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PART I

Forward-looking Information

This Annual Report on Form 10-K (including the section regarding Management’s Discussion and Analysis of
Financial Condition and Results of Operations) contains forward-looking statements within the meaning of Section
27A of the Securities Act of 1933, as amended (the “Securities Act”) and Section 21E of the Securities Exchange Act of
1934, as amended (the “Exchange Act”), including statements using terminology such as “can”, “may”, “believe”, “designated
to”, “will”, “expect”, “plan”, “anticipate”, “estimate”, “potential” or “continue”, or the negative thereof or other comparable
terminology regarding beliefs, plans, expectations or intentions regarding the future. You should read statements that
contain these words carefully because they:

● discuss our future expectations;

● contain projections of our future results of operations or of our financial condition; and

● state other “forward-looking” information.

We believe it is important to communicate our expectations. However, forward looking statements involve risks and
uncertainties and our actual results and the timing of certain events could differ materially from those discussed in
forward-looking statements as a result of certain factors, including those set forth under “Risk Factors,” “Business” and
elsewhere in this report. All forward-looking statements and risk factors included in this document are made as of the
date hereof, based on information available to us as of the date thereof, and we assume no obligations to update any
forward-looking statement or risk factor, unless we are required to do so by law.

ITEM 1. BUSINESS.

Overview

We are a provider of botanical-DNA based security and authentication solutions that can help protect products, brands
and intellectual property of companies, governments and consumers from theft, counterfeiting, fraud and
diversion.  SigNature® DNA, Cashield™, DNANet™ and BioMaterial™ Genotyping, our principal anti-counterfeiting and
product authentication solutions, are used in numerous industries, including cash-in-transit (transport and storage of
banknotes), homeland security, textiles and apparel, identity cards and other secure documents, law enforcement,
pharmaceuticals, wine, and luxury consumer goods.

SigNature DNA. We use the DNA of plants to manufacture highly customized and encrypted botanical DNA markers,
or SigNature DNA Markers, which we believe are virtually impossible to replicate. We have embedded SigNature
DNA Markers into a range of our customers’ products, including various inks, dyes, textile treatments, thermal ribbon,
thread, varnishes and adhesives. These items can then be tested for the presence of SigNature DNA Markers through
an instant field detection or a forensic level authentication. Our SigNature DNA solution provides a secure, accurate
and cost-effective means for users to incorporate our SigNature DNA Markers in, and then quickly and reliably
authenticate and identify, a broad range of items, such as recovered banknotes, branded textiles and apparel products,
pharmaceuticals and cosmetic products, identity cards and other secure documents, digital media, artwork and
collectibles and fine wine. Having the ability to reliably authenticate and identify counterfeit versions of such items
enables companies and governments to detect, deter, interdict and prosecute counterfeiting enterprises and individuals.

Cashield. Cashield is a family of cash degradation inks that permanently stain banknotes stolen from cash-handling or
ATM systems. Cashield extends our offering beyond our prior singular product, AzSure®, to a family of security inks
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that include Red, Violet, Green, Teal, Indigo, and the original AzSure® Blue. Current degradation dyes suffer from a
critical technical weakness, as the dyes may be removed by the use of solvents. We initiated the development of
Cashield in response to demand for a more effective carrier for our SigNature DNA markers. Cashield has been
certified for use in the European Union by the Laboratoire National de Métrologie et d’Essais (LNE) and passed all 47
individual dye penetration and wash-out-resistance tests. Additionally, a CViT study presented by the University of
Leeds cited Cashield AzSure Blue ink as having improved performance versus staining inks from other suppliers. In
this study, the AzSure blue ink was tested across a range of currencies, including British pounds, Euros, and U.S.
dollars. The evaluation involved exposure to numerous industrial solvents. Final analysis of the results concluded that
the AzSure blue ink was bound strongly in five seconds or less to a variety of banknotes, and could not be removed
with any solvent.

-1-
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DNANet. We have recently developed DNANet tactical DNA products for law enforcement, in the form of
DNA-marked sprays and liquids. These products, being marketed to global police forces were created to help link
criminals to crimes. DNANet is a tactical forensic system providing unique DNA codes for covert operations that
require absolute proof of authentication.

BioMaterial GenoTyping. Our BioMaterial GenoTyping solution refers to the development of genetic assays to
distinguish between varieties or strains of biomaterials, such as cotton, wool, tobacco, fermented beverages, natural
drugs and foods, that contain their own source DNA. We have developed two proprietary genetic tests (FiberTyping™
and PimaTyping™) to track American Pima cotton from the field to finished garments. These genetic assays provide the
textile industry with what we believe to be the first authentication tools that can be applied throughout the U.S. and
worldwide textile industry from cotton growers, mills, wholesalers, distributors, manufacturers and retailers through
trade groups and government agencies.

In 2009 we discontinued our BioActive Ingredients program, which we began in 2007. We developed BioActive
Ingredients for personal care products, such as skin care products, based on the biofermentation expertise developed
during the manufacturing of DNA for our SigNature DNA and BioMaterial Genotyping solutions, and we have
decided to focus our business on these security and authentication solutions.

Corporate History

We are a Delaware corporation, which was initially formed in 1983 under the laws of the State of Florida as Datalink
Systems, Inc.  In 1998, we reincorporated in Nevada, and in 2002, we changed our name to our current name, Applied
DNA Sciences, Inc.  In December 2008, we completed our reincorporation from Nevada to the State of Delaware.

In November 2005, our corporate headquarters were relocated from Los Angeles, California to the Long Island High
Technology Incubator at Stony Brook University in Stony Brook, New York, where we established laboratories for
the manufacture of DNA markers and product prototypes, and DNA authentication.  The address of our corporate
headquarters is 25 Health Sciences Drive, Suite 215, Stony Brook, New York 11790, and our telephone number is
(631) 444-6370.  We maintain a website at www.adnas.com where general information about us is available.

To date, we have had a limited operating history, and as a result, our operations have produced limited revenues.

Industry Background

The Company is focusing its efforts on the cash-in-transit business and the general anti-counterfeiting industry.

Cash-in-transit businesses transport and store cash and ATM cassettes.  In the U.K. alone, there is an estimated £500
billion being transported each year, or £1.4 billion per day.  The nature of this business makes cash-in-transit an
attractive target for criminals, and as a result the industry invests in excess of £100 million per year in security
equipment and devices.  Currently, a system of cash degradation, using a smoke or liquid dye to permanently mark
and essentially destroy stolen cash, is used.  The incidence of cash-in-transit based crime has increased over 170%  in
London since 2006, according to the Metropolitan Police.

Counterfeiting, product diversion, piracy, forgery, identity theft, and unauthorized intrusion into physical locations
and databases create significant and growing problems to companies in a wide range of industries as well as
governments and individuals worldwide.  The International Anticounterfeiting Coalition (IACC)  reported in 2009 that
counterfeiting and piracy cost the U.S. economy between $200-$500 billion per year, or an estimated 750,000
American jobs, and pose a real threat to consumer health and safety.  The IACC also estimates that the loss associated
with counterfeiting has increased 10,000 percent in the past twenty years, to well over $600 billion globally.
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Product counterfeiting and diversion particularly harm manufacturers of consumer products, especially for prestige
and established brands, and the consumers who purchase them.  This estimated total includes:

● $34 billion of software products;

● $12 billion of apparel and footwear;

● $193 million of cigarettes and tobacco products;

● $32 billion of pharmaceuticals;

-2-
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● $18 million in wine;

● $500 million of sports equipment;

● $35 million of electronic equipment and supplies;

● $3  billion in cosmetics;

● $12 billion in automobile parts;

● $11 million of food and alcohol products;

● $11 million in jewelry and watches;

● $14-18 million of computer equipment and supplies; and

● $100 billion of other goods.

Governments are increasingly vulnerable to counterfeiting, terrorism and other security threats at least in part because
currencies, identity and security cards and other official documents can be counterfeited with relative ease.  For
instance, the DOPIP SECURITY COMPETITIVE INTELLIGENCE REPORT. valued 2005 seizures and losses
associated with counterfeit  currency at around $609 bill ion, and counterfeit  identification at $124
million.  Governments must also enforce the various anti-counterfeiting and anti-piracy regimes of their respective
jurisdictions which becomes increasingly difficult with the continued expansion of global trade.

The pharmaceutical industry also faces major problems relative to counterfeit, diluted, or falsely labeled drugs that
make their way through healthcare systems worldwide, posing a health threat to patients and a financial threat to
drugmakers and distributors.  In 2006 the Center for Medicine in the Public Interest predicted that counterfeit drug
sales would reach $75 billion globally in 2010, an increase of more than 90% from 2005.  In February 2006, the
World Health Organization (“WHO”) estimated that counterfeits account for more than 10% of the global
pharmaceuticals market, and 25% of pharmaceuticals consumed in developing countries and that as much as 50% in
some countries, are counterfeit.  In 2010, the WHO reported that in over 50% of cases, medicines purchased over the
Internet from illegal sites that conceal their physical address have been found to be counterfeit. In June 2010, The
Pharmaceutical Security Institute reported that drug counterfeiting has increased by 9.2 percent worldwide over the
past year. According to the WHO, counterfeiting can apply to both branded and generic products and counterfeit
pharmaceuticals may include products with the correct ingredients but fake packaging, with the wrong ingredients,
without active ingredients or with insufficient active ingredients.  The challenges presented by traditional
counterfeiters have recently been supplemented by the many websites, from direct retailers to auction sites, that offer
counterfeit prescription drugs online.  As a result, the pharmaceutical industry and regulators are examining emerging
anti-counterfeit technologies, including radio-frequency identification tags and electronic product codes, known as
EPCs, to help stem the wave of counterfeit drugs and better track legitimate drugs from manufacturing through the
supply chain.

The digital and recording media industry, including the segment that records computer software on compact discs, has
long been a victim of piracy, or the production of illegal copies of genuine media or software, and the counterfeiting
and distribution of imitation media or software. Compact discs, DVDs, videotapes, computer software and other
digital and recording media that appears identical to genuine products are sold at substantial discounts by vendors at
street and night markets, via mail order catalogs and on the internet at direct retail websites or at auction sites. The
estimated costs of counterfeiting vary widely in this market segment, but all approach or exceed $100 billion annually.
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In 2010, the Business Software Alliance (“BSA”) reported that the rate of global software piracy climbed to 43 percent
in 2009. In 2009, for every $100 worth of legitimate software sold, an additional $75 worth of unlicensed software
made its way onto the market The BSA also reported the commercial value of unlicensed software put into the market
in 2009 totaled $51.4 billion.

The artworks and collectibles markets are also particularly vulnerable to counterfeiting, forgery and fraud.  New
works are produced and then passed off as originating from a particular artistic period or source, authentic fragments
are pieced together to simulate an original work, and existing works are modified in order to increase their purported
value.  Such phony artwork and collectibles are then often sold with fake or questionable signatures and “provenance,”
or documented ownership histories that confirm authenticity.

-3-
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As more and more companies in each of these markets begin to address the problem of counterfeiting, we expect that
different systems will compete to be the leading standards by which products can be tracked across world
markets.  Historically, counterfeiting, product diversion and other types of fraud have been combatted by embedding
various authentication systems and rare and easily distinguishable materials into products, such as radio frequency
identification (“RFID”) devices and banknote threads in packaging, integrated circuit chips and magnetic strips in
automatic teller machine cards, holograms on currency, elemental taggants in explosives, and radioactivity and rare
molecules in crude oil.  These techniques are effective but have generally been reverse-engineered and replicated by
counterfeiters, which limits their usefulness as forensic methods for authentication of the sources of products and
other items.

Our Offerings

SigNature DNA

We believe our SigNature DNA offering is as broadly applicable, convenient and inexpensive as existing
authentication systems, while highly resistant to reverse-engineering or replication, so that it can either be applied
independently or supplement existing systems in order to allow for a forensic level of authentication of the sources of
a broad range of items, such as artwork and collectibles, fine wine, consumer products, digital and recording media,
pharmaceuticals, financial instruments, identity cards and official documents.  Each SigNature DNA Marker is first
designed and manufactured to be a highly customized and encrypted botanical DNA marker.  The SigNature DNA
Marker is then encapsulated and stabilized so that it is resistant to heat, organic solvents, chemicals and most
importantly, ultraviolet, or UV radiation.  Once it has been encapsulated, our SigNature DNA Embedment system can
be used to embed the SigNature DNA Marker directly onto products or other items or into special inks, threads and
other media, which in turn can be incorporated into packaging or products.  Once it is embedded, our SigNature
polymerase chain reaction (PCR) Kits can provide rapid forensic level authentication of specific SigNature DNA
Markers.

We believe that the key characteristics and benefits of the SigNature DNA offering are as follows:

We Believe Our SigNature DNA Markers Are Virtually Impossible to Copy

In creating unique SigNature DNA Markers, we use DNA segments from one or more botanical sources, rearrange
them into unique encrypted sequences,  and then implement one or more layers of anti-counterfeit
techniques.  Because the portion of DNA in a SigNature DNA Marker used to identify the marker is so minute, it
cannot be detected unless it is replicated billions of times over, or amplified.  This amplification can only be achieved
by applying matching strands of DNA, or a primer, and polymerase chain reaction (PCR) techniques to the SigNature
DNA Marker.  The sequence of the relevant DNA in a SigNature DNA Marker must be known in order to
manufacture the primer for that DNA.  As a result, we believe the effort required to find, amplify, select and clone the
relevant DNA in a SigNature DNA Marker would involve such enormous effort and expense that SigNature DNA
Markers are virtually impossible to copy without our proprietary systems.

Simple and Rapid Authentication

We offer rapid readers capable of instantly testing for the presence or absence of any of our SigNature DNA
Markers.  In addition, when a forensic level of authentication is necessary, we offer in-house forensic DNA
authentication that will confirm authentication sequences in approximately 2 to 4 hours.

Low Cost and High Accuracy
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The costs associated with the DNA required to manufacture our SigNature DNA Markers are not significant since the
amount of DNA required for each marker is so minute (for instance, only 3-5 parts per million when incorporated in
an ink).   We manufacture the identifying segment of DNA to be used in a SigNature DNA Marker by cloning them
inside microorganisms such as yeast or bacteria, which are highly productive and inexpensive to grow.  As a result,
SigNature DNA Markers are relatively inexpensive when compared to other anti-counterfeiting devices such as
RFIDs, electronic product codes (“EPCs”), integrated circuit chips, and holograms.  The probability of mistakenly
identifying a SigNature DNA Marker is less than 1 in 1 trillion, so we believe our authentication systems are highly
accurate, and in fact, our SigNature PCR Kits can authenticate to a forensic level.

Easily Integrated with Other Anti-Counterfeit Technologies

Our SigNature DNA Markers can be embedded onto RFID devices, banknote threads, labels, serial numbers,
holograms, and other marking systems using inks, threads and other media.  We believe that combined with other
traditional methods, our SigNature DNA solution provides a significant deterrent against counterfeiting, product
diversion, piracy, fraud and identity theft.
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Broad Applicability and Ingestible

Our SigNature DNA Markers can be embedded into almost any consumer product, and virtually any other item.  For
instance, we believe the indelible SigNature DNA Ink we produce is safe to consume and can be used in
pharmaceutical drug tablets and capsules.  Use of our SigNature DNA in ingestible products and drugs may require
approval of the U.S. Food and Drug Administration.

Cashield

Cashield is a family of cash degradation inks that permanently stain banknotes stolen from cash-handling or ATM
systems. Cashield extends our offering beyond our prior singular product, AzSure®, to a family of security inks that
include Red, Violet, Green, Teal, Indigo, and the original AzSure® Blue. Current degradation dyes suffer from a
critical technical weakness, as the dyes may be removed by the use of solvents. We initiated the development of
Cashield in response to demand for a more effective carrier for our SigNature DNA markers. Cashield has been
certified for use in the EU by the Laboratoire National de Métrologie et d’Essais (LNE) and passed all 47 individual
dye penetration and wash-out-resistance tests. Additionally, a CViT study presented by the University of Leeds cited
Cashield AzSure Blue ink as having improved performance versus staining inks from other suppliers. In this study, the
AzSure blue ink was tested across a range of currencies, including British pounds, Euros, and U.S. dollars. The
evaluation involved exposure to numerous industrial solvents. Final analysis of the results concluded that the AzSure
blue ink was bound strongly in five seconds or less to a variety of banknotes, and could not be removed with any
solvent.

DNANet

In 2010, we developed DNANet tactical DNA products for law enforcement, in the form of DNA-marked fixative
sprays and liquids as well as transferable grease. These products, being marketed to global police forces were created
to help link criminals to crimes. DNANet is a tactical forensic system providing unique DNA codes for covert
operations that require absolute proof of authentication.

BioMaterial Genotyping

We believe our BioMaterial Genotyping solution offers a unique means for determining the authenticity of
biomaterials, such as cotton, wool, tobacco, fermented beverages, natural drugs and foods.  Just as a person’s DNA
specifies all of their unique qualities, biomaterials typically contain genomic DNA or fragments thereof that can be
utilized to authenticate originality.  We have initially developed two proprietary genetic-based assays and protocols to
identify DNA markers that are endogenous (internal) to a particular product in order to differentiate between
biological strains.  In a process we call Fibertyping™, we are able to differentiate between Pima cotton (G. barbadense)
and upland cotton (G. hirsutum).  Our FiberTyping offering enables our customers and potential clients to
cost-effectively give assurance to manufacturers, suppliers, distributors, retailers and end-users that their products are
authentic, that they are made from the fibers and textiles as labeled.  In a process we call Pimatyping™, we are able to
differentiate between Pima cotton grown in different regions of the world.  Cotton classification and the authentication
of cotton geographic origin are issues of global significance, important to brand owners and to governments that must
regulate international cotton trade.  Similar offerings are currently being developed for use in biomaterials other than
cotton.  Biomaterials can now be tracked from field to final purchase guaranteeing the authenticity of the item.  As we
are testing for innate genomic DNA, we believe these assays cannot be counterfeited.

We believe our BioMaterial Genotyping allows us to:

● Identify U.S. produced Pima cotton;
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● Establish an authentication protocol for cotton and other biomaterials; and

● Deter counterfeits and protect the integrity of brands.

We believe our two genetic assays accurately distinguish between:

●Pima cotton (G. barbadense) and upland cotton (G. hirsutum) (cultivars in mature cotton fibers and in cotton fabrics
(Fibertyping); and

● American Pima and Extra Long Staple (ELS) Pima cotton (Pimatyping),

We believe that our new DNA extraction protocol and methodologies are more effective than existing forensic
systems.  We believe that the combination of our SigNature DNA and BioMaterial Genotyping solutions covers the
total authentication market, is applicable to multiple industry verticals, and can mark physical products on the front
end and authenticate forensic DNA sequences on the back end.

-5-
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Discontinued BioActive Ingredients Program

In 2009 we discontinued our BioActive Ingredients program, which we began in 2007.  We developed BioActive
Ingredients for personal care products, such as skin care products, based on the biofermentation expertise developed
during the manufacturing of DNA for our SigNature DNA, Cashield, DNANet and BioMaterial Genotyping solutions,
and we have decided to focus our business on these security and authentication solutions.

Our Strategy

We have begun to generate revenues principally from sales of our SigNature DNA, Cashield, DNANet and
BioMaterial Genotyping offerings.  Key aspects of our strategy include:

Customize and Refine our Solutions to Meet Potential Customers’ Needs

We are continuously attempting to improve our SigNature DNA solution by testing the incorporation of our SigNature
DNA Markers into different media, such as newly configured labels, inks or packing elements, for use in new
applications.  Each prospective customer has specific needs and employs varying levels of existing security
technologies with which our solution must be integrated.  Our goal is to develop a secure and cost-effective system for
each potential customer that can be incorporated into that potential customer’s products or items themselves or their
packaging so that they can, for instance, be tracked throughout the entire supply chain and distribution system.

Continue to Enhance Detection Technologies for Authentication of our SigNature DNA Markers

We have also identified and are further examining opportunities to collaborate with companies and universities to
develop a new line of detection technologies that will provide faster and more convenient ways to authenticate our
SigNature DNA Markers.

Target Potential High-Volume Markets

We will continue to focus our efforts on target vertical markets that are characterized by a high level of vulnerability
to counterfeiting, product diversion, piracy, fraud, identity theft, and unauthorized intrusion into physical locations
and databases.  Today our target markets include art and collectibles, cash-in-transit, fine wine, consumer products,
homeland security, digital and recording media, law enforcement, pharmaceuticals, textile and apparel authentication
and secure documents/homeland security.  If and when we have significantly penetrated these markets, we intend to
expand into additional related high volume markets.

Pursue Strategic Acquisitions and Alliances

We intend to pursue strategic acquisitions of companies and technologies that strengthen and complement our core
technologies, improve our competitive positioning, allow us to penetrate new markets, and grow our customer
base.  We also intend to work in collaboration with potential strategic partners in order to continue to market and sell
new product lines derived from, but not limited to, DNA technology.

Target Markets

We have begun offering our products and services in Europe and the United States and are targeting the following
principal markets:

Cash-in-Transit
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Cash-in-transit businesses transport and store bank notes and ATM cassettes.  In the U.K. alone, there is an estimated
£500 billion being transported each year, or £1.4 billion per day.  The nature of this business makes cash-in-transit an
attractive target for criminals, and as a result the industry invests in excess of £100 million per year in security
equipment and devices.  Currently, a system of cash degradation, using a smoke or liquid dye to permanently mark
and essentially destroy stolen bank notes, is used.  The incidence of cash-in-transit based crime has increased over
170% in London since 2006, according to the Metropolitan Police and the UK boasts the highest levels of
cash-in-transit crime in Europe.

We are able to incorporate our SigNature DNA Markers in cash degradation inks, including our Cashield degradation
inks, that are used in the cash-in-transit industry.  This solvent-based ink marks bank notes if the cash box is
compromised and has the ability to penetrate the bank notes rapidly and permanently.  We believe our SigNature
DNA Markers are more resilient and detectable than other competing products. We believe that our Cashield
degradation inks have exhibited superior penetration, binding, fluorescence and wash resistant properties than other
competing products.

-6-
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Textile and Apparel Authentication

Cotton classification and the authentication of cotton geographic origin are issues of global significance, important to
brand owners and to governments that must regulate international cotton trade.  We believe that our SigNature DNA
and BioMaterial Genotyping solutions could have significant potential applications for the enforcement of cotton trade
quotas in the U.S. and across the globe, and for legislated quality improvement within the industry.  We believe that
similar issues face the wool and other natural product industries which is the next area we plan to target.

Secure Documents

Governments worldwide are increasingly faced with the problems of counterfeit currencies, official documents, and
identity and security cards, as well as terrorism and other security threats.  Governments must also enforce the various
anti-counterfeiting and anti-piracy regimes of their respective jurisdictions which becomes increasingly difficult with
the continued expansion of global trade.  Our SigNature DNA solution can provide secure, forensic, and cost-effective
anti-counterfeiting, anti-piracy and identification solutions to local, state, and federal governments as well as the
defense contractors and the other companies that do business with them.  Our SigNature solution can be used for all
types of identification and official documents, such as:

● passports;

● lawful permanent resident, or “green” cards;

● visas;

● drivers’ licenses;

● Social Security cards;

● military identification cards;

● national transportation cards;

● security cards for access to sensitive physical locations; and

● other important identity cards, official documents and security-related cards.

Homeland Security

The U.S. military is facing the challenge of the increasing intrusion of counterfeit electronics and other parts into its
supply lines.  This problem isn’t limited to electronics. Foreign suppliers using substandard materials could be
producing rivets, bolts and screws that hold together everything from missile casings to ship ladders. The explosion of
counterfeit parts is being driven by an expanding global economy and an emphasis on low-price contracting — both of
which come as the Pentagon is relying more heavily on older platforms, with parts that are becoming obsolete. Even
technology-sensitive space programs have been compromised by counterfeiters as reported by ABC News in March
2009. Our SigNature DNA solution can provide secure, forensic, and cost-effective anti-counterfeiting, anti-piracy
and identification solutions to military organizations globally in need of securing their supply chains.

Pharmaceuticals
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The pharmaceutical industry also faces major problems relative to counterfeit, diluted, or falsely labeled drugs that
make their way through healthcare systems worldwide, posing a health threat to patients and a financial threat to
drugmakers and distributors.  As a result, the pharmaceutical industry and regulators are examining emerging
anti-counterfeit technologies, including RFID tags and EPCs to help stem the wave of counterfeit drugs and better
track legitimate drugs from manufacturing through the supply chain.  Our SigNature DNA Markers can easily be
embedded directly into pharmaceutical packaging or into RFID tags or EPCs attached to packaging, and since they are
ingestible, may be applied as part of a unit dose. According to the IACC, approximately 6% of pharmaceuticals
worldwide are counterfeit.  In some developing countries this figure rises to 80%.
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Consumer Products

Counterfeit items are a significant and growing problem with all kinds of consumer packaged goods, especially in the
retail and apparel industries.  According to the World Customs Organization, up to $12 billion worth of clothing and
accessories worldwide are fake, and Interpol reported $3 billion worth of fragrances and cosmetics are counterfeit
each year.  In the United States, $1.29 billion dollars worth of seizures and losses were incurred resulting from
counterfeit of apparel and other consumer products.  We have developed and are currently marketing a number of
solutions aimed at brand protection and authentication for the retail and apparel industries, including the clothing,
accessories, fragrances and cosmetics segments.  Our SigNature DNA solution can be used by manufacturers in these
industries to combat counterfeiting and piracy of primary, secondary and tertiary packaging, as well as the product
itself, and to track products that have been lost in transit, whether misplaced or stolen.

Fine Wine

Vintners and purveyors of fine wine are also vulnerable to counterfeiting or product diversion.  We believe our
SigNature and BioMaterial Genotyping solutions can provide vintners, purveyors of fine wines and organizations
within the wine community several benefits:

● Verifed authenticity increases potential customers’ confidence in the product and their purchase decision;

●For the vintner, the SigNature and BioMaterial Genotyping solutions can strengthen brand support and recognition,
and offers the potential for improved marketability and sales; and

●SigNature DNA Markers can be embedded in bottles, labels, or both at the winery, and easily authenticated at the
location of the wine distributor or auctioneer; BioMaterial Genotyping allows the identification of wine based on the
varietal of grape and the region it is grown in.

Law Enforcement

Law enforcement organizations are always looking for a system they can use which will provide absolute proof of
authentication. Specifically developed for covert operations, DNANet products form an invisible coating when
applied to skin, plastics, metals, glass, wood and fabric. We believe that DNANet enhances law enforcement
effectiveness by providing forensic quality evidence.

Art & Collectibles

The fine art and collectibles markets are particularly vulnerable to counterfeiting, forgeries and fraud.  Phony artwork
and collectibles are often sold with fake or questionable signatures or attributions.  We believe our SigNature DNA
Markers can safely be embedded directly in, and so can be used to designate and then authenticate all forms of
artwork and collectibles, including paintings, books, porcelain, marble, stone, bronzes, tapestries, glass and fine
woodwork, including frames.  We believe they can also be embedded in any original supporting documentation
related to the artwork or collectible, the signature of the artist and any other relevant material that would provide
provenance, such as:

● A signed certificate or statement of authenticity from a respected authority or expert on the artist;

● An exhibition or gallery sticker attached to the art or collectible;

● An original sales receipt;
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● A film or recording of the artist talking about the art or collectible;

● An appraisal from a recognized authority or expert on the art or collectible; and

● Letters or papers from recognized experts or authorities discussing the art or collectible.

Digital and Recording Media

The digital and recording media industry, including the segment that records computer software on compact discs,
faces significant threats from piracy and the counterfeiting and distribution of imitation media or software.  In 2010
the Business Software Alliance (“BSA”) reported that in 2009, the United States software industry lost $8.4 billion as a
result of software piracy, an increase of $1.6 billion over the previous year.  An independent study conducted by IDC
for the BSA reported that 20 percent of software in the United States is unlicensed.  Our SigNature DNA Markers can
be embedded onto digital and recording media products, such as CDs, DVDs, videotapes and computer software, as
well as the packaging of these products.

-8-
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Our Technology

Every living organism has a unique DNA code that determines the character and composition of its cells. The core
technologies of our business allow us to use the DNA of everyday plants to mark objects in a unique manner that we
believe cannot be replicated, and then identify these objects by detecting the absence or presence of the DNA.  Our
scientific team was able to develop genetic based assays and protocols to identify DNA markers that are endogenous
to a particular plant in order to differentiate between biological strains of cotton and we are now employing the same
methodology in wool, wine and other natural products. In addition, in the case of Pima cotton, we have developed
proprietary technologies to differentiate between Pima (G. barbadense) and Non-Pima (G. hirsutum) cotton with
absolute certainty.  In the process, we were also able to develop an approach to attach an exogenous DNA marker to a
finished textile product.  Cotton classification and the authentication of cotton geographic origin are issues of global
significance, important to brand owners and to governments that must regulate the international cotton trade. The use
of DNA to identify the cotton fiber content of finished textiles is a significant opportunity for license holders to
control their brand and for governments to improve their ability to enforce compliance with trade agreements between
nations.  In addition to the global cotton trade, the markets for BioMaterial Genotyping include biotherapeutics,
nutraceuticals, natural foods, wines and fermented alcohols and other natural textiles.

SigNature DNA Encryption

Our patent pending encryption system allows us to isolate strands of botanical DNA and then fragment and
reconstitute them to form unique “DNA chimers”, or encrypted DNA segments, whose sequences are known only to us.

SigNature DNA Encapsulation

Our patented encapsulation system allows us to apply a protective coating to encrypted DNA chimers, creating a
SigNature DNA Marker that is resistant to heat, organic solvents, chemicals and UV radiation, and so can be
identified for hundreds of years after being embedded directly, or into media applied or attached to the item to be
marked.

SigNature DNA Embedment

Our patented embedment system allows us to incorporate our SigNature DNA Markers into a broad variety of media,
such as petroleum and petroleum derivatives, inks, dyes, laminates, glues, threads, and textiles.

SigNature DNA Authentication

Our patent pending forensic level authentication methods allow us to unlock the encrypted DNA chimers by using
PCR techniques and proprietary primers that were specifically designed by us to detect the DNA sequences we
encrypted and embedded into the product or other item.  Detection of the DNA chimers unique to a particular item or
series of items allows us to authenticate its or their origin.

Products and Services

Our SigNature DNA solution consists of three steps: creating and encapsulating a specific encrypted DNA segment,
applying it to a product or other item, and detecting the presence or absence of the specific segment.  We plan for the
first two steps to be controlled exclusively by us and our certified agents to ensure the security of SigNature DNA
Markers.  Once applied, the presence of any of our SigNature DNA Markers can be detected by us or a customer in a
simple spot test, or a sample taken from the product or other item can be analyzed forensically to obtain definitive
proof of the presence or absence of a specific type of SigNature DNA Marker (e.g., one designed to mark a particular
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product).

Creating a Customer or Product-Specific SigNature DNA Marker

Our SigNature DNA Markers are botanical DNA segments custom manufactured by us to identify a particular class of
or individual products or items.  During this manufacturing process, we scramble and encrypt a naturally occurring
botanical DNA code segment or segments, and then encapsulate the resulting DNA segment utilizing our proprietary
SigNature DNA Encapsulation system. We then record and store the sequence of the DNA segment in a secure
database in order that we can later detect it.
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Embedding the SigNature DNA Marker

Our SigNature DNA Markers may be directly embedded in products or other items, or otherwise attached by
embedding them into media that is incorporated in or attached to the product or item.  For example, we can embed
SigNature DNA Markers directly in paper, metal, plastics, stone, ceramic, and other materials.  Media in which we
can embed SigNature DNA Markers include:

SigNature DNA Ink:  Our SigNature DNA Ink can be applied directly or on a label that is then affixed to the product
or item.  SigNature DNA Ink is highly durable and degradation resistant.  SigNature DNA Ink can be visible (colored)
or invisible.  This makes it possible to mark products with a visible, or overt, and/or invisible, or covert, SigNature
DNA Marker on any tangible surface such as a label.  The location of covert Signature DNA Markers on a product are
recorded and stored in a secure database.  Similar media like varnish and paints can also be used instead of ink.
Sporting event tickets have been prototyped using our SigNature DNA Ink.  In addition, our SigNature DNA Ink is
being tested in government documents, auto parts, luxury goods and consumer products. Other examples of where our
SigNature DNA Inks can be used include:

●artwork and collectibles (paintings, artifacts, antiques, stamps, coins, documents, collectibles and memorabilia);

● corporate documents (confidential, date and time dependent documents or security clearance documents);

● financial instruments (currency, stock certificates, checks, bonds and debentures);

● retail items (event tickets, VIP tickets, clothing labels, luxury products);

● pharmaceuticals (tablet, capsule and pill surface printing); and

● other miscellaneous items (lottery tickets, inspection stamps, custom seals, passports and visas, etc.).

We have also developed a portfolio of SigNature DNA containing thermal transfer ribbons.  These products will allow
retailers to protect at the point-of-sale by printing price labels, hang tags, event tickets and even credentials with
customized SigNature markers. We are also able to mark cartridges of laser printers with SigNature DNA.

SigNature DNA Thread:  Our SigNature DNA Thread, which can consist of any fabric from cotton to wool, is
embedded with SigNature DNA Markers and can be used to mark and authenticate products and other items
incorporating textiles.  For example, SigNature DNA Thread can be incorporated in a finished garment, bag, purse,
shoe or other product or item.  SigNature DNA Thread can help textile vendors, clothing and accessory manufacturers
and governments authenticate thread, yarn and fabric at any stage in the supply chain.  We can also embed our
SigNature DNA Markers into raw cotton fiber before manufacture of a finished cotton textile product (e.g., a t-shirt)
and authenticate a finished cotton product. We have completed our feasibility studies with the Textile Centre of
Excellence consortium of companies (Leeds, UK) to demonstrate how our SigNature DNA can be used to authenticate
textiles at all points of the supply chain through to the end user. In addition, we have demonstrated the integration of
SigNature DNA with existing manufacturing processes to produce threads, labels and fabrics manufactured by
Yorkshire-based companies and are beginning to work on commercial projects with these companies.

Cashield™ Security Ink:  In 2010, we developed a new product line, Cashield™, which is a family of cash degradation
inks that permanently stain bank notes stolen from cash-handling or ATM systems. Cashield extends our offering
beyond our prior singular product, AzSure®, to a family of security inks that include Red, Violet, Green, Teal, Indigo,
and the original AzSure® Blue. Current degradation dyes suffer from a critical technical weakness, as the dyes may be
removed by the use of solvents. We initiated the development of Cashield in response to demand for a more effective
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carrier for our SigNature DNA markers. Cashield has been certified for use in the EU by the Laboratoire National de
Métrologie et d’Essais (LNE) and passed all 47 individual dye penetration and wash-out-resistance tests. Additionally,
a CViT study presented by the University of Leeds cited Cashield AzSure Blue ink as having improved performance
versus staining inks from other suppliers. In this study, the AzSure blue ink was tested across a range of currencies,
including British pounds, Euros, and U.S. dollars. The evaluation involved exposure to numerous industrial solvents.
Final analysis of the results concluded that the AzSure blue ink was bound strongly in five seconds or less to a variety
of banknotes, and could not be removed with any solvent.

DNANet: In 2010, we developed DNANet tactical DNA products for law enforcement, in the form of DNA-marked
fixative sprays and liquids as well as transferable grease. These products, being marketed to global police forces were
created to help link criminals to crimes. DNANet is a tactical forensic system providing unique DNA codes for covert
operations that require absolute proof of authentication.
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Other Security Devices:  Our SigNature DNA Markers can also be embedded onto printed barcodes, RFID tags,
optical memory strips, holograms, tamper proof labels and other security devices incorporated into products and other
items for various security-related purposes.

SigNature DNA Detection and Product Authentication

We now offer a full range of detection options from instant rapid screening to more detailed forensic level
authentication:

Level 1 “Spot Test” Detection:  We offer rapid readers capable of instantly testing for the presence or absence of any of
our SigNature DNA Markers.

Level 2 Forensic DNA Authentication:  When a forensic level of authentication is necessary, we offer in-field or
in-house forensic DNA authentication that will confirm authentication sequences in approximately 24 hours.

Sales and Marketing

As of December 15, 2010, we had five employees engaged in sales and marketing.  We expect to hire additional sales
directors and/or consultants to assist us with sales and marketing efforts with respect to our ten target vertical markets.

Research and Development

Our research and development efforts are primarily focused on the development of prototypes of new versions of our
products using our existing technologies for review by prospective customers, such as different types of SigNature
DNA Ink and SigNature DNA Thread.  We are also focused on the identification of additional genotyping
markers.  Nonetheless, we believe that our development of new and enhanced technologies relating to our business
may be important to our future success, and we continue to examine whether investments in the research and
development of such technologies is merited.

Manufacturing

We have the capability to manufacture SigNature DNA Markers, covert DNA Ink, and SigNature PCR Kits at our
laboratories in Stony Brook.  We rely upon other companies to manufacture our overt color-changing DNA Ink. We
also have in-house capabilities to complete all BioMaterial Genotyping authentications.

Distribution of our Products and Commercial Agreements

Cash-in Transit.  We can use our SigNature DNA platform to offer a forensic security solution for banks and
institutions operating in the cash-in-transit industry, including automated teller machine (ATM) operations and
banknote transportation and storage.  We can embed our SigNature DNA Marker into cash degradation inks that are
placed in cash-in-transit boxes.  If a cash box is compromised or illegally accessed, the security device discharges the
liquid cash degradation dye into the banknotes, which can be detected after the banknotes are recovered by
police.  Since January 2008, we have been engaged with Loomis Group U.K., a cash-handling company, and
Spinnaker International, a cash-in-transit box manufacturer, pursuant to which we provide signature DNA for use in
boxes and authentication and expert witness reports. In July 2009, we joined Banknote Watch, a national U.K.-based
crime prevention initiative.

IIMAK Agreement.  On April 18, 2007, we entered into a Joint Development and Marketing Agreement with
International Imaging Materials, Inc., or IIMAK. In this agreement with IIMAK, the parties agreed to jointly develop
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thermal transfer ribbons incorporating our SigNature DNA Markers to help prevent counterfeiting and product
diversion for an initial six (6) month period. Upon the successful development of commercially feasible ribbons
incorporating SigNature DNA Markers, we will be paid royalties based on a calculation of net receipts by IIMAK
from sales of such products. We will receive the exclusive right to supply DNA taggants to IIMAK and IIMAK will
receive the exclusive right to manufacture and sell such products worldwide. In February 2008, we completed the joint
development stage of this agreement and initiated pilot manufacturing of IIMAK thermal transfer ribbons embedded
with SigNature DNA. As of December 15, 2010, we have received the exclusive right to supply DNA taggants but
have not been paid royalties.

Printcolor Agreement.  On September 16, 2009, we entered into a Supply and Distribution Agreement, pursuant to
which Printcolor Screen Ltd. has agreed to manufacture and supply to us on an exclusive basis AzSure security ink for
an initial period of five years, unless the agreement is mutually terminated by the parties or terminated for material
breach.
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Supima Cotton Agreement.  On June 27, 2007, we entered into a Feasibility Study Agreement with Supima, a
non-profit organization for the promotion of U.S. pima cotton growers.  In connection with the agreement we
undertook a study of the feasibility of establishing a method or methods to authenticate and identify U.S. produced
pima cotton fibers.  We received payments from Supima upon signing of the agreement and in installments beginning
on July 6, 2007 through completion of the feasibility study.  The feasibility study was successfully completed in the
first quarter of 2008.  We have begun a preliminary launch of authentication services and we may in the future offer
authentication services to member companies of Supima (as well as non-member companies) to confirm the Supima
cotton content of textile items such as apparel and home fashion products.  We are obligated to pay Supima a
percentage of any fees that we receive from such companies for authentication services we provide them. We are also
obligated to pay Supima fifty percent of the aggregate amount of payments that we received from Supima for the
feasibility study out of any fees we receive from providing authentication services.  In addition, until the earlier of
either (i) five years from June 18, 2007 or (ii) the repayment to Supima of fifty percent of the aggregate amount of
payments that we received from Supima for the feasibility study, we are obligated to pay Supima a fee for each
authentication service that we provide. The agreement may be terminated by us or Supima after sixty (60) days upon
fourteen (14) days prior written notice.

Textile Centre of Excellence. On August 11, 2008, we entered into an Agreement with Huddersfield and District
Textile Training Company Limited.  We have agreed to undertake a study to demonstrate how our SigNature DNA
can be used to authenticate textiles at all points of the supply chain through to the end user.  In addition, this study will
demonstrate the integration of SigNature DNA with existing manufacturing processes to produce threads, labels and
fabrics manufactured by Yorkshire-based companies.  The funding for Phase I of the study, which ran through
December 2008, totaled £50,000.  In June 2010, we received our first order as part of our participation in the
multi-year contract funded by the European Regional Development Fund and Yorkshire Forward. The initiating order
(approximately $50,000) commences a three-year commitment of $1,500,000 to the program.

Nissha Agreement.  On December 14, 2009, we entered into a Supply Agreement with Nissha Printing Co., Ltd.
(“Nissha”), an international printing company. In the agreement, we agreed to supply our authentication marks to Nissha
to be incorporated into their printing ink. We will receive an initial fee, annual fee and authentication mark fee for
each unique authentication mark purchased. Additional fees may be received if more than 10 authentications per year
are ordered by Nissha.

In addition, on December 21, 2009, we entered into a Supply Agreement with an international company. In the
agreement, we agreed to supply the company with our authentication marks for an initial period of five years. We will
receive an annual fee for each unique authentication mark purchased. There is the potential to receive additional fees
if more than three authentications per year are ordered. In exchange for exclusive rights in a specific field, the
company has agreed to minimum volume purchases for each year of the agreement.

Biowell Agreement.  In the first half of 2005, Biowell Technology, Inc. (“Biowell”) transferred substantially all of its
intellectual property to Rixflex Holdings Limited, a British Virgin Islands company, and on July 12, 2005, Rixflex
Holdings Limited merged with and into our wholly-owned subsidiary APDN (B.V.L.) Inc., a British Virgin Islands
company.  The shareholders of Rixflex Holdings Limited received 36 million shares of our common stock in
consideration of this merger.  In connection with the acquisition of this Biowell intellectual property, we terminated
our existing license agreement and on July 12, 2005, we entered into a license agreement with Biowell, under which
we granted Biowell an exclusive license to sell, market, and sub-license certain of our products in Australia, certain
countries in Asia and certain Middle Eastern countries.  By letter dated November 1, 2007, we terminated Biowell’s
rights as license with respect to Australia, China and certain other countries in Asia because of Biowell’s failure to pay
us certain fees, payments or consideration in connection with the grant of the license.  In addition, we terminated the
exclusivity of the license with respect to certain Middle Eastern and other Asian countries because of Biowell’s failure
to meet certain minimum annual net sales in each of the various countries covered by the license.
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Competition

The principal markets for our offerings are intensely competitive.  We compete with many existing suppliers and new
competitors continue to enter the market.  Many of our competitors, both in the United States and elsewhere, are
major pharmaceutical, chemical and biotechnology companies, or have strategic alliances with such companies, and
many of them have substantially greater capital resources, marketing experience, research and development staff, and
facilities than we do.  Any of these companies could succeed in developing products that are more effective than the
products that we have or may develop and may be more successful than us in producing and marketing their existing
products.  Some of our competitors that operate in the anti-counterfeiting and fraud prevention markets include:
American Bank Note Holographics, Inc., Applied Optical Technologies, Authentix, ChemTAG, Collectors Universe
Inc., Collotype, Data Dot Technology, De La Rue Plc., Digimarc Corp., DNA Technologies, Inc., ID Global,
Informium AG, Inksure Technologies, Kodak, L-1 Identity Solutions, Manakoa, Media Sec Technologies, November
AG, opSec Security Group plc., SmartWater Technology, Inc., Sun Chemical Corp, Tracetag, Prooftag SAS, and
Warnex.
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Some examples of competing security products include:

●fingerprint scanner (a system that scans fingerprints before granting access to secure information or facilities);

● voice recognition software (software that authenticates users based on individual vocal patterns);

● cornea scanner (a scanner that scans the iris of a user’s eye to compare with data in a computer database);

● face scanner (a scanning system that uses complex algorithms to distinguish one face from another);

●integrated circuit chip & magnetic strips (integrated circuit chips that receive and, if authentic, send a correct electric
signal back to the reader, and magnetic strips that contain information, both of which are common components of
debit and credit cards);

●optically variable microstructures (these include holograms, which display images in three dimensions and are
generally difficult to reproduce using advanced color photocopiers and printing techniques, along with other devices
with similar features);

●elemental taggants and fluorescence (elemental taggants are various unique substances that can be used to mark
products and other items, are revealed by techniques such as x-ray fluorescence); and

●radioactivity & rare molecules (radioactive substances or rare molecules which are uncommon and readily detected).

We expect competition with our products and services to continue and intensify in the future.  We believe competition
in our principal markets is primarily driven by:

● product performance, features and liability;

● price;

● timing of product introductions;

● ability to develop, maintain and protect proprietary products and technologies;

● sales and distribution capabilities;

● technical support and service;

● brand loyalty;

● applications support; and

● breadth of product line.

If a competitor develops superior technology or cost-effective alternatives to our products, our business, financial
condition and results of operations could be significantly harmed.

Proprietary Rights
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We believe that our 14 patents, 8 patents pending, 13 provisional patents, 8 registered trademarks, and 4 registered
trademarks pending, which are described in the table below, and our trademarks, trade secrets, copyrights and other
intellectual property rights are important assets for us.
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Patents Issued:

PATENTS
Patents Issued
Patent Name Patent No Assignee of

Record Date Issued Jurisdiction

Nucleic Acid as Marker
for Product
Anticounterfeiting and
Identification

(570982/196181)
89108443

APDN (B.V.I.)
Inc.

1/11/2004 –
3/16/2020
3/17/2000Taiwan

Method of using
ribonucleic acid as marker
for product
anti-counterfeit labeling

CN1324955
00107580.2

APDN (B.V.I.)
Inc. 2/2/2005China

EppenLocker (A Leakage
Prevention Apparatus of
Microcentrifuge)

529633
203050 APDN Inc.

4/21/2003-3/9/2012
3/10/2000Taiwan

Multiple Tube Structure
for Multiple PCR in a
Closed Container

519130
205554 APDN Inc.

1/21/2003-6/19/2012
6/20/2000Taiwan

A Device for Multiple
Polymerase Chain
Reactions In  a Closed
Container and a Method of
Using Thereof 231311 APDN  Inc.

4/21/2005-6/12/2020
6/12/2000Taiwan

A Method of marking
solid or liquid substances
with nucleic acid for
anti-counterfeiting and
authentication

7115301
(10/748,412)

APDN (B.V.I.)
Inc. 10/3/2006United States

A novel nucleic acid based
steganography system and
applications thereof MY 135976-A

APDN (B.V.I.)
Inc. 7/31/2008Malaysia

KR 20050025256
679484
(61387/2004)

APDN (B.V.I.)
Inc.

3/14/2005
8/3/2005Korea

Method for Mixing
Ribonucleic Acid in Water
Insoluble Media and
Application Thereof

JP2004159502
3930794

Rixflex
Holding
Limited*

6/10/2004
8/31/2002Japan

Method for Mixing
Ribonucleic Acid in Water
Insoluble Media and
Application Thereof EP1394544

APDN (B.V.I.)
Inc. 3/3/2004EU

Method of dissolving
nucleic acid in water
insoluble medium and its
application

CN100349315C
03155949.2

APDN (B.V.I.)
Inc.

11/7/2007
(8/27/2003)China

EP1568783 8/31/2005EU
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A Nucleic Acid Based
Steganography System
and Application thereof

APDN (B.V.I.)
Inc.

A Nucleic Acid Based
Steganography System
and Application Thereof

DE
602004007474.8

APDN (B.V.I.)
Inc 4/24/2008Germany

System and Method for
authenticating multiple
components associated
with a particular product

WO2006127558
A2 APDN 11/30/2006EU
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