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EXPLANATORY NOTE

This Amendment No. 1 to Form 10-QSB/A (this "Amendment") amends the Quarterly
Report of Applied DNA Sciences, Inc. (the "Company") on Form 10-QSB for the
quarter ended June 30, 2006, as filed with the Securities and Exchange
Commission on August 17, 2006 (the "Original Filing"). This Amendment is being

filed for the purpose of correcting errors in accounting for and disclosing the
issuance by the Company of warrants to acquire the Company's common stock.

We have not wupdated the information contained herein for events occurring
subsequent to August 17, 2006, the filing date of the Original Filing.

APPLTED DNA SCIENCES, INC
Amendment No. 1 to Quarterly Report on Form 10-QSB/A for the
Quarterly Period Ending June 30, 2006
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PART 1. FINANCIAL INFORMATION
ITEM I. FINANCIAL STATEMENTS (UNAUDITED)

APPLTED DNA SCIENCES, INC.

(A DEVELOPMENT STAGE COMPANY)
CONDENSED CONSOLIDATED BALANCE SHEET
JUNE 30, 2006
RESTATED
(Unaudited)

ASSETS

Current assets:

Cash and cash equivalents
Accounts receivable

Advances and other receivables
Prepaid expenses

Total current assets

Property, plant and equipment-net of accumulated depreciation of $10,315
Deposits

Capitalized finance costs

Intangible assets:

Patients, net of accumulated amortization of $16,881
Intellectual property, net of accumulated amortization of $1,347,271

Total Assets

LIABILITIES AND DEFICIENCY IN STOCKHOLDERS' EQUITY
Current liabilities:
Accounts payable and accrued liabilities
Note payable- Related Party (Note G)

Total current liabilities

Convertible notes payable, net of unamortized discount (Note C)
Debt derivative and warrant liability (Note F)

Commitments and contingencies (Note H)
Deficiency in Stockholders' Equity

Preferred stock, par value $0.001 per share; 10,000,000 shares authorized; 60,000 issued and
outstanding
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Common stock, par value $0.001 per share; 250,000,000 shares authorized; 118,582,385 issued
and outstanding

Common stock subscription

Additional paid in capital

Accumulated deficit

Total deficiency in stockholders' equity

Total liabilities and Deficiency in Stockholders' Equity

See the accompanying notes to the unaudited condensed consolidated financial
statements

APPLIED DNA SCIENCES, INC.
(A DEVELOPMENT STAGE COMPANY)
CONDENSED CONSOLIDATED STATEMENTS OF INCOME (LOSSES)

(Unaudited)
For the Three For t
Months Mon
Ended June 30, Ended
2006 2005 2006
RESTATED RESTATED RESTATED
Sales S 18,900 S - S 18,9
Cost of sales 15,639 - 15,6
Gross Profit 3,261 - 3,2
Operating expenses:
Selling, general and administrative 1,580,967 1,865,631 4,391, 3
Research and development - 88,870 75,2
Depreciation and amortization 336,824 3,160 1,021,1
Total operating expenses 1,917,791 1,957,661 5,487,717
NET LOSS FROM OPERATIONS (1,914,530) (1,957,661) (5,484, 5
Net gain (loss) in fair wvalue of debt derivative
and warrant liabilities 3,493,961 5,679,175 14,250,6
Other income (expenses) 8,483 241 17,9
Interest income (expense) (826,827) (21,557) (3,177,2
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Net income (loss) before provision for income taxes 761,087 3,700,198 5,043,0
Income taxes (benefit) - -
NET INCOME (LOSS) S 761,087 S 3,700,198 S 5,606, 8
Net income (loss) per share-basic S 0.01 S 0.06 S
Net income (loss) per share-fully diluted S 0.01 S 0.04 S
Weighted average shares outstanding-—
Basic 118,582,385 66,308,115 115,852,5
Fully diluted 177,501,849 109,223,832 181,716, 9
See the accompanying notes to the unaudited condensed consolidated financial
statements
_4_
APPLIED DNA SCIENCES, INC
(A development stage company)
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY, (DEFICIENCY)
FOR THE PERIOD SEPTEMBER 16, 2002 (DATE OF INCEPTION) THROUGH JUNE 30, 2006
(Unaudited)
RESTATED
Additional
Preferred Common Paid in Common
Preferred Shares Common Stock Capital Stock S
Shares Amount Shares Amount Amount Subscribed
Issuance of common stock
to Founders in exchange
for services on September
16, 2002 at $.01 per share - - 100,000 s 10 S 990 s - 3
Net Loss - - - - - -
Balance at September 30, 2002 - S - 100,000 S 10 S 990 S - S

Issuance of common stock in
connection with merger with
Prohealth Medical Technologies,

Inc on October 1, 2002 -

10,178,352 1,015 -

Cancellation of Common stock
in connection with merger with
Prohealth Medical
Technologies, Inc on October
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21, 2002 - -

Issuance of common stock in

exchange for services in

October 2002 at $ 0.65 per

share - -

Issuance of common stock in

exchange for subscription in

November and December 2002

at $ 0.065 per share - -

Cancellation of common stock

in January 2003 previously

issued in exchange for

consulting services - -

Issuance of common stock in
exchange for licensing services
valued at $ 0.065 per share in

January 2003 - - 1,

Issuance of common stock in

exchange for consulting

services valued at $ 0.13 per

share in January 2003 - -

Issuance of common stock in

exchange for consulting

services at $ 0.065 per share

in February 2003 - -

Issuance of common stock to
Founders in exchange for
services valued at $0.0001 per

share in March 2003 - - 10,

Issuance of common stock in

exchange for consulting

services valued at $2.50 per

share in March 2003 - -

See accompanying notes to the financial statements

—-5-

APPLTED DNA SCIENCES, INC
(A development stage company)

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY,

(100,000) (10)
602,000 60
876,000 88
(836,000) (84)
500,000 150
586,250 58
9,000 1
140,000 1,014
91,060 10

FOR THE PERIOD SEPTEMBER 16, 2002 (DATE OF INCEPTION) THROUGH JUNE 30,

(Unaudited)
RESTATED
(Continued)

Preferred
Preferred Shares
Shares Amount

Common
Common Stock
Shares Amount

(1,000)

39,070

56,852

(54,264)

97,350

76,155

584

230, 624

(DEFICIENCY)

2006

Additional

Paid in
Capital
Amount

Common
Stock
Subscribed

S
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Issuance of common stock in

exchange for consulting services

valued at $ 0.065 per share in

March 2003 - - 6,000 1 389 -

Common stock subscribed in
exchange for cash at $1 per
share in March 2003 - - - - 18,000 -

Common stock issued in
exchange for consulting
services at $ 0.065 per
share on April 1, 2003 - - 860,000 86 55,814 -

Common stock issued in
exchange for cash at $ 1.00 per
share on April 9, 2003 - - 18,000 2 - -

Common stock issued in

exchange for consulting services

at $ 0.065 per share on April 9,

2003 - - 9,000 1 584 -

Common stock issued in

exchange for consulting services

at $ 2.50 per share on April 23,

2003 - - 5,000 1 12,499 -

Common stock issued in

exchange for consulting services

at $ 2.50 per share, on June 12,

2003 - - 10,000 1 24,999 -

Common stock issued in
exchange for cash at $ 1.00 per
share on June 17, 2003 - - 50,000 5 49,995 -

Common stock subscribed in

exchange for cash at $ 2.50 per

share pursuant to private

placement on June 27, 2003 - - - - - 24,000

Common stock retired in

exchange for note payable

at $0.0118 per share,

in June 30, 2003 - - (7,500,000) (750) 750 -

Common stock issued in

exchange for consulting services

at $0.065 per share, on June 30,

2003 - - 270,000 27 17,523 -

Common stock subscribed in

exchange for cash at $ 1.00 per

share pursuant to private

placement on June 30, 2003 - - - - - 10,000

Common stock subscribed in

exchange for cash at $ 2.50 per

share pursuant to private

placement on June 30, 2003 - - - - - 24,000
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Common stock issued in

exchange for consulting services

at approximately $2.01 per

share, July 2003 - - 213,060 21 428,798 -

See accompanying notes to the financial statements
_6_

APPLTED DNA SCIENCES, INC
(A development stage company)
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY, (DEFICIENCY)
FOR THE PERIOD SEPTEMBER 16, 2002 (DATE OF INCEPTION) THROUGH JUNE 30, 2006
(Unaudited)
RESTATED
(Continued)

Additional
Preferred Common Paid in Common
Preferred Shares Common Stock Capital Stock S
Shares Amount Shares Amount Amount Subscribed

Common stock canceled in July

2003, previously issued for

services rendered at $2.50 per

share - - (24,000) (2) (59,998) -

Common stock issued in
exchange for options exercised
at $1.00 per share in July 2003 - - 20,000 2 19,998 -

Common stock issued in

exchange for exercised of

options previously subscribed at

$1.00 per share in July 2003 - - 10,000 1 9,999 (10,000)

Common stock issued in

exchange for consulting services

at approximately $2.38 per

share, August 2003 - - 172,500 17 410,915 -

Common stock issued in exchange
for options exercised at $1.00
per share in August 2003 - - 29,000 3 28,997 -

Common stock issued in

exchange for consulting services

at approximately $2.42 per

share, September 2003 - - 395,260 40 952,957 -

Common stock issued in

exchange for cash at $2.50 per

share-subscription

payable-September 2003 - - 19,200 2 47,998 (48,000)

Common stock issued in
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exchange for cash at $2.50 per
share pursuant to private
placement September 2003 -

Common stock issued in

exchange for options exercised

at $1.00 per share in

September 2003 -

Common stock subscription
receivable reclassification
adjustment -

Common Stock subscribed to
at $2.50 per share in September
2003 _

Net Loss for the year
ended September 30, 2003 -

Balance at September 30, 2003 -

- 6,400

- 95,000

1 15,999 -

10 94,991 -

300,000

$2,577,568

$ 300,000

See accompanying notes to the financial statements

APPLTED DNA

(A development

CONDENSED CONSOLIDATED STATEMENT
FOR THE PERIOD SEPTEMBER 16, 2002

—7—

SCIENCES, INC
stage company)

OF STOCKHOLDER'S EQUITY,
(DATE OF INCEPTION)

(Unaudited)
RESTATED
(Continued)

Preferred
Shares

Preferred shares issues in
exchange for services at $25.00
per share, October 2003

Common stock issued in

exchange for consulting services

at approximately $2.85 per

share, October 2003 -

Common stock issued in

exchange for cash at $2.50 per
share-subscription

payable-October 2003 -

Common stock canceled in
October 2003, previously issued

15,000

Preferred
Shares
Amount

Common
Shares

- 287,439

- 120,000

THROUGH JUNE 30,

(DEFICIENCY)
2006

Additional
Paid in
Capital
Amount

Common
Stock S
Subscribed

29 820,389 -

12 299,988 (300,000)
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for services rendered at $2.50
per share - - (100, 000) (10) (249, 990) -

Common stock issued in

exchange for consulting services

at approximately $3 per share,

November 2003 - - 100,000 10 299,990 -

Common stock subscribed in

exchange for cash at $2.50 per

share pursuant to private

placement, November, 2003 - - 100,000 10 249,990 -

Common stock subscribed in

exchange for cash at $2.50 per

share pursuant to private

placement, December, 2003 - - 6,400 1 15,999 -

Common stock issued in

exchange for consulting services

at approximately $2.59 per

share, December 2003 - - 2,125,500 213 5,504,737 -

Common Stock subscribed to
at $2.50 per share in
December 2003 - - - - - 104,000

Beneficial conversion feature
relating to notes payable - - - - 1,168,474 -

Beneficial conversion feature
relating to warrants - - - - 206,526 -

Adjust common stock par value

from $0.0001 to $0.50 per share,

per amendment of articles dated

in December 2004 - - - 10,223,166 (10,223,166) -

Common Stock issued pursuant
to subscription at $2.50 share
in January 2004 - - 41,600 20,800 83,200 (104,000)

Common stock issued in
exchange for consulting services
at $2.95 per share, January 2004 - - 13,040 6,520 31,948 -

Common stock issued in
exchange for consulting services
at $2.60 per share, January 2004 - - 123,000 61,500 258,300 -

See accompanying notes to the financial statements
_8_

APPLTED DNA SCIENCES, INC
(A development stage company)
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY, (DEFICIENCY)
FOR THE PERIOD SEPTEMBER 16, 2002 (DATE OF INCEPTION) THROUGH JUNE 30, 2006
(Unaudited)
RESTATED
(Continued)

10
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Preferred
Shares

Preferred
Shares
Amount

Common
Shares

Common stock issued in
exchange for consulting services
at $3.05 per share, January 2004

Common stock issued in
exchange for employee services
at $3.07 per share, February 2004

Common stock issued in
exchange for consulting services
at $3.04 per share, March 2004

Common Stock issued for
options exercised at $1.00 per
share in March 2004

Common stock issued in
exchange for employee services
at $3.00 per share, March 2004

Common stock issued in
exchange for employee services
at $3.15 per share, March 2004

Preferred shared converted to
common shares for consulting
services at $3.00 per share,

March 2004 (5,

Common stock issued in
exchange for employee services
at $3.03 per share, March 2004

Common Stock issued pursuant
to subscription at $2.50 per
share in March 2004

Beneficial Conversion Feature
relating to Notes Payable

Beneficial Conversion Feature
relating to Warrants

Common stock issued in
exchange for consulting services
at $2.58 per share, April 2004

Common stock issued in
exchange for consulting services

at $2.35 per share, April 2004

Common stock issued in

000)

1,000

6,283

44,740

55,000

5,443

5,769

125,000

8,806

22,500

9,860

11,712

Additional

Common Paid in Common

Stock Capital Stock
Amount Amount Subscribed

500 2,550 -

3,142 16,147 -

22,370 113,640 -

27,500 27,500 -

2,722 13,623 -

2,885 15,292 -

62,500 312,500 -

4,400 22,238 -

11,250 (9,000) -

- 122,362 -

- 177,638 -

4,930 20,511 -

5,856 21,667 -

11



Edgar Filing: APPLIED DNA SCIENCES INC - Form 10QSB/A

exchange for consulting services
at $1.50 per share, April 2004

Common stock returned to
treasury at $0.065 per share,
April 2004

Preferred stock converted to
common stock for consulting
services at $1.01 per share in
May 2004 (4,00
Common stock issued per
subscription May 2004

367,500

(50,000)

0) 100,000

10,000

See accompanying notes to the financial statements

APPLTED DNA

(A development

CONDENSED CONSOLIDATED STATEMENT
FOR THE PERIOD SEPTEMBER 16, 2002

(DATE OF INCEPTION)

—-9—

SCIENCES, INC
stage company)
OF STOCKHOLDER'S EQUITY,

(Unaudited)
RESTATED

(Conti

Preferre
Shares

nued)

Preferred
Shares
Amount

d Common

Shares

183,750

(25,000)

50,000

5,000

367,500

21,750

51,250

(4,000)

(DEFICIENCY)

THROUGH JUNE 30,

2005

Additional

Paid in
Capital
Amount

Common
Stock
Subscribed

Common stock issued in
exchange for consulting
services at $0.86 per
share in May 2004

Common stock issued in
exchange for consulting
services at $1.15 per
share in May 2004

Common stock returned to
treasury at $0.065 per
share, June 2004

Common stock issued in
exchange for consulting
services at $0.67 per
share in June 2004

issued in
consulting services
share in June 2004

Common stock
exchange for
at $0.89 per

issued in
consulting services
share in June 2004

Common stock
exchange for
at $0.65 per

137,000

26,380

(5,000)

270,500

8,000

50,000

68,500

13,190

(2,500)

135,250

4,000

25,000

50,730

17,147

2,175

45,310

3,120

7,250

12
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Common stock issued pursuant

to private placement at
per share in June 2004

issued in
consulting

Common stock
exchange for
at $0.54 per

issued in
consulting

Common stock
exchange for
at $0.72 per

issued in
consulting

Common stock
exchange for
at $0.47 per

Common stock issued in
exchange for consulting
services at $0.39 per
share in August 2004

share in July 2004

share in July 2004

share in July 2004

$1.00

services

services

services

Preferred stock converted

to common stock for
consulting services at

$0.39 per share in August 2004

Common stock issued in
exchange for consulting
services at $0.50 per
share in August 2004

Common stock issued in
exchange for consulting
services at $0.56 per
share in August 2004

Common stock issued in
exchange for consulting
services at $0.41 per
share in August 2004

Common stock issued in
exchange for consulting
services at $0.52 per

share in September 2004

(2,000)

- 250,000

- 100,000

- 5,000

- 100,000

- 100,000

50,000

- 100,000

- 200,000

- 92,500

- 1,000,000

See accompanying notes to the financial statements

APPLTED DNA
(A development

CONDENSED CONSOLIDATED STATEMENT

FOR THE PERIOD SEPTEMBER 16,

2002

(DATE OF INCEPTION)

-10-

SCIENCES, INC
stage company)
OF STOCKHOLDER'S EQUITY,

(Unaudited)
RESTATED
(Continued)

THROUGH JUNE 30,

125,000

50,000

2,500

50,000

50,000

25,000

50,000

100,000

46,250

500,000

(DEFICIENCY)

2006

125,000

4,000

1,100

(2,749)

(11,000)

(5,500)

250

12,500

(8,605)

17,500

13
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Additional
Preferred Common Paid in Common
Preferred Shares Common Stock Capital Stock
Shares Amount Shares Amount Amount Subscribed
Common stock issued in
exchange for consulting
services at $0.46 per
share in September 2004 - - 5,000 2,500 (212) -
Common stock issued pursuant
to subscription at $0.50 per
share in September 2004 - - 40,000 20,000 - -
Preferred shares converted to
common stock for consulting
services at $0.41 per share in
September 2004 (4,000) (4) 100,000 50,000 4,000 -
Preferred shares issued in
exchange for service at $25 per
share in September 2004 60,000 6 - - 1,499,994 -
Fair value of 2,841,000 warrants
issued to non-employees and
consultants for services
rendered at approximately $0.71
per warrant in September 2004 - - - - 2,019,862 -
Net Loss - - - - - -
Balance at September 30, 2004 60,000 s 6 23,981,054 $11,990,527 $6,118,993 S -
See accompanying notes to the financial statements
_11_
APPLTED DNA SCIENCES, INC
(A development stage company)
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY, (DEFICIENCY)
FOR THE PERIOD SEPTEMBER 16, 2002 (DATE OF INCEPTION) THROUGH JUNE 30, 2006
(Unaudited)
RESTATED
(Continued)
Additional
Preferred Common Paid in Common
Preferred Shares Common Stock Capital Stock
Shares Amount Shares Amount Amount Subscribed
Common stock issued in
exchange for consulting services
at $0.68 per share in October
2004 - - 200,000 100,000 36,000 -

14



Edgar Filing: APPLIED DNA SCIENCES INC - Form 10QSB/A

Common stock returned
to treasury at $0.60 per share
in October 2004

Common stock issued in exchange
for consulting services at $0.60
per share in October 2004

Common Stock issued pursuant to
subscription at $0.60 per share
in October 2004

Common stock issued in exchange
for consulting servicesat $0.50
per share in October 2004

Common Stock issued in exchange
for debt at $0.50 per share
in October 2004

Common Stock issued pursuant to
subscription at $0.45 per share
in October 2004

Common stock issued in exchange
for consulting services at $0.45
per share in October 2004

Common Stock issued in
exchange for consulting
services at $0.47 per share
in November 2004

Common Stock issued in
exchange for consulting
services at $0.80 per share
in November 2004

Common Stock issued in
exchange for consulting
services at $1.44 per share
in November 2004

Common Stock issued in
exchange for employee
services at $1.44 per share
in November 2004

- - (1,069,600)

82,500

500,000

532,500

500,000

- - 1,000,000

See accompanying notes to the financial statements

—-12-

APPLTED DNA SCIENCES, INC
(A development stage company)

CONDENSED CONSOLIDATED STATEMENT
FOR THE PERIOD SEPTEMBER 16, 2002

(Unaudited)
RESTATED
(Continued)

315,000

100,000

300,000

115,000

5,000

OF STOCKHOLDER'S EQUITY,
(DATE OF INCEPTION)

(534,800)

41,250

250,000

266,250

250,000

500,000

157,500

50,000

150,000

57,500

2,500

(

(DEFICIENCY)

THROUGH JUNE 30,

2006

107,297)

8,250

50,000

(50,000)

(15,750)

(3,000)

90,000

108,100

4,700

(300,

(450,

15

000)

000)
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Additional
Preferred Common Paid in Common
Preferred Shares Common Stock Capital Stock S

Shares Amount Shares Amount Amount Subscribed
Warrants exercised
at $0.60 per share
in November 2004 - - 60,000 30,000 6,000 (4,000)
Beneficial Conversion discount
relating to Notes Payable - - - - 1,465,000 -
Common stock issued at $0.016
per share in exchange for note
payable in December 2004 - - 5,500,000 2,750,000 (2,661,500) -
Common stock issued in
settlement of debt at $0.50 per
share in December 2004 - - 2,930,000 1,465,000 - (125,000)
Fair value of 6,063,500 warrants
issued to non employees and
consultants for services rendered
at $0.52 per warrant in October
and December 2004 - - - - 3,169,052 -
Warrants exercised at $0.10 per
share in January 2005 - - 25,000 12,500 (10,000) -
Common Stock issued in
settlement of debt at $0.33 per
share in January 2005 - - 1,628,789 814,395 (276,895) -
Warrants exercised at $0.10 per
share in January 2005 - - 17,500 8,750 (7,000) -
Common Stock issued in
settlement of debt at $0.33 per
share in January 2005 - - 2,399,012 1,199,504 (407,830) -

Common Stock issued in

exchange for consulting

services at $1.30 per share - - 315,636 157,818 252,508 -
in January 2005

Fair value of warant liability

reclassed due to registration

rights granted in

February 2005 - - - - (3,108,851) -

Common Stock issued in

exchange for consulting

services at $1.44 per share

in February 2005 - - 5,796,785 2,898,393 5,418,814 -

Fair value of 55,000 warrants

issued to consultants for

services at $1.31 per warrant

in February 2005 - - - - 72,017 -

16



Edgar Filing: APPLIED DNA SCIENCES INC - Form 10QSB/A

Common Stock issued in
settlement of debt at $0.33 per
share in February 2005 - - 75,757 37,879 (12,879) -

See accompanying notes to the financial statements
_13_

APPLTED DNA SCIENCES, INC
(A development stage company)
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY, (DEFICIENCY)
FOR THE PERIOD SEPTEMBER 16, 2002 (DATE OF INCEPTION) THROUGH JUNE 30, 2006
(Unaudited)
RESTATED
(Continued)

Additional
Preferred Common Paid in Common
Preferred Shares Common Stock Capital Stock S
Shares Amount Shares Amount Amount Subscribed

Warrants exercised at $0.10 per
share in February 2005 - - 20,000 10,000 (8,000) -

Common Stock issued in
settlement of debt at $0.33 per
share in February 2005 - - 606,060 303,030 (103,030) -

Warrants exercised at $0.10 per
share in February 2005 - - 45,000 22,500 (18,000) -

Common Stock issued in

exchange for related party debt

at $1.31 per share in February

2005 -

1,500,000 750,000 1,215,000 -

Common Stock issued in
settlement of debt at $0.33 per
share in February 2005 -

278,433 139,217 (47,334) -

Common Stock issued in

exchange for consulting services

at $1.17 per share in February

2005 - - 17,236 8,618 11,548 -

Common stock issued in
exchange for debt at $0.50 per
share in February 2005 -

300,000 150,000 - -

Common Stock issued in

exchange for consulting

services at $0.95 per share

in February 2005 -

716,500 358,250 322,425 -
Common Stock issued in

exchange for consulting
services at $0.95 per share

17
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in February 2005 - -

Common stock issued in
exchange for debt at $0.50 per
share in March 2005 -

13

Common Stock issued in

exchange for consulting

services at $1.19 per share

in March 2005 - -

Options exercised at $0.60 per
share in March 2005 -

Common Stock issued in

exchange for consulting

services at $0.98 per share

in March 2005 -

1

See accompanying notes to the financial statements
_14_

APPLTED DNA SCIENCES, INC
(A development stage company)

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY,

FOR THE PERIOD SEPTEMBER 16, 2002 (DATE OF INCEPTI

10,500

, 202,000

185,000

100,000

, 675,272

5,250 4,725 -
6,601,000 - -
92,500 127,650 -
50,000 10,000 -
837,636 804,131 -
(DEFICIENCY)

ON) THROUGH JUNE 30, 2006

Common
Shares

(Unaudited)
RESTATED
(Continued)
Preferred
Preferred Shares

Shares Amount

Common Stock issued in

exchange for consulting

services at $0.92 per share

in March 2005 - -

Common Stock issued in

exchange for consulting

services at $0.99 per share

in March 2005 - -

Common stock issued in exchange

for debt at $0.50 per

share in March 2005 - - 1

Common stock canceled for
shares issued in exchange of
debt in March 2005 - -

Common stock subscribed
Canceled in March 2005 - -

Common Stock issued in

24,333

15,000

, 240,000

(500,000)

Additional

Common Paid in Common

Stock Capital Stock
Amount Amount Subscribed

12,167 10,219 -

7,500 7,350 -

620,000 - -

(250,000) - -
- - 750,000
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consulting
0.89 per share

stock par value
$0.001 per share,
of articles dated

nversion discount
otes Payable in

granted to
exchange for

at exercise
air value of common
h 2005

issued in
consulting services
share in April 2005

issued in
consulting services
share in April 2005

See accompanying notes to the financial statements
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(A develo
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CONDENSED CONSOLIDATED STATEMENT
FOR THE PERIOD SEPTEMBER 16, 2

Common Stock
exchange for
at $0.75 per

Common Stock
exchange for
at $0.33 per

Common Stock
April 2005,
services rend
share

Common Stock

Preferred

002
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SCIENCES, INC

stage company)
OF STOCKHOLDER'S EQUITY,
(DATE OF INCEPTION)

(Unaudited)
RESTATED

(Conti

Shares

nued)

Preferred
Shares
Amount

10,000

160,000

40,000

Common
Shares

THROUGH JUNE 30,

5,000

(32,312,879)

3,900 -

32,312,879 -

issued in
consulting services
share in April 2005
issued in
consulting services
share in April 2005

canceled during

ered at $3.42 per

issued in

previously issued for

850,000

500,000

(10,000)

- 7,371,000 -
- 180,000 -
160 127,840 -
40 31,960 -
(DEFICIENCY)
2006
Additional
Common Paid in Common
Stock Capital Stock
Amount Amount Subscribed
850 636, 650 -
500 164,500 -
(10) (34,190) -
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settlement of debt at $0.33 per
share in April 2005

Common Stock issued in
exchange for consulting services
at $0.68 per share in April 2005

Proceeds received against
subscription Payable in June
2005

Common Stock canceled in

June 2005, previously issued for
services rendered at $0.50 per
share

Cancellation of previously
granted stock options granted

to employees for services
rendered, at exercise price
below fair value of common stock

Common Stock issued in
exchange for consulting services
at $0.60 per share in July 2005

Common Stock issued in exchange
for intellectual property
at $0.67 per share in July 2005

Common Stock issued in
exchange for consulting
services at $0.60 per share
in July 2005

Common Stock issued in
exchange for employee services
at $0.48 per share in July 2005

- 36

- 8

See accompanying notes to the financial statements

APPLTED DNA
(A development
CONDENSED CONSOLIDATED STATEMENT

FOR THE PERIOD SEPTEMBER 16, 2

-16—

SCIENCES, INC
stage company)

OF STOCKHOLDER'S EQUITY,
002 (DATE OF INCEPTION)

(Unaudited)
RESTATED

(Conti

nued)

Preferred

Preferred Shares

Shares

Amount

75,758

50,000

(10,000)

157,000

, 000,000

640,000

, 000,000

Common
Shares

THROUGH JUNE 30,

77 24,923
50 33,950
(10) (4,990)
- (180,000)
157 94,043
36,000 24,084,000
640 383,360
8,000 3,832,000
(DEFICIENCY)
2006
Additional
Common Paid in
Stock Capital
Amount Amount

(25,000)

118,000

Common
Stock
Subscribed

Common Stock issued in
exchange for consulting

20
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services at $0
in July 2005
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.94 per share
- - 121,985 121

Common Stock issued in
exchange for consulting

services at $0
in August 2005

.48 per share
- - 250,000 250

Common Stock penalty shares
issued pursuant to pending SB-2
registration at $0.62 per share

in September 2

005 - - 814,158 814

Common Stock penalty shares
issued pursuant to pending SB-2
registration at $0.70 per share

in September 2

005 - - 391,224 391

Common Stock issued in
exchange for consulting

services at $0
in September 2

.94 per share
005 - - 185,000 185

Common Stock returned in

September 2005

, previously

issued for services rendered at

$0.40 per share -

Net Loss

Balance as of
30, 2005

(740,000) (740)

September
60,000 $ 6 112,230,392 $ 112,230

168,217

119,750

501,858

273,466

173,715

(453,232)

$82,320,715

56,000

$ 20,000

See accompanying notes to the financial statements
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APPLTED DNA SCIENCES, INC
(A development stage company)

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY, (DEFICIENCY)

FOR THE PERI

OD SEPTEMBER 16, 2002 (DATE OF INCEPTION) THROUGH JUNE 30,
(Unaudited)
RESTATED
(Continued)

Preferred Common
Preferred Shares Common Stock
Shares Amount Shares Amount

2006

Additional
Paid in
Capital
Amount

Common
Stock
Subscribed

Common stock issued pursuant
to subscription at $0.50 per
share in October 2005 - - 400,000 400

Common Stock issued in

199,600

(200, 000)

21
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exchange for consulting
services at $0.75 per share
in October 2005 - - 100,000 100 74,900 -

Common Stock returned in

October 2005, previously

issued for services

rendered at $0.60 per share - - (350,000) (350) (209, 650) -

Common stock issued pursuant
to subscription at $0.50 per
share in December 2005 - - 40,000 40 19,960 (20, 000)

Common Stock to investors

pursuant to registration rights

agreement at $0.51 per share in

December 2005 - - 505,854 506 257,480 -

Common Stock returned in

January 2006, previously issued

for services rendered at $0.60

per share - - (250, 000) (250) (149,750) -

Common Stock issued to investors

pursuant to registration rights

agreement at $0.32 per share

in January 2006 - - 806,212 806 257,182 -

Common Stock issued to investors

pursuant to registration rights

agreement at $0.20 per share

in January 2006 - - 1,289,927 1,290 256,695 -

Fair value of 200,000 warrants

issued to consultants for

services at $0.22 per warrant

in January 2006 - - - - 43,098 -

Common Stock issued in exchange
for consulting services at $0.17
per share in February 2006 - - 160,000 160 27,040 -

Common Stock issued in exchange
for consulting services at $0.16
per share in February 2006 - - 3,800,000 3,800 604,200 -

Common Stock returned in

March 2006, previously issued

for services rendered at $0.80

per share - - (150,000) (150) (119, 850) -

Previously issued warrants
reclassed to warrant liability

(1,584,614) -

Net Income - - - - - -

Balance as of June 30, 2006 60,000 6 118,582,385 118,582 81,997,006 (200, 000)

See accompanying notes to unaudited condensed consolidated financial statements
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APPLTED DNA SCIENCES, INC
(A DEVELOPMENT STAGE COMPANY)
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(Unaudited)

Cash flows from operating activities:

Net income (loss)

Adjustments to reconcile net loss to net used in operating activities:
Depreciation and amortization

Organization expenses

Preferred shares issued in exchange for services

Warrants issued to consultants

Income attributable to repricing of
derivatives

Financing costs attributable to issuance of warrants

warrants and debt

Amortization of beneficial conversion feature-convertible
notes

Amortization of capitalized financing costs

Amortization of debt discount attributable to convertible
debenture

Fair value of common stock issued to related party in excess
of previously incurred debt

Common stock issued in exchange for services

Common stock exchanged for intellectual property in
connection with costs of acquiring intangible assets

Common stock issued as penalty in connection financing

Common stock canceled-previously issued for services rendered
Change in assets and liabilities:

Increase in accounts receivable

Increase in prepaid expenses and deposits

Decrease in other assets

Decrease in due related parties
Increase (decrease) in accounts
liabilities

payvable and accrued

Net cash used in operating activities

Cash flows from investing activities:
Payments for patent filing
Capital expenditures

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from sale of common stock, net of cost
Proceeds from issuance of convertible notes
Proceeds form exercise of options and warrants
Payment of debt

For the nine months ended

2006

RESTATED

$ 5,606,849

1,021,199

43,100

(14,250,621)
2,271,000

247,238

276,090

710,200

773,958
(480,000)

(18,900)

(145,849)
5,940

(52,662)

1,685,792

4,242,500
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Proceeds from loans
Advances from shareholders

Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

4,242,500 9

1,899,983 1
31,190

$ 1,931,173 $ 1

See the accompanying notes to the unaudited condensed consolidated financial

statements
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APPLTED DNA SCIENCES, INC
(A DEVELOPMENT STAGE COMPANY)
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(Unaudited)

Supplemental Disclosures of Cash Flow Information:
Cash paid during period for interest
Cash paid during period for taxes

Non-cash transactions:

Common stock issued for services

Common stock issued in exchange for previously incurred debt
Common stock canceled-previously issued for services rendered
Beneficial conversion feature attributable to convertible notes
Preferred shares in exchange for services

Warrants issued to consultants

Warrants issued in exchange for financing costs
Acquisition:
Common stock retained

Assets acquired

Total consideration paid

Organizational expenses—-note issued in exchange for shares retired

Common stock issued in exchange for note payable

For the nine months ended

2006 2
RESTATED RE
710,200 13
- 2

(480,000)
8
43,100 3
2,271,000 23

See the accompanying notes to the unaudited condensed consolidated financial

statements
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APPLIED DNA SCIENCES, INC.
(A DEVELOPMENT STAGE COMPANY)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL INFORMATION
JUNE 30, 2006
(Unaudited)

NOTE A - SUMMARY OF ACCOUNTING POLICIES
General

The accompanying unaudited condensed consolidated financial statements have been
prepared in accordance with the instructions to Form 10-QSB/A, and therefore, do
not include all the information necessary for a fair presentation of financial
position, results of operations and cash flows in conformity with generally
accepted accounting principles.

In the opinion of management, all adjustments (consisting of normal recurring
accruals) considered necessary for a fair presentation have been included.
Operating results for the three and nine month periods ended June 30, 2006 are
not necessarily indicative of the results that may be expected for the fiscal
year ending September 30, 2006. The unaudited condensed consolidated financial
statements should be read in conjunction with the consolidated September 30,
2005 financial statements and footnotes thereto included in the Company's SEC
Form 10-KSB, as amended.

Business and Basis of Presentation

On September 16, 2002, Applied DNA Sciences, Inc. (the "Company") was
incorporated under the laws of the State of ©Nevada. The Company 1is in the
development stage, as defined by Statement of Financial Accounting Standards No.
7 ("SFAS No. 7") and its efforts have been principally devoted to developing DNA
embedded biotechnology security solutions in the United States. To date, the
Company has generated nominal sales revenues, has incurred expenses and has
sustained losses. Consequently, 1its operations are subject to all the risks
inherent in the establishment of a new business enterprise. For the period from
inception through June 30, 2006, the Company has accumulated losses of
$84,317,703.

The consolidated financial statements include the accounts of the Company, and
its wholly-owned subsidiary ProHealth Medical Technologies, 1Inc. Significant
inter-company transactions have been eliminated in consolidation.
Reclassification

Certain prior period amounts have been reclassified for comparative purposes.
Property and Equipment

Property and equipment are stated at cost and depreciated over their estimated

useful 1lives of 3 to 5 years using the straight 1line method. At June 30, 2006
property and equipment consist of:

Computer equipment S 15,328
Furniture 33,273
Accumulated depreciation (10, 315)
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Net $ 38,286

Stock Based Compensation

In December 2002, the FASB issued SFAS No. 148, "Accounting for Stock-Based
Compensation-Transition and Disclosure—an amendment of SFAS 123." This statement
amends SFAS No. 123, "Accounting for Stock-Based Compensation,”" to provide
alternative methods of transition for a voluntary change to the fair value based
method of accounting for stock-based employee compensation. In addition, this
statement amends the disclosure requirements of SFAS ©No. 123 to require
prominent disclosures in both annual and interim financial statements about the
method of accounting for stock-based employee compensation and the effect of the
method used on reported results. The Company has chosen to continue to account
for stock-based compensation using the intrinsic value method prescribed in APB
Opinion No. 25 and related interpretations. Accordingly, compensation expense
for stock options is measured as the excess, if any, of the fair market wvalue of
the Company's stock at the date of the grant over the exercise price of the
related option. The Company has adopted the annual disclosure provisions of SFAS
No. 148 in its financial reports for the year ended September 30, 2003 and for
the subsequent periods.

Had compensation costs for the Company's stock options been determined based on
the fair value at the grant dates for the awards, the Company's net loss and
losses per share would have been as follows (transactions 1involving stock
options issued to employees and Black-Scholes model assumptions are presented in
Note E) :

21—

APPLIED DNA SCIENCES, INC.
(A DEVELOPMENT STAGE COMPANY)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL INFORMATION
JUNE 30, 2006
(Unaudited)
NOTE A -

SUMMARY OF ACCOUNTING POLICIES (continued)

Net income
reported
Add: Total stock based
employee compensation
expense as reported
under intrinsic value
method (APB No. 25)
Deduct: Total stock
based employee
compensation expense
as reported under fair
value method (APB No.

(loss) - as

For The Three
Months ended
June 30,
2006

$ 761,087

For The Three
Months ended
June 30,
2005

$ 3,700,198

For The Nine
Months ended
June 30,
2006

$ 5,606,849

For The Nine
Months ended
June 30,
2005

$ (40,464,827)
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123) (1,406,350) (1,406,350)
Net income (loss) -
Pro Forma S 761,087 $ 2,293,848 $ 5,606,849 $ (41,871,177)
Net income (loss)
attributable to common
stockholders - Pro
Forma S 761,087 $ 2,293,848 $ 5,606,849 $ (41,871,177)
Basic income (loss)
per share - as reported S 0.01 S 0.06 S 0.05 $ (0.83)
Basic income (loss)
per share - Pro Forma S 0.01 S 0,04 S 0.04 S (0.86)
Fully diluted income per

share - as reported S 0.01 S 0.04 S 0.03 N/A
Fully diluted income per

share - Pro Forma S 0.01 S 0.03 S 0.03 N/A
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APPLIED DNA SCIENCES, INC.
(A DEVELOPMENT STAGE COMPANY)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL INFORMATION
JUNE 30, 2006
(Unaudited)

NOTE A - SUMMARY OF ACCOUNTING POLICIES (continued)

On December 16, 2004, the Financial Accounting Standards Board (FASB) issued
FASB Statement No. 123R (revised 2004), "Share-Based Payment" which is a
revision of FASB Statement No. 123, "Accounting for Stock-Based Compensation".
Statement 123R supersedes APB opinion No. 25, "Accounting for Stock Issued to
Employees", and amends FASB Statement No. 95, "Statement of Cash Flows".
Generally, the approach in Statement 123R 1is similar to the approach described
in Statement 123. However, Statement 123R requires all share-based payments to
employees, including grants of employee stock options, to be recognized in the
income statement based on their fair values. Pro-forma disclosure is no longer
an alternative. On April 14, 2005, the SEC amended the effective date of the
provisions of this statement. The effect of this amendment by the SEC is that
the Company will have to comply with Statement 123R and use the Fair Value based
method of accounting no later than the first quarter of 2006. Management has not
determined the impact that this statement will have on Company's consolidated
financial statements.

Revenue Recognition

Revenues are recognized in the period that services are provided. For revenue
from product sales, the Company recognizes revenue in accordance with Staff
Accounting Bulletin No. 104, REVENUE RECOGNITION ("SAB104"), which superseded
Staff Accounting Bulletin No. 101, REVENUE RECOGNITION IN FINANCIAL STATEMENTS
("SAB101"). SAB 101 requires that four basic criteria must be met before revenue
can be recognized: (1) persuasive evidence of an arrangement exists; (2)
delivery has occurred; (3) the selling price is fixed and determinable; and (4)
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collectibility is reasonably assured. Determination of criteria (3) and (4) are
based on management's judgments regarding the fixed nature of the selling prices
of the products delivered and the collectibility of those amounts. Provisions
for discounts and rebates to customers, estimated returns and allowances, and
other adjustments are provided for in the same period the related sales are
recorded. The Company defers any revenue for which the product has not been
delivered or is subject to refund wuntil such time that the Company and the
customer jointly determine that the product has been delivered or no refund will
be required. At June 30, 2006 the Company did not have any deferred revenue.

SAB 104 incorporates Emerging Issues Task Force 00-21 ("EITF 00-21"), MULTIPLE
DELIVERABLE REVENUE ARRANGEMENTS. EITF 00-21 addresses accounting for
arrangements that may involve the delivery or performance of multiple products,
services and/or rights to use assets. The effect of implementing EITF 00-21 on
the Company's financial position and results of operations was not significant.

Concentrations of Credit Risk

Financial instruments and related items which potentially subject the Company to
concentrations of credit risk consist primarily of cash, cash equivalents and
trade receivables. The Company places its cash and temporary cash investments
with credit quality institutions. At times, such investments may be in excess of
the FDIC insurance limit. The Company periodically reviews its trade receivables
in determining its allowance for doubtful accounts. At June 30, 2006, allowance
for doubtful receivable was $0.

Derivative Financial Instruments

The Company's derivative financial instruments consist of embedded derivatives
related to the 10% Secured Convertible Promissory Notes (the "Serial Notes")
entered into in 2006 (see Note D). These embedded derivatives include certain
conversion features, variable interest features, <call options and default
provisions. The accounting treatment of derivative financial instruments
requires that the Company recorded the derivatives and related warrants at their
fair wvalues as of the inception date of the Note Agreement (estimated at
$2,419,719) and at fair value as of each subsequent balance sheet date. In
addition, under the provisions of EITF Issue No. 00-19, "Accounting for
Derivative Financial Instruments Indexed to, and Potentially Settled in, a
Company's Own Stock," as a result of entering into the Notes, the Company is
required to classify all other non-employee stock options and warrants as
derivative 1liabilities and mark them to market at each reporting date. The fair
value of such options and warrants that were reclassified as liabilities from
additional paid-in capital in the nine months ended June 30, 2006 totaled
$1,584,614. Any change in fair value will be recorded as non-operating, non-cash
income or expense at each reporting date. If the fair value of the derivatives
is higher at the subsequent Dbalance sheet date, the Company will record a
non-operating, non-cash charge. If the fair value of the derivatives is lower at
the subsequent Dbalance sheet date, the Company will record non-operating,
non-cash income. Conversion-related derivatives were valued using the Binomial
Option Pricing Model with the following assumptions: dividend vyield of 0%;
annual volatility of 111 to 112%; and risk free interest rate of 4.96 to 5.15%
as well as probability analysis related to trading volume restrictions. The
remaining derivatives were valued using discounted cash flows and probability
analysis. The derivatives are classified as long-term liabilities (see Note F).
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APPLIED DNA SCIENCES, INC.
(A DEVELOPMENT STAGE COMPANY)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL INFORMATION
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JUNE 30, 2006
(Unaudited)

NOTE A - SUMMARY OF ACCOUNTING POLICIES (continued)
New Accounting Pronouncements

In March 2005, the FASB issued FASB Interpretation (FIN) No. 47, "Accounting for
Conditional Asset Retirement Obligations, an interpretation of FASB Statement
No. 143," which requires an entity to recognize a liability for the fair wvalue
of a conditional asset retirement obligation when incurred if the liability's
fair value can be reasonably estimated. The Company is required to adopt the
provisions of FIN 47 no later than the first quarter of fiscal 2006. The Company
adopted this interpretation from January 1, 2006. The adoption of this
Interpretation did not have a material impact on its consolidated financial
position, results of operations or cash flows.

In May 2005 the FASB issued Statement of Financial Accounting Standards (SFAS)
No. 154, "Accounting Changes and Error Corrections, a replacement of APB Opinion
No. 20 and FASB Statement No. 3." SFAS 154 requires retrospective application to
prior periods' financial statements for changes in accounting principle, unless
it is impracticable to determine either the ©period-specific effects or the
cumulative effect of the <change. SFAS 154 also requires that retrospective
application of a change in accounting principle be limited to the direct effects
of the change. Indirect effects of a change in accounting principle, such as a
change in non-discretionary profit-sharing payments resulting from an accounting
change, should be recognized in the period of the accounting change. SFAS 154
also requires that a change in depreciation, amortization, or depletion method
for long-lived, non-financial assets be accounted for as a change in accounting
estimate affected by a change in accounting principle. SFAS 154 is effective for
accounting changes and corrections of errors made in fiscal years beginning
after December 15, 2005. Early adoption is permitted for accounting changes and
corrections of errors made in fiscal vyears Dbeginning after the date this
Statement is issued. The Company adopted of this SFAS with its restatements
included within.

On February 16, 2006 the Financial Accounting Standards Board (FASB) issued SFAS
155, "Accounting for Certain Hybrid Instruments," which amends SFAS 133,
"Accounting for Derivative Instruments and Hedging Activities," and SFAS 140,
"Accounting for Transfers and Servicing of Financial Assets and Extinguishments
of Liabilities." SFAS 155 allows financial instruments that have embedded
derivatives to be accounted for as a whole (eliminating the need to bifurcate
the derivative from its host) if the holder elects to account for the whole
instrument on a fair value basis. SFAS 155 also <clarifies and amends certain
other provisions of SFAS 133 and SFAS 140. This statement is effective for all
financial instruments acquired or issued in fiscal vyears beginning after
September 15, 2006. The Company does not expect its adoption of this new
standard to have a material dimpact on its financial position, results of
operations or cash flows.

In March 2006, the FASB issued FASB Statement No. 156, Accounting for Servicing
of Financial Assets - an amendment to FASB Statement No. 140. Statement 156
requires that an entity recognize a servicing asset or servicing liability each
time it undertakes an obligation to service a financial asset by entering into a
service contract under certain situations. The new standard is effective for
fiscal years beginning after September 15, 2006. The Company does not expect its
adoption of this new standard to have a material impact on its financial
position, results of operations or cash flows.

NOTE B - INTANGIBLE ASSETS AND AMORTIZATION

The Company has adopted SFAS No. 142, Goodwill and Other Intangible Assets,
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whereby the Company periodically test its intangible assets for impairment. On
an annual basis, and when there is reason to suspect that their values have been
diminished or impaired, these assets are tested for impairment, and write-downs

will be included in results from operations.
Biowell Technology, Inc.

On July 12, 2005, the Company acquired certain intellectual properties from

Biowell Technology, Inc. ("Biowell") through an Asset Purchase Agreement
("Agreement") in exchange for 36 million shares of the Company's restricted
common stock having an aggregate fair wvalue at the date of issuance of
$24,120,000. The intangible assets acquired consist of proprietary DNA
anti-counterfeit trade secrets created by Biowell that are intended to protect
intellectual property from counterfeiting, fraud, piracy, product diversion and

unauthorized intrusion.
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APPLIED DNA SCIENCES, INC.
(A DEVELOPMENT STAGE COMPANY)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL INFORMATION
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NOTE B — INTANGIBLE ASSETS AND AMORTIZATION (continued)
The purchase price has been allocated as follows:

Amortizable intangible assets acquired are comprised of:

Developed core technologies $ 2,260,900
Developed product technologies 7,170,000
Total amortizable intangible assets $ 9,430,900
Transaction costs 14,869,100
Total purchase price $24,120,000

In Process Research & Development

The Company concluded as of the date of acquisition, the acquired intangible
assets, consisting of developed core and product technologies had reached full
development and that it was not the intention of the Company's management to
utilize the asset in specific research and development activities as defined in
SFAS No. 2 Accounting for Research & Development Costs, As a result, the Company
determined there was no in-process research and development ("IPR& D") projects
in place related to the technology acquired , nor any future research and
development activities planned. Accordingly, there is no charge to operations
during the year ended September 30, 2005 for IPR&D in connection with the
acquisition of the assets.

Transaction costs

The amount of the purchase price that could not be allocated to acquired
identifiable intangible assets or IPR & D was $14,689,100 and was charged to
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operations as a cost of the transaction during the year ended September 30,
2005.

The identifiable intangible assets acquired and their carrying value at June 30,
2006 are:

Gross Carrying

Amount Accumulated Residual
Amortization Net Value
Amortizable
Intangible
Assets:
Trade secrets and
developed technologies $ 9,430,900 $ 1,347,271 $ 8,083,629
Patents 34,237 16,881 17,376
Total
Amortized
Identifiable
Intangible Assets $ 9,465,137 $ 1,364,152 $ 8,101,005

Total amortization expense charged to operations for the nine months ended June
30, 2006 and 2005 was $1,015,571and $7,748, respectively.

-25-

APPLIED DNA SCIENCES, INC.
(A DEVELOPMENT STAGE COMPANY)
NOTES TO CONDENSED CONSOLIDATED FINANCIAL INFORMATION
JUNE 30, 2006
(Unaudited)

NOTE C - PRIVATE PLACEMENT OF CONVERTIBLE NOTES

Convertible notes payable as of June 30, 2006 are as follows:

10% Secured Convertible Notes Payable dated March 8, 2006, net of
unamortized debt discount of $680,110 (see

below)

10% Secured Convertible Notes Payable dated May 2, 2006,

net of unamortized debt discount of $395,158 (see below)

10% Secured Convertible Notes Payable dated June 15, 2006, net of
unamortized debt discount of $1,068,361 (see
below)

$

1,
$ 3
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10% Secured Convertible Promissory Notes dated March 8, 2006

On March 8, 2006, in connection with a private placement, the Company issued 10%
Secured Convertible Promissory Notes in the aggregate principal amount of
$1,500,000 (the "Serial Notes") and warrants to purchase 3,000,000 shares of the
Company's common stock to accredited investors. The Serial Notes bear interest
at 10%, mature on September 7, 2007 and are convertible into the Company's
common stock, at the holder's option, at fifty cents ($.50) per share during the
period from the date of issuance (March 8, 2006) through March 7, 2007. Should
the holder of the Serial Note elect not to convert to the Company's common stock
on or before March 7, 2007, the outstanding principal, along with accrued and
unpaid interest automatically converts to the Company's common stock at an
amount equal to 80% of the average bid price of the Company's common stock on
the Over-The-Counter Bulletin Board for a period equal to ten (10) days prior to
conversion on the maturity date of September 7, 2007. The full principal amount
of the Serial Notes is due upon a default under the terms of the Note Agreement.
In addition, the Company granted the Investors a security interest in all of its
assets (see Note B). The Company agreed to file a registration statement with
the SEC to effect the registration of the shares of its common stock underlying
the Serial Notes and the warrants within 30 days of the effective date of the
Company's pending Registration Statement (SEC File 333 - 122848) being declared
effective. The Company also agreed to use its reasonable best efforts to cause
the registration statement to be declared effective no later than 180 days after
its filing. If the Registration Statement is not filed and declared effective as
described above, the Company will be required to pay liquidated damages in the
form of cash to the holders of the Serial Notes, in an amount equal to 2% of the
unpaid principal Dbalance per month if the above deadlines are not met. In the
event of a default on the Serial Notes, the Serial Notes will bear interest at
twelve percent (12%) per annum until paid.

The warrants are exercisable until five years from March 8, 2006 until March 7,
2011 at a price of $0.50 per share. The Company has the right, but not the
obligation, to call these warrants for $1.25 per share at the earlier of (i) one
year from issuance or (ii) the date that shares of common stock issuable upon
conversion of the Serial Notes and exercise of the warrants are registered for
resale and the Company's common stock trades at or above $1.25 per share for

twenty (20) consecutive trading days. The Notes include certain features that
are considered embedded derivative financial instruments, such as a variety of
conversion options, a variable interest rate feature, events of default and a

variable liquidated damages clause.

The initial relative fair value assigned to the embedded derivatives was
$346,500.

In conjunction with the Notes, the Company issued warrants to purchase 3,000,000
shares of common stock. The accounting treatment of the derivatives and warrants
requires that the Company record the warrants at their fair values as of the
inception date of the debt issuance, which totaled $512,100.

The Company recorded the fair value of the derivatives ($346,500) and warrants
($ 512,100) to debt discount, aggregating $858,600, which will be amortized to
interest expense over the term of the Notes. Amortization of $178,490 was
recorded for the nine months ended June 30, 2006.
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NOTE C - PRIVATE PLACEMENT OF CONVERTIBLE NOTES (continued)

The market price of the Company's common stock significantly impacts the extent
to which the Company may be required or may be permitted to convert the Serial
Notes into shares of the Company's common stock. The lower the market price of
the Company's common stock at the due date of September 7, 2007, the more shares
the Company will need to issue to convert the principal and interest payments
then due on the Notes.

10% Secured Convertible Promissory Notes dated May 2, 2006

On May 2, 2006, in connection with a private placement, the Company issued 10%
Secured Convertible Promissory Notes in the aggregate principal amount of
$1,000,000 (the "Serial Notes") and warrants to purchase 2,000,000 shares of the
Company's common stock to accredited investors. The Serial Notes bear interest
at 10%, mature on August 2, 2007 and are convertible into the Company's common
stock, at the holder's option, at fifty cents ($.50) per share during the period
from the date of issuance (May 2, 2006) through May 2, 2007. Should the holder
of the Serial Note elect not to convert to the Company's common stock on or
before May 2, 2007, the outstanding principal, along with accrued and unpaid
interest automatically converts to the Company's common stock at an amount equal
to 80% of the average bid price of the Company's common stock on the
Over-The-Counter Bulletin Board for a period equal to ten (10) days prior to
conversion on the maturity date of May 2, 2007. The full principal amount of the
Serial Notes 1is due upon a default under the terms of the Note Agreement. In
addition, the Company granted the Investors a security interest in all of its
assets (see Note B). The Company agreed to file a registration statement with
the SEC to effect the registration of the shares of its common stock underlying
the Serial Notes and the warrants within 30 days of the effective date of the
Company's pending Registration Statement (SEC File 333 - 122848) being declared
effective. The Company also agreed to use its reasonable best efforts to cause
the registration statement to be declared effective no later than 180 days after
its filing. In the event of a default on the Serial Notes, the Serial Notes will
bear interest at twelve percent (12%) per annum until paid.

The warrants are exercisable until four years from May 2, 2007 until May 2, 2011
at a price of $0.50 per share. The Company has the right, but not the
obligation, to call these warrants for $0.001 per share at the earlier of (1)
one year from issuance and (ii) the date that shares of common stock issuable
upon conversion of the Serial Notes and exercise of the warrants are registered
for resale and the Company's common stock trades at and above $1.00 per share
for twenty (20) consecutive trading days. The Notes include certain features
that are considered embedded derivative financial instruments, such as a variety
of conversion options, a variable interest rate feature, events of default and a
variable liquidated damages clause.

The initial relative fair value assigned to the embedded derivatives was
$82,358.

In conjunction with the Notes, the Company issued warrants to purchase 2,000,000
shares of common stock. The accounting treatment of the derivatives and warrants
requires that the Company record the warrants at their fair values as of the
inception date of the debt issuance, which totaled $373,600.

The Company recorded the fair value of the derivatives ($82,358) and warrants
($373,600) to debt discount, aggregating $455,958, which will be amortized to
interest expense over the term of the Notes. Amortization of $60,800 was
recorded for the nine months ended June 30, 2006.
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The market price of the Company's common stock significantly impacts the extent
to which the Company may be required or may be permitted to convert the Serial
Notes into shares of the Company's common stock. The lower the market price of
the Company's common stock at the due date of September 7, 2007, the more shares
the Company will need to issue to convert the principal and interest payments
then due on the Notes.
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NOTE C - PRIVATE PLACEMENT OF CONVERTIBLE NOTES (continued)
10% Secured Convertible Promissory Notes dated June 15, 2006

On June 15, 2006, in connection with a private placement, the Company issued 10%
Secured Convertible Promissory Notes in the aggregate principal amount of
$2,950,000 (the "Serial Notes") and warrants to purchase 5,900,000 shares of the
Company's common stock to accredited investors. The Serial Notes bear interest
at 10%, mature on August 2, 2007 and are convertible into the Company's common
stock, at the holder's option, at fifty cents ($.50) per share during the period

from the one years from the date of issuance (June 15, 2006) through June 15,
2007. Should the holder of the Serial Note elect not to convert to the Company's
common stock on or before June 15, 2007, the outstanding principal, along with

accrued and unpaid interest automatically converts to the Company's common stock
at an amount equal to 80% of the average bid price of the Company's common stock
on the Over-The-Counter Bulletin Board for a period equal to ten (10) days prior
to conversion on the maturity date of June 15, 2007. The full principal amount
of the Serial Notes is due upon a default under the terms of the Note Agreement.
In addition, the Company granted the Investors a security interest in all of its
assets (see Note B). The Company agreed to file a registration statement with
the SEC to effect the registration of the shares of its common stock underlying
the Serial Notes and the warrants within 30 days of the effective date of the
Company's pending Registration Statement (SEC File 333 - 122848) being declared
effective. The Company also agreed to use its reasonable best efforts to cause
the registration statement to be declared effective no later than 180 days after
its filing. In the event of a default on the Serial Notes, the Serial Notes will
bear interest at twelve percent (12%) per annum until paid.

The warrants are exercisable until four years from June 15, 2007 until June 15,
2011 at a price of $0.50 per share. The Company has the right, but not the
obligation, to call these warrants for $0.001 per share at the earlier of (1)
one year from issuance and (ii) the date that shares of common stock issuable
upon conversion of the Serial Notes and exercise of the warrants are registered
for resale and the Company's common stock trades at and above $1.00 per share
for twenty (20) consecutive trading days. The Notes include certain features
that are considered embedded derivative financial instruments, such as a variety
of conversion options, a variable interest rate feature, events of default and a
variable liquidated damages clause.

The initial relative fair value assigned to the embedded derivatives was
$175,321.

In conjunction with the Notes, the Company issued warrants to purchase 5,900,000
shares of common stock. The accounting treatment of the derivatives and warrants
requires that the Company record the warrants at their fair values as of the
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The Company recorded the fair value of the derivatives ($175,321) and warrants
($929,840) to debt discount, aggregating $1,105,161, which will be amortized to
interest expense over the term of the Notes. Amortization of $36,800 was
recorded for the nine months ended June 30, 2006.

The market price of the Company's common stock significantly impacts the extent
to which the Company may be required or may be permitted to convert the Serial
Notes into shares of the Company's common stock. The lower the market price of
the Company's common stock at the due date of September 7, 2007, the more shares
the Company will need to issue to convert the principal and interest payments
then due on the Notes.

$ 1,675,000 Convertible Notes

Convertible notes payable ("Bridge Unit Offering") in quarterly installments of
interest only at 10% per annum, secured by all assets of the Company and due on
the earlier of the 9 month anniversary date of the initial closing of the
offering or the completion of any equity financing of $3,000,000 or more; the
Company, at its sole discretion may prepay principal at any time without
penalty. The Bridge Unit Offering Notes unpaid principal and accrued and unpaid
interest were converted to an aggregate of 4,988,051 shares of the Company's
common shares at a price equal to approximately $. 33 per share during the
quarter ended March 31, 2005.
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NOTE C - PRIVATE PLACEMENT OF CONVERTIBLE NOTES (continued)
$ 1,465,000 Convertible Notes

Beginning in December, 2004, the Company sold a 10% convertible debenture in the
aggregate amount of $ 1,465,000 in a private placement and exempt offerings to
sophisticated investors, net of costs and fees.

The Convertible Note's terms called for the debt to automatically convert at
$.50 per share upon the filing a of a registration statement with the Securities
and Exchange Commission.

The Company filed the registration statement on February 15, 2005 and the
Convertible Notes were converted to an aggregate of 2,930,000 shares of the
Company's common stock.

As additional consideration for the purchase of the Convertible Notes, the
Company granted to the holders warrants entitling it to purchase 2,930,000
common shares of the Company's common stock at the price of $ .75 per share.
These warrants were issued in February, 2005 and lapse if unexercised by
February, 2010. A registration rights agreement was executed in December 2004
and consummated in February, 2005 requiring the Company to register the shares
of its common stock underlying the Convertible Notes and warrants so as to
permit the public resale thereof. The registration rights agreement provided for
the payment of liquidated damages of 3.5% of the aggregate Convertible Note
financing per month if the stipulated registration deadlines were not met. The

35



Edgar Filing: APPLIED DNA SCIENCES INC - Form 10QSB/A

liquidated damages, which approximate $ 51,275 per month, may be paid, at the
Company's option, in cash or unregistered shares of the Company's common stock.

In accordance with Emerging Issues Task Force Issue 98-5, Accounting for
Convertible Securities with a Beneficial Conversion Features or Contingently
Adjustable Conversion Ratios ("EITF 98-5"), the Company recognized an imbedded
beneficial conversion feature ©present in the Convertible Notes. The Company
allocated a portion of the proceeds equal to the intrinsic value of that feature
to additional paid-in capital. The Company recognized and measured an aggregate
of $1,465,000 of the ©proceeds, which is equal to the intrinsic wvalue of the
imbedded Dbeneficial conversion feature, to additional paid-in capital and a
discount against the Convertible Notes. Since the Convertible Notes were
converted to the Company's common stock in December 2004, the debt discount
attributed to the beneficial conversion feature of $ 1,465,000 was charged to
interest expense in its entirety during the six months ended March 31, 2005.

In conjunction with raising capital through the issuance of Convertible Notes,
the Company has issued a warrant in February, 2005 that has registration rights
for the wunderlying shares. As the contract must be settled by the delivery of
registered shares and the delivery of the registered shares is not controlled by
the Company, pursuant to EITF 00-19, "Accounting for Derivative Financial
Instruments Indexed to, and Potentially Settled in, a Company's Own Stock", the
net value of the warrants at the date of issuance was recorded as a warrant
liability on the balance sheet $23,148,214 and charged to operations as interest
expense. Upon the registration statement being declared effective, the fair
value of the warrant on that date will be reclassified to equity. The Company
initially valued the warrants wusing the Black-Scholes pricing model with the
following assumptions: (1) dividend vyield of 0%; (2) expected volatility of
152.59%, (3) risk—-free interest rate of 3.67%, and (4) expected life of 5 years.
In connection with the placement of the $1,465,000 of convertible notes as
described above, the Company agreed to registered shares of the Company's common
stock underlying certain previously issued and outstanding warrants that were
not subject to a registration rights agreement at the time the warrants were
issued. These warrants consist of following:

o 105,464 warrants entitling the holder to purchase 105,464 shares of
the Company's common stock at the price of $ .10 per share. These
warrants were issued in July, 2004 and lapse if unexercised by July,
2009.

o 1,602,500 warrants entitling the holder to purchase 1,602,500 shares
of the Company's common stock at the price of $ .60 per share. These
warrants were issued in October, 2003 and lapse if unexercised by

October, 2008.

As a result, the Company is required to classify the warrants as derivative
liabilities and mark then to market at each reporting date. The fair value of
the warrants that were subject to registration reclassified as liabilities from
additional paid in capital at March 31, 2005 totaled $3,108,851. Upon the
registration statement being declared effective, the fair value of the warrants
on that date will be reclassified to equity. The Company initially wvalued the
warrants using the Black-Scholes pricing model with the following assumptions:
(1) dividend vyield of 0%; (2) expected volatility of 148.66%, (3) risk-free
interest rate of 3.21%, and (4) expected life of 3 years.
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NOTE C - PRIVATE PLACEMENT OF CONVERTIBLE NOTES (continued)
$ 7,371,000 Convertible Notes

In January and February, 2005, the Company sold an 10% convertible debenture in
the aggregate amount of $7,371,000 in a private placement and exempt offerings
to sophisticated investors, net of costs and fees.

The Convertible Note's terms called for the debt to automatically convert at
$.50 per share upon the filing a of a registration statement with the Securities
and Exchange Commission.

The Company filed the registration statement on February 15, 2005 and the
Convertible Notes were converted to an aggregate of 14,742,000 shares of the
Company's common stock.

As additional consideration for the purchase of the Convertible Notes, the
Company granted to the holders warrants entitling it to purchase 14,742,000
common shares of the Company's common stock at the price of $ .75 per share.
These warrants lapse if wunexercised by February, 2010. A registration rights
agreement was executed and consummated in January, 2005 requiring the Company to
register the shares of its common stock underlying the Convertible Notes and
warrants so as to permit the public resale thereof. The registration rights
agreement provided for the payment of liquidated damages of 3.5% of the
aggregate Convertible Note financing per month if the stipulated registration
deadlines were not met. The liquidated damages, which approximate $ 257,985 per
month, may be paid, at the Company's option, 1in cash or unregistered shares of
the Company's common stock.

In accordance with Emerging Issues Task Force Issue 98-5, Accounting for
Convertible Securities with a Beneficial Conversion Features or Contingently
Adjustable Conversion Ratios ("EITF 98-5"), the Company recognized an imbedded
beneficial conversion feature ©present in the Convertible Notes. The Company
allocated a portion of the proceeds equal to the intrinsic value of that feature
to additional paid-in capital. The Company recognized and measured an aggregate
of $ 7,731,000 of the ©proceeds, which is equal to the intrinsic wvalue of the
imbedded Dbeneficial conversion feature, to additional paid-in capital and a
discount against the Convertible Notes. Since the Convertible Notes were
converted to the Company's common stock in February, 2005, 2005, the debt
discount attributed to the Dbeneficial conversion feature of $ 7,371,000 was
charged to interest expense in its entirety during the six months ended March
31, 2005.

In conjunction with raising capital through the issuance of Convertible Notes,
the Company has issued warrants that have registration rights for the underlying
shares. As the contract must be settled by the delivery of registered shares and
the delivery of the registered shares is not controlled by the Company, pursuant
to EITF 00-19, "Accounting for Derivative Financial Instruments Indexed to, and
Potentially Settled in, a Company's Own Stock", the net value of the warrants at
the date of issuance was recorded as a warrant liability on the balance sheet
$23,148,214 and charged to operations as interest expense. Upon the registration
statement being declared effective, the fair value of the warrant on that date
will be reclassified to equity. The Company initially valued the warrants using

the Black-Scholes pricing model with the following assumptions: (1) dividend
yield of 0%; (2) expected volatility of 152.59%, (3) risk—free interest rate of

3.67%, and (4) expected life of 5 years.

NOTE D - CAPITAL STOCK
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The Company 1is authorized to issue 10,000,000 shares of preferred stock with a
$.001 par value per share. The Company is authorized to issue 250,000,000 shares
of common stock, with a $0.001 par value per share as the result of a
shareholder meeting conducted on February 14, 2005. Prior to the February 14,
2005 share increase and par value change, the Company had 100,000,000 authorized
shares with a par value of $0.50. In February 2005, the Company passed a
resolution authorizing change in the par value per common shares from $0.50 per
share to $0.001 per share.

During the period September 16, 2002 through September 30, 2003, the Company
issued 100,000 shares of common stock in exchange for reimbursement of services
provided by the founders of the Company. The Company valued the shares issued at
approximately $1,000, which represents the fair value of the services received
which did not differ materially from the value of the stock issued.
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NOTE D - CAPITAL STOCK (continued)

In October, 2002, the Company issued 10,178,352 shares of common stock in
exchange for the previously issued 100,000 shares to the Company's founders in
connection with the merger with Prohealth Medical Technologies, Inc.

In October, 2002 the Company canceled 100,000 shares of common stock issued to
the Company's founders.

During the fiscal year ended September 30, 2003, the Company issued 2,369,130
shares of common stock, net of cancellation of 860,000 shares in exchange for
consulting services. The Company valued the shares issued at $2,191,227, net of
cancellation of $60,008, which represents the fair wvalue of the services
received which did not differ materially from the value of the stock issued.

In November 2003, the Company issued 876,000 shares of common stock in exchange
for subscription at approximately $ 0.065 per share.

In January 2003, the Company issued 1,500,000 shares of common stock in exchange
for a licensing agreement (see Note I). The Company valued the shares issued at
approximately $ .065 per share, which represents the fair value of the license
received which did not differ materially from the value of the stock issued. The
Company charged the
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