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Common Stock, par value $0.01
per share 874,444 $ 2003) $ 1,748,888 3) $ 187.13 (3)
@))] In addition to the shares set forth in the table, the amount to be registered includes an indeterminate number of shares issuable as a result

of stock splits, stock dividends and similar transactions in accordance with Rule 416.

) Includes 309,837 shares of our common stock reserved for issuance upon the exercise of outstanding warrants and 564,607 shares of
our common stock reserved for issuance upon the conversion of outstanding convertible preferred stock.

3) Estimated pursuant to Rule 457(c) solely for the purposes of calculating the amount of the registration fee based on the average high
and low prices of our common stock as reported by The Nasdaq Capital Market on January 3, 2006.
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The Registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date until the
Registrant shall file a further amendment which specifically states that this registration statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933 or until the registration statement shall become effective on such date as the
Commission, acting pursuant to said Section 8(a), may determine.
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The information in this preliminary prospectus is not complete and may be changed. These securities may not be sold until the registration
statement filed with the Securities and Exchange Commission is effective. This prospectus is not an offer to sell these securities and is not
soliciting an offer to buy these securities in any state where the offer or sale is not permitted

SUBJECT TO COMPLETION, DATED JANUARY 5, 2006

PRELIMINARY PROSPECTUS
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874,444 SHARES

Intrusion Inc.
Common Stock

This prospectus relates to up to 874,444 shares of our common stock that the selling stockholders named on page 17 in this prospectus, or their
respective pledgees, donees, transferees or other successors in interest that receive these shares as a gift, partnership distribution or other non
sale related transfer, may offer for resale from time to time.

Of the 874,444 shares of common stock to which this prospectus relates:

564,607 shares underlie currently outstanding convertible preferred stock; and

309,837 shares underlie currently outstanding warrants.

The prices at which these stockholders may sell the shares will be determined by the prevailing market prices for the shares or in negotiated
transactions. We will not receive any of the proceeds from the sale of the shares, but we will receive the exercise price of the warrants if they
are exercised for cash. If all of the warrants for which we are registering the underlying shares of our common stock are exercised for cash, as of
the date of this prospectus, we would receive an aggregate of approximately $799,379.46

Our common stock is currently quoted on The Nasdaq Capital Market under the symbol INTZ. On January 3, 2006, the closing price for our
common stock as reported by The Nasdaq Capital Market was $2.00.

An investment in our common stock involves substantial risk. These risks are described under the caption Risk Factors beginning on
page 2 and the section entitled Additional Factors That May Affect Future Results of Operations in the documents we file with the
Securities and Exchange Commission that are incorporated by reference in this prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

The date of this prospectus is , 2006.
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We develop, market and support a family of regulated information compliance and data protection products, entity identification systems along
with network intrusion prevention and detection systems that address vital security issues facing organizations with mission critical business
applications or housing classified, confidential or customer information assets. Our products include Compliance Commander for regulated
information and data privacy protection, TraceCop for entity identification and location, SpySnare for real-time inline blocking of spyware and
unwanted peer-to-peer applications, and SecureNet for network intrusion prevention and detection.

We market and distribute our products through a direct sales force to end-users and distributors and by numerous domestic and international
system integrators, managed service providers and value-added resellers. Our end-user customers include high technology, manufacturing,
telecommunications, retail, transportation, healthcare, insurance, entertainment, utilities and energy companies, government entities, financial
institutions and academic institutions.

We were organized in Texas in September 1983 and reincorporated in Delaware in October 1995. For more than 15 years, we provided local
area networking equipment and were known as Optical Data Systems or ODS Networks. On June 1, 2000, we changed our name from ODS
Networks, Inc. to Intrusion.com, Inc., and our NASDAQ ticker symbol from ODSI to INTZ to reflect our focus on intrusion detection solutions.
On November 1, 2001, we changed our name from Intrusion.com, Inc. to Intrusion Inc.

Our principal executive offices are located at 1101 East Arapaho Road, Richardson, Texas 75081, and our telephone number is (972) 234-6400.
Our website URL is www.intrusion.com. Information contained in or linked to our website are not a part of this prospectus. References to we,
us and our in this prospectus refer to Intrusion Inc. and its subsidiaries.

This Prospectus

This Prospectus 10
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This prospectus relates to up to 874,444 shares of our common stock that the selling stockholders listed on page 17, or their respective pledgees,
donees, transferees or other successors in interest that receive these shares as a gift, partnership distribution or other non-sale related transfer,
may offer for resale from time to time. These shares represent shares of our common stock underlying shares of our convertible preferred stock
and warrants that were issued to the selling stockholders in various transactions. These transactions are summarized below and are more fully
described under the section entitled Description of Securities and Related Transactions beginning on page 6 of this prospectus.

The Transactions

The Transactions 11
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On December 2, 2005, we entered into a Securities Purchase Agreement with various investors, including G. Ward Paxton, our Chairman,
President and Chief Executive Officer, and James F. Gero, a member of our Board of Directors, pursuant to which the investors purchased
564,607 shares of our Series 3 5% convertible preferred stock and warrants to purchase up to 282,306 shares of our common stock. Mr. Paxton
and Mr. Gero invested an aggregate of $180,000 in the private placement in exchange for 82,569 shares of the preferred stock and warrants to
purchase an aggregate of 41,285 shares of our common stock.

Our agreements with these investors require us to register all 846,913 shares of our common stock underlying these shares of preferred stock and
warrants. These shares cover the number of shares of our common stock issuable by us upon conversion of the preferred stock and upon the
exercise of the warrants, including the 123,854 shares of common stock underlying the preferred stock and warrants acquired by Mr. Paxton and
Mr. Gero.

Compensation of Placement Agent

Compensation of Placement Agent 13
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Stonegate Securities, Inc. acted as our placement agent in connection with the private placement. As part of its compensation, we issued
warrants to purchase an aggregate of the 27,531 shares of our common stock to two affiliates of Stonegate. This prospectus includes all of these
shares.

15
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You should carefully consider the risks below and those contained in the section entitled Factors That May Affect Future Results of Operations
in the documents we file with the SEC that are incorporated by reference in this prospectus, specifically the factors included in our

Form 10-KSB for the year ended December 31, 2004, and our Form 10-QSB for the quarter ended September 30, 2005, before making an
investment decision. The risks described below and incorporated herein are those we currently believe may materially affect us.

Certain rights of the holders of our preferred stock may hinder our ability to raise additional financing.

We cannot issue shares of capital stock with rights senior to those of our existing 5% preferred stock, Series 2 5% preferred stock or Series 3 5%
preferred stock without the approval of at least a majority of the holders of our 5% preferred stock, all of the holders of our Series 2 5%
preferred stock, and holders of at least 75% of our Series 3 5% preferred stock voting or acting as separate classes. We also cannot incur certain
indebtedness without the approval of at least a majority of the holders of our 5% preferred stock. In addition, holders of the Series 3 5%
preferred stock who are not executive officers or directors have the right to purchase a pro rata portion of certain future issuances of securities by
us. The combination of these provisions could hinder or delay our ability to raise additional debt or equity financing.

You will experience substantial dilution upon the conversion or redemption of the shares of preferred stock and the exercise of warrants that
we issued in our recent private placements.

On March 25, 2004, we completed a $5,000,000 private placement in connection with which we issued 1,000,000 shares of our 5% Convertible
Preferred Stock and warrants to acquire 556,619 shares of our common stock. The conversion price for the preferred stock and the exercise
price of the warrants is $3.144 per share. We also issued our placement agent a warrant for 64,408 shares of our common stock at an exercise
price of $3.144 per share. As of January 5, 2006, there were 259,696 shares of 5% preferred stock, representing approximately 413,003 shares
of common stock upon conversion, and warrants to purchase 556,619 shares of common stock outstanding.

In addition, on March 28, 2005, we completed a $2,663,000 private placement in connection with which we issued 1,065,200 shares of our
Series 2 5% Convertible Preferred Stock and warrants to acquire 532,600 shares of our common stock. We also issued two affiliates of our
placement agent warrants to purchase an aggregate of 60,390 shares of common stock. The conversion price for the preferred stock is $2.50 per
share and the exercise price of the warrants is $2.77 per share. As of January 5, 2006, there were 500,000 shares of Series 2 5% preferred stock,
representing 500,000 shares of common stock upon conversion, and warrants to purchase 532,600 shares of common stock outstanding.

Finally, on December 2, 2005, we completed a $1,230,842.92 private placement in connection with which we issued 564,607 shares of our
Series 3 5% preferred stock and warrants to acquire 282,306 shares of our common stock. We also issued two affiliates of our placement agent
warrants to purchase an aggregate of 27,531 shares of common stock. The conversion price of the preferred stock is $2.18 per share and the
exercise price of the warrants is $2.58 per share. As of January 5, 2006, there were 564,607 shares of Series 3 5% preferred stock, representing
564,607 shares of common stock upon conversion, and warrants to purchase 282,306 shares of common stock outstanding.

On January 5, 2006, we had 6,909,507 shares of common stock outstanding. As a result, we expect the private placements to result in a further
dilution to holders of our common stock upon conversion of the preferred stock and exercise of the warrants of 3,001,464 shares of common
stock, or an approximately 43.4% increase in the number of shares of our common stock outstanding.

Further, the occurrence of certain specified events described below under Description of Securities and Related Transactions Terms of the
Series 3 5% Convertible Preferred Stock  Redemption entitle holders of our Series 3 5% preferred stock to require us to redeem their shares for a
number of shares of our common stock equal to the redemption price divided by 75% of the ten-day average of the volume weighted average

price of our common stock ending on the day immediately preceding the holder s election to redeem, subject to a floor of $0.87 per share.

18
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Holders of our Series 2 5% preferred stock have similar redemption rights without a floor. The redemption price for the shares

19
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of Series 3 5% preferred stock equals the sum of (1) the greater of $2.834 and the volume weighted average price of our common stock on the
trading day immediately preceding the redemption event multiplied by $2.18 divided by the conversion price of the Series 3 5% preferred stock
then in effect plus (2) any accrued but unpaid dividends on the Series 3 5% preferred stock plus (3) any unpaid liquidated damages or other
amounts payable to the holders of the Series 3 5% preferred stock. The redemption price for the shares of Series 2 5% preferred stock equals the
sum of (1) the greater of $3.25 and the volume weighted average price of our common stock on the trading day immediately preceding the
redemption event multiplied by $2.50 divided by the conversion price of the Series 2 5% preferred stock then in effect plus (2) any accrued but
unpaid dividends on the Series 2 5% preferred stock plus (3) any unpaid liquidated damages or other amounts payable to the holders of the
Series 2 5% preferred stock. As a result, assuming we have paid all liquidated damages and other amounts to the holders, accrued but unpaid
dividends on January 5, 2006 of $12,079, a volume weighted average price of $2.05, which was the ten-day weighted average closing price of
our common stock on December 30, 2005, and our 6,909,507 shares of common stock outstanding on January 5, 2006, we would issue
approximately 2,105,480 shares of our common stock if a specified redemption event occurs and all holders of Series 3 5% preferred stock and
Series 2 5% preferred stock elected to redeem their shares for common stock. This would represent an increase of approximately 30.5% in the
number of shares of our common stock as of January 5, 2006.

The conversion of preferred stock or exercise of warrants we issued in our recent private placements may cause the price of our common
stock to decline.

The holders of the shares of 5% preferred stock and warrants we issued on March 25, 2004, and the holders of the shares of Series 2 5%
preferred stock and warrants we issued on March 28, 2005, may freely convert their shares of preferred stock and exercise their warrants and sell
the underlying shares of common stock pursuant to effective registration statements we filed with the SEC. As of January 6, 2006, 740,304
shares of 5% preferred stock had converted into 1,177,327 shares of common stock, and 565,200 shares of Series 2 5% preferred stock had
converted into 565,200 shares of common stock. In addition, upon the effectiveness of the registration statement related to this prospectus, the
investors in our December 2, 2005, private placement would be able to freely sell the shares of common stock underlying their shares of Series 3
5% preferred stock and warrants we issued to them in that private placement upon the conversion of their shares and exercise of their warrants.

For the four weeks ended on December 30, 2005, the average daily trading volume of our common stock on The Nasdaq Capital Market was
21,563 shares. Consequently, if holders of preferred stock or warrants elect to convert their remaining shares or exercise their warrants and sell
a material amount of their underlying shares of common stock on the open market, the increase in selling activity could cause a decline in the
market price of our common stock. Furthermore, these sales, or the potential for these sales, could encourage short sales, causing additional
downward pressure on the market price of our common stock.

The payment of accrued dividends on our preferred stock may strain our cash resources.

Shares of our 5% preferred stock accrue cash dividends equal to $0.25 per share per annum, payable in arrears on March 31 and September 30 of
each year, shares of our Series 2 5% preferred stock accrue cash dividends equal to $0.125 per share per annum, payable in arrears on the first
business day of March, June, September and December of each year and shares of our Series 3 5% preferred stock accrue cash dividends equal
to $0.109 per share per annum, payable in arrears on the first business day of March, June, September and December of each year. The amount
of the dividends on our Series 2 5% preferred stock may increase to $0.45 per share per annum and the amount of the dividends on our Series 3
5% preferred stock may increase to $0.3294 per share per annum upon the occurrence of certain event entitling the holders of these shares to
redemption.

During 2004, we paid $129 thousand in dividends related to our 5% convertible preferred stock and at January 5, 2006, we have dividends
accrued of $17,254 related to our 5% preferred stock, $6,178 related to our Series 2 5% preferred stock and $5,901 related to our Series 3 5%
preferred stock.

20
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Delaware law provides that we may only pay dividends out of our capital surplus or, if no surplus is available, out of our net profits for the fiscal
year the dividend is declared and/or the preceding fiscal year. We have not had net profits for the last two fiscal years ended as of December 31,
2004. However, we did have sufficient capital surplus, defined as the amount by which our net assets exceed our stated capital, based on par
value of our outstanding shares as

21
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provided by Delaware law. Although we are currently able to pay accrued dividends on our outstanding shares of preferred stock, we cannot
assure you that our net assets will continue to exceed our stated capital or that we will have net profits in order to pay these dividends in the
future. These dividends continue to accrue on our outstanding shares of preferred stock, regardless of whether we are legally able to pay them.
The accrual of these dividends may adversely affect our operating results. Moreover, the payment of these dividends could strain our available
cash resources, which could adversely affect our ability to operate or grow our business.

In addition, our inability to pay dividends could require us to redeem outstanding shares of Series 2 5% preferred stock and Series 3 5%
preferred stock for shares of our common stock issued at a price equal to 75% of the average of the volume weighted average price of our
common stock for the ten days ending on the day immediately preceding an election to redeem, subject, in the case of the Series 3 5% preferred
stock, to a floor of $0.87. As a result, the issuance, or potential issuance, of these additional shares of common stock could cause our stock price
to decline. Furthermore, our inability to pay dividends could adversely affect our ability to raise equity financing in the future if required.

Our management may spend the proceeds of this offering in ways with which you do not agree.

Our management will have broad discretion over how we use the net proceeds of this offering and could spend proceeds in ways with which you
do not agree. Pending deployment of the funds, the proceeds may be invested in ways that do not yield favorable returns. Please see the Use of
Proceeds section of this prospectus for information about how we plan to use the proceeds of this offering.

22
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NOTE REGARDING FORWARD-LOOKING STATEMENTS

NOTE REGARDING FORWARD-LOOKING STATEMENTS
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This prospectus and the materials incorporated herein by reference contain forward-looking statements that involve substantial risks and
uncertainties. You can identify these statements by forwarding-looking words such as may, will, expect, intend, anticipate, believe,

continue and other similar words. You should read statements that contain these words carefully because they discuss our future expectations,
make projections of our future results of operations or of our financial condition or state other forward-looking information. We believe that it is
important to communicate our future expectations to our investors. However, there may be events in the future that we are not able to accurately
predict or control. Our actual results could differ materially from the expectations we describe in our forward-looking statements as a result of
certain factors, as more fully described in the Risk Factors section of this prospectus and the section entitled Factors That May Affect Future
Results of Operations and elsewhere in the documents we file with the SEC that are incorporated herein.

25
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DESCRIPTION OF SECURITIES AND RELATED TRANSACTIONS

DESCRIPTION OF SECURITIES AND RELATED TRANSACTIONS
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On December 2, 2005, we completed a private placement under Rule 506 of Regulation D with six institutional investors and three individual
accredited investors, including G. Ward Paxton, our Chairman, President and Chief Executive Officer, and James F. Gero, a member of our
Board of Directors, pursuant to which the investors paid us an aggregate of $1,230,842.92 in consideration for (1) 564,607 shares of our Series 3
5% convertible preferred stock convertible into shares of our common stock at an initial conversion price of $2.18 per share and (2) warrants to
purchase up to 282,306 shares of our common stock at an initial exercise price of $2.58 per share.

As a condition to the consummation of the private placement, each of our officers and directors executed a voting agreement pursuant to which
they have agreed to vote the shares owned by them in favor of any proposal to stockholders requesting an approval of the issuance of more then
1,381,900 shares of our common stock, which represents 19.999% of our common stock outstanding as of December 2, 2005, upon conversion
of the shares of preferred stock and the exercise of the warrants we issued in this private placement, to the extent this approval is required by
Nasdagq rules.

Compensation of Placement Agent

Compensation of Placement Agent 28



Edgar Filing: INTRUSION INC - Form S-3

Stonegate Securities, Inc. acted as our placement agent for this private placement. As compensation for services rendered to us by Stonegate, we
agreed to:

pay Stonegate a cash fee equal to $60,016.80, including a $5,000 retainer fee; and

issue to Stonegate or its assigns warrants to purchase an aggregate of 27,531 shares of our common stock at
an exercise price of $2.58 per share.

We issued the warrants to two affiliates of Stonegate pursuant to Rule 506 of Regulation D.

Terms of the Series 3 5% Convertible Preferred Stock

Terms of the Series 3 5% Convertible Preferred Stock 29
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Dividends. Holders of the Series 3 5% preferred stock are entitled to a 5% per annum dividend per share. The dividend
accrues and is payable in cash quarterly on the first business day of March, June, September and December of each
year, beginning on March 1, 2006. Dividends may increase to 18% per annum upon the occurrence of certain
redemption events described below under Terms of the Series 3 5% Convertible Preferred Stock-Redemption.

Accrued but unpaid dividends are payable upon the conversion or redemption of the shares of preferred stock and upon a liquidation event.
Dividends not paid within five business days of the day they are due accrue daily interest at the lesser of 18% per annum or the maximum rate
permitted by law, until the dividends and the accrued interest are paid in cash.

As long as any shares of the Series 3 5% preferred stock are outstanding, we cannot pay dividends or make other distribution on, redeem shares
of, or set money aside or create a sinking fund for that purpose for, any shares of capital stock ranking junior to the Series 3 5% preferred stock
with respect to dividends, including our common stock. However, this restriction does not apply to the payment of accrued dividends on our
existing 5% preferred stock and Series 2 5% preferred stock or the conversion of any of our convertible capital stock in accordance with its
terms.

Voting Rights. Holders of the preferred stock have no voting rights, except as required by law. However, as long as any
shares of the Series 3 5% preferred stock remain outstanding, we cannot take any of the following actions without the
separate class vote or written consent of at least 75% of the then outstanding shares of the Series 3 5% preferred stock:

alter or change adversely the powers, preferences or privileges of the Series 3 5% preferred stock;

Terms of the Series 3 5% Convertible Preferred Stock 30
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alter or amend the Certificate of Designation creating the Series 3 5% preferred stock;

authorize or create any class stock ranking senior to, or on an equal basis with, the Series 3 5% preferred
stock with respect to dividends, redemption or liquidation;

amend our certificate of incorporation, bylaws or other organizational documents in a manner which
adversely affects the rights of any of the holders of the Series 3 5% preferred stock;

increase the authorized number of shares of the Series 3 5% preferred stock; or

enter into any agreement to do any of the above.

Conversion. The holders of the Series 3 5% preferred stock have the option to convert their shares into shares of our
common stock at an initial conversion price of $2.18 per share. We also have the right to force conversion of
outstanding shares of the Series 3 5% preferred stock after December 2, 2006, if the following conditions are met:

the volume weighted average price of our common stock must be at least 200% of the conversion price of the
preferred stock then in effect, for a period of 20 consecutive trading days immediately preceding the redemption;

we notify the holders of the conversion within one trading day after our common stock meets the above
trading price requirement;

we have honored all requested conversions of the Series 3 5% preferred stock, if any;

we have paid any liquidated damages or other amounts owing on the Series 3 5% preferred stock;

the registration statement related to this prospectus is effective and is expected to remain effective;

Terms of the Series 3 5% Convertible Preferred Stock 31
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our common stock is traded on The Nasdaq Capital Market, The Nasdaq National Market, the New York
Stock Exchange, the American Stock Exchange or the OTC Bulletin Board;

we have a sufficient number of authorized but unissued shares of our common stock to permit the conversion;

no event which would give the holders the right to redeem their shares has occurred;

the 1ssuance of the shares of common stock would not cause a relevant holder to exceed the 4.99% beneficial
ownership limitation described below; and

we have not publicly announced any merger or consolidation, sale of all or substantially all of our assets,
tender or exchange offer, reclassification of our common stock or any share exchange or any transaction which would
constitute a change of control for purposes of the liquidation preference of the Series 3 5% preferred stock.

Because the original purchase price and the initial conversion price are the same, each share of Series 3 5% preferred stock is initially
convertible into one share of our common stock. The Series 3 5% preferred stock contains adjustment provisions upon the occurrence of stock
splits, stock dividends, combinations, reclassifications or similar events of our capital stock as well as any rights offering or pro rata distribution
of cash, property, assets or securities to holders of our common stock.

A holder of Series 3 5% preferred stock cannot convert their shares into shares of our common stock if that holder would beneficially own
greater than 4.99% of our issued and outstanding shares of common stock, as determined in accordance with Section 13(d) of the Exchange Act,
upon conversion. However, this restriction does not apply to an