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PART | FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
ARTIFICIAL LIFE, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
JUNE 30, 2008 AND DECEMBER 31, 2007

ASSETS

Current assets:
Cash and cash equivalents
Restricted cash
Accounts receivable
Receivable from issuance of common stock
Prepaid expenses and other
Deferred tax asset

Total current assets

Fixed assets

Other assets:
Prepaid license rights
Deposits and other
Deferred tax asset

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS’ EQUITY

Accounts payable

Accrued expenses and other

Income tax payable

Note payable — officer/stockholder

Notes payable, net of discount of $66,000 (2008%,800 (2007)

Total liabilities (all current)

Stockholders’ equity:

Preferred stock, $.01 par value; 5,000,000 sharémazed,
no shares issued and outstanding

Common stock, $.01 par value; 130,000,000 sharb®azed,
47,472,882 shares issued and outstanding as ef3lyr2008 and
43,905,509 shares issued and outstanding as enibsr 31, 2007

Additional paid-in capital

Notes receivable from stockholders

Accumulated deficit

Accumulated comprehensive income (loss)

Total stockholders’ equity

June 30, 2008

(unaudited)

$ 5,187,169
165,000
6,566,496

864,350
293,495

4,920,098
3,580,248

$ 712191
406,323
441,675
491,140

934,000

474,728

51,296,125
(19,577)
(30,077,532)
19,186

See accompanying notes to unaudited condensedlicated financial statements.

December 31, 2007

$ 6,210,435

5,198,028
221,50

355,541

170,000

591,093

163,130

$ 789,166
1,113,585

751,860
901,000

439,055

46,315,296
(19,577)

(35,261,429)
(34,114)



ARTIFICIAL LIFE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

AND COMPREHENSIVE INCOME (LOSS)
(UNAUDITED)

Three-month Period Ended

June 30,
2008 2007

Revenues:

Software license agreements $5,475,924  $ 690,066

Application services and other 5,546 17,000

5,481,470 707,066

Operating expenses:

General and administrative 581,860 417,214

Engineering and cost of sales 1,406,760 470,033

Research and development 89,042 73,934

Sales and marketing 513,621 440,183

Total operating expenses 2,591,283 1,401,364
Income (loss) from operations 2,890,187 (694,298)
Other income (expenses):

Interest (expense) income, net (14,590) 1,180

Foreign currency transaction gains and other  7@0,4 8,505

175,882 9,685

Income (loss) before income taxes 3,066,069 (683,61
Income tax expense 375,755 -
Net income (loss) 2,690,314 (684,613)
Foreign currency translation adjustment 15,753 ,88%
Comprehensive income (loss) $ 2,706,067 $ (677,728

Net income (loss) per share

Basic $ 0.06 $ (0.02)

Diluted $ 0.05 $ (0.02)
Weighted average shares outstanding

Basic 46,249,746 34,767,415

Diluted 49,195,815 34,767,415

See accompanying notes to unaudited condensedlidated financial statements.

Six-month Period Ended
June 30,

$9,594,301 $ 1,055,754
112, 17,000

9,606,474 1,072,754

8.2 696,021

2,052,820 753,994
167,699 127,573
936,256 3,293

1854567 2,310,885

5,420,907  (1,238,131)

1408, 7,456
359,449 14,018
264,302 21,474

5,685,209 (1,216,657)
501,310 -

5,183,89d,216,657)
53,300 6,885

$5,237,199 $(1,209,772)

$ 011 $  (0.04)

$ 011 $  (0.04)

45,158,361 34,483,9

47,672,154 34998




ARTIFICIAL LIFE, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

Cash flows from operating activities:
Net income (loss)

Six-month Period Ended

Adjustments to reconcile net income (loss) to meshcused in operating activities:

Depreciation and amortization
Loss on disposal of fixed assets
Deferred income tax expense
Amortization of discount on notes payable, net
Bad debt expense
Foreign currency exchange gain
Interest expense accrued on advances
from officer / stockholder
Stock-based compensation
Bonus accrued to officer / stockholder
Changes in operating assets and liabilities:
Increase in restricted cash
Increase in accounts receivable
Increase in prepaid license rights
Increase deposits and other assets
(Decrease) increase in accounts payable, accryeshegs and other
Increase in income tax payable

Net cash used in operating activities
Cash flows from investing activities:
Purchase of fixed assets
Deposits on fixed assets
Net cash used in investing activities
Cash flows from financing activities:
Net proceeds from issuance of common stock,
Proceeds from notes payable and warrants
Repayment of note payable to officer / stockholder
Net cash provided by financing activities
Net (decrease) increase in cash and cash equisalent
Cash and cash equivalents at beginning of period

Effect of exchange rate changes on cash and casiatents

Cash and cash equivalents at end of period

See accompanying notes to unaudited condensedlidated financial statements.

June 30,
2008 2007
$ 5,183,899 $(1,216,657)
986,686 37,657
- 877
60,355 -
08g6, -
2,469 -
(358,405) -
7,727 5,001
- 123,900
20,361 -
(165,000) -
(1,015,072) (707,705)
(4,647,761) 97(385)
(1,026,802) 7,91®
(815,576) 73,050
441,675 -
(1,292,444) (2,349,774)
(1,810,404) (162,734)
(2,871,800) -
(4,682,204) (162,734)
50D21, 1,604,272
10000,
(288,808) (80,243)
4,952,119 2,524,029
(1,022,454) 11,521
,2106435 1,338,158
(812) 6,888
$ 3,497, $ 1,356,567



ARTIFICIAL LIFE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

1. BASIS OF PRESENTATION

The accompanying unaudited condensed consolidatesdial statements of Artificial Life, Inc. (the
“Company”) have been prepared in accordance witleigaly accepted accounting principles in the Whisates of
America for interim financial information and in@wrdance with the instructions to Form 10-Q anduRa&gn S-X.
Accordingly, they do not include all informationdafootnotes required by generally accepted accogmgiinciples
for complete financial statement presentation. Thesolidated financial statements include the awtoof the
Company, and its wholly owned subsidiaries: Ariid.ife Ventures, Inc. (“Artificial Life Ventureg); Artificial Life
USA, Inc. (“Artificial Life USA”"), Artificial Life Mobile Computing, Inc. (“Artificial Life Mobile Corputing”),
Artificial Life Asia Limited (“Artificial Life Asia”), Artificial Life Europe GmbH (“Artificial Life Europe”) and
Artificial Life Japan Ltd (“Artificial Life Japan”) All significant inter-company balances and tai®ns have been
eliminated in consolidation.

Operating results for the three and six months éddee 30, 2008 are not necessarily indicativeesflts
that may be expected for the year ending Decemhe2@®8. Amounts at December 31, 2007, are defigad the
Company’s audited consolidated financial statemerftsr further information, refer to the auditedhsolidated
financial statements and notes thereto includettiénCompany’s annual Report on Form 10-K for tharyended
December 31, 2007.

The financial information included in this reporashbeen prepared in conformity with the accounting
policies reflected in the financial statementsudeld in the Company’s Annual Report on Form 104&dfiwith the
Securities and Exchange Commission.

Recently issued and adopted accounting standards

In March 2008, the Financial Accounting Standardefd (“FASB”) issued Statement of Financial Accoogt
Standards (“SFAS”) No. 16Disclosures about Derivative Instruments and Hedghetivities—An amendment of
FASB Statement No. 133vhich requires enhanced qualitative disclosubesifiobjectives and strategies for using
derivatives, quantitative disclosures about failugaamounts of gains and losses on derivative unsnts, and
disclosures about credit-risk-related contingemitifees in derivative agreements. This Statememwffective for
financial statements issued for fiscal years bdgmafter November 15, 2008, with early adoptionnuiged. The
Company will adopt this Statement effective Jandarg009. Based on the Company’s current evaluaifathis
Statement, the Company does not expect the adopficBFAS No. 161 to have a significant impact os it
consolidated results of operations or financialitpms.

In February 2007, the FASB issued SFAS No. IB®% Fair Value Option for Financial Assets and
Financial Liabilities (“SFAS 159”). SFAS 159 allows entities to voluiitachoose to measure certain financial
assets and liabilities at fair value (“fair valugtion”). The fair value option may be elected on a
instrument-by-instrument basis and is irrevocalgess a new election date occurs. If the fainealption is elected
for an instrument, SFAS 159 specifies that unredligains and losses for that instrument be repantedrnings at
each subsequent reporting date. SFAS 159 wadigffdor the Company on January 1, 2008. The Compléd not
apply the fair value option to any of its outstarglinstruments and therefore, SFAS 159 did not bavienpact on the
Company’s consolidated financial statements.

In September 2006, the FASB issued SFAS No. B&if Value Measuremen{sSFAS 157”), which defines
fair value, establishes a framework for measuriaig ¥alue in accordance with generally acceptedatting
principles, and expands disclosures about fairevah@asurements. SFAS 157 was effective for thepaagnon
January 1, 2008 for all financial assets and litdbd. For all nonfinancial assets and liabilifi8§AS 157 is effective
for the Company on January 1, 2009. As it rel&dethe Company’s financial assets and liabilitibg, adoption of
SFAS 157 did not have a material impact on the Gomjs consolidated financial statements. The Compsstill
in the process of evaluating the impact that SFBBWill have on its nonfinancial assets and lidiei.



2. STOCK BASED COMPENSATION

At January 1, 2008, all outstanding options wely frtested. Options to acquire 100,000 sharesofroon
stock at an exercise price of $2.00 per share grenated to a director under the Amended and Rek1£888 Equity
Incentive Plan (the “Plan”) during the six-monthripd ended June 30, 2007. There were no stockmpissued
during the six-month period ended June 30, 2008.

At June 30, 2008, the Company had outstanding aactisable options to purchase 2,265,000 shares of
common stock under the Plan, issued to employetdlaws:

Weighted average exercise price $0.87
Aggregate intrinsic value $2,446,250
Weighted average remaining contractual term leBy

At June 30, 2008, the Company had outstanding amttisable warrants to purchase 762,500 shares of
common stock issued to employees as follows:

Weighted average exercise price $0.86
Aggregate intrinsic value $830,875
Weighted average remaining contractual term 1ty

3. CUSTOMER CONCENTRATION

At June 30, 2008 and at December 31, 2007, the @oynpass2 and 45 customers respectively, mostly
telecom operators or carriers and resellers. Ae R0, 2008, three customers accounted for 95%talf &ccounts
receivable, one accounted for approximately 56% accounted for approximately 35% and one accoufuted
approximately 4%. For the six-month period endadelJ30, 2008, the Company had three customers which
represented approximately 61%, 24% and 11% of tmepany’s sales. For the six-month period ended 3002007,
the Company had two customers which representechsippately 60% and 33% of the Company’s sales.

4. NET INCOME (LOSS) PER SHARE

Basic net income (loss) per share is calculateédas the weighted average number of common shares
outstanding for the three and six month periodsedniline 30, 2008 and 2007. Diluted earnings pegteflects
additional common shares that would have beenandsig if dilutive potential common shares had bissned, as
well as any adjustment to income that would refsafh the assumed issuance. Potential common stieresiay be
issued by the Company relate to outstanding stptikms and warrants, and are determined using dasury stock
method. For the three and six month periods edded 30, 2007, the basic and diluted net losshaeesare the same
since the effect of inclusion of all outstandingiops and warrants would be anti-dilutive. The daling table sets
forth the computation of fully diluted shares fhetthree and six month periods ended June 30, 2008:

Three-month period Six-month period
ended June 30, 2008 ended June 30, 2008

Shares used in basic per share calculation 46,289, 45,158,361
Effect of dilutive securities:
Options 1,381,581 1,251,495
Warrants 1,564,488 1,262,298
Shares used in dilutive per share calculation W15 47,672,154

5. INCOME TAXES



For the six months ended June 30, 2008, the Compaayded $501,310 of income tax expense, whidased on
the estimated effective income tax rate for ther ywaling December 31, 2008. The gross income xaerese
recognized during the six months ended June 308 23 approximately $1,178,000, which has beerebfiy a
deferred income tax benefit of approximately $600,(he result of the change in valuation allowaaitebutable to
the Company’s net operating loss carryforwards}. Jéne 30, 2008, the deferred tax asset relatégetman net
operating loss carryforwards expected to be utlié&hin one year.

6. COMMITMENTS AND CONTINGENCIES

In April 2008, the Company began leasing additicpelce in its Hong Kong office building, requiritegal
monthly Hong Kong office lease payments of appratety $26,400.

The Company is involved in various legal proceedliig the normal course of business. Management
believes that all necessary accruals in connegtitimoutstanding litigation have been made as o0BJ80, 2008.

7. NOTES PAYABLE

On June 30, 2007, the Company issued promissomsnmot two non-related party stockholders for an
aggregate principal amount of $1,000,000. Thesesnate unsecured, bear an annual interest rat@%f and
originally matured on December 31, 2007, but wedtereded until June 30, 2008, and were further eddruntil
December 31, 2008 (The “Maturity Date”). The holdaray convert the notes and any unpaid interestnagiated
thereon only after the Maturity Date into shares@hmon stock at a conversion price of $2.50 paresiBecause
these notes are convertible only if the Companysdo& pay the debt, these notes were determindthie a
contingent beneficial conversion feature valuedmiroximately $520,000, which will only be recorddtbuld the
Company not pay the notes. A discount of $198j8@&ing amortized to interest expense over the tdrthe debt.
Interest expense resulting from the amortizatiothefdiscount was $33,000 for the six months erddee 30, 2008
($16,500 for the three months ended June 30, 20Di&. effective interest rate on these notes isequpately 30%.

8. COMMON STOCK TRANSACTIONS

During the six months ended June 30, 2008, imeoction with the exercise of certain options, tleenPany
issued 1,094,639 shares of common stock. The Coynglso issued 350,000 shares of common stock thmon
exercise of other options and warrants, in whigh@ompany received cash proceeds of $220,00(addition, the
Company issued 2,122,734 shares of common stamdetain investors in a private placement for totalh proceeds
of $4,823,425. In connection with these transastithe Company issued warrants to purchase 164 fsares of
common stock at $3.00 per share for a 3-year term.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND
RESULTS OF OPERATIONS

GENERAL

The following Management's Discussion and Analisistended to help the reader understand ourtsesiil
operations and financial condition and is provideda supplement to, and should be read in conpmetith our
financial statements and the related notes inclediesivhere in this Quarterly Report on Form 10-Qisiscussion
contains, in addition to historical statementsyiand-looking statements that involve risks and utadeties. Our
actual future results could differ significantlpfn the results discussed in the forward-lookingestents. Factors
that could cause or contribute to such differencelside, but are not limited to, the factors dismin the section
titled "Risk Factors" in our Annual Report on FotfK for the year ended December 31, 2007. Any &wdalooking
statement speaks only as of the date on which statkment is made and we do not intend to updatesach
forward-looking statements.

OVERVIEW

In the second quarter of 2008, we again achievefitgioility and substantial revenue growth. Thatgy
of becoming a full service mobile application piiet has generated positive results. Among otheifgignt events



in the second quarter of 2008, we sold a mobilesfidw format in Japan and sold the first technolaggnse for our
new product Mobile Booster™,

In April 2008 we signed exclusive license dealdwiite current world boxing champion Wladimir Klitg@
and his brother Vitali Klitschko for boxing and dher exclusive license deal with the famous Gerstarcer club FC
Bayern Munich and entered into a license and cwildigion agreement with Paramount.

In May 2008 we submitted our first mobile game€tinese operators, among them the game: China’s Nex
Top Model.

In June 2008 we launched the first and successfliienparticipation TV show with TV Asahi in Japan
based on our unique product MoPA TV 3.0 In Junealge won two more contracts to develop iPhone &udl i
applications from Turner Network and launched aur $occer game Bustin’ Balls™.

In addition to marketing our current products, veatinue to focus on developing more new 3G products
with a special focus on iPhone and iPod Touch, siscteal time 3D/3G games and multi-player mobélmgs. We
are also in on-going talks with several global raedihd game companies to license more appealingmoand
intellectual properties.

Even though several of the new products and sexViage successfully been launched in several deantr
there can be no guarantee that these new produttseavices will contribute substantially to outufite revenues or
will continue to be successful.

As of June 30, 2008, we had total assets of $246%8nd total liabilities of $2,985,329. As ohéu30,
2008, current assets were $13,076,510 as compafd®t158,504 at December 31, 2007, and currdilifias were
$2,985,329 as compared to $3,555,611 at Decemh@0BY.

We had 66 full time employees as of June 30, 20@8.also hire temporary staff, external consultamis
interns to support our operations.

As we are still in the early phase of the glob#lloat of our key mobile products in several coiggraround
the world and as we resume research and develomndmew engineering efforts, results of operattorgate may
not be indicative of our future results of operatioMoreover, we expect to experience significardttiations in our
future operating results due to a variety of fagt&actors that may affect our operating resuttide the speed of the
expansion of the 3G mobile markets, the generaketacceptance of our products, our ability to aed license our
third party intellectual property, the increasingedsity and number of mobile phone handset tygies amount of
software consulting we undertake in the futurecess in creating and entering into strategic atkanour mix of
product and service sales, our response to coriweetitessure, our ability to attract and retainlifjed personnel,
and our ability to execute our business strateghénAsian and European markets. Gross profit margill vary
from product to product and between products amdes and the countries in which we launch oudpads. Our
sales mix may vary from period to period and omsgrmargins will fluctuate accordingly.

RESULTS OF OPERATIONS
THREE MONTHS ENDED JUNE 30, 2008 COMPARED TO THREE MONTHS ENDED JUNE 30, 2007

REVENUES: Revenues for the quarter ended Jun2(8IB were $5,481,470 as compared to 707,066 for the
quarter ended June 30, 2007. The increase of uegenf $4,774,404 or 675% was mainly due to ine@ggsoduct
license income from pre-installation deals for neliandsets, one time downloads and monthly suiignTi
revenues for 3G games derived from mobile operatesellers and hand set distributors and thelfashse sale for
our new technology platform Mobile Booster™,

GENERAL AND ADMINISTRATIVE: General and administige expenses consist of salary for
administrative personnel, rent, professional feewl aosts associated with employee benefits, sugplie
communications and travel. General and adminisgakpenses for the quarter ended June 30, 20G8%&€r,860



as compared to $417,214 for the quarter ended3wr@007. The increase of $164,646 was primarib/tduncrease
staff cost and investors relations expenses.

ENGINEERING AND COST OF SALES: These costs gergrabnsist of salary, training, consulting,
subcontracting and other expenses incurred to dpvahd fulfill the engineering (design specificasp of the
products and services from which we derive ourmees. Engineering expenses for the quarter endesl 3y 2008
were $1,406,760 as compared to $470,033 for theeyuended June 30, 2007. The increase of $93&ya2mainly
due to increases of approximately $624,000 amdidizaf licensing, $150,000 consultant expenseCfoina market
and $139,000 personnel expenses.

RESEARCH AND DEVELOPMENT: Research and developimexpenses are similar in nature to
engineering expenses, but they relate to prododtsir initial stage and are anticipated to getear@venue at a later
date. Research and development expenses for thieigeaded June 30, 2008 were $89,042 as compafXBt934
for the quarter ended June 30, 2007. The incref@®85108 was mainly due to increased personnedresgs.

SALES AND MARKETING: Sales and marketing expensemsist of salary expenses of sales and
marketing personnel, costs relating to marketingenls, advertising, trade show related experrseeling and
public relations activities. Sales and marketingpesses for the quarter ended June 30, 2008 werg 628l as
compared to $440,183 for the quarter ended Jun20BT,. The increase of $73,438 was primarily duedecrease of
traveling expenses off-set by an increase of ctingutxpense and personnel expenses.

OTHER INCOME/EXPENSES: Other income for the quasteded June 30, 2008 was $175,882 as
compared to $9,685 for the quarter ended June@@¥.2The increase was primarily due to an incréagereign
currency transaction gains.

INCOME FROM OPERATIONS AND NET INCOME (LOSS): Incarfrom operations for the quarter
ended June 30, 2008 was $2,890,187 as comparesktérdm operations of ($694,298) for the quaneleel June 30,
2007. The income from operations is mainly dueete@enue of $5,481,470 from the sale of 3G gameseithology
licenses offset by operating costs of $2,591,288t income for the quarter ended June 30, 2008%2#90,314 as
compared to loss of ($684,613) for the quarter drddme 30, 2007. The basic and diluted net ind¢ess) per share
for the second quarter of 2008 was $0.06 and $0e8pectively, as compared to ($0.02) for the guamded June 30,
2007.

For the three months ended June 30, 2008, the Gompaorded $375,755 of income tax expense, wisich i
based on the estimated effective income tax ratéhtoyear ending December 31, 2008. There wasamme tax
expense or benefit recorded in the six month pegioded June 30, 2007.

SIX MONTHS ENDED JUNE 30, 2008 COMPARED TO SIX MONTHS ENDED JUNE 30, 2007

REVENUES: Revenues for the six month period enlileat 30, 2008 were $9,606,474 as compared to $TBY for

the six month period June 30, 2007. The incredsevenues of $8,533,720 or 795% was mainly duadceased
product license income from pre-installation déatsnobile handsets, one time downloads and morsthbgscription
revenues for 3G games derived from mobile operatesellers and handset distributors and theliashse sale for
our new technology platform Mobile Booster™,

GENERAL AND ADMINISTRATIVE: General and administige expenses consist of salary for
administrative personnel, rent, professional feesl aosts associated with employee benefits, sugplie
communications and travel. General and adminisgakpenses for the six month period ended Jun2(®® were
$1,028,792 as compared to $696,021 for the six mpatiod ended June 30, 2007. The increase of $8B2yas
primarily due to an increase in staff cost and §t@es relations expenses.

ENGINEERING AND COST OF SALES: These costs gergrebnsist of salary, training, consulting,
subcontracting and other expenses incurred to dpvahd fulfill the engineering (design specificagd of the
products and services from which we derive ourmees. Engineering expenses for the six month pemaegd June
30, 2008 were $2,052,820 as compared to $753,9%hdosix month period ended June 30, 2007. Thease of
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$1,298,826 was the result of an increase of $6B4adtortization of licensing, $150,000 consultamense for China
market and $139,000 personnel expenses.

RESEARCH AND DEVELOPMENT: Research and develophepenses are similar in nature to engineering
expenses, but they relate to products in theifainitage and are anticipated to generate revehaelater date.
Research and development expenses for the six npanibd ended June 30, 2008 were $167,699 as cedhpar
$127,573 for the six month period ended June 307 20he increase of $40,126 was mainly due to arease in
overseas travel and personnel expenses.

SALES AND MARKETING: Sales and marketing expensesisist of salary expenses of sales and marketing
personnel, costs relating to marketing materialgegtising, trade show related expense, travelimpublic relations
activities. Sales and marketing expenses for thensinth period ended June 30, 2008 were $936,266rapared to
$733,297 for the quarter ended June 30, 2007.Adrease of $202,959 was primarily due to an iner@amarketing
activities, and an increase in personnel.

OTHER INCOME/EXPENSES: Other income (expense)tlier six months ended June 30, 2008 was $264,302 as
compared to $21,474 for the quarter ended Jun2QXY,. This increase was primarily due to an ireeda foreign
currency transaction gains.

INCOME FROM OPERATIONS AND NET INCOME (LOSS): Incanfrom operations for the six months ended
June 30, 2008 was $5,420,907 as compared to lmssdperations of ( $1,238,131) for the six monthiqaeended
June 30, 2007. The income from operations is malok to revenue of $9,606,474 from the sale ofyates and
technology licenses offset by operating costs ¢f88,567. Net income for the six month period endélene 30, 2008
was $5,183,899 as compared to a net loss of ($,631pfor the six month period ended June 30, 200 basic and
diluted net income / (loss) per share for the sonth period ended June 30, 2008 was $0.11, asarechpo ($0.04)
for the six month period ended June 30, 2007.

For the six months ended June 30, 2008, the Comanoyded $501,310 of income tax expense, which is
based on the estimated effective income tax ratéhio year ending December 31, 2008. The incomexpense
recognized for the six month period ended June2808, is net of a $677,000 deferred tax benefd assult of a
change in the valuation allowance attributabldheo@ompany’s Hong Kong net operating loss carryéods. There
was no income tax expense or benefit recordedeisithmonth period ended June 30, 2007.

LIQUIDITY AND CAPITAL RESOURCES

As of June 30, 2008, we had a working capital sirpdf $10,091,181 and stockholders' equity of
$21,692,930.

We have borrowed funds from time to time in thet fraasn our chief executive officer, Eberhard Schuung.
As of June 30, 2008, we owed our CEO an aggregateiat of $491,140, as compared to $751,860 at DieeeB1,
2007. The advanced funds bear interest at a rdi®qgder year and are unsecured.

The Company has generated income since 2007 amdtsxhat cash flows generated from 2008 operations
and additional financing through various sourcdshe sufficient to fund the Company’s operationsyking capital
and commitment needs for the next twelve months.

During the six months ended June 30, 2008, we dsauetal of 3,567,373 shares of common stock, iwhic
consists of 2,122,734 shares for $4,823,425 invafgr placement, 350,000 shares for $220,000 updexercise of
options and warrants, and 1,094,639 shares updiesasexercises.

In the future, we expect that we will need to ragmditional capital to support our operations and
accommodate planned future growth. However, thare e no guarantees that such funds will be availab
commercially reasonable terms, if at all. If suictahcing is not available on satisfactory terms,may be unable to
expand or continue our business as desired anditopgresults may be adversely affected. Debt fimag will
increase expenses and must be repaid regardlegseadting results. Equity financing could resultditution to
existing stockholders.
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OFF-BALANCE SHEET ARRANGEMENTS
At June 30, 2008, we did not have any off-balarfmesarrangements.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK
Not applicable.

ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

(a) Evaluation of Disclosure ControlsOur Chief Executive Officer and Principal FinaaldDfficer
evaluated the effectiveness of our disclosure otsiemd procedures as of the end of the periodredu®y this report.
Disclosure controls and procedures are controlsather procedures that are designed to ensurdnfoaination
required to be disclosed by us in the reports weafile or submit under the Exchange Act is recdrqeocessed,
summarized and reported within the time periodsi§ipe in the SEC’s rules and forms. Disclosuratcols and
procedures include, without limitation, controlsdaorocedures designed to ensure that informatiqoired to be
disclosed by us in the reports that we file under Exchange Act is accumulated and communicateduto
management, as appropriate to allow timely decssi@garding required disclosure. Based on hisuatiah, our
Chief Executive Officer and Principal Financial 0&r have concluded that our disclosure controts @mocedures
were effective as of June 30, 2008.

It should be noted that any system of controls, éx@w well designed and operated, can provide only
reasonable, and not absolute, assurance that jintiobs of the system are met. In addition, tegigh of any control
system is based in part upon certain assumptiomstdbe likelihood of future events. Because @sthand other
inherent limitations of control systems, there bamo assurance that any design will succeed iie\éol its stated
goals under all potential future conditions.

(b) Changes in internal control over financial repoiin There have been no changes in our internal
control over financial reporting that occurred dgrthe last fiscal quarter that has materially@tfd, or is reasonably
likely to materially affect, our internal controver financial reporting. Our management team wdhtinue to
evaluate our internal control over financial repaytthroughout 2008 as we implement our SarbandeyQgsting
methodologies.

Management’s Report on Internal Control over Finarad Reporting

Management is responsible for establishing and taiaing adequate internal control over financial
reporting (as defined in Rules 13a-15(f) and 15()1Bder the Securities Exchange Act of 1934) laaslassessed its
effectiveness using the criteria established innkernal Control-Integrated Framewoiksued by the Committee of
Sponsoring Organizations of the Treadway Commissi@ur internal control over financial reportingshbeen
designed to provide reasonable assurance regatidengeliability of financial reporting and the pesption of
financial statements for external purposes in ataoce with accounting principles generally accejettie United
States of America.

Our internal control over financial reporting indkes policies and procedures that pertain to thetereance
of records that, in reasonable detail, accurated/fairly reflect transactions and dispositionsaf assets; provide
reasonable assurance that transactions are recasdaedcessary to permit preparation of financialestents in
accordance with accounting principles generallyepted in the United States of America, and thagipgs and
expenditures are being made only in accordance avithorization of our management and directors; odide
reasonable assurance regarding prevention or tidetgction of unauthorized acquisition, use or akgjon of our
assets that could have a material effect on ownfiral statements. Management concluded that wetaiaéd
effective internal control over financial reportiag of June 30, 2008.
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PART Il - OTHER INFORMATION
ITEM 1 - LEGAL PROCEEDINGS

In connection with claims for certain unpaid waged vacation pay made by former employees of itaéo
U.S. operations in 2002, we had accrued $108,00@senting the potential liability for these ass@ntlaims with
respect to this matter, as confirmed by an Adniaiste Law Magistrate. In January 2005, we rece@eturt claim
and a default judgment from the pending cases ags@me of these former US employees. We fileguater claim
and a motion to void the default judgment. In OetoP006, the Company and the former employees éxRebert
Pantano, our former CFO) signed a settlement agreeand general release under which we paid $105,@n
March 27, 2007, the court granted Mr. Pantano’siondior summary judgment with respect to his clainder the
Massachusetts Wage Act for unpaid wages and wsieie to the counterclaims that had been assegtedsa him.
The court also allowed Mr. Pantano motion to am@sdomplaint to add a claim for retaliation whitle Company
had filed opposition on November 12, 2007. In Ma26i97, the Court entered summary judgment for uhpaiges
and on the counterclaims that had been assert@usadylr. Pantano. Mr. Pantano’s claims for tretidenages on his
unpaid wages and for retaliation remain for adjatian. Following adjudication, the Company and @0 have a
right to appeal and intend to do so. In JanuafB82the Court held a hearing on a motion to reaxhapply. The
Court allowed reach and apply relief in the amonin$165,000 (which represents the amount of sidgiemages,
interest and attorneys fees claimed as of Jan®¥ and accrued by the Company). However, the Coynipas only
agreed to place this amount in an escrow accouhjest to the terms of an escrow agreement betweeparties.
The amount can only be released upon approvalefChimpany or final judgment with no further appedr.
Pantano has since filed a motion for summary judgnom his pending claim. The Company has opposed M
Pantano’'s motion for summary judgment on his ckainreble damages. The Court has scheduled @nigean the
motion for September, 2008.

From time to time legal proceedings or disputeseain the normal course of business. The Company
monitors and reviews these matters and maintaicisials where appropriate. It is possible that ves fpecome a
party to legal proceedings arising from the setdetof our outstanding liabilities.

ITEM 1A — RISK FACTORS
Not applicable.
ITEM 2 - UNREGISTERED SALES OF EQUITY SECURITIES AN D USE OF PROCEEDS

In May 2008, the Company issued 100,000 sharesomfmon stock to an investor for $120,000 upon
exercise of an option issued in November 2006.

In May 2008, the Company issued 2,022,734 stafresmmon stock to 7 investors in private placerséot
$4,753,425 and issued warrants to purchase 1,08 %[8fes of common stock to the same investors.

The securities were issued in reliance upon Rdigm S under the Securities Act of 1933, as aménde
and/or the exemption from registration provided3ggtion 4(2) of the Securities Act and RegulatiothBreunder.
The securities were offered without general sa@t@in or advertisement and were sold to a limitedhber of
investors who represented to us, among other ththgsthey (i) are non-U.S. persons as defing®dgulation S or
are accredited investors as such term is definBagulation D, (ii) acquired the securities forestment only and not
with a view to distribution thereof, and (iii) undéand that the securities cannot be resold expefsuant to an
effective registration statement under the Seasrithct or in reliance upon an applicable exempfimm such
registration requirements and that the certificagggesenting such securities will bear a restéctegend to that
effect.

ITEM 3 - DEFAULTS UPON SENIOR SECURITIES
Not applicable.

ITEM 4 — SUBMISSION OF MATTERS TO A VOTE OF SECURIT Y HOLDERS
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Not applicable.

ITEM 5 — OTHER INFORMATION
Not applicable.

ITEM 6 - EXHIBITS
31.1 Certification of Chief Executive Officer puesu to Section 302 of the Sarbanes-Oxley Act 0200

31.2 Certification of Chief Financial Officer pursuawnt $ection 302 of the Sarbanes-Oxley Act of 2002.

32 Certification of Chief Executive Officer and Chieihancial Officer Pursuant to 18 U.S.C. §1350, as
Adopted Pursuant to Section 906 of the SarbanesyOxtt of 2002.
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SIGNATURES

Pursuant to the requirements of the Securities &xgé Act of 1934, the registrant has duly caused th
report to be signed on its behalf by the undergsighereunto duly authorized.

ARTIFICIAL LIFE, INC.

Date: July 25, 2008
By:_ /s/ Eberhard Schoneburg
Name: Eberhard Schoneburg
Title: Chief Executive Officer and
Principal Financial Officer
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Exhibit 31.1

CERTIFICATIONS

I, Eberhard Schoneburg, certify that:

1.

2.

I have reviewed this 10-Q of Artificial Lifend.;

Based on my knowledge, this report does notatorany untrue statement of a material fact ortdmistate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmeade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statememd other financial information included in theport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

| am responsible for establishing and maintgjrdisclosure controls and procedures (as defimékéhange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financigdorting (as defined in Exchange Act Rules 13d}15(d 15d-15(f)) for the
registrant and have:

(@) Designed such disclosure controls and praesder caused such disclosure controls and proesdao be designed under
my supervision, to ensure that material informatielating to the registrant, including its consatiell subsidiaries, is made
known to me by others within those entities, pattidy during the period in which this report isitgprepared;

(b) Designed such internal control over financigborting, or caused such internal control oveafficial reporting to be
designed under our supervision, to provide readenassurance regarding the reliability of finanaigborting and the
preparation of financial statements for externappsaes in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registemfisclosure controls and procedures and presdnteatis report our
conclusions about the effectiveness of the disceosontrols and procedures, as of the end of thiegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in thestegnt’s internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaiceporting.

| have disclosed, based on my most recent etiafuaf internal control over financial reportintg, the registrant’s auditors and
the audit committee of the registrant’s board oéctiors (or persons performing the equivalent fions):

(@ All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affect tbgistrant’s ability to record, process, summagare report financial
information; and

(b) Any fraud, whether or not material, that inved management or other employees who have aisatifrole in the
registrant’s internal control over financial repogt.

Date: July 25, 2008

/sl Eberhard Schoneburg

Eberhard Schoneburg
Chief Executive Officer



Exhibit 31.2

CERTIFICATIONS

I, Eberhard Schoneburg, certify that:

1.

2.

I have reviewed this 10-Q of Artificial Lifend.;

Based on my knowledge, this report does notatorany untrue statement of a material fact ortdmistate a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmade, not misleading with
respect to the period covered by this report;

Based on my knowledge, the financial statememd other financial information included in theport, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaaral for, the periods presented
in this report;

I am responsible for establishing and maintgjrisclosure controls and procedures (as defimékéhange Act Rules 13a-15(e)
and 15d-15(e)) and internal control over financegdorting (as defined in Exchange Act Rules 13d}15{d 15d-15(f)) for the
registrant and have:

(@) Designed such disclosure controls and proesdar caused such disclosure controls and proesdobe designed under
my supervision, to ensure that material informatielating to the registrant, including its consatiedd subsidiaries, is made
known to me by others within those entities, pattidy during the period in which this report isitgprepared;

(b) Designed such internal control over financighorting, or caused such internal control ovaafficial reporting to be
designed under our supervision, to provide readenassurance regarding the reliability of finanaigborting and the
preparation of financial statements for externappges in accordance with generally accepted atioguprinciples;

(c) Evaluated the effectiveness of the registgmtisclosure controls and procedures and presentedis report our
conclusions about the effectiveness of the disctosontrols and procedures, as of the end of thiegeovered by this
report based on such evaluation; and

(d) Disclosed in this report any change in thestegnt's internal control over financial reportitigat occurred during the
registrant’s most recent fiscal quarter (the regidts fourth fiscal quarter in the case of an aimeport) that has materially
affected, or is reasonably likely to materiallyeaft, the registrant’s internal control over finaceporting.

| have disclosed, based on my most recent etiafuaf internal control over financial reportintg, the registrant’s auditors and
the audit committee of the registrant’s board oéctiors (or persons performing the equivalent fions):

(@ All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting
which are reasonably likely to adversely affect tbgistrant’s ability to record, process, summagnre report financial
information; and

(b) Any fraud, whether or not material, that inved management or other employees who have aisagttifrole in the
registrant’s internal control over financial repog

Date: July 25, 2008

/sl Eberhard Schoneburg

Eberhard Schoneburg
Chief Financial Officer
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Exhibit 32

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of ArtifatiLife, Inc. (the "Company") on Form 10-Q for tperiod ended June 30, 2008 as
filed with the Securities and Exchange Commissiothe date hereof (the "Report"), |, Eberhard Sebong, Chief Executive Officer
and Principal Financial Officer of the Company,tifgr pursuant to 18 U.S.C. ss. 1350, as adoptedyaunt to ss. 906 of the

Sarbanes-Oxley Act of 2002, that:
(1) The Report fully complies with the vég@ments of section 13(a) or 15(d) of the Seasiftxchange Act of 1934; and
(2) The information contained in the Report faphgsents, in all material respects, the finan@alition and result of operations
of the Company.
/sl Eberhard Schoneburg
Eberhard Schoneburg

Chief Executive Officer and
Principal Financial Officer

July 25, 2008
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