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EXPLANATORY NOTE

This Form 10-K/A of Interlink Electronics, Inc. (the "Company") constitutes
Amendment No. 1 to the Company's Annual Report on Form 10-K for the year ended
December 31, 2005 (the "Original Filing"), which was initially filed with the
Securities and Exchange Commission ("SEC") on July 24, 2006.

The purpose of this filing 1is to 1include a revised Report of Independent
Registered Public Accounting Firm (the "Audit Report") prepared by the Company's
auditors. The Audit Report has been revised to include a reference to the note
in our Consolidated Financial Statements that describes the restatement of our
financial statements for the years ended December 31, 2004 and December 31,
2003. This filing also corrects a formatting error contained in the Original
Filing in the Geographic Information table of Note 13 to our Consolidated
Financial Statements.

The certifications of the Chief Executive Officer and the Chief Financial
Officer, previously filed as Exhibits 31.1 and 32.1, and 31.2 and 32.2,
respectively, with the Original Filing are being re-filed herewith pursuant to
Rule 12b-15 of the Securities Exchange Act of 1934, as amended.

Except as described above, no other amendments are being made to the Original
Filing. This Form 10-K/A does not reflect events occurring after the filing of
the Original Filing or substantively modify or update the disclosure contained
in the Original Filing 1in any way other than as required to reflect the
amendments discussed above and reflected below.
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PART T
BUSINESS
We design, develop and sell intuitive interface technologies and

solutions for a variety of business and home applications. Our products include:

o

signature input devices, pen input pads and ©proprietary
application software;

cursor control and other input devices for a wide variety of
electronic products including game controllers, cellular
telephones, handheld media players and medical devices; and
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o interactive remote and integrated input devices, including
remote controls for presentation projectors and advanced
viewing systems.

Our signature and pen input pads record and bind signatures to
contracts or other 1legally significant documents and also record various
identity-defining factors such as signature biometrics and fingerprints.

Our Specialty Components technologies, such as MICRONAV (TM), support
full mouse functionality and file navigation wusing miniaturized sensors and
supporting systems that consume relatively 1little power, thereby making them
particularly attractive to manufacturers of handheld devices.

Our remote control input devices enable a wuser to control and
communicate with electronic products, such as computers, digital projection
systems and digital televisions, by providing an intuitive device on which the
user can remotely input a variety of commands.

We currently focus on four principal markets that we refer to as our

E-transactions, Specialty Components, OEM Remote Controls and Branded Products
markets. We serve a global customer Dbase from our corporate headquarters in
Camarillo, California, where we also manufacture all of our "force sensing

resistor" or FSR technology. We have sales offices in Tokyo and Taiwan,
production logistics centers in Hong Kong and China and a product-engineering
center in China.

Our products benefit from a diverse technology portfolio based on trade
secrets, patented inventions and proprietary software. These technologies
include our FSR technology, wireless communication technologies and unique or
patented product design features. Alone and in collaboration with our industry

partners, we have developed numerous technologies that support various product
applications.

We make FSR-based sensors that we and others incorporate into
electronic control and input devices. Our FSR technology can capture a

three-dimensional record of any input, recording both the location of the input
on an x/y grid and the pressure applied at any point and is therefore capable of
supporting complex data input and process control functions such as signature
authentication. Our FSR-based sensors are scalable through a wide range of sizes
from a fraction of an inch in diameter to several feet across and can therefore
be applied to requirements as diverse as miniaturized input devices in consumer
products, such as cellular telephones and MP3 players, to seat sensors in
automobiles. Combining our FSR technology with unique or patented designs and
proprietary wireless data transmission technologies permits us to offer a wide
range of intuitive devices on which the user

can remotely input a variety of commands. We offer our sensors either as
discrete components for installation in a device manufactured by our customer or
as complete devices, such as remote input devices. With respect to the latter,
we offer proprietary, ergonomic designs or are capable of delivering custom
products designed to customer specifications. We also offer, through retail and
other channels, a line of branded products under the Interlink brand name.

MARKET OPPORTUNITIES

E-TRANSACTIONS. Electronic document management and transmission 1is
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becoming more appreciated and accepted for business transactions but, until
recently, signature of transaction documents could only be accomplished by using
a pen and ink on paper followed by physical delivery of the signed documents. In
many areas of commerce this imposes substantial time and cost burdens, most of
which can be substantially reduced by a dependable and verifiable electronic
signature process. Several major industries engage in financially significant
and document intensive transactions as a regular part of their business. These
include the financial industry, in particular the branch banking, insurance,
leasing and mortgage/notary businesses, the healthcare industry and governmental
entities. 1In addition, many Dbusinesses have document intensive processes in
specific areas, including field sales force automation and human relations.

Compared with the traditional process of circulating paper documents
with an ink signature, an electronic signature ©process can offer substantial
time and cost efficiencies as well as improved customer satisfaction in all of
these applications. For example, a customer in the insurance industry reports
that electronic document processing in its industry can reduce application costs
by up to 90%. A major automobile 1leasing company reports that electronic
document processing can reduce the time to return a car to inventory at the end
of a lease from several weeks to as little as a few days.

Until 2000, the wuse of electronic signatures was limited due to
questions about its wvalidity. In that year, Congress enacted the Electronic
Signatures 1in Global and National Commerce Act, which established that
electronic signatures have the same legal validity as pen and ink signatures on
paper. Other recently enacted federal laws, including the Government Paperwork
Elimination Act, the Patriot Act and the Health Insurance Portability and
Accountability Act, support the move toward electronic documentation by
permitting electronic signatures. The National Notary Association has drafted a
new Model Notary Act that suggests standards for electronic signature and
notarization.

Concerns over identity theft and terrorism have also given impetus to a
need for identity wverification. This has increased demand for systems that
utilize biometric information in a way that identifies the signer. Such systems
can combine signature authentication with other identity verification techniques
such as electronic fingerprint capture, password, card swipe or PIN
identification.

SPECIALTY COMPONENTS. Our specialty components market has traditionally
served the dual function of providing a steady revenue stream from a series of
diverse custom products while, at the same time, serving as an incubator for new
applications and technologies. Most recently, it has been the market in which we
have developed our MICRONAV family of sensors. These miniaturized sensors come
in various formats and permit precise input of a broad range of selections. Our
MICRONAV 360 sensor offers smooth pressure-controlled cursor acceleration and a
complete set of actuator reference designs to enable Internet, e-mail, gaming
and menu functions for portable wireless devices. Other members of the MICRONAV
family include circular and linear input pads that enable inputs such as volume
control or list scroll-through. Our MICRONAV sensors are specifically targeted
at the MP3 and

cellular telephone markets. At the same time, we continue to provide our
traditional 1line of custom sensors and pointing solutions to the medical,
industrial, commercial and government markets.

OEM REMOTE CONTROLS. The Company focuses its efforts primarily on two
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areas of OEM Remote Controls: advanced viewing devices and presentation
projectors. We merged these two business segments following the third quarter of
2005 into a single wunit that sells remotes to advanced viewing device
manufacturers and presentation projector manufacturers. This combination is a
result of the increased similarities Dbetween the two businesses giving us the
ability to leverage our broad customer relationships with the leading consumer
electronics companies. The combined unit allows us to direct our engineering,
marketing and sales efforts on the high growth, advanced viewing device market
while continuing to maintain our efforts and presence 1in the established
presentation projector market both of which are consumer oriented and price
competitive.

o Advanced Viewing Devices: Robust viewing device unit growth is
anticipated for the next several vyears due to a multitude of
technological <changes. These changes include: increasing

migration by consumers from analog to digital television, the
increasing adoption of High Definition, or HD, television and
the popularity of thinner LCD, plasma and rear projection
displays. When these three key technologies converge, the
market growth opportunity could be significant, especially
because more broadcasters are offering compelling HD content
and readily available access to this content via satellite or
cable.

o The market growth has attracted many new entrants, all of whom
are very eager to differentiate their viewing device. While
brightness, sharpness and overall picture quality are promoted
by the manufacturers as a differentiator, the intuitive
technology and stylish design of the control device also
appear to be winning differentiators with customers.

o The continued growth of advanced digital television and high
performance viewing devices has substantially increased the
complexity of the processes that these devices may be required
to control, while at the same time permitting the unique
design of intuitive control systems to enhance the overall
appearance and value of the customer's product.

o Presentation Projectors: As computer technology has replaced
traditional presentation devices such as slide and overhead
projectors, the mechanisms to control the presentation process
have undergone a similar evolution. Presentation projectors
enable visual or mixed-media presentations using PowerPoint or
other presentation software. Today, it is ©possible for a
presenter to control various characteristics of a
sophisticated audio-visual presentation using a small,
wireless device. A presentation given on a computer-driven
presentation projector can be controlled, edited, amplified,
distributed and otherwise manipulated electronically. This
demands a wireless input device that can transmit a wide
variety of commands and support complex control functions in
an intuitive manner.

o Increased portability is enabling many users to travel with a
complete presentation system that fits 1in a standard
briefcase. In addition, the rapid growth of digital

photography and video has created a consumer application for
computer-linked projectors and has expanded the universe of
original equipment manufacturers of presentation systems to
include many of the leading computer manufacturers such as
BenQ, Dell, Hewlett-Packard, IBM and Lenovo.
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BRANDED PRODUCTS. The explosion of presentation software and continued
growth of digital projectors has driven demand for wireless input devices that
can transmit a wide variety of commands and support complex control functions in
an intuitive manner. Many presentation projectors are shipped with a basic
control device. However, these projector remotes lack the intuitive and advanced

control features provided by our aftermarket branded devices. In addition, some
presenters use their computer monitor or notebook computer instead of a
projector. These consumers constitute a significant market that we address with

our branded wireless presentation devices.
STRATEGY

Our overall strategy is to identify business and consumer markets in
which our competitive strengths enable us to be the leading provider of advanced
intuitive interface devices and to establish and maintain a leadership position
in those markets by implementing the following key strategies:

[¢) LEVERAGING OUR MOMENTUM IN THE E-TRANSACTIONS MARKET. We have
spent the past six vyears developing our capabilities and
proving our value to our partners and customers. We have
evolved from a simple signature pad provider to a complete
solutions provider offering a signature software platform, a
broad set of signature capture options and professional
services to address the unique needs of the e-transactions
market. In conjunction with the National Notary Association,
we developed a combined electronic signature, notarization and
journal platform to facilitate +the migration to electronic
closings. Our technologies, solutions, and approach have
enabled wus to secure the largest implementations in the
industries 1in which we focus including Dbanking, insurance,
auto finance, brokerage, and healthcare, as demonstrated by
our customer relationships with Wells Fargo, State Farm Mutual
Automobile Insurance Company, DealerTrack, Inc., Charles
Schwab & Company, Inc. and Veterans Administration Hospitals.

o USING OUR CORE SENSOR TECHNOLOGY AND INNOVATIVE NEW
APPLICATIONS TO SUPPORT INTEGRATED MICRO-INPUT DEVICES SUCH AS
OUR MICRONAV FAMILY OF PRODUCTS. The advent and increasing
complexity of a wide range of miniaturized consumer
electronics products such as MP3 players, cellular telephones,
digital cameras and video recorders and PDAs have greatly
increased demand for small, low power consuming input devices
that can provide full mouse functionality, including cursor
control. Our patented MICRONAV technology is well suited to
this application and we have invested considerable effort in
the development of this technology and its markets. Using

resistive, rather than the more common capacitive technology
enables our sensors to respond to a broader range of input
pressures (for example, a gloved finger which capacitive
sensors will not record) while consuming less power for

comparable applications. We are developing a broad range of
applications for our MICRONAV products targeted at the tasks
that today's complex handheld devices accomplish.

[¢) MAINTAINING OUR LEADERSHIP POSITION IN THE OEM REMOTE CONTROL
MARKET BY OFFERING EFFECTIVE TECHNOLOGY SOLUTIONS AND
INNOVATIVE DESIGNS. We are one of a few dominant suppliers of
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advanced wireless input devices for presentation projector

systems, supplying the majority of all wireless remote
controls used to control presentation projectors. We plan to
leverage our leadership position, strong reputation and

customer relationships to maintain our market share of the
projector OEM market while providing unique remote solutions
as our existing and new customers move 1into the advanced
viewing device markets. We also plan to maintain and grow our
leadership position in the branded business

presentation market Dby continuing to offer and market
effective and innovative presentation and meeting products
under the Interlink Electronics brand. We will offer these
products and solutions through a broad mix of computer, retail
and specialty distribution channels.

IDENTIFYING FUNDAMENTAL CHANGES IN CONSUMER OR BUSINESS
PRACTICES RESULTING FROM TECHNOLOGICAL CHANGE AND DEVELOPING
TECHNOLOGIES AND PRODUCTS THAT FACILITATE THIS CHANGE. We
remain alert to technological changes that alter the basic
processes that businesses and consumers rely wupon. For
example, we developed our EPAD devices in anticipation of the
needs of e-commerce for electronically-verifiable transaction
documentation 1in a broad range of businesses. We are working
aggressively to identify new applications as they develop and
to apply our existing technologies to the design of solutions
appropriate to these applications. We believe that by applying
a disciplined approach to the identification and selection of
our target markets and applications, we can achieve a leading
position 1in those markets based on our strong intellectual
property position and market relationships.

MAINTAINING AND DEVELOPING NEW STRATEGIC RELATIONSHIPS WITH
SOFTWARE DEVELOPERS AND OTHERS ADDRESSING OUR TARGET MARKETS
TO DELIVER TURNKEY SOLUTIONS. We work with software and
hardware developers, integrators and others to provide turnkey

solutions that address our customers' evolving requirements.
We believe that, by coupling our proprietary technologies with
our partners' expertise, we can deliver solutions that

uniquely address our customers' requirements.

LEVERAGING AND EXTENDING OUR STRONG INTELLECTUAL PROPERTY
POSITION. We have significant expertise 1in the design and
manufacture of intuitive interface technologies and products.
We intend to continue to broaden our intellectual property
position through internal development to enhance the
competitiveness and size of our current Dbusinesses and
diversify into markets and technologies that complement our
current product portfolio. We have numerous trade secrets and
proprietary technologies and manufacturing processes that
further strengthen our intellectual property position.

OPPORTUNISTICALLY ACQUIRING TECHNOLOGIES AND BUSINESSES THAT
DEEPEN OUR PENETRATION INTO OUR TARGET MARKETS. We anticipate
evaluating acquisition opportunities that we believe will
increase our market share in our target markets, improve our
portfolio of intellectual property or strengthen our customer
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base. We also anticipate that we will pursue strategic
acquisitions and alliances with companies that have products
or technologies that complement our current products, expand
our global footprint, enhance our technical capabilities or
expand our service offerings.

PRODUCTS

Our products address customer needs in four principal areas:
E-transactions, Specialty Components, OEM Remote Controls and Branded Products.

E-TRANSACTIONS. Simple signature capture devices that are now common
features of various retail checkout counters are commodity products that are
available from a number of manufacturers. We have targeted applications
requiring features that not only capture an image and biometric information of
the signature but also bind the signature to a related document in such a way
that any alteration in the document will destroy the signature. With our
IntegriSign Signature Software Suite and EPAD products, we provide the
foundation for a 1legally enforceable transaction that supports

signature verification. Our electronic signature processes are targeted at
applications requiring some or all of these features.

Since the introduction of our basic EPAD device, we have introduced a
series of functionality enhancements. In 2002, we introduced EPAD-INK, an
LCD-based signature capture product. Our EPAD-ID adds a fingerprint scanner. In
addition to hardware enhancements, we are, internally and in collaboration with
others, developing application software that targets a number of specific market
needs. For example, working in close cooperation with the National Notary
Association, we have developed a specific application of our EPAD-ID product
that provides a platform for electronic signing, notarization and journaling.
Finally, we have recently launched our sophisticated signature device, the
EPAD-XL. This device provides a larger color LCD display for signatures,
marketing messages and soft pinpad, as well as a cardswipe for payment and
security applications.

The IntegrSign Signature Software Suite provides developers with the

plug-ins and tools necessary to integrate our EPAD family of products. In
addition, it supports tablet PCs and fingerprint sensors. IntegriSign permits
signature capture and binding to a specific document in MS Office, InfoPath,

Adobe Acrobat, html and proprietary electronic forms. In addition, the platform
permits biometric authentication of individuals.

We work with a broad range of industry partners to provide turnkey
solutions to specific end-users. Our industry partners include key developers of
signature capture, forms and imaging software, suppliers of related hardware to
our targeted industries and system integrators.

SPECIALTY COMPONENTS. Our specialty components business consists
primarily of two product lines. We sell integrated cursor pointing technologies
to manufacturers of notebook computers and industrial applications and, more
recently, to the manufacturers of handheld electronic devices such as MP3

players and cellular telephones. We also sell a diverse assortment of
custom-designed sensors for non-computer applications, such as for wuse in
medical devices as safety switches. If the design process involves significant

work, we may charge a product development fee. We continue to market these
devices, both as stand-alone products and as components sold to OEMs for use in
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their products.

Mice and other cursor control devices are manufactured using a variety
of sensor technologies. Our FSR-based cursor control sensors are particularly
well suited to applications that require file navigation or full cursor control
but that have limited space or available power, such as cell phones, PDAs and
other handheld devices, or the need to operate 1in harsh environmental
conditions, such as in industrial environments, or require a high 1level of
reliability, such as medical applications.

The explosive growth in the use of handheld devices such as cellular
telephones and PDAs and in the applications for which these devices are used,
including games and Internet access, has created a need for miniaturized cursor
control devices that have the full functionality of a mouse but can fit in the
very limited geography of these very small products and can function in very
limited power environments. We believe that our FSR sensors are ideally suited
to this application and have developed our MICRONAV family of sensors in
response to it. One form of MICRONAV sensor provides full 3600 cursor control
functionality in a sensor that is less than 10 mm square and less than 1.5 mm in
thickness. Other versions provide strip or ring sensors that can be used
intuitively to control volume, to scroll through a list or for other functions.
In some applications we supply the basic sensor, usually with a protective
shield, and a license to use the related software drivers. We also support
various lighting options and flexible actuator designs and materials. We can
also supply a sensor and micro-processor combination and can incorporate both in
a module format ideal for "drop-in" solutions. We offer all three formats on an
OEM basis to manufacturers of various handheld products.

OEM REMOTE CONTROLS. Our OEM remote controls address the growing need
for both remote and direct input devices to control an increasingly complex
array of home entertainment products, including high performance viewing devices
and home theaters as well as business projectors. We also sell sensors to
manufacturers of remote controls for integration into their products.

Simple remote control devices for use with presentation projectors,
televisions and other audiovisual products are widely manufactured using other
technologies and are adequate for channel selection, volume control and the
other Dbasic functions for which they are used. Our remote control devices
address more complex requirements such as the remote control of business and
other presentations where the control process must not distract the user's
audience, and the digital television market where the communication process
involves high levels of complexity.

Our OEM remote development efforts are focused on interface devices
that will directly control high end audiovisual products such as front and rear
projectors, LCD and plasma display televisions. Most traditional television
manufacturers and retailers of consumer electronics products have introduced
advanced viewing devices into the home market. We are working both directly with
the manufacturers of these products and, at the chip level, with innovators of
new projection and television technologies 1in an effort to integrate our
interactive input devices with their products and technologies. Our customers in
this area include Acer, BenQ, Dell, Hewlett Packard, Sony and Sanyo.

Traditional remote input devices use infrared signals, which operate
only on a "line of sight" basis and therefore require the device to be pointed
at the signal receiver on or near the presentation projector. Many of our
products now use radio frequency, or RF, communication to eliminate this

10
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shortcoming and allow control of distant or hidden systems without aiming. We
also support many of the other common communications protocols such as
Bluetooth, 802.11 and Zigbee.

BRANDED PRODUCTS. Our Interlink branded presentation devices are used
to control presentation and meeting room equipment. Many of our interface
devices also incorporate a pointing button to control the cursor and one or more
function selection buttons. Our meeting room products typically control multiple
devices such as computers, projectors and DVD players and are also used as
standard keyboards.

Many of our remote presentation devices incorporate our patented
CLICKTRIGGER Dbutton, which allows the ©presenter to enter the most common
commands (usually to advance to the next slide of a presentation) with the index
finger, leaving the thumb free for less commonly used functions. These devices
are ergonomically designed to allow the device to fit into the hand so that all
controls and functions are available without shifting the position of the
device, making it easier to locate the appropriate button.

CUSTOMERS

E-Transactions: Within the e-transactions market, we serve a diverse
set of customers across several industries including DealerTrack, Inc., Eastman
Kodak Company, Ford Credit Corporation, Jackson National Life Insurance Company,
Nationwide Building Society, Prudential, State Farm Mutual Automobile Insurance
Company, Charles Schwab & Company, Inc., Veterans Administration Hospitals,
DaimlerChrysler Services North America, LLC and Wells Fargo.

Specialty Components: Selected specialty component customers include
manufacturers of handheld devices such as iRiver, Sony, LG, Pantech and Siemens,
as well as computer and computer

peripheral manufacturers including an assortment of medical device and other
equipment manufacturers.

Branded and OEM Remotes: We sell advanced wireless 1input devices
principally to OEMs and as branded products through a variety of distributors
and value added resellers. We serve a broad range of customers including many of
the leading global electronics companies such as Acer, BenQ, Dell,
Hewlett-Packard, Hitachi, IBM, InFocus, Lenovo, Mitsubishi, Panasonic, Sanyo,
Sharp, Sony and Toshiba. We offer our Dbranded products through leading
distributors and resellers such as Ingram Micro, CDW, Insight and PC Connection.

As a result of having served many of these clients over a number of
years, we believe that we have established a reputation as a dependable producer
of quality devices and components and as an innovator of solutions that support
our clients.

TECHNOLOGIES
We develop technologies in several areas: force sensing resistors, or
FSRs, wireless communications and remote control user interfaces. We also

develop software to implement many of the applications for which our products
are used.

FORCE SENSING RESISTORS. Many of our products incorporate one or more
FSRs. A basic FSR can detect and accurately measure a force applied to it,

11
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thereby enabling precise control of the process applying the force.

More complex sensors are also possible. One configuration, known as a
"four zone" sensor, has four sensors arranged in a two-by-two square with an
actuator placed directly where the four sensors touch. By toggling the actuator
in any direction, an operator can control the direction and speed of a cursor on
a computer screen. An FSR sensor can also serve as a touchpad by creating a
two-dimensional surface capable of measuring the location and intensity of
pressure applied at any set of coordinates on the grid. In contrast to most
standard touchpads, FSR touchpads can also measure the amount of pressure
applied at any point on the grid, thereby creating a three-dimensional
characterization of input along X, Y, and P (pressure) axes. This type of device
can be used to support functions such as handwriting input, where not only the
outline of the signature Dbut the pressure applied 1in writing it, «can be
measured, or computer cursor control, where variable cursor speed is desirable.
Other sensor configurations 1include the strip and ring sensors which measure
position and pressure of the touch. These are commonly used to create scrolling
and panning interfaces for control of handheld and other devices.

Our FSR sensors can be as thin as one-hundredth of an inch, making them
particularly well suited for use where space is a critical issue, as in notebook
and sub-notebook keyboards and handheld devices. In finger-sensing applications,
such as touch pads and scroll rings, they consume significantly less power than
do capacitive sensors, the principal competing technology. FSRs are therefore an
appropriate choice for products that depend on battery power, and particularly
for products with limited battery capacity. Also, unlike capacitive sensors
which react to the electrical capacitance in a human finger, FSRs react to
pressure from any object and therefore support pen or gloved hand activation.
FSR sensors have no moving parts and can be packaged in a sealed environment.
They are therefore highly reliable, retaining their performance through millions
of actuations, even in adverse environments involving heat, moisture, and
chemical contamination.

WIRELESS COMMUNICATIONS AND REMOTE CONTROLS. We have expertise in and
can support any of the popular wireless communication protocols and have
developed our own proprietary communication technologies as well. We have also
created a number of applications that allow our hardware technologies to support
specific functions. These applications, for example, enable our sensors to
support our patented Pad-To-Screen (PTS) mapping, context sensitive scrolling
and gesture control technologies. We expect to develop, or work with others to
develop, new applications that will allow our intuitive interface devices to
control an ever increasing number of interactive functions.

We maintain active, in-house product design, engineering support and
advanced technology departments in the U.S., Japan and China and have a
relationship with an outside software development firm that provides access to
additional application developers for electronic transition software. As
appropriate, we engage outside development firms to facilitate the integration
of our products into our customers' products or handle peak loads greater than
our internal capacity.

INTELLECTUAL PROPERTY
We consider our intellectual property to be a key element of our

ability to compete in our chosen markets. Our intellectual property portfolio
consists of trade secrets, patents and proprietary software.
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TRADE SECRETS. FSR sensors are manufactured using proprietary
screen-printing techniques. All proprietary aspects of the manufacturing process
are conducted in-house at Interlink to maintain quality and protect the force
sensing technology. While screen-printing is a common process 1in various
industries, the quality and precision of printing, as well as the specific
processes required to make high-quality FSR sensors require considerable
expertise. We believe this expertise is difficult to replicate over the short
term and, to our knowledge, no unrelated party has done so. In the course of
developing our products, we have developed expertise in various aspects of
wireless communication, signature content and verification, document security
and other matters that we believe afford us a meaningful advantage in our target
markets. We require our employees to sign nondisclosure agreements and seek to
limit access to sensitive information to the greatest practical extent.

PATENTS. We regularly file U.S. and foreign patent applications to
cover new or improved technologies, manufacturing methods, and product designs.
These filings protect methods of manufacturing FSR sensors and new innovations
in types of FSR sensors, as well as inventions related to wireless communication
and intuitive control.

The first of our patents for FSRs, which cover certain aspects of the
use of an uneven surface to produce variable resistance, expired in 1999 and
others expired between then and mid 2002. However, the FSR sensors that we make
today are covered by a number of patents related to their function, formulation
and manufacture. Our issued FSR-related patents expire between 2011 and 2020.
Additional FSR-related patents are pending that, if issued, would expire around
2026.

Patents covering wireless communications and intuitive control
inventions relate to our patented high-speed infrared technology as well as
various intuitive control and ergonomic features of our advanced pad-based home
entertainment/personal computer remote controls. These technologies allow
intuitive gestures on pad-based remote controls to control home entertainment
systems, or to highlight parts of a slide during a presentation. They also
include our CLICKTRIGGER input key.

Issued patents covering wireless communications and intuitive control
inventions will expire between 2016 and 2023. Additional such patents are
pending that, if issued, would expire in 2026.

SOFTWARE. We have developed software that we use in our products and
have acquired rights to software developed by others. Particularly in our
e-transactions market, we have assembled a portfolio of application specific
software technologies that address our target markets. We expect to aggressively
develop or acquire additional application technologies supporting this and other
markets.

SALES AND MARKETING

For e-transactions sales, we use public relations activity, direct
advertising and trade show participation to generate product awareness.
Promising sales leads and known industry targets are followed up with sales
visits. To a lesser extent, we leverage the sales and marketing resources of our
software partners. We are also teamed with the National Notary Association in
connection with sales of EPAD devices to notaries and the financial service
market.
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With the development of our MICRONAV family of sensors, we have
considerably broadened the range of OEM applications that our products address.
We are aggressively pursuing opportunities to develop these applications by
working with our OEMs to design our solutions into their products. To achieve
this result, our specialty components business is supported by internal design
engineers who initially determine whether a sales opportunity should be pursued
and work with new customers to design a product or component to meet the
customer's need.

For sales of Branded and OEM remote control products, we employ a
direct sales team of five people in the U.S., two in Japan and three in Taiwan.
In addition, we have sales and marketing representation in Korea, Singapore and
the United Kingdom. Each sales team is supported Dby inside sales personnel,
product managers and application engineers.

Current distribution channels for our Dbranded products consist of

distributors such as Ingram Micro and Tech Data, catalogs and specialty
resellers targeting corporate accounts. We market to these channels with direct
sales through our employees. In Europe we use distributors and specialty

resellers. We use these distribution channels not only to increase Dbranded
product sales but also to establish customer demand for new products that
generate OEM sales.

MANUFACTURING

We seek to maximize protection of our proprietary technology by keeping
the development and manufacturing of all FSR sensors at our facility in
Camarillo, California. At the same time, we continue to expand our product
development and manufacturing capabilities in Asia yet limit the transferring of
sensitive technologies.

Prior to 2001, we contracted directly with offshore contract
manufacturers for the manufacture of products other than the sensors themselves.
In late 2001, we formed Interlink Electronics Asia Pacific Limited, or IEAP, to
coordinate our non-U.S. manufacturing activities. Based in Hong Kong, this
wholly owned subsidiary purchases components, assembles them into kits and
distributes the kits to one of several contract manufacturers for assembly.
Finished products are shipped to the customer at the direction of IEAP. TIEAP
maintains an active oversight and quality control ©program and regularly
evaluates the capacity and performance of its contract manufacturers. We believe
that there exists a wide range of choice of contract manufacturers and that
manufacturing can be shifted to other manufacturers, if necessary, without
significant interruption of business.

We acquire raw materials and components for our FSR sensors from a
number of sources, mostly within the United States. We have worked closely with
a small group of manufacturers to
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create new materials optimized for FSR usage; most of which are supplied to us
on an exclusive Dbasis. The raw materials are processed into their final form
using proprietary material and methods.

COMPETITION
Our E-transactions market is emerging and competition exists today.

Competitors consist primarily of relatively smaller organizations, with respect
to revenue and headcount, which are singularly focused. However, a wide variety
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of companies that currently supply products or services to our targeted
customers can be expected to try to expand the range of products or services
that they offer to include advanced signature input devices. Also, manufacturers
of basic point-of-sale signature input devices may develop more advanced
features that address our target markets. If the market for these products grows
as we believe it will, it can be expected to attract additional competitors.

Our Specialty Components business faces competition from a variety of
sources depending on the application. This is especially true in the cell phone
and MP3 markets where numerous technologies compete.

In our OEM Remotes and Branded Products market, we face competition
from manufacturers of less advanced remote devices, including Hoshiden
Corporation, SMK Corporation and Koninklijke Philips Electronics N.V, as well as
our OEM customers themselves who could choose to manufacture some or all of the
products or components that they currently buy from us. With Branded Products,
we face competition from a number of aftermarket control device competitors,
including Logitech, Targus and Kensington.

Many of the companies with whom we currently compete or may compete in
the future have long-standing customer relationships with key potential
customers. These competitors may develop or acquire enhanced technologies
sufficient to maintain or improve their market share. Moreover, competitive
pricing pressures on our OEM customers' products may force them to choose lower
cost, less sophisticated solutions from our competitors. We expect that our
success against our competition will depend on our ability use our technology,
experience and industry relationships to offer timely and effective solutions to
our customers.

EMPLOYEES

The Company had 202 employees as of December 31, 2005. Of that number,
127 are full-time employees 1in the United States with 118 at our corporate
offices and manufacturing facilities in California and 8 located at our regional
sales offices in the U.S. We have one employee in our regional sales office in
Canada, and five employees in our regional sales office in Taiwan. Our Japanese
subsidiary had 22 employees and 48 employees were associated with our Hong Kong
subsidiary.

AVAILABLE INFORMATION

We file annual reports, quarterly reports, proxy statements and other
information with the Securities and Exchange Commission ("SEC"). You may read
and copy any materials we file with the SEC at the SEC's Public Reference Room
at 100 F. Street, ©NE, Washington, DC 20549. You may obtain information on the
operation of the Public Reference Room by calling the SEC at 1-800-SEC-0330. The
SEC maintains an Internet site that contains our reports, proxy statements, and
other information. The SEC's Internet address is http://www.sec.gov.
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We also make available free of charge through our Internet website the

Company's annual reports on Form 10-K, quarterly reports on Form 10-Q, current
reports on Form 8-K and, if applicable, amendments to those reports as soon as
reasonably practical after we file such materials with the SEC
(http://www.interlinkelectronics.com). Information contained on the Company's

website 1s not part of this report or any other report filed with the SEC.

ITEM 1A. RISK FACTORS
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WE ARE ENTERING NEW MARKETS AND IF WE FAIL TO ACCURATELY PREDICT THE GROWTH OF
THESE NEW MARKETS, WE MAY SUFFER REDUCED EARNINGS.

Historically, our sales were concentrated in the specialty components
markets, as well as remote control devices for presentation projectors. However,
we have devoted significant resources to the development of products and the

support of marketing and sales efforts in new markets, such as television
remotes and the e-transactions market. We expect to continue to identify and
develop products for new markets. These markets change rapidly and we cannot

assure you that they will grow or that we will be accurately able to forecast
market demand in time to respond appropriately. Our investment of resources in
these markets may either be insufficient to meet actual demand or result in
expenses that are excessive in light of actual sales volumes. Failure to predict
growth and demand accurately in new markets may cause us to suffer substantial
losses or reduced earnings.

OUR OEM REMOTE CONTROLS BUSINESS IS FOCUSED ON CONSUMER MARKETS THAT ARE
INTENSELY PRICE COMPETITIVE. IF WE CANNOT GENERATE VOLUME AND RELATED
MANUFACTURING EFFICIENCIES REQUIRED TO COMPETE IN THESE MARKETS, OUR RESULTS OF
OPERATIONS WILL BE ADVERSELY AFFECTED.

Historically, our OEM Remote Controls Dbusiness was focused on selling
remote devices in the presentation projector market. As a specialty market, this
sector generated relatively low sales volumes with correspondingly high margins.
However the presentation projector market has become more consumer-oriented and
price competition has increased. We have shifted our OEM Remote Controls
business toward sales to manufacturers of advanced viewing devices which is also
very consumer-oriented and price competitive but which offers the potential for
higher wvolumes. If we cannot increase production and sales volume, or if we
otherwise fail to achieve production efficiencies, our results of operations and
financial position will be adversely affected.

FAILURE TO MAINTAIN, DEVELOP AND EXPAND OUR OEM RELATIONSHIPS COULD CAUSE DEMAND
FOR OUR PRODUCTS TO DECREASE.

Sales to OEMs constituted 30% of our total sales in 2005. If we fail to
maintain, develop and expand our relationships with significant OEMs, or if
those OEMs are not successful in their marketing and sales efforts, demand for
our products may decrease. For example, our OEM Remote Controls products are
sold to OEMs and consist primarily of remote devices that are packaged with
advanced viewing devices, televisions or presentation systems. If our OEM
customers experience a significant reduction in demand for advanced viewing
devices, televisions or presentation systems it will significantly decrease
demand for our remote devices.

Our ability to generate increased revenues also depends significantly
on the extent to which our OEM customers develop, promote and sell products that
incorporate our technology and products. If our OEM customers do not
successfully develop and market products that incorporate our products, sales of
our products to our OEM customers would be adversely affected. The extent to
which our
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OEM customers develop, promote and sell our products is based on a number of
factors that are largely beyond our ability to control.

THE LOSS OF ANY SIGNIFICANT CUSTOMER OR ANY CANCELLATION, REDUCTION OR DELAY OF
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A LARGE PURCHASE BY A SIGNIFICANT CUSTOMER COULD REDUCE OUR REVENUE AND REQUIRE
US TO WRITE-DOWN INVENTORY.

In 2005, approximately 52% of our total sales were to our OEM Remote
Controls customers and most of these sales were to OEM customers. With the
advent of our MICRONAV family of sensors, we expect that our reliance on OEM
sales will increase. The loss of any key OEM customers, or a significant
reduction in sales to those customers, could significantly reduce our revenue
below anticipated levels. From time to time, we expect to lose other significant
revenue streams and will be required constantly to seek new opportunities with
new and existing customers. Because our expense levels are Dbased on our
expectations as to future revenue and are, to a large extent, fixed in the short
term, a substantial reduction or delay in sales of our products to an OEM
customer, the unexpected loss of any significant OEM or other customer, or
unexpected returns from customers, could harm our business.

FAILURE TO INCREASE MARKET AWARENESS AND ACCEPTANCE OF E-TRANSACTIONS AND OUR
E-TRANSACTION PRODUCTS MAY CAUSE OUR REVENUES IN THIS MARKET TO FALL SHORT OF
OUR EXPECTATIONS.

The prospects for our e-transactions business depend in part on the
acceptance by our target markets of electronic signatures as a replacement for
traditional pen and ink signatures. The market for e-transactions 1is new and
emerging and we cannot be certain that it will continue to develop or grow or
that Dbusinesses will elect to adopt our products rather than continuing to rely
on traditional pen and ink signatures. Businesses that have invested substantial
resources in traditional infrastructures may be reluctant to adopt an electronic
approach to replace their existing systems. Concerns about privacy and fraud may
cause businesses not to adopt e-transactions or our e-transaction products. We
expect that we will need to continue to pursue intensive marketing and sales
efforts to educate prospective customers about the benefits of e-transactions
and our e-transaction products. If market awareness and acceptance of
e-transactions do not occur, our revenues and profitability in this market will
fall short of our expectations.

SALES OF SIMPLE SIGNATURE CAPTURE DEVICES ARE GROWING RAPIDLY AND THE
MANUFACTURERS OF THESE DEVICES COULD BROADEN THEIR PRODUCT RANGE TO INCLUDE
PRODUCTS THAT COMPETE WITH OUR EPAD.

Simple signature capture devices have recently become a common sight at
retail checkout counters and a number of companies manufacture and sell these
devices. While our EPAD product 1is targeted at a more demanding market,
signature capture device manufacturers could elect to upgrade their existing
products in an effort to compete in our markets. Such competition could reduce
margins or otherwise adversely affect our prospects in our e-transactions
market.

IF WE ARE UNABLE TO KEEP PACE WITH RAPID TECHNOLOGICAL CHANGE AND GAIN MARKET
ACCEPTANCE OF NEW PRODUCTS, WE MAY NOT BE ABLE TO COMPETE EFFECTIVELY.

Technology, both in our markets and in our customers' markets, 1is
undergoing rapid change. In order to maintain our leadership position in our
existing markets and to emerge as a leader 1in new markets, we will have to

maintain a leadership position in the technologies supporting those markets.
Doing so will require, among other things, the following:

o we must accurately predict the evolving needs of our customers
and develop, 1in a timely
13
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manner, the technology required to support those needs;

o we must provide products that are not only technologically
sophisticated but are also available at a price within market
tolerances and competitive with comparable products;

o we must establish and effectively defend our ownership of the
intellectual property supporting our products; and

o we must enter into relationships with other companies that
have developed complementary technology on which our products
also depend.

We cannot assure vyou that we will be able to achieve any of these
objectives.

IF WE FAIL TO MANAGE OUR GROWTH SUCCESSFULLY, OUR OPERATIONS COULD BE ADVERSELY
IMPACTED AND OUR GROWTH COULD BE IMPAIRED.

The ability to operate our business in rapidly evolving markets
requires an effective planning and management process. We expect that growth in
our business will ©place a significant strain on our personnel, management
systems, infrastructure and other resources. Our ability to manage any potential
future growth effectively will require us to attract, train, motivate and manage
new employees, to integrate new employees into our overall operations and to
continue to improve our operational, financial and management controls and
procedures. If we are unable to implement adequate controls or integrate new
employees 1into our business in an efficient and timely manner, our operations
could be adversely affected and our growth could be impaired.

MOST OF OUR OEM AND MAJOR RETAIL CUSTOMERS ORDER FROM US ON A "JUST IN TIME"
BASIS, WHICH REQUIRES US TO ESTIMATE DEMAND FOR PARTICULAR PRODUCTS.

The agreements or understandings that we reach with most of our OEM
customers specify various terms such as product design and price, but do not
constitute firm purchase orders for a specific number of products or components.
Our OEM and major retail customers typically place firm purchase orders on a
"Just in time" basis and expect products or components to be shipped to them as
soon as they can be made. Accordingly, our backlog of firm orders is typically
quite small in relation to the volume of our sales. In anticipation of customer
demand, we are often required to purchase raw materials and components based on
estimates of customer demand derived from non-binding information furnished by
the customer. If customer purchase orders differ substantially from our
estimates, we may accumulate excess inventory that has to be written off. If we
underestimate demand, we may be unable to meet customer needs, which could harm
our relationship with the customer.

WE RELY ON THIRD PARTIES FOR THE MATERIALS THAT WE USE TO MANUFACTURE OUR
PRODUCTS AND A SHORTAGE OF SUPPLY COULD ADVERSELY AFFECT OUR REVENUES, OPERATING
RESULTS AND CUSTOMER RELATIONSHIPS.

We rely on third-party suppliers for the raw material components of our
products. We cannot assure you that our suppliers will be able to maintain an
adequate supply of these raw materials to enable wus to fulfill all of our
customers' orders on a timely basis. A failure to obtain an adequate supply of
the materials for our products could increase our costs of goods sold, cause us
to fail to meet delivery commitments and cause our customers to purchase from
our competitors, which could adversely affect our operating results and customer
relationships. In some situations, we rely on a single supplier for raw material
components of our products. Any disruption in these supplier
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relationships could prevent us from maintaining an adequate supply of materials
and could adversely affect our results of operation and finan