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Dear Stockholders,

After more than 14 years of building Cogent, our initial public offering in September 2004 has created the
opportunity to share our success with you, Cogent’s new stockholders. The financial results Cogent achieved in
2004 are the outcome of our commitment to our customers and to developing the highest quality technology in
our products. The funds we received in the IPO provide us with significant resources to fund further growth for
Cogent as we enter a new and even more important chapter in our history. The demand for Automated
Fingerprint Identification Systems (AFIS) solutions continues to grow rapidly in a world where security and
identification are becoming more important every day.

Importantly, 2004 was a year of strong financial results. Revenues were $87.7 million for the year ended
December 31, 2004 compared to $32.2 million for the year ended December 31, 2003. Gross profit as a
percentage of revenues was 66.0% for the year ended December 31, 2004 compared to 68.2% for the year ended
December 31, 2003. Net income was $42.6 million for the year ended December 31, 2004 compared to $9.2
million for the year ended December 31, 2003.

Cogent is a leader in biometrics — an industry estimated to be growing at 45% a year into the billions of
dollars. We provide end-to-end AFIS solutions that enable customers to:

* capture fingerprints electronically;
» encode fingerprints into searchable files; and

* accurately compare these to a database of millions of fingerprints in a matter of seconds.

The heart of our comprehensive technology solution is our software algorithm and propriety Programmable
Matching Accelerator servers that drive the performance of our AFIS. Our software and servers, which leverage
over 14 years of research and development in fluid dynamics, neural networks and image processing principles,
provide industry-leading accuracy rates and over one million comparisons per second. Qur linearly scalable
solutions bring significant cost savings to the industry by lowering the total cost of ownership and put us in an
enviable competitive position for new contracts.

Our technological edge is one of the key reasons why we were selected by the Department of Homeland
Security (DHS) to provide an AFIS for the US-VISIT program. This program requires visitors to the United
States to submit two scanned fingerprints. We believe this program is a top priority for the DHS because it
enhances security while still facilitating legitimate travel and trade. Our AFIS solution is integral to this program,
providing the software, servers and primary technology that power the matching, identification and real-time
authentication of visitors to the United States. The DHS has stated that biometrics is helping achieve its national
security goals, and both political parties have firmly stated their support of the US-VISIT program.

Complementing our domestic growth, a key strategy is to continue to expand overseas and to take advantage
of the numerous opportunities in the civil market. Our significant contracts with the government of Venezuela
represent an example of our success in this area. In the Venezuelan national election in August 2005, millions of
people had their fingerprints captured, searched and enrolled on the day of the referendum. The system
specifications required the AFIS to return the results for every transaction in less than 30 seconds, but actual
performance was significantly faster. We believe this is the largest and fastest biometrics system in the world and
that the success of the Venezuelan elections positions us well for future civil contracts in Latin America and
around the world.

We also have achieved considerable success in 2004 in our law enforcement market, and we continue to see
opportunities in the commercial space and in leveraging our technology into hew markets.




I am proud of the progress we have made so far, and truly excited by the expectations for the coming year.
I’d like to offer my sincere thanks to all our employees, our customers, and our shareholders for their tremendous
ongoing support and we look forward to updating you on our progress toward achieving our goals in the coming
year. '

Sincerely,

i to/|

Ming Hsieh
Chairman of the Board of Directors and Chief Executive Officer
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PART1

Item 1. Business

This Annual Report (including the following section regarding Management’s Discussion and Analysis of
Financial Condition and Results of Operations) contains forward-looking statements regarding our business,
financial condition, results of operations and prospects. Words such as “expects,” “anticipates,” “intends,”
“plans,” “believes,” “seeks,” “estimates” and similar expressions or variations of such words are intended to
identify forward-looking statements, but are not the exclusive means of identifying forward-looking statements in
this Annual Report. Additionally, statements concerning future matters such as the development of new products,
sales levels, expense levels and other statements regarding matters that are not historical are forward-looking
statements.

[T

Although forward-looking statements in this Annual Report reflect the good faith judgment of our
management, such statements can only be based on facts and factors currently known by us. Consequently,
forward-looking statements are inherently subject to risks and uncertainties and actual results and outcomes may
differ materially from the results and outcomes discussed in or anticipated by the forward-looking statements.
Factors that could cause or contribute to such differences in results and outcomes include without limitation those
discussed under the heading “Risk Factors” below, as well as those discussed elsewhere in this Annual Report.
Readers are urged not to place undue reliance on these forward-looking statements, which speak only as of the
date of this Annual Report. We undertake no obligation to revise or update any forward-looking statements in
order to reflect any event or circumstance that may arise after the date of this Annual Report. Readers are urged
to carefully review and consider the various disclosures made in this Annual Report, which attempt to advise
interested parties of the risks and factors that may affect our business, financial condition, results of operations
and prospects.

We were incorporated in California in April 1990 and reincorporated in Delaware in May 2004.

Overview

We are a leading provider of Automated Fingerprint Identification Systems, or AFIS, and other fingerprint
biometrics solutions to governments, law enforcement agencies and other organizations worldwide. Our AFIS
solutions enable customers to capture fingerprint images electronically, encode fingerprints into searchable files
and accurately compare a set of fingerprints to a database of potentially millions of fingerprints in seconds. For
over fifteen years, we have researched, designed and developed fingerprint biometric technologies that
incorporate advanced concepts in fluid dynamics, neural networks, image enhancement, data mining and
massively parallel processing. Our proprietary software algorithms, together with optimized hardware, enable our
customers to cost-effectively achieve what we believe to be industry-leading accuracy rates and performance. We
support the latest standards in fingerprint biometrics and have based our systems on cost-effective, industry-
standard hardware and software platforms. We are focused on enabling our customers to expand the capabilities
of their systems as their biometrics needs evolve.

Industry Background
Authentication and Identification of Individuals Plays an Important Role in Society

Effectively authenticating and identifying individuals is critical to the safety and integrity of transactions,
communications, travel and life in today’s society. Security breaches and frauds resulting from failures in
authentication and identification systems can cause economic harm and loss of life. As a result of growing public
awareness of security and economic risks, people are becoming increasingly willing to submit to security checks
and other identity verification procedures. Authentication of an individual’s identity is necessary when
governments, law enforcement agencies and other organizations need to confirm that an individual is who he
claims to be. This necessity arises, for example, when a traveler enters a foreign country, a suspect is arrested, an
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individual withdraws money from an ATM, a consumer purchases an item on the Internet, a citizen votes or an
employee seeks access to a restricted area. To authenticate the individual’s claimed identity in these types of
scenarios, organizations traditionally implement processes to examine the individual’s credentials, such as
signatures, drivers’ licenses, passports, access cards, PINs or passwords. If the authentication process indicates
that the credentials are invalid or if there are no credentials to examine, such as when an unknown person leaves
evidence fingerprints, known as latents, at a crime scene, organizations frequently initiate an identification
process to determine the individual’s identity.

Traditional Authentication and Identification Processes are Inadequate

Traditional processes for authenticating and identifying individuals have inherent weaknesses. Criminals
and imposters can easily compromise these processes by falsifying credentials by forging a signature, altering a
photograph on a driver’s license or passport or stealing a physical access card. Imposters can use the
compromised credentials to gain unauthorized access to physical locations, such as buildings and airplanes, and
to confidential information, such as medical data and financial records, and cause significant harm. Traditional
authentication and identification methodologies can also be cumbersome and inefficient to use. Individuals are
required to remember several passwords and PINs for the multitude of access, credit and membership cards they
carry. The costs incurred by organizations to administer these traditional processes can be significant.

Evolution of Biometric Authentication and Identification Processes

The inadequacies of traditional authentication and identification processes, coupled with more siringent
security requirements and an increasingly global economy and mobile population, have in recent years
contributed to the increased focus on the development of biometrics. Biometrics is the automated use of unique
physiological characteristics of individuals, such as fingerprints, palm prints, faces or irises, to determine or
verify an individual’s identity. The individual’s biometric characteristic is captured and encoded and then
compared against previously encoded biometric data stored in an electronic database to determine or verify the
individual’s identity. Because biometrics technology utilizes an unchanging, unique characteristic of a person
that cannot be lost, stolen, shared or forgotten, it has the capability to be more accurate, convenient and cost-
effective than traditional methodologies.

Fingerprints have been, and we believe will continue to be, the most widely used biometric because they are
relatively simple to capture, either voluntarily or from latents at crime scenes, are relatively non-intrusive and
benefit from a substantial existing infrastructure that employs fingerprints for identification. Governments and
law enforcement agencies around the world have already created vast databases of fingerprints and the American
National Standard Institute and the National Institute of Standards and Technology have standardized a common
format, called ANSI/NIST, that is used to describe, classify and share fingerprints. According to the FBI, its
criminal database alone contains the fingerprints of approximately 47 million individuals. In addition, the United
States Department of Homeland Security projects that its database will contain the fingerprints of approximately
43 million individuals by the end of 2005. Other organizations throughout the world, including foreign
governments and law enforcement agencies, other U.S. government agencies such as the National Association of
Securities Dealers and the Department of State, and the approximately 15,000 state and local law enforcement
agencies in the United States, also have established large fingerprint databases, and these databases are
continuing to grow.

Automated Fingerprint ldentification Systems

The most pervasive, large-scale fingerprint biometrics technology implementations today are AFIS. AFIS
are typically used to compare one person’s fingerprints against a large database of fingerprints. This is known as
one-to-many matching. The technology for AFIS was originally developed by the FBI and Scotland Yard to
facilitate criminal investigations, and AFIS have achieved widespread acceptance within national, state and local
law enforcement agencies globally. AFIS are comprised of fingerprint input scanning devices and software and
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computers that encode, process and store electronic versions of fingerprints. Originally, the fingerprint input
devices were scanners that uploaded rolled fingerprint images obtained by rolling all ten inked fingers, known as
tenprints, from nail to nail on cards or from latents obtained at crime scenes. Today, electronic fingerprint
scanners, known as live-scans, are also available to directly capture flat fingerprint images by pressing the finger
onto an input device and submitting the fingerprints to an AFIS. After the fingerprints of the subject are captured,
the AFIS encodes the unique features associated with fingerprint ridge endings or bifurcations, known as
minutiae, into a data set that is submitted for matching. Most commonly, existing fingerprint biometric systems
classify, or bin, the stored fingerprints using basic criteria such as loops and whorls. Using this approach, the
search program disregards those portions of the database that are inconsistent with the classification of the
subject’s fingerprints and only searches the relevant portions of the database.

AFIS deployments range widely in size, cost and complexity. In a local law enforcement deployment, the
AFIS may be entirely contained within a single facility, with one or more fingerprint input devices attached to
local computers, networked to a low-cost, small scale system capable of searching up to tens of thousands of
records. As AFIS grow larger, they may consist of hundreds of fingerprint acquisition stations throughout a state
or country and employ dedicated networks for transmission of biometric data and dozens of dedicated computers.

The diagram below represents a typical, full scale AFIS architecture:
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Significant Growth Expected in the AFIS Market

The widespread deployment of AFIS and the development of biometric technologies to support the AFIS
market have been among the biggest contributors to the growth of the biometrics industry. This growth is being
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driven in part by the events of September 11, 2001 and subsequent terrorist attacks, the resultant increase in the
worldwide demand for elevated security measures and a general increase in willingness for people to submit to
security checks and other identity verification procedures. In response to this demand, significant legislation in
the United States has been passed mandating increased spending on security measures. Governments worldwide
are establishing agencies and departments focused on security, such as the formation of the Department of
Homeland Security, or DHS, which integrated numerous existing agencies and formed a single department with
the mission of protecting the United States against terrorism. Governments have also announced initiatives
mandating heightened security measures and recommending or requiring the use of biometrics technology as part
of the overall security solution. As a result, government agencies have indicated that they will make significant
investments in information technology, including biometrics, to fulfill their missions.

The AFIS market is also poised for growth in its core law enforcement sector. Many of the approximately
15,000 state and local law enforcement agencies in the United States utilize AFIS solutions. Many of these law
enforcement agencies are upgrading their AFIS based on the development of technology that enables new AFIS
capabilities, such as 1,000 pixels per inch (ppi) resolution instead of the conventional 500 ppi resolution for '
better image quality. Many law enforcement agencies are also seeking to make their AFIS web-enabled and to
enable their AFIS to search fingerprints using both flat and rolled methods and to search palm prints. We believe
law enforcement agencies not currently using AFIS solutions are also likely to deploy such solutions to achieve
faster response times and increased accuracy than they are achieving through existing methods.

Significant Growth Expected in the Market for Other Fingerprint Biometrics Products and Solutions

In addition to AFIS, the market for other fingerprint biometrics solutions is expected to increase. Advances
in AFIS technology and widespread deployment of AFIS are resulting in both increased public awareness and
acceptance of biometrics solutions and the establishment of an infrastructure that we believe will expedite the
adoption of other fingerprint biometrics solutions. As a result of the advances necessitated by the development of
the AFIS market, fingerprint biometrics solutions have become much more sophisticated and capable of
application in a2 number of other environments. Several initiatives requiring increased spending on other
fingerprint biometrics solutions have already begun. For example, numerous foreign jurisdictions around the
world have begun to establish national identification card programs, which will require the issuance of smart ID
cards with embedded fingerprint information for each citizen. Foreign jurisdictions such as Hong Kong, Italy, the
U.K. and Thailand have implemented or are in the process of implementing national identification card
programs. Moreover, consumers have also begun to embrace biometrics authentication, particularly for the
purposes of providing increased security on laptops, cell phones and other smart handheld devices that are
beginning to store increasing amounts of personal information.

Govérnments, Law Enforcement Agencies and Other Organizations Face Challenges in Implementing
Successful Fingerprint Biometrics Solutions

To satisfy the evolving needs of the AFIS market and the emerging market for other fingerprint biometrics
solutions, vendors must deliver systems that achieve increasingly high levels of both accuracy and performance
in a cost-effective and scalable manner. Many existing solutions are challenged in their ability to meet these
needs because they are limited by the following problems:

s Inaccuracy. Accuracy rates of AFIS solutions are measured in two ways: detection failure rates and
false positive rates. Detection failures occur when an AFIS fails to match a submitted fingerprint against
a matching fingerprint in the database. A false positive occurs when a fingerprint is incorrectly matched
to a fingerprint in the database. Many AFIS solutions have a high detection failure rate, particularly
when tenprints are not available, due to the use of binning and a limited ability to use fingerprints with
poor image quality. Classification binning relies heavily on data supplied by a full tenprint, and errors
made in the binning process can also cause detection failures. Classification errors are particularly
problematic for systems that attempt to search flat fingerprints because they are frequently binned
differently from rolled fingerprints, even when the prints belong to the same person. Because the quality
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of fingerprint images stored in various databases is highly variable, existing AFIS have difficulty
matching against poorer quality images. This makes it difficult for existing systems to effectively match
against digitized versions of older fingerprint cards, poorer quality latents taken at crime scenes and
fingerprints that were improperly taken at law enforcement or government agencies.

*  Performance Constraints. To address heightened security requirements, organizations are beginning to
perform biometric authentication checks in areas of high traffic, such as election polls, airports,
embassies or state/country borders, where it is impracticable to capture full tenprints. In these
environments, fast capture and response times are required, and it is frequently impractical to collect full
tenprints or high quality images. Moreover, many AFIS use binning to try to expedite response times,
but AFIS that use binning are ineffective at delivering accurate search results in a timely manner when
the subject submits less than a full tenprint, as binning under such circumstances eliminates much less
of the database and necessitates a broader and more time-consuming search.

* High Costs and Lack of Linear Scalability and Flexibiliry. In addition, integration of these biometric
products and solutions with existing networks and infrastructure can be costly and complex. As
databases and the number of searches grow, governments, law enforcement agencies and other
organizations need flexible systems that can be scaled in a linear and cost-effective manner. Using most
existing fingerprint biometrics solutions, governments, law enforcement agencies and other
organizations have had to purchase multiple costly servers to assemble the requisite processing power to
achieve acceptable response times and accuracy rates, and these large server deployments are complex
and costly to manage on an ongoing basis.

The constraints and shortcomings of many existing fingerprint biometrics solutions have inhibited the rate
of deployment outside of traditional law enforcement environments. These constraints have become more
pronounced as a result of the increased focus on security and protection from terrorism, as well as increased
attention to economic losses from fraudulent activity, the rising costs of administering and the cumbersome
nature of using traditional authentication and identification methodologies. These needs create a significant
opportunity for a vendor that can leverage the technology developed in large AFIS deployments to provide
accurate, rapid, scalable, flexible and cost-effective fingerprint biometric solutions to both the existing AFIS and
the emerging other fingerprint biometrics solutions markets.

Our Solution

We are a leading provider of advanced AFIS and other fingerprint biometrics solutions to governments, law
enforcement agencies and other organizations worldwide. For over fifteen years, we have researched, designed,
developed and marketed advanced fingerprint biometric technologies and integrated solutions. We believe our
proprietary software algorithms, together with optimized hardware, enable our customers to cost-effectively
deploy AFIS solutions that consistently deliver industry leading accuracy rates and performance. Our solutions
are designed to be scalable, enabling customers to seamlessly expand the capabilities of their AFIS, and flexible,
enabling customers to deploy our AFIS in a variety of operating systems and hardware configurations. As a
result, we provide a complete AFIS solution that enables customers to achieve a low total cost of ownership both
upon initial deployment and throughout its entire lifecycle. Key benefits of our solutions include:

End-to-End Solution and Services Capability. We have designed and developed a fully integrated AFIS
solution comprised of our proprietary fingerprint biometric software, together with optimized hardware and
professional services. We offer all of the elements a customer needs to deploy fingerprint biometric solutions,
including:

» Search and Retrieval Software. At the core of our solutions are our proprietary search algorithms that
accelerate the matching process while maintaining accuracy. This software can run on standard
hardware, but in larger deployments our customers typically run it on servers that we enhance with our
Programmable Matching Accelerator, or PMA, boards that are optimized for rapid searches. The




combination of powerful searching software and optimized hardware processing speeds enables us to
deliver fingerprint biometrics solutions that can meet the most demanding requirements of governments,
law enforcement agencies and other organizations.

»  Capture Devices. We offer several types of capture devices that enable our customers to obtain and
process either flat or rolled fingerprints in a wide variety of places without ink, such as police stations,
airports and immigration offices. All of our live-scan devices run our proprietary Image Flow software,
which employs advanced algorithms to improve feature extraction from the fingerprint images, thereby
enhancing search accuracy. We also offer portable devices that enable customers to obtain and process
fingerprints remotely. Our live-scan devices provide real-time image previews on screen for improved
quality control and reduced processing time.

»  Systems Integration Services. Our service abilities enable us to deliver full end-to-end solutions
regardless of the operating or network environment and to design custom interfaces to existing systems.
Our highly trained and skilled engineering professionals have extensive expertise in designing and
deploying AFIS and other biometrics solutions that are integrated with our customers’ existing systems.
Because our core intellectual property resides in our software capabilities, we can cost-effectively
bundle our software with optimized off-the-shelf hardware components to create solutions for our
customers that deliver the performance capabilities they demand. Moreover, our solutions implement
standards-based approaches that simplify integration and support.

High Accuracy Rates. We believe our solutions enable our AFIS customers to search large databases with
industry leading accuracy and performance. A key factor in our ability to achieve these accuracy rates is our
approach of searching the entire database rather than using binning like most other AFIS. As a result, our
solutions do not suffer from binning errors, and we can more effectively search both flat and rolled prints, which
leads to increased accuracy. Moreover, because our software reflects our fifteen years of research and
development on neural network, fluid dynamics and advanced image processing principles, we are able to extract
more minutiae from lower quality fingerprints to minimize detection failures and false positives.

High Performance. Our solutions deliver high performance and enable rapid response times when searching
large databases while still maintaining a high degree of accuracy. Our PMA servers accelerate the processing
capability of standard server architectures and can compare over one million fingerprints per second per PMA
server. We achieve this performance level by implementing our advanced search algorithms and our proprietary
Data Flow technology, which enables massively parallel processing on our PMA servers to eliminate the need for
binning. Because we do not need to bin, our solutions can rapidly search based on any number of prints.
Furthermore, our PMA servers can be easily clustered together, which enables customers to employ multiple
servers in an integrated solution and achieve throughput levels that scale with their needs. Our rapid response
times enable our customers to deploy our systems in high traffic areas where real-time authentication or
identification based on two flat prints is critical.

Significant Cost Savings and Linear Scalability and Flexibility. The power, linear scalability and flexibility
of our solutions can result in significant cost savings to our customers. The power of our solutions reduces our
customers’ initial costs and related ongoing maintenance and administrative costs because one of our PMA
servers running our software can typically accomplish the equivalent processing of multiple Windows, UNIX or
Linux servers working with other existing AFIS solutions. In addition, our solutions enable our customers to
expand their systems smoothly and economically as their processing needs grow and as their systems evolve
because they can incrementally purchase additional PMA servers which can be easily connected to one another,
or rack mounted, to linearly scale matching throughput and support system growth as their databases grow and
the number of required searches increases. Moreover, all of our current products are backwards compatible with
earlier versions, enabling our customers to integrate our solutions with their existing network and infrastructure
and easily and cost-effectively upgrade their systems as we develop new generations of our technology.
Furthermore, our solutions are flexible and work effectively in heterogeneous network environments that include
multiple hardware systems and operating systems such as Windows, UNIX and Linux. As a result, we believe the
total cost of ownership of our solutions is lower than the cost of competing solutions.
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Products and Services

We offer biometrics solutions to the government sector, which consists of federal, state, local and foreign
governments and agencies, including immigration/border control agencies, electoral commissions, law
enforcement agencies and the market for other fingerprint biometric solutions, which are emerging applications
primarily for the commercial sector. Our products for the government sector are principally AFIS solutions, and
our products for the commercial sector, which generated less than 1% of our revenues for 2004, are other
fingerprint biometric solutions principally based on our proprietary application specific integrated circuit, or
ASIC, technology. At the core of each of our products is our proprietary Image Flow Processing, Data Flow
Computing and Information Fusion software.

AFIS Solutions

We offer a variety of products and services designed to enable customers to deploy cost-effective, accurate
and high performance AFIS solutions. We offer our PMA servers bundled with our proprietary software to
perform the searching and matching functions that are central to an AFIS, as well as live-scan fingerprint capture
devices. We also deliver design and integration services and necessary computing and equipment infrastructure
to enable deployment into diverse and heterogeneous environments. Our customers typically deploy our AFIS
solutions in either traditional AFIS environments, such as law enforcement, where we market our solution as
Cogent Automated Fingerprint Identification System, or CAFIS, or in live production environments, such as
border crossings, where we market our solution as Cogent Live-ID.

We offer two primary AFIS solutions, each of which incorporates our PMAs and our live-scan devices:

Cogent Automated Fingerprint ldentification System (CAFIS). CAFIS is our full-function, networked AFIS
solution for local, regional and national systems. While each CAFIS deployment is unique to the customer due to
its specific design and integration requirements, all such deployments employ our proprietary software, and the
larger deployments rely significantly on our PMA servers. We believe that CAFIS is one of the most accurate
systems in the world for twoprint, tenprint, latent and palm print searches.

CAFIS can be integrated with external AFIS, live-scan systems, hand-held wireless devices, secure web-
based Internet solutions and other information systems. CAFIS features a modular and expandable architecture
that can be scaled to meet any agency’s database size, through