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NOTE 1 - BASIS OF PRESENTATION
General

The accompanying condensed unaudited consolidated financial statements for the six months ended June 30, 2014
have been prepared by the Company, in accordance with accounting principles generally accepted in the United
States of America or US GAAP for financial information. These financial statements reflect all adjustments,
consisting of normal recurring adjustments and accruals, which are, in the opinion of management, necessary for a
fair presentation of the financial position of the Company as of June 30, 2014 and the results of operations for the
six months then ended. Accordingly, certain information and footnote disclosures normally included in annual
financial statements prepared in accordance with US GAAP have been condensed or omitted. These financial
statements should be read in conjunction with the audited financial statements and notes thereto of the Company for
the year ended December 31, 2013 which are included in the Company’s Form 20-F filed with the Securities and
Exchange Commission. The results of operations presented are not necessarily indicative of the results to be
expected for future quarters or for the year ending December 31, 2014.

The following discussion and analysis should be read in conjunction with the financial statements, related notes and
other information included in this report and with the Risk Factors included in Part 1 Item 3 in our Annual Report on
Form 20-F for the year ended December 31, 2013, filed with the SEC.

This Report contains statements that may constitute “forward-looking statements”. Generally, forward-looking
statements include words or phrases such as “anticipates,” “believes,” “estimates,” “expects,” “intends,” “plans,”
“projects,” “could,” “may,” “might,” “should,” “will”, the negative of such terms, and words and phrases of similar
import. Such statements are based on management’s current expectations and are subject to a number of risks and
uncertainties. These risks and uncertainties could cause our actual results to differ materially from those described in
the forward-looking statements. Any forward-looking statement represents our expectations or forecasts only as of
the date it was made and should not be relied upon as representing its expectations or forecasts as of any subsequent
date. Except as required by law, we undertake no obligation to correct or update any forward-looking statement,
whether as a result of new information, future events or otherwise, even if our expectations or forecasts change.

EEINT3 EERNT3

Reclassifications

Certain amounts, related primarily to discontinued operations and income taxes payable in the prior year balance
sheet, statements of operations and comprehensive loss have been reclassified to conform the current period
presentation.

NOTE 2 - ORGANIZATION
Description of Business

ICTS International N.V. (“ICTS”) was established by the Department of Justice in Amstelveen, Netherlands on
October 9, 1992. ICTS and subsidiaries (collectively referred to as, the “Company”) operate in three reportable
segments: (a) Corporate (b) Airport security and other aviation services and (c) Technology. The corporate segment
does not generate revenue and contains primarily non-operational expenses. The airport security and other aviation
services segment provide security and other services to airlines and airport authorities, predominantly in Europe and
the United States of America. The technology segment is predominantly involved in the development and sale of
identity security software predominantly in Europe.

Financial Condition

The Company has a working capital deficit and a history of recurring losses from continuing operations and negative
cash flows from continuing operations. As of June 30, 2014 and December 31, 2013, the Company has a working
capital deficit of $5,872 and $5,177, respectively. During the periods ended June 30, 2014 and 2013, the Company
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NOTE 2 - ORGANIZATION (CONTINUED)

incurred losses from continuing operations of $2,509 and $3,771, respectively. Collectively, these factors raise
substantial doubt about the Company's ability to continue as a going concern.

Management believes that the Company’s operating cash flows and related party/third party financing activities will

provide it with sufficient funds to meet its obligations and execute its business plan for the next twelve months.
However, there are no assurances that management's plans to generate sufficient cash flows from operations and
obtain additional financing from related parties/third parties will be successful. In May 2014, the Company
increased its borrowing capacity under the convertible notes payable to related party to $37,000.

The accompanying consolidated financial statements do not include any adjustments relating to the recoverability
and classification of asset carrying amounts or the amount and classification of liabilities that might result should the
Company be unable to continue as a going concern.

NOTE 3 - CERTAIN TRANSACTIONS
IRS Settlement

The Company was subject to a tax examination for one of its subsidiaries in the United States by the Internal
Revenue Service ‘IRS’ for the tax years 2002 to 2004. In connection with this examination, a subsidiary was
required to provide information regarding its treatment of certain expenses. The IRS proposed a number of
adjustments to the subsidiary's filed income tax returns for the tax years 2002 to 2004, which collectively resulted in
an assessed income tax liability of $7,325. Management vigorously contested the merit of the proposed adjustments
and established a reserve of $10,690. In July 2011 and January 2012, the Company entered into arrangements with
the IRS to settle all outstanding claims against it for $3,329, including $877 in interest. In August 2012, the
Company filed an Offer in Compromise Form with the IRS to reduce the amount payable to the IRS under the
settlements citing unfavorable financial condition of its American subsidiaries. In July 2013, the IRS accepted the
Company’s offer to settle all outstanding amounts for $200, which has been paid in full as of December 2013.

The total amount of unrecognized income tax benefits regarding the IRS in the accompanying consolidated
statements of operations is $0 and $2,346, of which $0 and $1,221 is presented as part of the discontinued operations
as of June 30, 2014 and 2013, respectively.

The total amount of unrecognized interest income regarding the IRS in the accompanying consolidated statements of
operations is $0 and $906, of which $0 and $626 is presented as part of the discontinued operations as of June 30,
2014 and 2013, respectively.

Acquisition of Company in Germany

During the second quarter of 2013 the Company purchased a German Company, which operates in the field of
professional operating security services and specializes in passenger and freight control at Frankfurt Airport. The
operations of the new subsidiary are consolidated in the accompanying consolidated statements of operations
starting from May 1, 2013. During the period ended June 30, 2014 and 2013 the German’s subsidiary revenue was
$21,883 and $3,330, respectively.

NOTE 4 - DISCONTINUED OPERATIONS

In December 2005, the Company committed to a plan to cease the operations of its entertainment segment in the
United States. Accordingly, as of that date, the assets, liabilities and results of operations of the entertainment
segment were classified as discontinued operations in the Company's consolidated financial statements.
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NOTE 4 - DISCONTINUED OPERATIONS (CONTINUED)

In connection with the Company’s settlement of certain assessments with the IRS, the Company recognized $0 and
$1,847 of changes in uncertain income tax positions in the periods ended June 30, 2014 and 2013, respectively
including interest, related to its entertainment segment in income from discontinued operations.

During the year ended December 31, 2012, the Company committed to a plan to cease the operations of its
subsidiary in France (I-SEC France) and in November 2012 transferred control of the subsidiary to a court-
appointed liquidator. The subsidiary provided aviation security services in France.

During the year ended December 31, 2012, the Company ceased the operations of its subsidiaries in Romania (I-
SEC Romania) and Hungary (I-SEC Hungary), which provided aviation security services in the respective countries.
The subsidiaries are in the process of liquidation.

During the year ended December 31, 2013 the Company ceased the operations of its subsidiaries in the United
Kingdom (I-SEC UK), and Denmark (I-SEC Denmark). In addition, the Company committed to a plan to cease
operations of its subsidiary in Belgium (I-SEC Belgium). All of the subsidiaries provided aviation security services
in the respective countries.

A summary of the Company's assets and liabilities from discontinued operations as of June 30, 2014 and 2013 are as
follows:

June 30, December 31,

2014 2013
ASSETS
CURRENT ASSETS:
Cash and cash equivalents $ 21 $ 259
Accounts receivable, net - 361
Prepaid expenses and other current assets 72 121
Total current assets from discontinued operations $ 93 $ 741
LIABILITIES
CURRENT LIABILITIES:
Accounts payable $ 18 $ 259
Accrued expenses and other current liabilities 4 588
Total current liabilities from discontinued operations $ 22 $ 847

A summary of the Company's results from discontinued operations for the periods ended June 30, 2014 and 2013 is
as follows:

Period ended, June 30,

2014 2013

Revenue $ 93 $ 2,706
Cost of revenue 106 2,261
GROSS PROFIT (EXCESS OF COSTS OF REVENUES OVER

REVENUE) (13) 445
Selling, general and administrative expenses 28 408
OPERATING PROFIT (LOSS) 41) 37
Other income , net - 629
Income tax benefit - 1,224
Income (loss) from discontinued operations $ (41) $ 1,890
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NOTE 5 - SEGMENT AND GEOGRAPHICAL INFORMATION

The Company operates in three reportable segments: (a) Corporate (b) Airport security and other aviation services
and (c) Technology. The corporate segment does not generate revenue and contains primarily non-operational
expenses. The airport security and other aviation services segment provide security and other aviation services to
airlines and airport authorities, predominantly in Europe and the United States. The technology segment is
predominantly involved in the development and sale of identity security software to financial and other institutions,
predominantly in Europe. All inter-segment transactions are eliminated in consolidation. The accounting policies of
the segments are the same as the accounting policies of the Company as a whole.

The chief operating decision maker reviews the operating results of these reportable segments. The performance of
the reportable segments is based primarily on loss (profit) from continuing operations.

Airport
Security
and Other
Aviation
Corporate Services Technology Total
Six months ended June 30, 2014:
Revenue $ - $ 82,610 $ 396 $ 83,006
Depreciation and amortization - 381 50 431
Loss (Profit) from continuing operations 1,325 (561) 1,745 2,509
Total assets 584 32,229 259 33,072
Six months ended June 30, 2013:
Revenue $ = $ 56,036 $ 342 $ 56,378
Depreciation and amortization 1 326 41 368
Loss from continuing operations (705) (1,472) (1,594) (3,771)
Total assets 384 24,070 541 24,995

The following table sets forth, for the periods indicated, revenue generated by country:

Six months ended June 30,

2014 2013
Netherlands $ 34,285 $ 26,172
Germany 21,883 3,330
United States of America 19,555 19,494
Other 7,284 7,382
Total $ 83,006 $ 56,378

The following table sets forth, for the periods indicated, property and equipment, net of accumulated depreciation
and amortization by country:

June 30,
2014 2013
Netherlands $ 532 $ 616
Germany 239 27
United States of America 433 490
Other 339 413
Total $ 1,543 $ 1,492
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

OVERVIEW

The following discussion and analysis should be read in conjunction with the financial statements, related notes and
other information included in this report and with the Risk Factors included in Part 1 Item 3 in our Annual Report on
Form 20-F for the year ended December 31, 2013, filed with the SEC.

Period ended June 30,
2014 2013
Revenue 100.0% 100.0%
Cost of revenue 89.8% 88.2%
Gross profit 10.2% 11.8%
Research and development expenses 1.3% 1.5%
Selling, general and administrative expenses 10.1% 16.9%
Operating loss (1.3%) (6.6%)
Other expense, net (1.6%) (1.9%)
Loss before income tax benefit (expense (3.0%) (8.5%)
Income tax benefit (expense) (0.1%) 1.8%
Loss from continuing operations (3.0)% (6.7%)
Profit (loss) from discontinued operations 0.0% 3.4%
Net loss (3.1%) (3.3%)

Revenue — Revenue for the period ended June 30, 2014 was $83,006 compared to $56,378 in the first six
months of 2013. Revenues from the European Aviation Security activities increased by $26,513 mainly because of
new operations in Germany and increase of services provided to customers in the Netherlands. European results are
affected by the translation of the Euro to the Dollar. The average exchange rate for the first six months of 2014
compared to the same period in 2013 increased by 4.4%.

Revenues from other Aviation Services provided in the United States of America (“U.S.”) were stable without
material changes in revenue compared to the six months period ended June 30, 2013.

Revenues from the Technology segment were stable without material changes in revenue compared to the six
months period ended June 2013.

Cost of revenue - Cost of revenue for the period ended June 30, 2014 was $74,578 (89.8% as percentage
of revenue) compared to $49,753 (88.2% as percentage of revenue) for the first six months of 2013. Cost of revenue
as percentage of revenue increased in the first six months of 2014 compared to the comparable period in 2013
mainly because of expenses related to new operations in Germany and the Netherlands.

Research and Development (“R&D”) - R&D expenses for the period ended June 30, 2014 and 2013 were
$1,095 (1.3% as percentage of revenue) compared to $820 (1.5% as percentage of revenue) for the first six months
of 2013. R&D expenses increased mainly due to new personnel hired by the Company in 2014.

Selling, general and administrative expenses (“SG&A”) - SG&A expenses were $8,419 for the period
ended June 30, 2014 (10.1% as percentage of revenue) compared to $9,529 (16.9% as percentage of revenue) for the




ICTS INTERNATIONAL N.V. AND SUBSIDIARIES
(US $ in thousands, except share and per share data)

OVERVIEW (CONTINUED)

first six months of 2013. SG&A expenses in 2013 included a onetime expense of $1,312 relating to costs involved
on the purchase of the German Company. Without this expense the total SG&A expenses in 2013 would be $8,217
(14.6% as percentage of revenue), similar to the 2014 expenses.

Other expenses, net - Other expenses, net include mainly interest to banks, other institutions and related
party regarding the Company’s loans, exchange rate expenses and bank charges. Other expenses, net, were $1,369
(1.6% as percentage of revenue) for the first six months of 2014 compared to $1,088 (1,9% as percentage of
revenue) for the comparable period ending June 30, 2013.

Interest expenses to related party totaled $1,102 in the first six months of 2014 compared to $919 in the
comparable period of 2013. Increase in interest expenses to related party reflects the increase in the Company’s debt
to the related party from $31,790 as of June 30, 2013 to $38,815 as of June 30, 2014. As substantial part of the loan
was taken in Euro, the interest expense is being affected also by the changes in the exchange rate between U.S
Dollar and Euro.

Exchange rate income during the first six months of 2014 totaled $256 compared to exchange rate income
of $142 at the 2013 comparable period. The main currency that is being revaluated in the Company is the Euro.

Other interest expenses and bank charges totaled $523 in the first six months of 2014 compared to $306 in
the comparable period of 2013. Interest expenses and bank charges increased due to the fact that the Company
entered in 2014 into three separate lines of credit agreements with a commercial bank in order to finance the
increase of operations in Europe. In addition, in 2013 the Company recognized a one-time interest income of $243
from the IRS accrual reversal.

Income tax benefit (expense) - Income tax expense for the period ended June 30, 2014 was $54 compared
to benefit of $1,041 in the comparable period of 2013. The Company recognized in 2013 a benefit of $1,125
following the IRS settlement and decrease of the previous year tax accrual.

Loss from continuing operations - As a result of the above, ICTS' loss from continued operations
amounted $2,509 for the first six months of 2014, compared to $3,771 loss for the first six months of 2013.

Profit (loss) from discontinued operations — The Company had a loss of $41 from discontinued
operations for the period ended June 30, 2014, compared to profit of $1,890 in the comparable period of 2013. A
profit of $1,847 was recorded in 2013 following the IRS settlement decreasing the tax accrual for the discontinued
operations.

Net Loss - As result of the above, ICTS' loss amounted $2,550 for the first six months of 2014, compared
to net loss of $1,881 for the comparable period of 2013.



