASU 2010-06, Improving Dissloes
about Fair Value Measurements. The ASU requiredatilig the amounts of significant transfers in antlof Level 1 and 2
fair value measurements and to describe the redspti®e transfers. The disclosures are effectivedporting periods
beginning after December 15, 2009. Additionallysattbsures of the gross purchases, sales, issuandesttlements activity in
Level 3 fair value measurements will be requiredfical years beginning after December 15, 2010.

In January 2010, the FASB issued Accounting Statsdbipdate 2010-01, Equity (Topic 505): Accountiog f
Distributions to Shareholders with Components oc&tand Cash (A Consensus of the FASB Emerging$s$ask Force).
This amendment to Topic 505 clarifies that the lsfpartion of a distribution to shareholders thadwb them to elect to receive
cash or stock with a limit on the amount of casdt thill be distributed is not a stock dividend farrposes of applying Topics
505 and 260. ASU 2010-01 is effective for interimd@nnual periods ending on or after December 089 2and would be
applied on a retrospective basis. The Company doesxpect the provisions of ASU 2010-01 to hawvesgerial effect on the
financial position, results of operations or cdsiwé of the Company.
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ltem 3. Quantitative and Qualitative Disclosures About Market Risk.

As a “Smaller Reporting Company,” we are not reggito provide the information required by this item
Item 4. Controls and Procedures
Disclosure Controls and Procedures

Evaluation of Disclosure ControlsWe evaluated the effectiveness of the desigrnopedation of our “disclosure
controls and procedures” as defined in Rule 13&)1&tder the Securities Exchange Act of 1934, a=naled (the “Exchange
Act”) as of March 31, 2010. This evaluation (théstdosure controls evaluation”) was done understlygervision and with the
participation of management, including our chied@xtive officer (“CEQ”) and chief financial offic€fCFQO”). Rules adopted
by the SEC require that in this section of our @eréy Report on Form 10-Q we present the conclisimfithe CEO and CFO
about the effectiveness of our disclosure contral$ procedures as of March 31, 2010 based on sksdiire controls
evaluation.

Objective of ControlsOur disclosure controls and procedures are designdidat information required to be
disclosed in our reports filed under the Exchangg such as this Quarterly Report on Form 10-@ederded, processed,
summarized and reported within the time periodsi§ipe in the SEC’s rules and forms. Our disclostmatrols and procedures
are also intended to ensure that such informai@t¢cumulated and communicated to our managemnehiding the CEO and
CFO, as appropriate to allow timely decisions rdgay required disclosure. There are inherent litittes to the effectiveness
any system of disclosure controls and procedunejding the possibility of human error and thegimvention or overriding
of the controls and procedures. Accordingly, eviéecéve disclosure controls and procedures cagy provide reasonable
assurance of achieving their control objectives, management necessarily is required to use itgjedt in evaluating the
cost-benefit relationship of possible disclosuretoms and procedures.

Conclusion. Based upon the disclosure controls evaluationG&t0O and CFO have concluded that, as of March 31,
2010, our disclosure controls and procedures wiéeet&ve to provide reasonable assurance thatdtegbing objectives are
achieved.

Changes in Internal Control Over Financial Reporting

There were no changes in our internal control dvwancial reporting identified in connection withet evaluation
required by paragraph (d) of Rule 13a-15 undeEtkehange Act that occurred during the quarter edaath 31, 2010 that
have materially affected, or are reasonably likelynaterially affect, our internal control overdimcial reporting.
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PART Il — OTHER INFORMATION
Iltem 1. Legal Proceedings

The information set forth in Note 7 to the CondehBmancial Statements in Part I, Item | of thisrRd.0-Q is
incorporated herein by reference.

Iltem 1A. Risk Factors.

Item 1A to Part | of our Annual Report on Form 1@ the fiscal year ended December 31, 2009 iredual detailed
discussion of other risk factors that could mathriaffect our business, financial condition orute results.

There can be no assurance that we will receive angceeds from the sale of the shares or the exercbwarrants since bot
can be paid for at Socius’ option by a secured pissory note.

Under the terms of the Purchase Agreement, Socayspay for the shares and the exercise of the wiartgy issuing
to us a secured promissory note. Therefore, ibssible that we will not receive any proceeds ftbmsale of the shares or
exercise of the warrants. Further, we have thd tmghedeem the Preferred Stock issued to Sociukridogy by offset of the
secured promissory notes we receive from Sociypagsient for the shares issued under the Purchasegnt or upon
exercise of the warrants. Therefore, it is posditie we will not receive cash proceeds upon migtofithe secured promissory
notes that we receive from Socius.

Sales of shares to Socius pursuant to the Purchageeement and the resale of such shares by Sociay nesult in decline:
in the price of our common stock

The shares of common stock Socius purchases umel@urchase Agreement are freely tradable and oty
promptly sell the shares we issue to them undePthvehase Agreement in the public markets. Su@ssahd the potential for
such sales, could cause the market price of ouesha decline significantly. To the extent of augh decline, any subsequent
draw downs that we request under the Purchase dgmtewould require the issuance of a greater numbshares to Socius.
This may result in significant dilution to our skbolders.

Future sales of common stock by our existing stookdters may cause our stock price to fall

The market price of our common stock could decdis@ result of sales by our existing stockholdéshares of
common stock in the market, or the perceptiontete sales could occur. These sales might alse ihedore difficult for us
to sell equity securities at a time and price thatdeem appropriate. As of April 30, 2010, we h&d 25,071 shares of comm
stock outstanding (which includes 2,955,160 unwkstares of restricted stock granted to our emglgyeand we had warrants
to purchase 454,000 shares of common stock andnsptid purchase 3,606,491 shares of common stdstaading. All of the
shares of common stock issuable upon exerciserafutstanding warrants and any vested optionshailireely tradable
without restriction under the federal securitiesdainless purchased by our affiliates. Scott Rie®ihan, our chairman and
chief executive officer, William J. Caragol, ouepident and chief financial officer, R & R ConsodtiPartners, LLC, a holding
company owned and controlled by Mr. Silverman, Bhee Moon Energy Partners, LLC, a company for whith Silverman is
a manager and controls a member (i.e., R & R CtinguPartners, LLC) and for which Mr. Caragol imanager and member,
have entered into lock-up agreements pursuant tohvthey cannot sell any of our securities fortthdtays following the date
we provide a tranche notice to Socius.

Our stockholders may be diluted by our future issie@ of common stock to Socius and the exercise afrants to purchase
common stock.

Pursuant to the Purchase Agreement, we may s8th¢ais up to an additional $1.9 million of our ssof common
stock at the Investment Price. In addition, we fisaye to Socius warrants to purchase up to aniaddit$665,000 shares of
our common stock at an exercise price equal tdrthestment Price. The number of shares of our comstack issuable upon
exercise of warrants issued to Socius, and thexefar dilution of existing common stockholderssubject to increase as a
result of certain sales of our securities thageigthe antidilution provisions of those warrarita @rice below the applicable
exercise price of those warrants. Future exercf#ésose warrants and future issuance of commarkgtwSocius pursuant to
the Purchase Agreement may dilute the ownershipasts of our current stockholders.
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Our ability to raise funds under the Preferred Purtase Agreement will depend on several factors, unithg the trading
volume for our common stock

In connection with any Preferred Tranche, Sociugdgiired to purchase shares of common stock eqjaallar
amount to 100% of the applicable Preferred Trararheunt. Under the Purchase Agreement, Socius mayake any
advances which would require Socius to purchaseesta common stock that would result in Socius ioggrmore than 9.99%
of our outstanding shares of common stock. Ouitahd sell additional shares of common stock t@i8e and raise funds unt
the Preferred Purchase Agreement will depend oiuSaability to sell shares of common stock prewlyyourchased under the
Purchase Agreement. This will depend, among otiepfs, on the trading volume for our shares orNASDAQ Capital
Market and prevailing conditions in the capital keds generally.

We do not anticipate declaring any cash dividendsaur common stock

In July 2008 we declared, and in August 2008 we maispecial cash dividend of $15.8 million on capital stock.
Any future determination with respect to the paytardividends will be at the discretion of our bad®f directors and will be
dependent upon our financial condition, resultsdrations, capital requirements, general busioasditions, terms of
financing arrangements and other factors that oardof directors may deem relevant. In additiar,eonvertible preferred
stock purchase agreement with Optimus Capital Besti.LC prohibits the payment of cash dividendsiop of our capital
stock except shares of Series A Preferred Stoclevalnly shares of Series A Preferred Stock areandsig.

Item 2. Unregistered Sale of Equity Securitie:.

During the three months ended March 31, 2010, Wi 3i0,000 shares of our common stock that wereegstered
under the Securities Act of 1933, as amended.

On February 11, 2010, we issued 300,000 sharesrafamnmon stock, valued at approximately $351,00&asy
Check Diagnostics, LLC in connection with the asifion of the assets of Easy Check Medical DiagosstLC. Additional
payment in the form of shares (maximum 200,000es)aand product royalties may be paid in the fubaiged on successful
patent grants and product or license revenues.

On March 16, 2010, we authorized the grant of 5D glfares of our common stock to Receptors, LLE€pmection
with the execution of an amended and restateddeagreement.

The shares of common stock described in this Itemer2 issued without registration in reliance upgmmexemption
provided, among others, by Section 4(2) of the Sges Act of 1933, as amended, as a transactioimmolving any public
offering.

ltem 4. Other Information.

On November 12, 2009, our Compensation Committpeoapd a 2010 executive compensation arrangement fo
Messrs. Silverman and Caragol whereby beginningalgmnl, 2010, Mr. Silverman and Mr. Caragol recdigebase salary of
$375,000 and $225,000, respectively. Additiondt, Compensation Committee has the authority tocsepa discretionary
bonus for 2010, a portion of which is guaranteedach of Mr. Silverman and Mr. Caragol based erfdéllowing factors:
development of the rapid virus sensor project, hgpraent of the glucose-sensing microchip projdwt, financial performance
of the business of our wholly-owned subsidiary,idl@l Credit Report.com, strategic acquisitions, elerall financial
condition/health of the business, and such otheiofa as the Compensation Committee deems appi@gmifight of any
acquisitions or changes in the business. Mr. Sihagr may earn a bonus between $200,000 and $60&000r. Caragol may
earn a bonus between $200,000 and $450,000. Mer8ikn and Mr. Caragol are entitled to Company-pealth insurance,
non-allocable expenses of $45,000 and $20,000ectsply, and each are entitled to an automobi@ence and other
automobile expenses, including insurance, gasalittemaintenance costs. On May 4, 2010, our Compiensaommittee
approved a change to the abaeéerenced compensation arrangement and in liéiy odish salary for the remainder of 2010
Messrs. Silverman and Caragol and (ii) the mininuash bonus obligation to Messrs. Silverman andd@hgursuant to the
bonus structure set forth above, it approved thegaisce of 675,000 shares of the Company’s restratteck to Mr. Silverman
and 525,000 shares of the Company’s restricted $toir. Caragol. These restricted shares werestssunder our 2009 Stock
Incentive Plan and will vest according to the fallog schedule: (i) 50% vest on January 1, 2011;(@n80% vest on
January 1, 2012. Mr. Silverman’s and Mr. Caragjoights and interests in the unvested portiomefrestricted stock are subj
to forfeiture in the event they resign prior to Jary 1, 2012 or are terminated for cause prioatwary 1, 2012, with said cat
being defined as a conviction of a felony or suelspn being prevented from providing services tasia result of such
person’s violation of any law, regulation and/deru

ltem 5. Exhibits.

We have listed the exhibits by numbers correspanttirthe Exhibit Table of Item 601 in RegulatiolK®n the
Exhibit list attached to this report.
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SIGNATURES

Pursuant to the requirements of the Securities &xg Act of 1934, the registrant has duly causisdréport to be
signed on its behalf by the undersigned thereualy authorized.

POSITIVEID CORPORATION
(Registrant)

Date: May 6, 2010 By: /s/ William J. Caragol
William J. Caragol
President and Chief Financial Officer
(Duly Authorized Officer and Principal Financial f@@gr)
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Exhibit Index
Exhibit
Number Description
3.1* Second Amended and Restated Certificate of Incatfmor of PositivelD Corporation filed with the Setary
of State of Delaware on December 18, 2006, as aeteod November 10, 20(
3.2 Amended and Restated By-laws of PositivelD Corponaadopted as of December 12, 2005, as amended on
March 16, 201(®)
4.1 Form of Specimen Common Stock Certific(t)
10.1* First Amendment to Development/Master Agreemenrtedlapril 22, 2010, between PositivelD Corporation
and Receptors LL(
10.2 Amended and Restated License Agreement, dated &gtz6, 2010, between PositivelD Corporation and
Receptors LLC®)
10.2 Amended and Restated Development/Master Agreerdateg February 26, 2010, between PositivelD
Corporation and Receptors LL®)
10.4 PositivelD Animal Health Corporation 2010 Flexil8&ck Plar()
10.5 Form of Restricted Stock Award Agreement underRbsitivelD Animal Health Corporation 2010 Flexible
Stock Plar(®)
10.€ Form of Non-Qualified Stock Option Award Agreementer PositivelD Animal Health Corporation 2010
Flexible Stock Plai®)
10.7 Preferred Stock Purchase Agreement, dated Apri@80, between PositivelD Corporation and Socius
Capital Group, LLC@)
10.€ Stock Purchase Agreement, dated April 28, 201Qyéen PositivelD Corporation and Socius CG ll, 12
311 Certification by Chief Executive Officer, pursudatExchange Act Rules 1-14(a) and 15-14(a)
31.2* Certification by Chief Financial Officer, pursuantExchange Act Rules 1:-14(a) and 15-14(a)
32.1* Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the SarbamxésyO
Act of 2002

*  Filed herewith
(1) Incorporated by reference to the Forn-K previously filed by PositivelD Corporation on Méx 19, 2010
(2) Incorporated by reference to the For-K previously filed by PositivelD Corporation on Ap29, 2010.
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Exhibit 3.1

CERTIFICATE OF AMENDMENT
OF
SECOND AMENDED AND RESTATED CERTIFICATE OF INCORPOR ATION
OF
VERICHIP CORPORATION

It is hereby certified that:
1. The name of the corporation (hereinafter cathed‘Corporation”) is VeriChip Corporation.

2. The Certificate of Incorporation of the Corpdawatis hereby amended by changing the Article nueadbél” so that, as
amended, said Article shall be and read as follows:

ARTICLE |
NAME

The name of the corporation is PositivelD Corpaorati

3. The Certificate of Incorporation of the Corparatis hereby amended by changing the first paggdd the Article
numbered “IV” so that, as amended, said paragréghid Article shall be and read as follows:

ARTICLE IV
CAPITALIZATION

The total number of shares of all classes of chgitek which the Corporation is authorized to &s&i75,000,000 shares,
consisting of 70,000,000 shares of common stoakyglaie $0.01 per share (th€bmmon StocK) and 5,000,000 shares
of preferred stock, par value $0.001 per shares“(Breferred StockK).

4. Pursuant to a resolution of its Board of Dioest a meeting of stockholders of the Corporatias wuly called and
held, on November 10, 2009 upon notice in accorelavith Section 222 of the General Corporation Lduhe State of
Delaware, at which meeting the necessary numbgharies as required by statute were voted in faivitreoamendments.

5. The foregoing amendments were duly adopteddéoraance with the provisions of Section 242 ofGemeral
Corporation Law of the State of Delaware.

NOW, THEREFORE, the Corporation has caused thigificate to be signed this 10th day of Novemp2009.

By: /s/ William J. Caragol
Name: William J. Caragol
Title: President and Chief Financial Officer




SECOND AMENDED AND RESTATED

CERTIFICATE OF INCORPORATION

OF

VERICHIP CORPORATION

VeriChip Corporation, a corporation organized existing under the laws of the State of Delavwftre “Corporation”),
DOES HEREBY CERTIFY AS FOLLOWS:

1. The name of the Corporation is “VeriChipr@aration.” The Corporation was originally incorpted under the name
“Surgical Identification Services, Inc.,” and theginal certificate of incorporation was filed withe Secretary of State of the
State of Delaware on November 29, 2001.

2. An Amended and Restated Certificate of tpotation (the “Amended and Restated Certificate of Incorporatiyrwas
filed with the Secretary of State of the State efdare on December 20, 2005.

2. This Second Amended and Restated Cergfiohtncorporation (‘Certificate”) has been duly adopted by the Board of
Directors and has been approved and adopted Istdbkholders of the Corporation, in accordance Bibtions 228, 242 and
245 of the General Corporation Law of the StatBefaware.

3. This Certificate restates, integrates amthér amends the provisions of the Amended antbResCertificate of
Incorporation of the Corporation.

4. The text of the Amended and Restated @eatd of Incorporation is hereby restated and ameénd read in its entirety as
follows:

ARTICLE |

NAME

The name of the corporation is VeriChip Cogtian.

ARTICLE II

PURPOSE

The purpose of the Corporation is to engagminlawful acts or activities for which corporat®omay be organized under
the General Corporation Law of the State of Delaw#ie® DGCL " ) and to possess and exercise all of the powers and
privileges granted by such law and any other lathefState of Delaware.




ARTICLE Il

REGISTERED AGENT

The street address of the registered offid®i{Corporation in the State of Delaware is 27&ht€rville Road, Suite 400, in
the City of Wilmington, County of New Castle, 198@81d the name of the Corporatismegistered agent at such address is
Company Corporation.

ARTICLE IV

CAPITALIZATION
Section 4.1 Authorized Capital Stock

The total number of shares of all classesapital stock which the Corporation is authorizedsgue is 45,000,000 shares,
consisting of 40,000,000 shares of common stoakyalae $0.01 per share (theCommon StocK ), and 5,000,000 shares of
preferred stock, par value $0.001 per share“(tAeeferred StocK ).

No holder of stock of any class or serieshef€Corporation, whether now or hereafter authoraeidsued, shall be entitled,
as a matter of right, to subscribe for or purctasgpart of any new or additional issue of stockmyf class or series
whatsoever, or of any securities convertible inibals of any class or series, or to which are atdabr with which are issued
warrants or rights to purchase any such stock, eneiow or hereafter authorized, issued or soldthdr issued for moneys,
property or services, or by way of dividend or ottise, or any right or subscription to any therexther than such, if any, as
the Board of Directors in its discretion may framé to time fix, pursuant to authority hereby caordd upon it; and any shares
of stock or convertible obligations with warrantsrights to purchase any such stock, which the 8o#&mDirectors may
determine to offer for subscription, may be solthaut being first offered to any of the holdergta# stock of the Corporation
of any class or classes or series or may, as thedBoay determine, be offered to holders of angscta classes or series of
stock exclusively or to the holders of all classeseries of stock, and if offered to more than class or series of stock, in st
proportions as between such classes or seriesak as the Board of Directors, in its discretiomynaletermine.

Effective immediately upon the date of filingthis Certificate with the Delaware Secretanbtdite, every three
(3) outstanding shares of Common Stock of the Gatmn will be combined into and automatically bexone (1) outstandi
share of Common Stock of the Corporation and thleagized shares of the Corporation shall remaiseddorth in this
Certificate. Any fractional shares that occurs assailt of the foregoing shall be rounded up or Wdwthe nearest whole
number.




Section 4.2 Preferred Stock

(a) The Preferred Stock may be issued frore tiontime in one or more classes or series. ThedBafaDirectors (the Board
") is hereby expressly authorized to provide far tbsuance of shares of Preferred Stock in oneooe lasses or series and to
establish from time to time the number of shardsetincluded in each such class or series anda tbdi designations, powers,
preferences and relative, participating, optiomal ather special rights, if any, of each such ctasseries and the qualifications,
limitations and restrictions thereof, as shall taexl in the resolution(s) adopted by the Boardiding for the issuance of such
class or series and included in a certificate sfgiwtions (a ‘Preferred Stock Designatiob) filed pursuant to the DGCL.
Without limiting the generality of the foregoindpet resolution or resolutions providing for the bilnment of any class or
series of Preferred Stock may, to the extent p&gthity law, provide that such class or series sfeiuperior to, rank equally
with or be junior to the Preferred Stock of anyesthlass or series. Except as otherwise expressiyded in the resolution or
resolutions providing for the establishment of atass or series of Preferred Stock, no vote ofhtiiders of shares of Preferred
Stock or Common Stock shall be a prerequisite édghuance of any shares of any class or serit® d¢freferred Stock
authorized by and complying with the conditiongho$é Certificate.

(b) The number of authorized shares of Prefe8tock may be increased or decreased (but nowtike number of shares
thereof then outstanding) by the affirmative vat¢he holders of a majority of the outstanding sisasf Common Stock,
without a vote of the holders of the Preferred Btot any class or series thereof, unless a voamgfsuch holders of Preferred
Stock is required pursuant to another provisiothis Certificate (including any Preferred Stock Qestion).

Section 4.3 Common Stock

(a) The holders of shares of Common StocH &leagntitled to one vote for each such share oh@on Stock held on each
matter properly submitted to the stockholders orciwkhe holders of shares of Common Stock areledtib vote. Except as
otherwise required by law or this Certificate (umting any Preferred Stock Designation), at any ahauspecial meeting of the
stockholders the holders of outstanding sharesoair@on Stock shall have the exclusive right to Wotehe election of
directors and on all other matters properly sutedito a vote of the stockholders. Notwithstandirgyforegoing, except as
otherwise required by law or this Certificate (imtihg a Preferred Stock Designation), holders ah@mn Stock shall not be
entitled to vote on any amendment to this Certiéigancluding any amendment to any Preferred SEesignation) that relates
solely to the terms of one or more outstandingsctasseries of Preferred Stock if the holders chsaffected class or series are
entitled, either separately or together with thieles of one or more other such class or seriegt®thereon pursuant to this
Certificate (including any Preferred Stock Desigrat

(b) Subject to the rights of the holders a#fErred Stock, the holders of shares of CommonkSthall be entitled to receive
such dividends and other distributions (payablesish, property or capital stock of the Corporatishgn, as and if declared
thereon by the Board from time to time out of argeds or funds of the Corporation legally availdb&refor and shall share
equally on a per share basis in such dividendsdatdbutions.
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(c) In the event of any voluntary or involumtéiquidation, dissolution or winding-up of the (pmration, and after payment
or provision for payment of the debts and othdiilies of the Corporation, and subject to théhtggof the holders of Preferred
Stock in respect thereof, the holders of shar&domfimon Stock shall be entitled to receive all #raining assets of the
Corporation available for distribution to its stbciders, ratably in proportion to the number ofreBaof Common Stock held
them.

ARTICLE V

BOARD OF DIRECTORS
Section 5.1 Board Powers

The business and affairs of the Corporaticil ¢fe managed by, or under the direction of, tbarB. In addition to the
powers and authority expressly conferred upon thar@by statute, this Certificate or the By-Law8{-Laws") of the
Corporation, the Board is hereby empowered to ésemll such powers and do all such acts and thisgaay be exercised or
done by the Corporation, subject, neverthelesthagrovisions of the DGCL, this Certificate ang &y-Laws;provided,
however, that no Bykaws hereafter adopted by the stockholders shadllitiate any prior act of the Board that would hbaeer
valid if such By-Laws had not been adopted.

Section 5.2 Number, Election and Term

(a) The number of directors of the Corporatimther than those who may be elected by the helofeone or more series of
Preferred Stock voting separately by class or sesigall be fixed from time to time exclusively tye Board pursuant to a
resolution adopted by a majority of the Whole Bodor purposes of this CertificateWWhole Board” shall mean the total
number of directors the Corporation would havéére were no vacancies.

(b) Subject to Section 5,% director shall hold office until the annual riileg for the year in which his or her term expires
and until his or her successor has been electedualdied, subject, however, to such director’'dieadeath, resignation,
retirement, disqualification or removal.

(c) Unless and except to the extent that ¢ &8wvs shall so require, the election of directoegd not be by written ballot.
(d) There shall be no cumulative voting in #hection of directors.

Section 5.3 Newly Created Directorships andaveies

Subject to Section 5,5ewly created directorships resulting from améase in the number of directors and any vacancies
on the Board resulting from death, resignationremtent, disqualification, removal or other causgyrhe filled solely by a
majority vote of the directors then in office, evieless than a quorum, or by a sole remainingadme(and not by stockholder
and any director so chosen shall hold office ferimainder of the term to which the new directigrséas added or in which
the vacancy occurred and until his or her succdsa®been elected and qualified, subject, howéwesych director’s earlier
death, resignation, retirement, disqualificatiomamoval. No decrease in the number of directonstituting the Board shall
shorten the term of any incumbent director.




Section 5.4 Removal

Subject to Section 5,%ny or all of the directors may be removed frdfice at any time, but only for cause and only bg t
affirmative vote of the holders of a majority oktbutstanding shares of capital stock of the Ceatjpmn then entitled to vote
generally in the election of directors, voting tge as a single class.

Section 5.5 Preferred Stoek Directors.

Notwithstanding any other provision of thigiéle V , and except as otherwise required by law, whenineholders of one
or more series of Preferred Stock shall have tie,rivoting separately by class or series, to elaetor more directors, the te
of office, the filling of vacancies, the removabfin office and other features of such directorsblpal be governed by the terms
of such series of Preferred Stock as set forthisi@ertificate (including any Preferred Stock Desition).

ARTICLE VI

BY-LAWS

In furtherance and not in limitation of thewers conferred upon it by law, the Board is exgdyeasthorized and empowered
to adopt, amend, alter or repeal the By-Laws. Tfigrative vote of a majority of the Whole Boardashbe required to adopt,
amend, alter or repeal the By-Laws. The stockhsldball, to the extent such power is at the timderoed on them by
applicable law, also have the power, by the afftrmeavote of the holders of a majority of the oatsling shares of capital stc
of the Corporation then entitled to vote generaillyhe election of directors, voting together asrale class, to make, alter,
amend or repeal any By-Law of the Corporation.

ARTICLE VI

MEETINGS OF STOCKHOLDERS
Section 7.1 No Action by Written Consent

Except as otherwise required by the speafims of any class or series of Preferred Stoclketfogh in the Preferred Stock
Designation with respect to such class or serigsaation required or permitted to be taken atamyual or special meeting of
stockholders may be taken only upon the vote afikdtolders at an annual or special meeting dulycedtand called in
accordance with the DGCL as amended from timemte tiand may not be taken by written consent oksétoiders without a
meeting.




Section 7.2 Meetings

Except as otherwise required by law or thengeof any one or more series of Preferred Stoaciapmeetings of
stockholders of the Corporation may be called daylghe Chairman of the Board, the Chief Executifi&c@r, the President, or
the Board pursuant to a resolution adopted by anityajof the Whole Board, and the ability of thedtholders to call a special
meeting is hereby specifically denied.

Section 7.3 Advance Notice

Advance notice of stockholder nominationstfar election of directors and of business to baigho by stockholders before
any meeting of the stockholders of the Corporasioall be given in the manner provided in the By-kaw

Section 7.4 Location

Meetings of stockholders may be held withimotside the State of Delaware, as thelBys may provide. The books of 1
Corporation may be kept (subject to any provisiontained in the statues) outside of the State ¢td\lere at such place or
places as may be designated from time to time &Bthard of Directors or in the By-Laws.

ARTICLE ViIII

LIMITED LIABILITY; INDEMNIFICATION
Section 8.1 Limitation of Personal Liability

No person who is or was a director of the Goapon shall be personally liable to the Corpamatdr any of its stockholders
for monetary damages for breach of fiduciary dghaalirector, except to the extent such exemptimm fiability or limitation
thereof is not permitted by the DGCL as the sanigt®wrr hereafter may be amended. If the DGCL isdifter amended to
authorize corporate action further limiting or dliating the liability of directors, then the liaibyl of a director to the
Corporation or its stockholders shall be limitecebminated to the fullest extent permitted by B@CL, as so amended. Any
repeal or amendment of this Section Bylthe stockholders of the Corporation or by charigdaw, or the adoption of any ot
provision of this Certificate inconsistent withgtbection 8.1wvill, unless otherwise required by law, be prospeconly (except
to the extent such amendment or change in law pethé Corporation to further limit or eliminatesthability of directors) and
shall not adversely affect any right or protectidra director of the Corporation existing at thadiof such repeal or amendm
or adoption of such inconsistent provision withpexs to acts or omissions occurring prior to swegeal or amendment or
adoption of such inconsistent provision.




Section 8.2 Indemnification

(a) Each person who is or was made a pairiy threatened to be made a party to or is otherimiggved in any threatened,
pending or completed action, suit or proceedinggtivér civil, criminal, administrative or investigat (hereinafter a “
proceeding”) by reason of the fact that he or she is or wdgector or officer of the Corporation or, whilelaector or officer
of the Corporation, is or was serving at the regjaéthe Corporation as a director, officer, emgeyr agent of another
corporation or of a partnership, joint venturestrar other enterprise, including service with exgfio an employee benefit plan
(hereinafter a ‘Covered Persori), whether the basis of such proceeding is alleggttbn in an official capacity as a director,
officer, employee or agent, or in any other caastiile serving as a director, officer, employeegent, shall be indemnified
and held harmless by the Corporation to the fubbestnt authorized or permitted by applicable lasithe same exists or may
hereafter be amended, against all expense, lighititl loss (including, without limitation, attorreyees, judgments, fines,
ERISA excise taxes and penalties and amounts paetilement) reasonably incurred or suffered lm stovered Person in
connection with such proceeding, and such riglimidemnification shall continue as to a person was teased to be a director,
officer, employee or agent and shall inure to teediit of his or her heirs, executors and admiaists;provided, however,
that, except for proceedings to enforce rightstiemnification, the Corporation shall indemnify av€red Person in connect
with a proceeding (or part thereof) initiated bglsCovered Person only if such proceeding (or thareof) was authorized by
the Board. The right to indemnification and advamest of expenses conferred by this SectiorsB&ll be a contract right and
shall include the right to be paid by the Corpanatihe expenses incurred in defending or otherpaésécipating in any such
proceeding in advance of its final dispositiontte fullest extent authorized by the DGCL as theeserists or is hereafter
amended.

(b) The rights conferred on any Covered Pelgothis_Section 8.8hall not be exclusive of any other rights whicly an
Covered Person may have or hereafter acquire Uadethis Certificate, the By-Laws, an agreementgwof stockholders or
disinterested directors, or otherwise.

(c) Any repeal or amendment of this Secticht®. the stockholders of the Corporation or by charigdaw, or the adoption
of any other provision of this Certificate incoreist with this Section 8.2will, unless otherwise required by law, be
prospective only (except to the extent such amendrechange in law permits the Corporation to piewbroader
indemnification rights on a retroactive basis tipammitted prior thereto), and will not in any waiynihish or adversely affect
any right or protection existing at the time of lsuepeal or amendment or adoption of such incasigirovision in respect of
any act or omission occurring prior to such remgamendment or adoption of such inconsistent groni

(d) This Section 8.2hall not limit the right of the Corporation, taetextent and in the manner authorized or permiiied
law, to indemnify and to advance expenses to psretrer than Covered Persons, provided, howeatrjftthe DGCL requires
or permits the payment of such expenses incurread ®gvered Person as set forth herein in advantteedinal disposition of a
proceeding, such payment shall be made only uplivedgto the Corporation of an undertaking, byoorbehalf of such
director or officer, to repay all amounts so adwhif it shall ultimately be determined that suatector of officer is not
entitled to be indemnified under this Section drentvise.

(e) The Corporation may, by action of its Bharovide indemnification and the advancementxpeases to such of the
officers, employees and agents of the Corporatimhsaich other persons serving at the request a@tigoration as officers,
employees and agents of another corporation, pahipe joint venture, limited liability companyust or other enterprise to
such extent as is permitted by the laws of theeSibDelaware as the same exists or is hereaftended and the Board shall
determine to be appropriate.




() The Corporation shall have power to pusghand maintain insurance on behalf of any perdamisvor was a director,
officer, employee or agent of the Corporation,sooii was serving at the request of the Corporatfoa director, officer,
employee or agent of another corporation, partierghint venture, limited liability company, trust other enterprise against
any expense, liability or loss incurred by suchsparin any such capacity or arising out of hisustas such, whether or not the
Corporation would have the power to indemnify spehson against such liability under Delaware law.

(9) The rights and authority conferred in tAisicle VIl shall not be exclusive of any othegit which any person may
otherwise have or hereafter acquire.

ARTICLE IX

AMENDMENT OF CERTIFICATE OF INCORPORATION

The Corporation reserves the right at any tme from time to time to amend, alter, changeepeal any provision
contained in this Certificate (including any Preéer Stock Designation), and any other provisiort@ired by the laws of the
State of Delaware at the time in force may be adaedserted, in the manner now or hereafter pileedrby this Certificate, tt
By-Laws or the DGCL; and, except as set forth iticde VIII , all rights, preferences and privileges hereirfexed upon
stockholders, directors or any other persons bypamsiuant to this Certificate in its present fomas hereafter amended are
granted subject to the right reserved in this Aatiprovided, however, that, notwithstanding any other provision of this
Certificate, and in addition to any other vote tmaty be required by law or any Preferred Stock §restion, the affirmative
vote of the holders of a majority of the voting pavef all then outstanding shares of capital sfake Corporation entitled to
vote generally in the election of directors, votingether as a single class, shall be requirednend, alter or repeal, or adopt
any provision as part of this Certificate.

ARTICLE X

SECTION 203 OF THE DGCL
The Corporation elects not to be governedédtiSn 203 of the DGCL.
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ARTICLE Xl

SECTION 102(B)(2) OF THE DGCL

Whenever a compromise or arrangement is pezpbetween this Corporation and its creditors graass of them and/or
between this Corporation and its stockholders graass of them, any court of equitable jurisdictigithin the State of
Delaware may, on the application in a summary wiahie Corporation or of any creditor or stockhaltleereof or on the
application of any receiver or receivers appoirftedhis corporation under §291 of Title 8 of thelBware Code or on the
application of trustees in dissolution or of angaiger or receivers appointed for this Corporatioder §279 of Title 8 of the
Delaware Code order a meeting of the creditordamsoof creditors, and/or of the stockholders as€lof stockholders of this
Corporation, as the case may be, to be summorgeatlnmanner as the said court directs. If a mgjorihumber representing
threefourths in value of the creditors or class of ctedi, and/or of the stockholders or class of stolddrs of this Corporatio
as the case may be, agree to any compromise agameent and to any reorganization of this Corponagis consequence of
such compromise or arrangement, the said comprasniggangement and the said reorganization shalinctioned by the
court to which the said application has been mbhddinding on all the creditors or class of craditand/or on all the
stockholders or class of stockholders, of this Goapon, as the case may be, and also on this Catipn.

IN WITNESS WHEREOF, VeriChip Corporation hasised this Certificate to be duly executed in ésia and on its behalf
by its Chief Executive Officer this 18th day of 2asber, 2006.

VERICHIP CORPORATION

By: /s/ Scott R. Silverman
Scott R. Silverman, Chief Executive Offic




VERICHIP CORPORATION

CERTIFICATE OF DESIGNATIONS OF PREFERENCES,
RIGHTS AND LIMITATIONS
OF
SERIES A PREFERRED STOCK

The undersigned, Scott R. Silverman and Williar@aragol hereby certify that:

1. They are the Chief Executive Officer andidg Chief Financial Officer, respectively, of VEhip Corporation, a
Delaware corporation (the_* Corporatityn

2. The Corporation is authorized to issue 8,000 shares of preferred stock, none of whicheshare issued and
outstanding.

3. The following resolutions were duly adopbsdthe Board of Directors:

WHEREAS, the Certificate of Incorporation b&tCorporation provides for a class of its authextigtock known as prefert
stock, comprised of 5,000,000 shares, $0.001 daevyzer share (the “ Preferred Stdpkissuable from time to time in one or
more series;

WHEREAS, the Board of Directors of the Corgimna is authorized to fix the dividend rights, dlend rate, voting rights,
conversion rights, rights and terms of redemptiod liguidation preferences of any wholly unissuedes of Preferred Stock
and the number of shares constituting any Seriaadithe designation thereof, of any of them; and

WHEREAS, it is the desire of the Board of Rias of the Corporation, pursuant to its authoayaforesaid, to fix the
rights, preferences, restrictions and other mattdeding to a series of Preferred Stock, whicHIstmnsist of up to 2,000 shares
of the Preferred Stock which the Corporation hasaihthority to issue, as follows:

NOW, THEREFORE, BE IT RESOLVED, that the BoafdDirectors does hereby provide for the issuarfce series of
Preferred Stock for cash or exchange of other gamyrrights or property and does hereby fix aatednine the rights,
preferences, restrictions and other matters rgjatirsuch series of Preferred Stock as follows:

TERMS OF PREFERRED STOCK

1. Designation, Amount and Par Valughe series of Preferred Stock shall be desigreddtie Corporation’s Series A
Preferred Stock (the “ Series A Preferred Sthand the number of shares so designated sh&|af0, which shall not be
subject to increase without any consent of thedrslof the Series A Preferred Stock (each a “ Hdlémd collectively, the “
Holders”) as required by applicable law. Each share ofeSeh Preferred Stock shall have a par value dd@&Dper share.

2. Ranking and VotingThe Series A Preferred Stock shall, with respeecights upon liquidation, winding-up or
dissolution, rank:




a. senior to the Corporation’s commortiktpar value $0.01 per share (* Common StYcknd any other class or series
of Preferred Stock of the Corporation (collectivetygether with any warrants, rights, calls or ops exercisable for or
convertible into such Preferred Stock, the “ Judbares); and

b. junior to all existing and future indedness of the Corporation.

Except as required by applicable law, the éaldf shares of Series A Preferred Stock will haveight to vote on any
matters, questions or proceedings of this Corpamaticluding, without limitation, the election ofrectors.

3. Dividends and Other Distribution€ommencing on the first anniversary of the ddtihe issuance of any such shares of
Series A Preferred Stock (each respectively asuddace Dat#), Holders of Series A Preferred Stock shall be exttitb receiv
dividends on each outstanding share of Series fePesl Stock (“ Dividend$), which shall accrue in shares of Series A
Preferred Stock at a rate equal to 10.0% per arfremrmthe Issuance Date. Accrued Dividends shapdeable annually on the
anniversary of the Issuance Date. No dividend diepayable with respect to shares of Series AeRef Stock that are
redeemed for cash or converted into shares of CanBtack prior to the first anniversary of the IsstmDate with respect to
such shares.

a. Any calculation of the amount of siikidends payable pursuant to the provisions of Section Zhall be made
based on a 365-day year and on the number of d4yslly elapsed during the applicable calendartguacompounded
annually.

b. So long as any shares of Series Aebed Stock are outstanding, no dividends or afietributions will be paid,
declared or set apart with respect to any Juniar€sh The Common Stock shall not be redeemed WiglSeries A Preferred
Stock is outstanding.

4. Conversion
a. Mechanics of Conversion.

(i) Subject to the terms and comdiis hereof, one or more of the Series A Prefertedk3may be converted into she
of Common Stock, at any time or times on or aftert ot before) the six-month anniversary of ttseiéce date of such
Series A Preferred Stock, at the option of Holdethe Company, by (i) if at the option of Holdeeliglery of a written notice to
the Company, in the form attached hereto as ExAitit(the “ Holder Conversion Notic, of the Holder’s election to convert
the Series A Preferred Stock, or (ii) if at theioptof the Company, delivery of a written noticeHolder, in the form attached
hereto as Exhibit 2 (the “ Company Conversion Noti¢eand, with the Holder Conversion Notice, each@ghversion Notice
"), of the Company’s election to convert the SeAeBreferred Stock. On the same Trading Day on wthie Company has
received the Holder Conversion Notice or issueddbmpany Conversion Notice (as the case may b&PB0 a.m. Eastern
time, or the following Trading Day if received afich time or on a nofrading Day, the Company shall transmit by facs#
or electronic mail an acknowledgment of confirmataf receipt of the Holder Conversion Notice oussce of the Company
Conversion Notice to the Holder and the Compangsdfer agent (the “ Transfer Agéhtand shall authorize the credit by the
Transfer Agent of such aggregate number of ConwerShares to which the Holder is entitled purstausuch Conversion
Notice to Holde's or its designee’s balance account with The DigpgsTrust Company (DTC) Fast Automated Securities
Transfer (FAST) Program, through its Deposit/Withalal at Custodian (DWAC) system, time being oféksence.
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(ii) No fractional shares of Comn®tock are to be issued upon conversion of SeriBseferred Stock, but rather the
Company shall issue to Holder scrip or warrantegistered form (certificated or uncertificated)ighhshall entitle Holder to
receive a full share upon the surrender of sudp scrwarrants aggregating a full share.

(iii) The Holder shall not be recpdrto deliver the original certificates for the iBerA Preferred Stock in order to
effect a conversion hereunder.

(iv) The Company shall pay any atidaxes which may be payable with respect to #seance and delivery of
Conversion Shares to Holder.

b. Company Conversiomn the event of a conversion of any Series Aé&refl Stock pursuant to a Company Conversion
Notice, the Company shall issue to the Holder ahsberies A Preferred Stock a number of ConverSiwares equal to (x) tt
Series A Liquidation Value multiplied by) the number of such Series A Preferred Stoclestito the Company Conversion
Noticedivided by(z) the Conversion Price with respect to such Seki€referred Stock. If the Company exercises this
conversion option with respect to any Series Ad&refl Stock (other than Series A Preferred Staaakeid as a dividend with
respect to Series A Preferred Stock) prior to theth anniversary of the issuance of such shanes, it addition to the
Conversion Shares to be issued in accordance métpreceding sentence, the Company shall pay tolsalder an additional
number of Conversion Shares equal to the followity respect to such converted Series A PrefertedkJother than Series
Preferred Stock issued as a dividend with respeSeties A Preferred Stock): (i) 35% of the Coniers$Shares issuable in
respect of such Series A Preferred Stock (other 8exies A Preferred Stock issued as a dividenl rggpect to Series A
Preferred Stock) if converted after the six-momnthigersary of the Issuance Date but prior to the finniversary of the
Issuance Date, (ii) 27% of the Conversion Shamasisle in respect of such Series A Preferred Smitler than Series A
Preferred Stock issued as a dividend with respeSeties A Preferred Stock) if converted on orratfie first anniversary but
prior to the second anniversary of the Issuance [{aif) 18% of the Conversion Shares issuableespect of such Series A
Preferred Stock (other than Series A PreferredkStsued as a dividend with respect to Series Aefed Stock) if converted
on or after the second anniversary but prior tattivel anniversary of the Issuance Date, and (#6)c the Conversion Shares
issuable in respect of such Series A PreferredkStmber than Series A Preferred Stock issueddigidend with respect to
Series A Preferred Stock) if converted on or dtfterthird anniversary but prior to the fourth aramsary of the Issuance Date.

c. Holder Conversiarin the event of a conversion of any Series A&refl Stock pursuant to an Holder Conversion
Notice, the Company shall issue to the Holder chsberies A Preferred Stock a number of ConverStures equal to (x) t
Series A Liquidation Value multiplied by) the number of such Series A Preferred Stockestilto the Company Conversion
Noticedivided by(z) the Conversion Price with respect to such Seki€referred Stock.
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d. If the Company at any time on or after date of issuance of any Preferred Stock sideiyby any stock split, stock
dividend, recapitalization or otherwise) one or enolasses of its outstanding shares of Common Stéela greater number of
shares, the Conversion Price in effect immediagteilyr to such subdivision will be proportionategduced and the number of
Conversion Shares will be proportionately increasieithe Company at any time on or after such isseadate combines (by
combination, reverse stock split or otherwise) onmore classes of its outstanding shares of Confdtock into a smaller
number of shares, the Conversion Price in effeatédiately prior to such combination will be propamngately increased and t
number of Conversion Shares will be proportionatidgreased. Any adjustment under this SectiosHatl become effective at
the close of business on the date the subdivisi@ombination becomes effective.

e. In addition to any adjustments purstasection 4.d at any time the Company grants, issues or s&ljsOptions,
Convertible Securities or rights to purchase stegkrants, securities or other property pro ratéhéorecord holders of any cli
of shares of Common Stock (the " Purchase Righthien Holder will be entitled to acquire, updretterms applicable to such
Purchase Rights, the aggregate Purchase Rights oicler could have acquired if Holder had heldriibenber of shares of
Common Stock acquirable upon conversion of allétrefl Stock held by Holder immediately before thtedn which a record
is taken for the grant, issuance or sale of suchHise Rights, or, if no such record is takengttte as of which the record
holders of shares of Common Stock are to be deteafior the grant, issue or sale of such Purchaga®R

f. Definitions For purposes of this Section 4, the followingrtershall have the following meanings:

(i) The “ Conversion Pri¢eneans a price per share equal to the ClosingPBick of a share of Common Stock on the
Trading Day immediately preceding the date of thgliaable Tranche Notice Date, subject to adjustrherein.

(i) “_Conversion Sharésneans the shares of Common Stock issuable upavecsion of Series A Preferred Stock.

(iii) The “ Closing Bid Pricemeans, for any security as of any date, thedlsting bid price for such security on the
Trading Market, as reported by Bloomberg, or, & frading Market begins to operate on an extendedstbasis and does not
designate the closing bid price, then the lastbick of such security prior to 4:00 p.m., Eastiéme, as reported by Bloombe
or, if the Trading Market is not the principal setias exchange or trading market for such secuifity last closing bid price of
such security on the principal securities exchargeading market where such security is listettaded as reported by
Bloomberg, or if the foregoing do not apply, thstlelosing bid price of such security in the ovse-tounter market on the
electronic bulletin board for such security as ré&gb by Bloomberg, or, if no closing bid price &ported for such security by
Bloomberg, the average of the bid prices of anyketamakers for such security as reported in theKgheets” by Pink Sheets
LLC (formerly the National Quotation Bureau, Indf)the Closing Bid Price cannot be calculateddaecurity on a particular
date on any of the foregoing bases, the ClosingPBick of such security on such date shall beahenfarket value as mutually
determined by the Company and the holder.




(iv) A “ Trading Day means any day on which the Common Stock is tramtethe Trading Market; provided that it
shall not include any day on which the Common Siedl) scheduled to trade for less than 5 hourfy)ssuspended from
trading.

(v) The “ Trading Mark&tmeans the OTC Bulletin Board, the NASDAQ Caph#drket, the NASDAQ Global
Market, the NASDAQ Global Select Market, the NYSE@&X, or the New York Stock Exchange, whichevet iha time the
principal trading exchange or market for the CommBtack, but does not include the Pink Sheets idéader electronic
guotation and trading system.

(vi) A “_Tranche Notice Datewith respect to a Series A Preferred Share shakn the Tranche Notice Date
established for the issuance of such Series A Reef&tock under the stock purchase agreementgmirsuwhich such
Series A Preferred Share was issued to the Hdhéeedf.

g. Failure to Timely Deliver Conversioh&gBes. If the Company shall fail (through no fault of lder) to timely authorize
the credit of the Holder’s balance account with Di6€such number of Conversion Shares to whichHblkeler is entitled
pursuant to a Conversion Notice, then, in additmall other remedies available to Holder, the Camypshall, subject to the
availability of lawful funds therefor, pay in caghHolder on each day that the issuance of suclv&sion Shares is not timely
effected an amount equal to 1.5% of the produ¢apthe sum of the number of Conversion Sharedssoted to Holder on a
timely basis and to which Holder is entitled and {8z Closing Bid Price of the shares of Commorcistin the Trading Day
immediately preceding the last possible date wttiehCompany could have issued such Conversion Shaidolder without
violating any other restrictions on the issuanc€onversion Shares to the Holder, including thedoing clause (h) below. In
addition to the foregoing, if after the Companyéseipt of the applicable conversion delivery docota¢he Company shall fail
(through no fault of Holder) to timely authorizeetbredit of the Holder’s balance account with DBEthe number of
Conversion Shares to which the Holder is entitlpdruthe Holder’s exercise hereunder, and the Hgderhases (in an open
market transaction or otherwise) shares of ComntookSo deliver in satisfaction of a sale by thddéo of Conversion Shares
issuable upon such exercise that the Holder aatieipreceiving from the Company, then the Compéajl,awvithin one
Trading Day after the Holder’s request and in tloéddr’s discretion, either (i) pay cash, subjedhi® availability of lawful
funds therefor, to the Holder in an amount equah&Holder’s total purchase price (including bmalgee commissions, if any)
for the shares of Common Stock so purchased (Big/“In Price”), at which point the Company’s obligation to citezlich
Holder’s balance account with DTC for the numbe€ohversion Shares to which the Holder is entitipdn the Holder’s
exercise hereunder and to issue such Conversiae$hhall terminate, or (ii) promptly honor itsiglation to credit such
Holder’s balance account with DTC for the numbe€ohversion Shares to which the Holder is entitipdn the Holder’s
exercise hereunder and pay cash, subject to thkalality of lawful funds therefor, to the Holden ian amount equal to the
excess (if any) of the Buy-In Price over the prddufdA) such number of shares of Common Stock sgltHolder in
satisfaction of its obligations, times (B) the GiasBid Price on the date of exercise.
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h. Conversion LimitationNotwithstanding any other provision in this Agment, at no time may the Company or Hol
deliver a Conversion Notice if the number of Cosien Shares to be received pursuant to such Caondxetice, aggregated
with all other shares of Common Stock then beredfici{or deemed beneficially) owned by Holder, wbubsult in Holder
owning, on the date of delivery of the Conversiatibe, more than 9.99% of all Common Stock outstamnds determined in
accordance with Section 13(d) of the Exchange Adttae rules and regulations promulgated thereuhdeddition, as of any
date, the aggregate number of shares of Commok Btimcwhich the Preferred Stock are convertibléhimi 61 days, together
with all other shares of Common Stock then beragfici{or deemed beneficially) owned (as determipecsuant to Rule 13d-3
under the Exchange Act) by Holder and its affilkatas such term is defined in Rule 12b-2 undeEttehange Act), shall not
exceed 9.99% of the total outstanding shares ofr@@mStock as of such date.

i._Disputes In the case of a dispute as to the determinatidhe Conversion Price or the arithmetic calcolatf the
number of Conversion Shares issued or issuableiheéee, the Company shall promptly issue to Holderrtumber of
Conversion Shares that are not disputed and resabledispute as follows. The Company shall subimeidisputed
determinations or arithmetic calculations via fat or electronic mail within two (2) Trading Dag$ delivery of the
Conversion Notice giving rise to such dispute lesdase may be, to Holder. If Holder and the Com@ae unable to agree
upon such determination or calculation of the Caosie& Price or the number of Conversion Sharesimitiree (3) Trading
Days of such disputed determination or arithmedicwation being submitted to Holder, then the Campshall, within two
(2) Trading Days, submit via facsimile or electiomail (a) the disputed determination of the Coswer Price or arithmetic
calculation to an independent, reputable investrbank or independent registered public accouniimg $elected by Holder
subject to the Company’s approval, which may notitx@asonably withheld or delayed, or (b) the dispuarithmetic
calculation to the Company’s independent registerdilic accounting firm. The Company shall causiésagxpense the
investment bank or the accountant, as the casebmap perform the determinations or calculatiomd motify the Company al
Holder of the results no later than three (3) Tmgddays from the time it receives the disputed meigations or calculations.
Such investment bank’s or accountant’s determinaiiocalculation, as the case may be, shall bergnapon all parties absent
demonstrable error.

5. Liguidation

a. Upon any liquidation, dissolution anding up of the Corporation, whether voluntaryiroroluntary, after payment or
provision for payment of debts and other liabiitaf the Corporation, before any distribution oympant shall be made to the
holders of any Junior Shares by reason of theiravship thereof, the Holders of Series A PreferretiSshall first be entitled
to be paid out of the assets of the Corporatioilae for distribution to its stockholders an ambwith respect to each share
of Series A Preferred Stock equal to $10,00@the “ Series A Liguidation Valu®. If, upon any liquidation, dissolution or
winding up of the Corporation, whether voluntaryiroroluntary, the amounts payable with respech#ghares of Series A
Preferred Stock are not paid in full, the holddrstmres of Series A Preferred Stock shall shaselBgand ratably in any
distribution of assets of the Corporation in prdjmor to the liquidation preference to which eacbisholder is entitled.

6




b. After payment has been made to thelétslof the Series A Preferred Stock of the fulbant of the Series A
Liquidation Value, any remaining assets of the @oafion shall be distributed among the holdersefdunior Shares in
accordance with the Corporation’s Certificates eSIgnations and Certificate of Incorporation.

c. If, upon any liquidation, dissolutionwinding up of the Corporation, the assets of@oeporation shall be insufficient
to make payment in full to all Holders, then suskeds shall be distributed among the Holders dirtee outstanding, ratably in
proportion to the full amounts to which they wouoltherwise be respectively entitled.

6. RedemptionThe Company may redeem, for cash, any or ah®Qeries A Preferred Stock at any time at themgtien
price per share equal to the Series A Liquidatiatu¥, plus any accrued but unpaid dividends wisipeet to such shares of
Series A Preferred Stock (the “ Redemption Ptjc# the Company exercises this redemption optioth respect to any
Series A Preferred Stock (other than shares oeSéiPreferred Stock issued as a dividend withaetsjp shares of Series A
Preferred Stock) prior to the fourth anniversaryhef issuance of such shares, then in additionetdRedemption Price, the
Company shall pay to holder a make-whole pricespare equal to the following with respect to suedeemed shares (other
than shares of Series A Preferred Stock issueddagdend with respect to shares of Series A PreteBtock): (i) 35% of the
Series A Liquidation Value if redeemed prior to fhist anniversary of the Issuance Date, (ii) 27Pthe Series A Liquidation
Value if redeemed on or after the first anniverdauyprior to the second anniversary of the Issadbate, (iii) 18% of the
Series A Liquidation Value if redeemed on or after second anniversary but prior to the third aarsary of the Issuance De
and (iv) 9% of the Series A Liquidation Value ifleemed on or after the third anniversary but gdahe fourth anniversary of
the Issuance Date.

7. Transferability The Series A Preferred Stock may only be sothdferred, assigned, pledged or otherwise dispafsgd
Transfer”) in accordance with state and federal securltes. The Corporation shall keep at its princigféite, or at the
offices of the Transfer Agent, a register of thei&eA Preferred Stock. Upon the surrender of anifecate representing
Series A Preferred Stock at such place, the Cotiporaat the request of the record Holder of suattificate, shall execute and
deliver (at the Corporation’s expense) a new dedti¢ or certificates in exchange therefor repreéisgiin the aggregate the
number of shares represented by the surrendergficede. Each such new certificate shall be regid in such name and shall
represent such number of shares as is requestib@ iblolder of the surrendered certificate and dimbubstantially identical in
form to the surrendered certificate.

8. Miscellaneous

a. NoticesAny and all notices to the Corporation shall ddrassed to the CorporatienChief Executive Officer or Chi
Financial Officer at the Corporation’s principahpé of business on file with the Secretary of Statbe State of Delaware.
Any and all notices




or other communications or deliveries to be proditg the Corporation to any Holder hereunder db&ih writing and
delivered personally, by facsimile, sent by a nally recognized overnight courier service addrédseesach Holder at the
facsimile telephone number or address of such Hadpearing on the books of the Corporation, aoituch facsimile
telephone number or address appears, at the mlmiare of business of the Holder. Any notice thieo communication or
deliveries hereunder shall be deemed given andtaféeon the earliest of (i) the date of transnuasif such notice or
communication is delivered via facsimile at thesfatle telephone number specified in this sectioargo 5:30 p.m. Eastern
time, (ii) the date after the date of transmissibaiich notice or communication is delivered \aadimile at the facsimile
telephone number specified in this section latants:30 p.m. but prior to 11:59 p.m. Eastern timesach date, (iii) the second
business day following the date of mailing, if seypnationally recognized overnight courier seryime(iv) upon actual receipt
by the party to whom such notice is required tgiven.

b. Lost or Mutilated Preferred Stock @edte . Upon receipt of evidence reasonably satisfadimithe Corporation (an
affidavit of the registered Holder shall be satisay) of the ownership and the loss, theft, dediom or mutilation of any
certificate evidencing shares of Series A Prefe8txatk, and in the case of any such loss, thalestruction upon receipt of
indemnity reasonably satisfactory to the Corporafjmrovided that if the Holder is a financial itgtion or other institutional
investor its own agreement shall be satisfactoryy the case of any such mutilation upon surredeuch certificate, the
Corporation shall, at its expense, execute andeleiln lieu of such certificate a new certificafdike kind representing the
number of shares of such series represented byissigistolen, destroyed or mutilated certificatel dated the date of such Ic
stolen, destroyed or mutilated certificate.

c. HeadingsThe headings contained herein are for convenienlye do not constitute a part of this Certificafe
Designations and shall not be deemed to limit facafany of the provisions hereof.

RESOLVED, FURTHER, that the chairman, chied@xtive officer, president, chief financial officer any vice-president,
and the secretary or any assistant secretaryedEtiporation be and they hereby are authorizedl&adted to prepare and file
a Certificate of Designations of Preferences, Rigimtd Limitations of Series A Preferred Stock inordance with the foregoil
resolution and the provisions of Delaware law.




IN WITNESS WHEREOF, the undersigned have etextthis Certificate this 29th day of September®00

By: /sl Scott R. Silverma

Name Scott R. Silvermal
Title:  Chief Executive Office

By: /s/ William J. Caragc

Name William J. Carago
Title:  Acting Chief Financial Office




Exhibit A-1
Form of Investor Conversion Notice

INVESTOR CONVERSION NOTICE

The undersigned hereby exercises the rightitohase shares of Common Stock (V&@sion Share of
VeriChip Corporation, a Delaware corporation (* Gmany”), upon conversion of shares of S&xi®referred
Stock. Capitalized terms used herein and not otiserdefined shall have the respective meaning®sétin the Convertible
Preferred Stock Purchase Agreement dated Septe2@b2009, by and between the Company and the lowesferred to
therein.

Unless otherwise instructed by the holder Gbenpany will issue said shares in electronic ftorthe Deposit/Withdrawal
Custodian (DWAC) account of the holder with DepasitTrust Company (DTC) pursuant to account infdiorapreviously
provided to Company by the holder.

By:
Name
Title:




Exhibit A-2

Form of Company Conversion Notice

VeriChip Corporation, a Delaware corporatib@€ompany”) hereby exercises the right to cause the purcbise
shares of its Common St Conversion Sharey, upon conversion of shares of Sekie
Preferred Stock of the Company held by the holderetof. Capitalized terms used herein and not wikerdefined shall have
the respective meanings set forth in the Converfitseferred Stock Purchase Agreement dated Sept@®p2009, by and
between the Company and the Investor referredeiceii.

Unless otherwise instructed by the holder,Goenpany will issue said shares in electronic ftorthe Deposit/Withdrawal
Custodian (DWAC) account of the holder with DepasitTrust Company (DTC) pursuant to account infdiorapreviously
provided to Company by the holder.

VERICHIP CORPORATION
By:

Name
Title:




POSITIVEID CORPORATION

CERTIFICATE OF DESIGNATIONS
OF PREFERENCES, RIGHTS AND LIMITATIONS
OF
SERIES B PREFERRED STOCK

The undersigned, Scott R. Silverman and Williar@dragol hereby certify that:

1. They are the Chief Executive Officer and Prasided Chief Financial Officer, respectively, ofsRivelD Corporation,
a Delaware corporation (the “ Corporatiyn

2. The Corporation is authorized to issue 5,0008}0es of preferred stock.
3. The following resolutions were duly adopted by Board of Directors:

WHEREAS, the Certificate of Incorporation of ther@oration provides for a class of its authorizestktknown as
preferred stock, comprised of 5,000,000 share§080par value per share (the “ Preferred Stpcissuable from time to time
in one or more series, of which 2,000 shares haa@qusly been designed as Series A Preferred Stattk 462 shares of
Series A Preferred Stock currently issued and antbhg;

WHEREAS, the Board of Directors of the Corporatisauthorized to fix the dividend rights, dividerade, voting rights,
conversion rights, rights and terms of redemptioa liquidation preferences of any wholly unissuedes of Preferred Stock
and the number of shares constituting any seridsrendesignation thereof, of any of them; and

WHEREAS, it is the desire of the Board of Directofghe Corporation, pursuant to its authority Bwesaid, to fix the
rights, preferences, restrictions and other mattdeding to a series of Preferred Stock, whicHIslmnsist of up to 1,600 shares
of the Preferred Stock which the Corporation hasahthority to issue, with face value of $10,00(pb80share, as follows:

NOW, THEREFORE, BE IT RESOLVED, that the Board afdators does hereby provide for the issuancesafris of
Preferred Stock for cash or exchange of other gamyrrights or property and does hereby fix aatednine the rights,
preferences, restrictions and other matters regjatirsuch series of Preferred Stock as follows:

TERMS OF PREFERRED STOCK

1. Designation, Amount and Par Valu€he series of Preferred Stock shall be desigredetie Corporation’s Series B
Preferred Stock (the “ Series B Preferred St9and the number of shares so designated shdl|gg® (which shall not be
subject to increase without any consent of thedrslof the Series B Preferred Stock (each a “ Hdlded collectively, the “
Holders”) that may be required by applicable law. Eachrsltd Series B Preferred Stock shall have a parevaf $0.001 per
share.




2. Ranking and Voting

a. Ranking The Series B Preferred Stock shall, with respedividend rights and rights upon liquidation, wiing-
up or dissolution, rank: (i) senior to the Corpamats common stock, par value $0.01 per share (h@on StockK), and any
other class or series of preferred stock of thep@@tion except as set forth in clause (ii) beloalléctively, together with any
warrants, rights, calls or options exercisabledioconvertible into such Preferred Stock, the “iduSecurities’); and (ii) junior
to the Series A Preferred Stock and all existing farure indebtedness of the Corporation (the “i@eBecurities).

b. Voting. Except as required by applicable law or as st fleerein, the holders of shares of Series B kede
Stock will have no right to vote on any mattersgsfions or proceedings of this Corporation inclgdimithout limitation, the
election of directors.

3. Dividends and Other Distribution€ommencing on the date of the issuance of anly shiares of Series B Preferred
Stock (each respectively an “ Issuance Dgtélolders of Series B Preferred Stock shall btled to receive annual dividends
on each outstanding share of Series B Preferrazk$t@ividends”), which shall accrue in shares of Series B Pref&Stock
at a rate equal to 10.0per annum from the Issuance Date. Accrued Dividehdd be payable upon redemption of the Seri
Preferred Stock in accordance with Sectian 6

a. Any calculation of the amount of such Dividepdyable pursuant to the provisions of this Sec3ishall be made
based on a 365-day year and on the number of dayally elapsed during the applicable period, conmgied annually.

b. So long as any shares of Series A Preferreck@t@coutstanding, no dividends or other distridmsi will be paid,
declared or set apart with respect to the SeriBseBerred Stock or any Junior Securities.

4. Protective ProvisionSo long as any shares of Series B Preferred St@ckutstanding, the Corporation shall not,
without the affirmative approval of the Holdersaomajority of the shares of the Series B Prefe®tdk then outstanding
(voting as a class) where such vote is requiredfdpficable law: (a) alter or change adversely theays, preferences or rights
given to the Series B Preferred Stock or altemoerad this Certificate of Designations, (b) autheigz create any class of stock
ranking as to distribution of assets upon a ligtiasenior to or otherwise pari passu with thae3eB Preferred Stock,

(c) amend its certificate of incorporation or otlbearter documents in breach of any of the prousieereof, (d) increase the
authorized number of shares of Series B PreferteckSor (e) liquidate, dissolve or wind-up the iness and affairs of the
Corporation, or effect any Deemed Liquidation Ev@st defined below).

a. A “ Deemed Liquidation Everfitshall mean: (i) a merger or consolidation in whitbe Corporation is a constituent
party or a subsidiary of the Corporation is a citunsht party and the Corporation issues shareis afipital stock pursuant to
such merger or consolidation, except any such mengeonsolidation involving the Corporation orubsidiary in which the
shares of capital stock of the Corporation outstamanmediately prior to such merger or consolidattontinue to represent,
are converted into or exchanged for shares of alagiivck that represent, immediately following suaérger or consolidation,
least a majority, by voting power, of the capitalck of the surviving or resulting corporation bthe surviving or resulting
corporation is a wholly owned subsidiary of anotbetporation immediately following such merger onsolidation, the parent
corporation of such surviving or resulting corparat or (ii) the sale, lease, transfer, exclusieense or other disposition, in a
single transaction or series of related transastiby the Corporation or any subsidiary of the ©aaion of all or substantially
all the assets of the Corporation and its subsaidaken as a whole, or the sale or dispositidreftier by merger or otherwise)
of one or more subsidiaries of the Corporatiorubistantially all of the assets of the Corporatiod #s subsidiaries taken as a
whole are held by such subsidiary or subsidiaggsept where such sale, lease, transfer, excllisemse or other disposition
to a wholly-owned subsidiary of the Corporation.




b. The Corporation shall not have the power toatffeDeemed Liquidation Event referred to in Sec¢a)unless
the agreement or plan of merger or consolidatiorsfich transaction provides that the consideratayable to the stockholders
of the Corporation shall be allocated among theéasl of capital stock of the Corporation in accamawith_Section 5

5. Liquidation.

a. Upon any liquidation, dissolution or winding ofpthe Corporation, whether voluntary or involuteafter paymer
or provision for payment of debts and other lidigi of the Corporation and any liquidation prefiees to the Senior Securiti
before any distribution or payment shall be madg¢oholders of any Junior Securities by reasahef ownership thereof, the
Holders of Series B Preferred Stock shall firsehétled to be paid out of the assets of the Cafimm available for distribution
to its stockholders an amount with respect to @athtanding share of Series B Preferred Stock e¢qu#l0,000.00 (the “
Original Series B Issue Pri¢g plus any accrued but unpaid Dividends theremiléctively, the “ Series B Liguidation Value
). If, upon any liquidation, dissolution or windjrup of the Corporation, whether voluntary or imrghry, the amounts payable
with respect to the shares of Series B PreferredkSire not paid in full, the holders of shareSefies B Preferred Stock shall
share equally and ratably in any distribution afeds of the Corporation in proportion to the liqtidn preference and an
amount equal to all accumulated and unpaid Divideridny, to which each such holder is entitled.

b. After payment has been made to the HolderseoStries B Preferred Stock of the full amount ef $teries B
Liguidation Value, any remaining assets of the ©caion shall be distributed among the holdershef@orporation’s Junior
Securities in accordance with the Corporation’stifesites of Designations and Certificate of Inamngttion.

c. If, upon any liquidation, dissolution or winding of the Corporation, the assets of the Corpamaghall be
insufficient to make payment in full to all Holdethen such assets shall be distributed among tteeks at the time
outstanding, ratably in proportion to the full amtaito which they would otherwise be respectivelitied.




6. Redemption

a. Corporatiors Redemption OptionUpon or after the fourth anniversary of the alitssuance Date, the
Corporation shall have the right, at the Corpordsi@ption, to redeem all or a portion of the ssasESeries B Preferred Stock,
at a price per share equal to 100% of the Seriegjidation Value (the “ Corporation Redemptionderi).

b. Early RedemptionPrior to redemption pursuant to Section $@)eof, the Corporation shall have the right, at th
Corporation’s option, to redeem all or a portiorttef shares of Series B Preferred Stock, at a pacshare equal to the
Corporation Redemption Price plus: (i) 35% of tleei& B Liquidation Value if redeemed prior to fhiet anniversary of the
Issuance Date, (ii) 27% of the Series B Liquidatéaiue if redeemed on or after the first anniveydart prior to the second
anniversary of the Issuance Date, (iii) 18% of $tagies B Liquidation Value if redeemed on or after second anniversary but
prior to the third anniversary of the Issuance Datwl (iv) 9% of the Series B Liquidation Valueéleemed on or after the
third anniversary but prior to the fourth anniveysaf the Issuance Date.

c. Mandatory Redemptioff.the Corporation determines to liquidate, disgobr wind-up its business and affairs, or
effect any Deemed Liquidation Event, the Corporasball redeem the Series B Preferred Stock attnporation Redemption
Price (plus the premium for early redemption sethfin Section 6(babove if applicable).

d. Mechanics of Redemptiorif the Corporation elects to redeem any of thédelis’ Series B Preferred Stock then
outstanding, it shall do so by delivering writtestine thereof via facsimile and overnight courieNftice of Redemption at
Option of Corporatiori) to each Holder, which Notice of Redemption atti@p of Corporation shall indicate (A) the numbér o
shares of Series B Preferred Stock that the Cotipares electing to redeem and (B) the CorporaReniemption Price (plus the
premium for early redemption pursuant to Sectidn) B(@pplicable).

e. Payment of Redemption Pricgpon receipt by any Holder of a Notice of Reddprpat Option of Corporation,
such Holder shall promptly submit to the Corponatsnich Holder’'s Series B Preferred Stock certifisat/pon receipt of such
Holder’s Series B Preferred Stock certificates,@logporation shall pay the Corporation RedemptiooeR(plus the premium
for early redemption pursuant to Section 6fl@pplicable), to such Holder, at the Corporatssble option either (i) in cash, or
(i) by offset against any outstanding note paydimen Holder or its affiliates to the Corporatidrat was issued by Holder or
affiliates.

7. Transferability. The Series B Preferred Stock may only be sadahsfierred, assigned, pledged or otherwise dispafsed
(* Transfer”) in accordance with state and federal securlies. The Corporation shall keep at its princigdéice, or at the
offices of the transfer agent, a register of theeSeB Preferred Stock. In connection with any stahsfer, upon the surrender
of any certificate representing Series B PrefeBtatk at such place, the Corporation, at the raqfdhe record Holder of suu
certificate, shall execute and deliver (at the ©@oafion’s expense) a new certificate or certifisdteexchange therefor
representing in the aggregate the number of shapessented by the surrendered certificate. Eacih isew certificate shall be
registered in such name and shall represent sunbeof shares as is requested by the Holder dfuhendered certificate a
shall be substantially identical in form to thersmdered certificate.




8. Miscellaneous

a. Notices Any and all notices to the Corporation shall ddraessed to the Corporation’s President or Chief
Executive Officer at the Corporation’s principahpé of business on file with the Secretary of Stathe State of Delaware.
Any and all notices or other communications ordeies to be provided by the Corporation to anyddohereunder shall be in
writing and delivered personally, by facsimile, sy a nationally recognized overnight courier ssaddressed to each
Holder at the facsimile telephone number or addoéssich Holder appearing on the books of the Catam, or if no such
facsimile telephone number or address appearsegirincipal place of business of the Holder. Antige or other
communication or deliveries hereunder shall be @ekgiven and effective on the earliest of (i) théedof transmission, if such
notice or communication is delivered via facsinaitehe facsimile telephone number specified in 8gstion 8rior to 5:30
p.m. Eastern time, (ii) the date after the datgarismission, if such notice or communication isveeed via facsimile at the
facsimile telephone number specified in this sectater than 5:30 p.m. but prior to 11:59 p.m. Eastime on such date,

(iii) the second business day following the datenailing, if sent by nationally recognized overrigburier service, or
(iv) upon actual receipt by the party to whom soolice is required to be given.

b. Lost or Mutilated Preferred Stock Certificatdpon receipt of evidence reasonably satisfadimthe Corporation
(an affidavit of the registered Holder shall basfattory) of the ownership and the loss, thefstdection or mutilation of any
certificate evidencing shares of Series B Prefegttk, and in the case of any such loss, thedestruction upon receipt of
indemnity reasonably satisfactory to the Corporafjmrovided that if the Holder is a financial ingtion or other institutional
investor its own indemnity agreement shall be faisry) or in the case of any such mutilation ugarrender of such
certificate, the Corporation shall, at its expemrsecute and deliver in lieu of such certificateesv certificate of like kind
representing the number of shares of such classgepted by such lost, stolen, destroyed or metilaertificate and dated the
date of such lost, stolen, destroyed or mutilattifccate.

c. Headings The headings contained herein are for convenienlye do not constitute a part of this Certificafe
Designations and shall not be deemed to limit facafany of the provisions hereof.




RESOLVED, FURTHER, that the chairman, chief exaautfficer, president or any vice-president, arelsbcretary or
any assistant secretary, of the Corporation bettaydhereby are authorized and directed to pregradefile a Certificate of
Designations of Preferences, Rights and LimitatwiSeries B Preferred Stock in accordance withfdhegoing resolution and
the provisions of Delaware law.

IN WITNESS WHEREOF, the undersigned have execthexiQertificate of Designations this #&lay of April, 2010.

By: /s/ Scott R. Silverma

Name Scott R. Silverma
Title: Chief Executive Office

By: /s/ William J. Caragc

Name William J. Carago
Title: President and Chief Financial Offic




Exhibit 10.1

FIRST AMENDMENT
TO
DEVELOPMENT/MASTER AGREEMENT

This First Amendment to Development/Master Agreen(iiie “Amendment”) is made this 22nd day of Ap2i10
(the “Effective Date”), by and between PositivelDr@oration, a Delaware corporation formerly knowsrivariChip
Corporation (the “Company”), and Receptors, LLGJianesota limited liability company (“ReceptorsThe Company and
Receptors shall be referred to individually as arty?’ and collectively as the “Parties.”

RECITALS

WHEREAS , the Parties entered into that certain Developfiviatter Agreement, dated September 21, 2009 (the
“Agreement”), and the Parties desire to enter thie Amendment to modify certain terms of the Agneat.

NOW THEREFORE , in consideration of the mutual covenants andexgemnts set forth herein, and other good and
valuable consideration, the receipt and sufficieoicywhich are hereby acknowledged, the partieseagsefollows:

1. Definitions. All capitalized terms used herein, except as fiedlor defined in this Amendment, shall have the
meaning given to such terms in the Agreement.

2. Amendment.

a. _Exhibit B. Exhibit B to the Agreement shall be deleted aaplaced by the Exhibit B attached to this
Amendment

b. _Exhibit D. The language set forth in the section entitlekd$e II” of Exhibit D to the Agreement shall be
deleted and replaced by the following: “Phase IThe Company shall make a cash payment to Receptors
of $160,000, of which $60,000 shall be paid on Ap8i, 2010, $50,000 shall be paid on July 1, 2@GH@,
$50,000 shall be paid on October 1, 2010. In aaiditihe Company shall issue to Receptors 240,08@sh
of restricted Company common stock, pursuant tddh@as and conditions set forth in that certain
Restricted Stock Agreement, attached hereto asHtient One which Restricted Stock Agreement shall
be executed by the Parties on the Effective Date@sdition to the issuance of the 240,000 shafres
restricted Company common stc”

3. No Implied Modifications; Inconsistencies Except as expressly modified hereby, all ternts@ovisions of the
Agreement shall remain unchanged and in full fened effect. In the event of an inconsistency beiwbe terms of this
Amendment and the terms of the Agreement, the taersof shall control.

4. Counterparts. This Amendment may be executed in any numbeouwfiterparts, and all such counterparts shall
together constitute but one instrument. Facsintitk @ortable document format signatures shall hagesame force and effect
as if such electronic signature pages were anraiighereof.

(Remainder of page intentionally left blank; sigmatpage follows)




IN WITNESS WHEREOF, the Parties have caused thigAdment to be executed as of the date first writsove.
POSITIVEID CORPORATION
By: /s/ William J. Caragol

Name: William J. Caragol
Title: President and Chief Financial Offici

RECEPTORS, LLC

By: /s/ Robert E. Carlson
Name: Robert E. Carlsor
Title: President




EXHIBIT B
PROGRAM TITLE:

Development of a Point-of-Care and Clinical LaborpatMultiplexed Sensing System for the Detectiod &ub-type,
including Specifically H1N1, Identification of tHafluenza Virus.

PHASE Il. PROTOTYPE DEVELOPMENT
SUMMARY DESCRIPTION:

Receptors will use its best efforts to develop pfaotype sensing system built on the proof-ofigiple from Phase | that
will sub-type identify the influenza virus, espdlyiaddi1N1, in a nasal swab or nasal wash sample.

DELIVERABLE:

LAB-SCALE PROTOTYPE with report, device and demaoaton.
PHASE || PROJECT PLAN:
1. DEVELOPMENT AND APPLICATION OF HTS SYSTEM (2 mths)

. Development of magnetic bead, dendrimer, virstesy in 384-well format for high-thoughput selentaf bead /
dendrimer pairs

e Application to HTS to define critical variable paraters.

2. DEVELOPMENT OF DATA GRID TO EVALUATE THE KEY VARABLES OF CARA, DENDRIMER, VIRUS SUB-
TYPE AND MATRIX (4 months)

*  Application of the HTS to develop the single andtiplexed data
« Database evaluation of CARA and pep-dendrimer competitor pairs for single and multigldxsul-type detection

e Selection of candidate single and multiplexed @2dhd competitor pairs optimized with respect te Wirus subtype
and matrix variables

3. PROOF-OF-CONCEPT DEMONSTRATION OF THE MULTIPLERESUB-TYPE IDENTIFICATION DEVICE
(2 months)

e  Candidate to lead selection and optimizat

*  Multiplexed lead integration and pc-of-care protocol in matrix (2 month
4. LAB-SCALE PROTOTYPE (2 months)

e Prototype demonstratio

e Lab-scale SO’s

PHASE Il TIMELINE: March 1, 2010 — December 31, 200 months)

1. DEVELOPMENT HTS SYSTEM (2 month MAR-APR
2. DEVELOPMENT OF DATA GRID (4 months¢ MAY -AUG
3. PROOI-OF-CONCEPT DEMONSTRATION (2 month: SEF-OCT

4. LAB-SCALE PROTOTYPE (2 month: NOV-DEC




ATTACHMENT ONE

RESTRICTED STOCK AGREEMENT

This RESTRICTED STOCK AGREEMENT (the “AgreementS)made as of April 22, 2010 (the “Effective Date”)
between PositivelD Corporation, a Delaware corponafthe “Company”) and Receptors LLC, a Minnedotated liability
company (“Receptors”).

Background Information

A. The parties to this Agreement are parties teeadlbpment/Master Agreement, dated September 2B, 2y and
between the Company and Receptors (the “Masterehgeat”).

B. The parties to this Agreement have decided &xete an amendment to the Master Agreement, datefleven date
herewith (the “Amendment”), pursuant to which then@pany will issue restricted shares of Company comstock, par value
$0.01 per share, to Receptors.

C. Receptors desires to accept the Restricted $ésckuch term is defined below) pursuant to thedament and agrees
to be bound by the terms and conditions of thise&grent.

Agreement

1. Restricted Stok. As partial consideration for entering into thméndment and subject to the terms and conditions
provided in this Agreement, the Company herebyeissa Receptors 240,000 shares of Company comraok @he
“Restricted Stock”) as of the Effective Date. Sstlares are fully paid and non-assessable. Thetdgtarich Receptors’ right
to transfer, pledge or hypothecate the Restrictedk3®ecomes vested shall be determined in accoedaith the provisions of
Section 2 of this Agreement.

2. Vesting. Receptors’ right to transfer, pledge or hypotbethe Restricted Stock shall be determined in@erae with
this Section 2. Receptors’ right to transfer, pkedg hypothecate the Restricted Stock shall bedaityevested and shall cease
being restricted as follows: (i) 80,000 shareslsfedt on the Effective Date; (ii) 80,000 sharealistest on June 30, 2010; and
(iii) 80,000 shares shall vest on the earlier pflfacember 31, 2010 or (b) completion and deliverthe Company of a
prototype report, device and demonstration as geain Exhibit B, Phase I, to the Master Agreemastamended.

3. Restrictions on Transfer; Legending of Shatdstil such time as any share of Restricted Stmxomes vested
pursuant to Section 2 of this Agreement, Recestioadl not have the right to make or permit to ocany transfer, pledge or
hypothecation of all or any portion of the RestttStock, whether outright or as security, withvithout consideration,
voluntary or involuntary. Any transfer, pledge gpbthecation not made in accordance with this Ague# shall be deemed
null and void. The certificate evidencing the Rietdd Stock shall contain a legend in substantidléy/following form:

“The shares evidenced by this certificate are sldgerestrictions on transfer set forth in the tReted Stock
Agreement, dated April 22, 2010, between PositivEporation (the “Company”) and Receptors, LLEpay of
which may be obtained from the Company at its @picexecutive offices.”

“The shares of common stock of the Company repteddrereby have not been registered under the iBesukct of
1933, as amended, or applicable state securitiessdad may not be transferred, pledged, hypothéaatetherwise
disposed of in the absence of an effective registratatement covering such shares under thadAdatany
applicable state securities laws, unless, in theiap of counsel satisfactory to the Company, aeneption from
registration thereunder is available.”




4. Removal of RestrictionAs each tranche of Restricted Stock vests putsograragraph 2 hereof, upon written notic
the Company by Receptors, the Company shall imnedgieemove the restriction contained in the fipatagraph of the legend
referenced in paragraph 3 hereof.

5. Rights to Dividends and Voting RightBuring the period that the Restricted Stock hasvested, subject to this
Section 5, Receptors shall be entitled to all sgiyiplicable to shares of common stock of the Campa held, including the
right to vote and receive dividends, but providealyever, in the event of (i) any change in the cammstock of the Company
by reason of any stock dividend, spin-off, split-apin-out, recapitalization, merger, consolidati@organization, combination
or exchange of shares or (ii) any distribution @fnenon stock or other securities of the Companggpect of such shares of
common stock, Receptors agrees that any certifiegiesenting shares of such additional commorkgipother securities of
the Company issued as a result of any of the fanggghall be delivered to the Company and shafiigect to all of the
provisions of this Agreement as if initially recethereunder.

6. Governing Laws This Agreement shall be construed and enforceddordance with the laws of the State of Delav
without regard to any applicable conflicts of I&By. accepting the Restricted Stock, Receptors igakty and unconditionally
consents to submit to the exclusive jurisdictionhaf courts of the State of Florida or of the Uri&tates of America, in each
case located in Palm Beach County, Florida, forlaigation arising out of or relating to this Agnment (and agrees not to
commence any litigation relating thereto excepunh courts). Receptors also irrevocably and uriiondlly waives any
objection to the laying of venue of any litigatiarising out of or related to this Agreement in toerrts of the State of Florida
of the United States of America, in each case &xtai Palm Beach County, Florida, and hereby furitievocably and
unconditionally waives and agrees not to pleadaintin any such court that any such litigationdmbt in any such court has
been brought in an inconvenient forum.

7. SuccessorsThis Agreement shall inure to the benefit of, Bedinding upon, the Company and Receptors and the
legal representatives, successors and permittéghass

8. Severabiliy. In the event that any one or more of the provisior portion thereof contained in this Agreensdatll for
any reason be held to be invalid, illegal or unerdable in any respect, the same shall not inv&lidaotherwise affect any
other provisions of this Agreement, and this Agreetrshall be construed as if the invalid, illegalinenforceable provision or
portion thereof had never been contained herein.

9. Piggyback Registratianif at any time the Company proposes to regidtares of its common stock under the Secu
Act of 1933, as amended (the “Securities Act”)camnection with the public offering of such shdi@scash (a “Proposed
Registration”) other than a registration statentanEorm S-8 or Form S-4 or any successor or otirens promulgated for
similar purposes, the Company shall, at such tpramptly give Receptors written notice of such Fisedl Registration.
Receptors shall have ten (10) days from its reediptich notice to deliver to the Company a writtequest specifying the
amount of Restricted Stock that Receptors inteadell and Receptors’ intended method of distrdyutiJpon receipt of such
request, the Company shall use its commerciallyaeable efforts to cause all Restricted Stock Reateptors has been
requested to register to be registered under therfies Act to the extent necessary to permitrtbale or other disposition in
accordance with the intended methods of distrilmusipecified in Receptorsequest; provided, however, that the Company
have the right to postpone or withdraw any registnaeffected pursuant to this Section 9 withouigation to Receptors. If, in
connection with any underwritten public offering fbe account of the Company or for stockholdethefCompany that have
contractual rights to require the Company to regishares of common stock, the managing undenggjtdrereof shall impose
a limitation on the number of shares of commonistebich may be included in a registration statene@ause, in the
judgment of such underwriter(s), marketing or otfaetors dictate such limitation is necessary tilitate such offering, the
the Company shall be obligated to include in thgsteation statement only such limited portion leé Restricted Stock with
respect to which Receptors has requested inclimogunder as such underwriter(s) shall permit; idexl, however, shares
that are eligible to be sold pursuant to Rule Istdafly similar provision then in force) without tréstion under the Securities
Act shall not be subject to the registration reguients of this Section 9.




10. Notices All notices required or permitted hereunder shelin writing and shall be deemed effectively giv@) upor
personal delivery to the party to be notified; \{il}en sent by confirmed facsimile if sent duringmat business hours of the
recipient, if not, then on the next business daythree (3) business days after having been serdgdistered or certified mail,
return receipt requested, postage prepaid; orr(d)(d) day after deposit with a nationally recogdinvernight courier,
specifying next day delivery, with written verifiian of receipt. All communications shall be sesfallows:

If to the Company:

PositivelD Corporation

1690 South Congress Avenue, Suite 200
Delray Beach, Florida 33445

Attn: William J. Caragol

If to Receptors:

Receptors LLC

Suite 501B/MD57

1107 Hazeltine Blvd.
Chaska, MN 55318

Attn: Robert E. Carlson, Ph.D

11. Headings Section headings used herein are for conveniehiaference only and shall not be considered in
construing this Agreement.

12. Additional Acknowledgementsy their signatures below (including electronigrsatures), Receptors and the
Company agree that the Restricted Stock is grammeer and governed by the terms and conditionkisfAgreement.
Receptors has reviewed the terms of this Agreenhasthad an opportunity to obtain the advice ofiselprior to executing
this Agreement and fully understands all provisiohthis Agreement.

13. CounterpartsThis Agreement may be executed in any numbeouofterparts that when taken together shall be
considered one and the same agreement. Facsirdilgoatable document format signatures shall hageséime force and effect
as if such electronic signature pages were anr@iighereof.

(Remainder of page intentionally left blank; sigmatpage follows)




IN WITNESS WHEREOF, the Company and Receptors lexeeuted this Agreement as of the Effective Datéosth

above.

POSITIVEID CORPORATION

By: /s/ William J. Caragol
Name: William J. Caragol
Title: President

RECEPTORS, LLC

By: /s/ Robert E. Carlson
Name: Robert E. Carlsor
Title: President




Exhibit 31.1

Certification of the Chief Executive Officer Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, Scott R. Silverman, certify that:
1. | have reviewed this Quarterly Report on Forr-Q of PositivelD Corporatior

2. Based on my knowledge, this report does notado any untrue statement of a material fact oit torstate a material fact
necessary to make the statements made, in ligheafircumstances under which such statements wade, not
misleading with respect to the period covered ligy tport;

3. Based on my knowledge, the financial statementd other financial information included in théport, fairly present in
all material respects the financial condition, itssaf operations and cash flows of the registeemof, and for, the periods
presented in this repol

4. The registrant’s other certifying officer ahare responsible for establishing and maintaimisglosure controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firiaheeporting (as
defined in Exchange Act Rules -15(f) and 15(c-15(f)) for the registrant and hay

a) Designed such disclosure controls and puresd or caused such disclosure controls and puoesdo be
designed under our supervision, to ensure thatriabieformation relating to the registrant, inclog its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in
which this report is being prepare

b) Designed such internal control over financial réipgy;, or caused such internal control over finah@gorting tc
be designed under our supervision, to provide rede assurance regarding the reliability of finaheporting
and the preparation of financial statements foemel purposes in accordance with generally acdepte
accounting principles

c) Evaluated the effectiveness of the regis®atisclosure controls and procedures and predentthis report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered
by this report based on such evaluation;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred
during the registrant’s most recent fiscal quafttee registrant’s fourth fiscal quarter in the cafan annual
report) that has materially affected, or is reabbnbkely to materially affect, the registrantisternal control
over financial reporting; an

5. The registrant’s other certifying officer ahldave disclosed, based on our most recent evaluafiinternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

a) All significant deficiencies and materialak@esses in the design or operation of internarobaver financial
reporting which are reasonably likely to adversafgct the registrang’ ability to record, process, summarize
report financial information; an

b) Any fraud, whether or not material, thatatwes management or other employees who have #disan role in
the registrar's internal control over financial reportir

Date: May 6, 2010 /sl Scott R. Silverman
Scott R. Silvermar
Chief Executive Officer
(Principal Executive Officer




Exhibit 31.2

Certification of the Chief Financial Officer Pursuant to
Section 302 of the Sarbanes-Oxley Act of 2002

I, William J. Caragol, certify that:
1. | have reviewed this Quarterly Report on Forr-Q of PositivelD Corporatior

2. Based on my knowledge, this report does notado any untrue statement of a material fact oit torstate a material fact
necessary to make the statements made, in ligheafircumstances under which such statements wade, not
misleading with respect to the period covered ligy tport;

3. Based on my knowledge, the financial statementd other financial information included in théport, fairly present in
all material respects the financial condition, itssaf operations and cash flows of the registeemof, and for, the periods
presented in this repol

4. The registrant’s other certifying officer ahare responsible for establishing and maintaimisglosure controls and
procedures (as defined in Exchange Act Rules 13a}Hnd 15d-15(e)) and internal control over firiaheeporting (as
defined in Exchange Act Rules -15(f) and 15(c-15(f)) for the registrant and hay

a) Designed such disclosure controls and puresd or caused such disclosure controls and puoesdo be
designed under our supervision, to ensure thatriabieformation relating to the registrant, inclog its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in
which this report is being prepare

b) Designed such internal control over financial réipgy;, or caused such internal control over finah@gorting tc
be designed under our supervision, to provide rede assurance regarding the reliability of finaheporting
and the preparation of financial statements foemel purposes in accordance with generally acdepte
accounting principles

c) Evaluated the effectiveness of the regis®atisclosure controls and procedures and predentthis report our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of tHegeovered
by this report based on such evaluation;

d) Disclosed in this report any change in #gistrant’s internal control over financial repogithat occurred
during the registrant’s most recent fiscal quafttee registrant’s fourth fiscal quarter in the cafan annual
report) that has materially affected, or is reabbnbkely to materially affect, the registrantisternal control
over financial reporting; an

5. The registrant’s other certifying officer ahldave disclosed, based on our most recent evaluafiinternal control over
financial reporting, to the registrant’s auditorgldhe audit committee of the registrant’s boardicéctors (or persons
performing the equivalent function:

a) All significant deficiencies and materialak@esses in the design or operation of internarobaver financial
reporting which are reasonably likely to adversafgct the registrang’ ability to record, process, summarize
report financial information; an

b) Any fraud, whether or not material, thatatwes management or other employees who have #disan role in
the registrar's internal control over financial reportir

Date: May 6, 2010 /s/ William J. Caragol
William J. Caragol
President and Chief Financial Officer
(Principal Financial Officer)




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Posili¥é€orporation (the “Company”) on Form 10-Q for theriod ending
March 31, 2010 as filed with the Securities andHaxge Commission on the date hereof (the “Repdrt3¢ott R. Silverman,
Chief Executive Officer of the Company, and I, \idith J. Caragol, President and Chief Financial @ffaf the Company,
certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to § 906 of the Sarbanes-Oxley Act of 20iG&;

(1) The Report fully complies with the requirementseétion 13(a) or 15(d) of the Securities Exchangeoh 1934; anc

(2) The information contained in the Report faplesents, in all material respects, the finanmaldition and result of
operations of the Compar

/s/ Scott R. Silverman

Scott R. Silvermau
Chief Executive Office

Date: May 6, 201!

/s/ William J. Caragc

William J. Carago
President and Chief Financial Offic

Date: May 6, 2010

A signed original of this written statement reqdit®y Section 906 has been provided to Positivelp@@tion and will be
retained by PositivelD Corporation and furnishethi® Securities and Exchange Commission or it§ spafn request.



