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PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements
 

AXCESS INTERNATIONAL INC.
CONSOLIDATED BALANCE SHEETS
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(Unaudited)
March 31,

2004
 

December 31,
2003

 

ASSETS
     

      
Current assets:

     

Cash and cash equivalents
 

$ 1,393,789
 

$ 2,163,977
 

Accounts receivable - trade, net of allowance for doubtful accounts
 

95,032
 

85,248
 

Inventory
 

151,076
 

131,515
 

Prepaid expenses and other
 

99,911
 

148,490
 

      
Total current assets

 

1,739,808
 

2,529,230
 

      
Property, plant and equipment, net

 

49,564
 

61,756
 

Intellectual property, net
 

75,318
 

149,704
 

Deferred debt issuance costs
 

633,611
 

675,852
 

Other assets
 

595
 

595
 

      
Total assets

 

$ 2,498,896
 

$ 3,417,137
 

      
LIABILITIES AND STOCKHOLDERS’ DEFICIT

     

      
Current liabilities:

     

Accounts payable
 

$ 625,798
 

$ 813,976
 

Other accrued liabilities
 

771,220
 

802,355
 

Dividends payable
 

82,102
 

125,999
 

Total current liabilities
 

1,479,120
 

1,742,330
 

      
Note payable to stockholder

 

4,058,956
 

4,058,956
 

Convertible notes payable (includes $120,000 with related party in 2004 and 
2003)

 

1,081,667
 

1,288,333
 

Discount on convertible debt
 

(471,504) (680,457)
      

Total liabilities
 

6,148,239
 

6,409,162
 

      
Stockholders’ deficit:

     

Convertible preferred stock, 7,000,000 shares authorized
     

With liquidation preference; 54 shares issued and outstanding in 2003
 

—
 

536,623
 

Without liquidation preference; $0.01 par value, 1,790,000 shares issued 
and outstanding in 2003 and 2004, respectively

 

17,900
 

17,900
 

Common stock, $0.01 par value, 50,000,000 shares authorized in 2004 and 
2003; 23,975,373 shares issued and outstanding in 2004 and 19,446,028 
shares issued and outstanding in 2003

 

239,754
 

194,461
 

Shares of common stock to be issued, 425,800 shares in 2004 and 4,529,345 
shares in 2003

 

4,258
 

45,293
 

Non-voting convertible common stock, $0.01 par value, 2,250,000 shares 
authorized; no shares issued and outstanding in 2004 or 2003

 

—
 

—
 

Additional paid-in capital
 

147,164,629
 

146,246,094
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Accumulated deficit
 

(151,075,884) (150,032,396)
      

Total stockholders’ deficit
 

(3,649,343) (2,992,025)
      
Total liabilities and stockholders’ deficit

 

$ 2,498,896
 

$ 3,417,137
 

 
See accompanying notes to unaudited financial statements.
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AXCESS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

 

  

Three Months Ended
March 31,

 

  

2004
 

2003
 

      
Sales

 

$ 206,678
 

$ 290,564
 

Cost of sales
 

98,886
 

174,712
 

      
Gross profit

 

107,792
 

115,852
 

Expenses:
     

Research and development
 

185,359
 

136,393
 

General and administrative
 

404,215
 

258,567
 

Selling and marketing
 

174,583
 

88,597
 

Depreciation and amortization
 

93,632
 

119,162
 

      
Operating expenses

 

857,789
 

602,719
 

      
Loss from operations

 

(749,997) (486,867)
      

Other income (expense):
     

Interest expense, net
 

(322,723) (219,640)
Gain in vendor settlements

 

88,243
 

2,792
 

Other
 

6,509
 

—
 

      
Other expense, net

 

(227,971) (216,848)
      

Net loss
 

(977,968) (703,715)
      
Preferred stock dividend requirements

 

(65,520) (99,196)
      

Net loss applicable to common stock
 

$ (1,043,488) $ (802,911)
      
Basic and diluted net loss per share

 

$ (0.05) $ (0.05)
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Weighted average shares of common stock outstanding

 

21,594,791
 

16,744,787
 

 
See accompanying notes to unaudited financial statements.
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AXCESS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

 

  

Three Months Ended
March 31,

 

  

2004
 

2003
 

Cash flows from operating activities:
     

Net loss
 

$ (977,968) $ (703,715)
Adjustments to reconcile net loss to net cash used by operating activities:

     

Depreciation and amortization
 

93,632
 

119,161
 

Amortization of financing discount and issuance costs
 

251,195
 

61,311
 

Gain on vendor settlements
 

(88,243) —
 

Changes in operating assets and liabilities:
     

Accounts receivable
 

(9,784) (40,920)
Inventory

 

(19,561) 17,563
 

Prepaid expenses and other
 

48,579
 

21,744
 

Other assets
 

—
 

29,384
 

Accounts payable
 

(60,984) 3,336
 

Other liabilities
 

—
 

8,324
 

Net cash used by operating activities
 

(763,134) (483,812)
      
Cash flow from investing activities:

     

Capital expenditures
 

(7,054) —
 

Change in restricted cash
 

—
 

140,000
 

Net cash provided (used) by investing activities
 

(7,054) 140,000
 

      
Cash flow from financing activities:

     

Borrowings under financing agreements
 

—
 

354,000
 

Principal payments on financing agreements
 

—
 

(28,155)
Net cash provided by financing activities

 

—
 

325,845
 

      
Net decrease in cash and cash equivalents

 

(770,188) (17,967)
Cash and cash equivalents, beginning of period

 

2,163,977
 

33,249
 

Cash and cash equivalents, end of period
 

$ 1,393,789
 

15,282
 

      
Supplemental information:

     

Cash paid during the period for interest
 

$ —
 

$ 217
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Supplemental Disclosure of Non-Cash Investing and Financing Activities:
     

Conversions of notes payable into common stock
 

$ 206,667
 

—
 

Conversions of accrued interest into common stock
 

70,086
 

—
 

Conversions of preferred stock into common stock
 

536,623
 

—
 

Conversion of accrued dividends into common stock
 

109,417
 

—
 

Preferred stock dividends accrued
 

65,520
 

99,196
 

 
See accompanying notes to unaudited financial statements.
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AXCESS

NOTES TO FINANCIAL STATEMENTS
(Unaudited)

 
(1) Summary of Significant Accounting Policies
 
(a) Description of Business
 
The Company provides advanced security and asset management systems, which locate, identify, track, monitor and 
protect assets. The main applications of the Company’s systems are security video through closed circuit television 
(called CCTV), personnel and vehicle access control, and automatic asset tracking and protection. The Company 
provides solutions in the recently identified homeland security markets such as air and ground transportation, water 
treatment facilities, oil and gas, power plants, as well as in the markets for data centers, retail / convenience stores, 
education, healthcare, and corporate offices. AXCESS utilizes two patented and integrated technologies: network-
based radio frequency identification (RFID) and tagging and streaming video. Both application and browser-based 
software options deliver critical real-time information tailored to each end user via the enterprise network or Internet, 
also providing custom alerts in the form of streaming video, e-mail, or messages delivered to wireless devices.
 
The Company’s business plan for 2004 is predicated principally upon the successful marketing of its RFID and 
digital video products. During the first quarter of 2004, operating activities utilized approximately $0.8 million of 
cash. During 2003 and the second quarter of 2004 we raised a net of $4.4 million and $1.2 million, respectively, for 
additional working capital through three exempt Preferred Stock offering.
 
The future results of operations and financial condition of the Company will be impacted by the following factors, 
among others: changes from anticipated levels of sales, access to capital, future national or regional economic and 
competitive conditions, changes in relationships with customers, difficulties in developing and marketing new 
products, marketing existing products, customer acceptance of existing and new products, validity of patents, 
technological change, dependence on key personnel, availability of key component parts, dependence on third party 
manufacturers, vendors, contractors, product liability, casualty to or other disruption of the production facilities, 
delays and disruptions in the shipment of the Company’s products, and the ability of the Company to meet its stated 
business goals.
 
If the Company’s losses or lack of operating capital continue, the Company will have to obtain funds to meet its cash 
requirements through business alliances, such as strategic or financial transactions with third parties, the sale of 
securities or other financing arrangements, or the Company may be required to curtail its operations, seek a merger 
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partner, or seek protection under federal bankruptcy laws. Any of the foregoing may be on terms that are unfavorable 
to the Company or disadvantageous to existing stockholders. In addition, no assurance may be given that the 
Company will be successful in raising additional funds or entering into business alliances.
 
(b) Company Organization and Basis of Presentation
 
The accompanying consolidated financial statements include the accounts of the Company and its majority-owned 
subsidiaries. All significant intercompany accounts and transactions have been eliminated in consolidation.
 
The Company has received working capital in various forms from Amphion Ventures, L. P. and affiliates of 
Amphion Ventures, L. P. including Amphion Partners, Amphion Investments LLC, Antiope Partners, VennWorks 
LLC (formerly incuVest LLC), Amphion Capital Management, and NVW, LLC (collectively, the “Amphion 
Group”). Following the conversion of the 2003 preferred stock held by the Amphion Group into common stock in 
2003, the Amphion Group owns approximately 69% of the outstanding voting stock of the Company.
 
(c) Inventory
 
Inventory is valued at the lower of cost or market using the first-in, first-out method. Inventory was comprised of the 
following at March 31, 2004 and December 31, 2003:
 

  

March 31,
2004

 

December 31,
2003

 

Raw materials
 

$ 52,553
 

$ 36,682
 

Work-in-process
 

—
 

10,513
 

Finished goods
 

98,523
 

84,320
 

  

$ 151,076
 

$ 131,515
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(d) Stock Options
 
The Company accounts for its stock-based compensation plan under Accounting Principles Board (“ABP”) Opinion 
No. 25, Accounting for Stock Issued to Employees. The pro forma information below is based on provisions of 
Statement of Financial Accounting Standard (“FAS”) No. 123, Accounting for Stock-Based Compensation, as 
amended by FAS 148, Accounting for Stock-Based Compensation—Transition and Disclosure, issued in December 
2002.
 
The Company does not have a history of paying cash dividends and none have been assumed in estimating the fair 
value of its options.
 
The Black-Scholes option valuation model was developed for use in estimating the fair value of traded options, 
which have no vesting restrictions and are fully transferable. In addition, option valuation models require the input of 
highly subjective assumptions including expected stock price volatility. Because, among other things, changes in the 
subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the existing 
models do not necessarily provide a reliable measure of the fair value of its employee stock options. For purposes of 
pro forma disclosures, the estimated fair value of the options is amortized to expense over the options’ vesting 
periods. 
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