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PART 1. FINANCIAL INFORMATION
Item 1. Financial Statements

AXCESS INTERNATIONAL INC.
CONSOLIDATED BALANCE SHEETS

(Unaudited)
March 31, December 31,
2009 2008
ASSETS
Current assets:
Cash and cash equivalents $ 163,879 $ 51,392
Accounts receivable - trade, net of allowance foulutful accounts of
$30,320 and $27,424 for 2009 and 2008, respectively 97,449 92,844
Inventory, net 81,906 142,782
Prepaid expenses and other 373,580 43,100
Total current assets 716,814 330,118
Property, plant and equipment, net 16,894 18,969
Deferred debt issuance costs 17,187 18,750
Other assets 50,474 53,062
Total assets $ 801,369 $ 420,899
LIABILITIES AND STOCKHOLDERS’ DEFICIT
Current liabilities:
Accounts payable (includes $15,446 and $18,645 reidted party in
2009 and 2008, respectively) $ 980,799 $ 905,354
Accrued liabilities 388,364 502,566
Accrued interest 1,165,171 1,112,862
Deferred revenue 946,771 22,222
Notes payable (includes $1,038,273 with a relatetypn 2009 and
2008) 1,200,273 1,200,273
Dividends payable 325,947 280,394
Total current liabilities 5,007,325 4,023,671
Notes payable (includes $393,787 with a relatetypar2009 and
2008), net of discount of $9,476 and $13,092 in%2a&0d 2008,
respectively 2,686,870 2,683,254
Total liabilities 7,694,195 6,706,925

Commitments and contingencies
Stockholders’ deficit:
Convertible preferred stock, 10,000,000 sharesoaiziid in 2009 and
2008. Without liquidation preferences; $0.01 yeue, 6,115,211
and 6,125,211 shares issued and outstanding in @2®2008,
respectively 61,152 61,252
Common stock, $.01 par value, 70,000,000 sharémaned in 2009
and 2008; 31,222,016 shares issued and outstaimd#@ip9 and

31,204,931 shares issued and outstanding in 2008. 312,220 312,050
Additional paid-in capital 165,842,396 165,641,922
Accumulated deficit (173,108,594 ) (172,301,250 )

Total stockholders’ deficit (6,892,826 ) (6,28602
Total liabilities and stockholders’ deficit $ 801,369 $ 420,899

See accompanying notes to unaudited consolidataddial statements.
1




AXCESS INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF OPERATION

(Unaudited)
Three Months Ended
March 31,
2009 2008
Sales $ 1,082,682 $ 176,486
Cost of sales 745,974 105,727
Gross profit 336,70¢€ 70,759
Expenses:
Research and development 309,35¢ 871,59C
General and administrative 324,453 387,43t
Selling and marketing 394,55¢ 326,05C
Depreciation and amortization 4,664 4,292
Operating expenses 1,033,03¢ 1,589,367
Loss from operations (696,327) (1,518,60¢)
Other income (expense):
Interest expense, net (107,361) (116,494)
Gain on vendor settlements 43,810 71
Other expense, net (63,5p1 (116,423)
Net loss (759,878  (1,635,031)
Preferred stock dividend requirements (47,066 (76,955)
Net loss applicable to common stock $ (807,344) $ (1,711,98¢)
Basic and diluted net loss per share $ (0.03)$% (0.06)
Weighted average shares of common stock outstanding 31,211,00¢ 29,388,88:

See accompanying notes to unaudited consolidateddial statements.




AXCESS INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Three Months Ended
March 31,
2009 2008

Cash flows from operating activities:
Net loss $ (759,878) $ (1,635,031
Adjustments to reconcile net loss to net cash piexviby (used in)
by operating activities:

Depreciation and amortization 4,664 4,292
Amortization of financing discount and issuancetgoset 5,179 (16,025)
Gain on vendor settlements and statutory writesbffayables 43,810 71
Warrants issued for services — (15,791)
Stock based compensation expense 148,758 223,617
Changes in operating assets and liabilities:

Accounts receivable (4,605) 168,234

Inventory 60,876 11,590

Prepaid expenses and other (330,480 14,083

Other assets — 563

Accounts payable and accrued expenses 944,163 709,803
Net cash provided by (used in) operating activities 112,487 (534,594)

Cash flow from investing activities:

Capital expenditures — (2,095)
Net cash used in investing activities — (2,095)

Cash flow from financing activities:

Principal payments on financing agreements (161)00 —
Borrowings on financing agreements 160,000 478,000
Net cash provided by financing activities — 478,000
Net change in cash and cash equivalents 112,487 (58,689)
Cash and cash equivalents, beginning of period 51,392 59,089
Cash and cash equivalents, end of period $ 163,879 $ 400
Supplemental Disclosure of Non-Cash Investing andrteing Activities:
Warrants issued as a debt discount $ 49,874 $ 91,892
Accrued preferred stock dividends 47,466 76,955
Conversion of preferred shares into common stock 100 1,100
Conversion of accrued dividends into common stock 1,913 —

See accompanying notes to unaudited consolidateddial statements.




AXCESS INTERNATIONAL INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

(1) Summary of Significant Accounting Policies

(a) Description of Business and Going Concern

The Company is a leading provider of patented R&denjuency Identification (“RFID”) and Real Time
Location Systems (“RTLS") solutions that locateack, monitor, count and protect people, assets,vamitles,
thereby improving productivity, security and accéssreal-time intelligence. The Company’s multiusengle-
system solutions include active, dual and semivacRFID tags, activators and readers that suppardnaatic
monitoring and tracking applications, such as eteit asset protection and asset management, aodhatic
personnel and vehicle access control. Axcess’ baded software provides a suite of management tioaisnclude
reporting, display, decision and control functidingt enable productivity, security and local pasitng.

The Company's business plan for 2009 is predigatiedipally upon the successful marketing of itsIRF
products. During the first three months of 200%rafing activities generated approximately $112i$amd of cash.
However, the Company anticipates that its existitogking capital resources and revenues from oparaitwill not
be adequate to satisfy its funding requirementsafbof 2009. We are currently experiencing dediniiquidity,
losses from operations and negative cash flowsgiwimake it difficult for us to meet our current lsasquirements,
including payments to vendors, and may jeopardize ability to continue as a going concern. Managsnig
attempting to obtain equity financing for use ire tBompany’s operations. In addition, managemeityiag to
expand the Company’s sales and obtain profitabésatjpns.

The future results of operations and financial ¢thowl of the Company will be impacted by the folliony
factors, among others: changes from anticipate@ldeof sales, access to capital, future nationakegional
economic and competitive conditions, changes imti@iships with customers, difficulties in develogiand
marketing new products, marketing existing productstomer acceptance of existing and new produatility of
patents, technological change, dependence on kepmp®el, availability of key component parts, dafsce on
third party manufacturers, vendors, contractorsdpct liability, casualty to or other disruption tfe production
facilities, delays and disruptions in the shipmefithe Company's products, and the ability of tllen@any to meet
its stated business goals.

If the Company's losses or lack of operating cagitmtinue, the Company will have to obtain funds t
meet its cash requirements through business adifarsuich as strategic or financial transactionh third parties,
the sale of securities or other financing arrangemer the Company may be required to curtaibjiisrations, seek
a merger partner, or seek protection under fedmmakruptcy laws. Any of the foregoing may be ommerthat are
unfavorable to the Company or disadvantageousitirg stockholders. In addition, no assurance bwgiven that
the Company will be successful in raising additidnads or entering into business alliances.

(b) Company Organization

The accompanying consolidated financial statemieistade the accounts of the Company and its majorit
owned subsidiaries. All significant intercompang@ents and transactions have been eliminated isatiolation.

The Company has received working capital in varimuss from Amphion Ventures, L. P. and affiliatefs
Amphion Ventures, L. P. including Amphion Partnefsmphion Investments LLC, Antiope Partners LLC,
VennWorks LLC (formerly incuVest LLC), Amphion Capi Management LLC, Amphion Innovations plc,
Amphion Innovations US Inc. and NVW, LLC (colleatly, the "Amphion Group"). The Amphion Group owns
approximately 60% of the outstanding voting comratatk of the Company.

(c) Basis of presentation

The preparation of financial statements in confoymiith accounting principles generally acceptedhe
United States requires management to make estinsatgsassumptions that effect the amounts reponethé
financial statements and accompanying notes. Asudésed below, the Company makes significant assongpin
recording its allowance for doubtful accounts, imeey valuation, impairment of long-lived assetgrmanty costs,
the valuation allowance for deferred tax assets,vlue of components of equity and debt instrusamid stock
based compensation expense. Actual results coudfdr drom those estimates, and the differences rbay
significant.



The accompanying unaudited financial statementsfddarch 31, 2009 and for the three months ended

March 31, 2009 and 2008, respectively, have beepgred in accordance with generally accepted atiogun
principles for interim financial information. Acatingly, they do not include all of the informatiamd footnotes
required by generally accepted accounting prinsifide audited financial statements. In the opirddmanagement,
the interim information includes all adjustmentensisting only of normal recurring adjustments, essary for a
fair presentation of the results for the interinripgs. The footnote disclosures related to therimtefinancial
information included herein are also unaudited.hSficancial information should be read in conjuantiwith the
consolidated financial statements and related nibtexeto as of December 31, 2008 and for the ywam £nded
included in our annual report on Form 10-K for tiseal year ended December 31, 2008.

(d) Use of Estimates

The preparation of financial statements in conforwith accounting principles generally acceptadhe
United States requires management to make estinsaitg@sassumptions that affect the amounts reponethéa
financial statements and accompanying notes. Asudésed below, the Company makes significant assongpin
recording its allowance for doubtful accounts, imegy valuation, and impairment of long-lived assetarranty
costs, the valuation allowance for deferred tae@sand the value of the components of equity & ichstruments.
Actual results could differ from those estimatesg] ¢he differences may be significant.

(e) Inventory

Inventory is valued at the lower of cost or markesing the first-in, first-out method. Inventory was
comprised of the following at March 31, 2009 anc:&aber 31, 2008:

March 31, December 31,

2009 2008
Raw materials $ 20,613 $ 24,275
Work-in-process 89 104
Finished goods 61,204 118,403

$ 81,906 $ 142,782

The components of cost of sales are summarizeollasvé:

Three Months Ended

March 31,
2009 2008
Product cost $ 741217 $ 105,618
Warranty expense 4,757 109
Inventory impairment — —
Total $ 745974 $ 105,727

(f) Stock-Based Compensation

The Company adopted the fair value recognition igioxs of Statement of Financial Accounting Staddar
No. 123R,"Share-Based Payment(*SFAS 123R"), using the modified prospective titina method. Stock based
compensation expense under SFAS 123R for thetfiree months of 2009 and 2008 was $148,758 and,&P23
respectively which was recorded in operating expensThis expense increased net loss per shar®.695%and
$0.008 for 2009 and 2008, respectively. The Compuhah not recognize a tax benefit from the stocknpensation
expense because the Company considers it is nkalg than not the related deferred tax assets, whave been
reduced by a full valuation allowance, will not temlized.

The Black-Scholes option-pricing model was usededtimate the option fair value. The option pricing
model requires a number of assumptions, of whiehntiost significant are, expected stock price Milatrisk-free
interest rate and the expected option term (theuainof time from the grant date until the optiome exercised or
expire). Expected volatility was calculated baspdn actual historical stock price movements okiermhost recent
periods at the time of the grants equal to the etageoption term. The expected option term wasutaied using
the “simplified” method permitted by SAB 107. drle were no issuances during the three months dvidech 31,
2009 or 2008.



The following table illustrates the effect on ogerg expenses:
Three Months Ended

March 31,
2009 2008
Research and development expense § 51,147 $ 75,324
General and administrative expense 70,525 110,729
Selling and marketing expense 27,086 37,564
Total $ 148,758 $ 223,617

(g) Stock Options and Warrants

Under the Company's 2005 Equity Incentive Plan, @wmpany may grant up to 5,000,000 shares of
common stock to its employees. The exercise prigach option is not less than the market pricthefCompany's
stock on the date of grant and an option's maxirterm is ten years. Options are generally grangeih ¢ear and
have various vesting requirements. Options gratyeidally vest over a four-year period. During tieee months
ended March 31, 2009 the Company made no granty tinel stock option plan.

With the shareholders approval of the 2005 Equilgehtive Plan, the Company will not issue anymore
options under the Company's 2001 Equity Incentiem Br the Directors Compensation Plan. As of Mat, 2009
the Company had 317,831 options outstanding froex 1891 Equity Plan, 125,000 from the Directors plan
1,519,961 from the 2001 Equity plan and 965,00Qedsas inducements to hire. In total the Compaay h
2,927,792 employee options outstanding from plahsra¢han the 2005 Equity Incentive Plan.

The following table summarizes employee stock apioutstanding and changes during the three months
ended March 31, 2009:

Outstanding Options
Weighted Weighted Average

Average Remaining Aggregate
Number of Exercise Contractual Term Intrinsic
Shares Price (in years) Value
Options outstanding at December 31, 2008 5,392,973 $1.87
Options granted — —
Options exercised — —
Options forfeited (459,181) 1.60
Options outstanding at March 31, 2009 4,933,792 1.90 5.14 $ 62,700
Options exercisable at March 31, 2009 3,736,292 1.91 6.79 $ 62,700

Options available for grants as of March 31, 2009 2,994,000

The options outstanding at March 31, 2009 havectseprices as indicated in the table below:

Intrinsic Value of

Number of Weighted Average  Vested Unexercised
Option Price Options Remaining Life Options
$0.00 - $1.00 720,000 4.58 $ 62,700
$1.01 - $2.00 3,120,961 6.65
$2.01 — $3.00 675,375 1.11
$3.01 - $4.00 165,900 1.78
$4.01 - $5.00 20,000 2.17
$5.01 - $6.25 231,556 0.98

Total 4,933,792 5.14 $ 62,700




The Company has issued warrants to purchase coratook in connection with issuance of notes payable
to stockholders and preferred stock. The followtalgle summarizes warrants outstanding at Marct23Q9:

WEIGHTED

AVERAGE

EXERCISE

WARRANTS PRICE

Warrants outstanding at beginning of year 9,952,956 $1.64
Warrants issued 293,827 0.27
Warrants exercised — —
Warrants expired unexercised — —
Warrants outstanding at end of year 10,246,783 1.60

The warrants outstanding at March 31, 2009 haveceseeprices as indicated in the table below.

Number of Weighted Average

Strike Price Warrants Remaining Life
$0.00 - $1.00 523,821 4.99
$1.01 - $2.00 9,722,962 3.25
Total 10,246,783 3.34

During the three months ended March 31, 2009 theyg@my issued an additional 293,827 warrants in
conjunction with various debt offerings. The watr@rice ranged from $0.22 to $0.51 and they expatveen
January 15, 2014 and March 31, 2014.

(h) Revenue Recognition

The Company’s revenue transactions consist pratigly of sales of products to customers. The
Company follows the Securities and Exchange Coniaris§SEC) Staff Accounting Bulletin (SAB) No. 104
Revenue Recogniticend Emerging Issues Task Force (“EITF") Issue 0R2venue Arrangements with Multiple
Deliverables Specifically, the Company recognizes revenue wieguasive evidence of an arrangement exists, titl
and risk of loss have passed to the customer, giiynepon shipment, the price is fixed or deterrhieaand collect
ability is reasonably assured. For those arrangemeith multiple elements, or in related arrangetmenith the
same customer, the arrangement is divided intorapainits of accounting if certain criteria aretmecluding
whether the delivered item has stand-alone valtlea@ustomer and whether there is objective albte evidence
of the fair value of the undelivered items. The sidaration received is allocated among the sepanmaits of
accounting based on their respective fair valued,the applicable revenue recognition criteriasgglied to each of
the separate units. In cases where there is olgeatid reliable evidence of the fair value of theelivered item in
an arrangement but no such evidence for the delivitem, the residual method is used to allocaeatilangement
consideration. For units of accounting which inéudore than one deliverable, the Company generadiggnizes
all revenue and cost of revenue for the unit ofoaoting over the period in which the last undelaégeitem is
delivered.

At the time revenue is recognized, the Companghbdishes an accrual for estimated warranty expenses
associated with sales, recorded as a componenbsifaf revenues. The Company’s customers and lalistris
generally do not have return rights.

We defer revenue for sales where we have not aegblthe earnings process in accordance with the
applicable revenue recognition guidance. Theserdmf amounts are reflected as liabilities in oomsolidated
financial statements as deferred revenue. Defemeehue was $946,771 as of March 31, 2009 and2$223s of
December 31, 2008.

(2) Contingencies

From time to time we may be named in claims arisimghe ordinary course of business. Currently, no
material legal proceedings, government actions,imidtrative actions, investigations or claims aenging against
us or involve us that, in the opinion of our mamaget, could reasonably be expected to have a rahterse
effect on our business and financial condition.

However, Axcess is engaged in a number of lawswitls approximately four vendors and one customer
who claim they are owed amounts from $500 to $4%,0¢hich aggregates in total $90,676. We are ctlgren
defending or seeking to settle each of the vendami$ customer claims. At March 31, 2009, we haduex the
delinquent amounts we expect to be liable forttierclaims described in this paragraph.



On March 31, 2008, Axcess entered into an agreemvéhtthe developer of our next generation RFID
product, the Dot, whereby Axcess has agreed toapaynimum commercialization fee of one million do#i over
the next six years. The amount is still contingemthe supplier completing the testing and cern@the product is
within all of the original specifications. The ti&g is ongoing but the product has not passedfate preliminary
testing and we are still evaluating the impacttmgroduct. As of March 31, 2009 Axcess has rptesi off on the
completion of the product and Innovison has issaddtter of termination for failure to pay. We cemtly have
accrued $392,808 for services that have been cosdplaowever, we have not accrued the remaindesdorices
that have not been completed.

3) Preferred Stock

The Company has authorized 10,000,000 shares o€dible preferred stock, of which shares desighate
three series are currently outstanding. Informatidgth respect to the series of preferred stocktantting at each
balance sheet date is summarized below.

Series Series Series Series Series  Series  Series  Series  Series
2003B 2004 2005 2006 2006B  2006C 2007 2008 2008B
Number of shares 2,750,000 625,000 2,750,000 1,200,000 750,000 200 205 120 80
authorized
Stated value $ 0.01 $ 0.01 $ 0.01 $001 $001 $001 $001 $001 $o0.01
Number of shares issued and outstanding
Dec. 31, 2008 1,575,000 — 2,649,726 1,200,000 700,000 100 185 120 80
March. 31, 2009 1,565,000 — 2,649,726 1,200,000 700,000 100 185 120 80
Conversion ratio ltolinto 1to1linto l1tol ltol l1tol 1lto 1lto 1lto 1to
(or conversion voting voting into into into 10,000 10,000 10,000 10,000
price) of preferred common  common voting voting voting into into into into
shares into stock stock common common common voting voting voting voting
common stock stock stock common common common common
stock stock stock stock
Liquidation None None None None None None None None None
preference
Dividend rights 7% per 7% per None None None None None None None
annum, annum,

cumulative cumulative
€)) Series 2003B Preferred Stock

The Company completed a $3,132,500 exempt Pref&teck offering under the Securities Act of 1933
Section 4(6) private offering of preferred stockatcredited and institutional investors offeringidg the fourth
quarter of 2003. The Preferred Stock is designagee@003B Preferred and each $70,000 unit consistd®,000
shares of Preferred Stock bearing a 7% dividenpicaqmately 2,000 shares of common stock and 40y@@@ants
to purchase the Company's common stock exercifabte/o years at $2.75 per share. The offering alstuded an
automatic conversion into Common Stock on a oneofwr basis if the closing twenty-day average syuite is
over $3.75.

During 2009, there were $47,466 of dividends expdnfor Series 2003B Preferred Stock. Dividends
payable for the Series 2003B preferred stock w&25P47 and $280,394 at March 31, 2009 and DeceBiber
2008, respectively. During 2009, we had one hotifethe Series 2003B convert their 10,000 sharesotomon
stock, resulting in 1,565,000 and 1,575,000 shafeé3eries 2003B Preferred shares outstanding atiMat, 2009
and December 31, 2008, respectively.

(b) Series 2004 Preferred Stock

During the second quarter of 2004 the Company daéseet of $1,200,000 of additional working capital
through an exempt Preferred Stock offering under $ecurities Act of 1933 Section 4(6) private affgrof
preferred stock to accredited and institutionalesters. The Preferred Stock is designated as 20&&rRed and
consisted of 625,000 shares of Preferred Stockirzpar 7% dividend and 357,142 warrants to purchthse



Company's common stock exercisable for two yeard3a20 per share. The offering also included amraatic
conversion into Common Stock on a one for one ba#is closing twenty-day average stock pricevierdb4.00.

During 2008 we had one holder of the Series 200Wex their 625,000 shares and dividends accrued to
common stock leaving no shares and no dividendsijayof series 2004 preferred shares outstandingf as
December 31, 2008.

(c) Series 2005 Preferred Stock

On December 30, 2005, the Company raised $813,02Hditional working capital through an exempt
Preferred Stock offering under the Securities ALt1633 Section 4(6) private offering of preferretck to
accredited and institutional investors. The PrefiiStock is designated as 2005 Preferred andsterddi 956,495
shares of Preferred Stock bearing no dividendsweer, the shares are convertible into common sbock one to
one basis at $0.85. In addition, the Company 956,495 warrants to purchase the Company’s consturk
exercisable for five years at $1.50 per share. Baatrant will be callable by the Company if and whihe
Company’s common stock share price exceeds $3.10shpee for at least twenty (20) consecutive trgdiays. The
Company used the proceeds for general workingaapit

On March 14, 2006, the Company raised an additi$ha89,245 of additional working capital through a
exempt Preferred Stock offering under the Securifiet of 1933 Section 4(6) private offering of metd stock to
accredited and institutional investors. The PrefiiStock is designated as 2005 Preferred andstertdil, 752,055
shares of Preferred Stock bearing no dividendswe¥er, the shares are convertible into common sbocl one to
one basis at $0.85. In addition, the Company tb4y@52,055 warrants to purchase the Company’s amstock
exercisable for five years at $1.50 per share. Baatrant will be callable by the Company if and whihe
Company’s common stock share price exceeds $3:10§hpee for at least twenty (20) consecutive trgdiays. The
Company will use the proceeds for general workiagital.

As of March 31, 2009 and December 31, 2008, the gzmy had 2,649,726 shares of Series 2005 Preferred
shares outstanding, respectively.

(d) Series 2006 Preferred Stock

On May 31, 2006, the Company raised $1,200,000 dofitianal working capital through an exempt
Preferred Stock offering under the Securities ALt1833 Section 4(6) private offering of preferretck to
accredited and institutional investors. The PrefiiStock is designated as 2006 Preferred andstertdi1,200,000
shares of Preferred Stock bearing no dividendswe¥er, the shares are convertible into common sbocl one to
one basis at $1.00. In addition, the Company @$89,000 warrants to purchase the Company’s constmrk
exercisable for five years at $2.00 per share. Baatrant will be callable by the Company if and whihe
Company’s common stock share price exceeds $5.108hpee for at least twenty (20) consecutive trgdiays. The
Company used the proceeds for general working aapit

As of March 31, 2009 and December 31, 2008, the gzmy had 1,200,000 shares of Series 2006 Preferred
shares outstanding.

(e) Series 2006B Preferred Stock

On December 1, 2006, the Company raised $750,008dditional working capital through an exempt
Preferred Stock offering under the Securities AEt1633 Section 4(6) private offering of preferretbck to
accredited and institutional investors. The PrefiStock is designated as 2006B Preferred andstems 750,000
shares of Preferred Stock bearing no dividendswe¥er, the shares are convertible into common sbocl one to
one basis at $1.00. In addition, the Company @s%0,000 warrants to purchase the Company’s constmrk
exercisable for five years at $2.00 per share. Gtvapany will use the proceeds for general worlkiapital.

$150,000 of the 2006B Preferred Equity Offering virasn Amphion Innovations plc, an affiliate of the
Amphion Group, our majority shareholder and $300,0&as from Richard C.E. Morgan our chairman and an
affiliate of the Amphion Group.

As of March 31, 2009 and December 31, 2008, the fizmy had 700,000 shares of Series 2006B Preferred
shares outstanding.

® Series 2006C Preferred Stock

On January 29, 2007, the Company raised $2,00000G@iditional working capital through an exempt
Preferred Stock offering under the Securities AEt1833 Section 4(6) private offering of preferretck to
accredited and institutional investors. The PrefrStock is designated as 2006C Preferred andsterms 200



shares of Preferred Stock bearing no dividendsweyer, the shares are convertible into common stocla ten
thousand (10,000) to one (1) basis at $1.00. Hitiad, the Company issued 1,000,000 warrants tchase the
Company’s common stock exercisable for five yedr$2a00 per share. The Company will use the prdsder
general working capital.

As of March 31, 2009 and December 31, 2008, the oy had 100 shares of Series 2006C Preferred
shares outstanding.

(9) Series 2007 Preferred Stock

During the third quarter of 2007, the Company r&i$2,050,000 of additional working capital throuayhn
exempt Preferred Stock offering under the Securifiet of 1933 Section 4(6) private offering of metd stock to
accredited and institutional investors. The PreféiStock is designated as 2007 Preferred andsterdi205 shares
of Preferred Stock bearing no dividends. Howetleg, shares are convertible into common stock oneato ten
thousand basis at $1.00. In addition, the Compssyed 1,025,000 warrants to purchase the Compaoysnon
stock exercisable for five years at $2.00 per shafbe Company used the proceeds from the salbeo2007
Preferred stock for general working capital.

$250,000 of the 2007 Preferred Equity Offering viilasn Richard C.E. Morgan our chairman and an
affiliate of the Amphion Group.

As of March 31, 2009 and December 31, 2008, the gamy had 185 shares of Series 2007 Preferred
shares outstanding.

(h) Series 2008 Preferred Stock

On April 25, 2008, the Company raised $1,800, of additional working capital through an exempt
Preferred Stock offering under the Securities Att1833 Section 4(6) private offering of preferrethck to
accredited and institutional investors, which haveviously invested in Axcess. The Preferred Stsafesignated
as 2008 Preferred and consists of 120 shares d&érRy@ Stock bearing no dividends. However, thereshare
convertible into common stock on a 1 to 10,000 $aki addition, the Company issued 1,200,000 wisram
purchase the Company’s common stock exercisabli@évfoyears at $1.50 per share.

The Company also recorded an additional prefertecksdividend of $558,686 relating to the beneficia
conversion feature and the warrants that were égssueonnection with the 2008 Preferred Stock Bquit

As of March 31, 2009 and December 31, 2008 the Gowyhad 120 shares of Series 2008 Preferred shares
outstanding.

(i) Series 2008B Preferred Stock

Beginning on September 30, 2008 the Company authdrthe raising of $600,000 of additional working
capital through an exempt Preferred Stock offerinder the Securities Act of 1933 Section 4(6) pewaffering of
preferred stock to accredited and institutionakesters. The Preferred Stock is designated as 2B08trred and
consists of 80 shares of Preferred Stock bearindividends. However, the shares are convertible atmmon
stock on a ten thousand (10,000) to one basisddiitian, the Company issued 400,000 warrants teahmase the
Company’s common stock exercisable for five yedr$h50 per share. Each warrant will be callabletly
Company if and when the Company’s common stockesipmice exceeds $3.00 per share for at least twenty
(20) consecutive trading days. The Company usegriheeeds for general working capital.

The Company also recorded an additional prefertecksdividend of $187,501 relating to the beneficia
conversion feature and the warrants that were dssueonnection with the 2008B Preferred Stock Bqui

As of March 31, 2009 and December 31, 2008 the Gmyjhad 80 shares of Series 2008B Preferred shares
outstanding.

4) Notes Payable
PV Proceeds Holdings, Inc.

On July 28, 1999, the Company acquired substantalll of the assets of PV Proceeds Holdings, Inc.
(formerly “Prism Video”), a privately held corpoia, and agreed to pay $4,000,000 to PV Proceedtdinds, Inc.
on December 31, 2002. The balance of the indebssdmeder the PV Proceeds Holdings, Inc. note issweddue
in full by the Company on December 31, 2002 and imadefault during 2003 until extended by PV Pratee
Holdings, Inc. The note payable had an origineéfamount of $4,000,000 and was collateralizechbydompany's
note receivable from Amphion Ventures, LP ("Amphigentures"). Pursuant to the Asset Purchase Agreeme



between Axcess and PV Proceeds Holdings, Inc., #@ssigned PV Proceeds Holdings, Inc. all paymeits
principal to be made by Amphion Ventures undernbge receivable until the balance of the note red#e was
paid in full or the balance due under the note ply#& PV Proceeds Holdings, Inc. was paid in fulhichever
occurred first. In addition, the shares of commeocls, which PV Proceeds Holdings, Inc. may acquip®n
conversion of preferred stock or by exercise ofwlagrant, were subject to a three-year lockup ftbendate of the
closing, which could be reduced to two years ufendccurrence of certain events. The warrant wascesable on
or before July 28, 2004.

Axcess reached an Agreement to Amend Purchaseaddt®ayment Term with PV Proceeds Holdings, Inc.

PV Proceeds consented to a five-year extensioheohbte with an interest rate of 5% per annum fdamuary 1,
2003 payable in full at maturity of December 31020 As further consideration for entering into tigreement
Axcess granted to PV Proceeds Holdings, Inc. aamarto purchase up to 500,000 shares of commork stbc
Axcess. The warrants had an exercise price of0$ged share and expired on the earlier of Febridry2008 or
forty-five days after the principal and all accruatkrest are paid. Axcess has also agreed taeethe principal
amount due first for 10% of equity proceeds ancdsdc20% of proceeds from options exercised. Axedss
recorded deferred debt issuance costs of $689@3hé value of the warrants, which were amortiaeer the life

of the loan. The deferred debt issuance costs fulyeamortized as of December 31, 2007.

Axcess reached an Agreement with PV Proceeds Hyddimc. to extend the maturity of the note from
December 31, 2007 to December 31, 2011. Axceseddp pay a $25,000 extension fee and to inctbasaterest
rate from 5.0% to 5.5%. Axcess has also agreeddoce the principal amount due by 10% of any equibceeds
and 20% of all proceeds from options and warrarésatsed and as a result owe $162,000 at Marcl2@19 and
December 31, 2008. As of March 31, 2009 and Deeergh, 2008 no payment has been issued in connegtth
the Series 2008 or 2008B Preferred Equity offerings

Amphion Investment LLC

Axcess entered into a 6.75% demand note with Amphivestments, LLC, dated January 25, 2002. The
borrowings are unsecured. The note was due Deaeg&ihe2007, Axcess reached an Agreement with Amphio
Investments LLC to extend the maturity of the nmméDecember 31, 2011. Axcess agreed to increasetérest
rate from 5.0% to 5.5%. As of December 31, 20@8ahtstanding amount is $393,787.

Convertible Note

On December 17, 2007 and through February 4, 28R8ess has entered into multiple convertible notes
with Amphion Innovations plc. If within a specifitne period Axcess completes an offering of anitogecurities,
and the aggregate proceeds to Axcess are at 12320000 (“Transaction”) then Amphion would haedtthe
option to convert these notes on the same terniseasompleted offering. If the loans are not rdpai converted
prior to their maturity date then Axcess shall esso Amphion a warrant to purchase Axcess Commaneshat the
closing price on the given date equivalent to tercent (10%) of the outstanding amount (i.e. amaunstanding
divided by closing stock price times 10%). If ta@ount is not repaid or converted prior to the riixty days then
Axcess will issue another warrant equal to an a@mthl 10% and that will continue every thirty (3@ays until
Axcess has issued five warrants. These notes liae accounted for in accordance with EITF 00-1€&nting
for Derivative Financial Instruments Indexed ToddPotentially Settled in a Company’s Own Stock)TEI05-2
(The Meaning of Conventional Convertible Debt lostent in 00-19), EITF 98-5 (Accounting for Conveli
Securities with Beneficial Conversion Features antihgently Adjustable Conversion Ratio) and EIT6-Z¥
(Application of Issue No. 98-5 to Certain Convedilnstruments). As of March 31, 2009 the outstagdirincipal
balance on all of the outstanding notes is $1,08#nhd the Company has issued 850,060 (293,827glthe 3
months ended March 31, 2009) warrants with strikeep that range from $0.22 to $0.51 with a weidl#eerage of
$0.27 during the three months ended March 31, 200 notes and balances as of March 31, 2009 are:



Balance as of

March 31,

Date of Note 2009 Due Date Interest Rate
December 17, 200°$ 50,000 January 15, 2008 5.0%
January 14, 2008 150,000 February 15, 2008 5.0%
February 20, 2008 150,000 March 31, 2008 5.0%
February 28, 2008 60,000 March 31, 2008 5.0%
March 14, 2008 63,000 April 15, 2008 5.0%
March 25, 2008 55,000 April 30, 2008 5.0%
April 1, 2008 85,273 May 1, 2008 5.0%
April 7, 2008 22,000 May 15, 2008 5.0%
April 15, 2008 110,000 May 31, 2008 5.0%
July 30, 2008 50,000 August 31, 2008 5.0%
October 23, 2008 100,000 November 30, 200 5.0%
November 26, 2008 31,000 December 31, 2008 5.0%
December 15, 200¢ 62,000 January 31, 2009 5.0%
December 30, 2008 50,000 January 31, 2009 5.0%
Total $ 1,038,273

As previously discussed, for all notes executed detailed above, Amphion Innovations has the optio
convert the notes payable under the same termscampleted preferred offering occurring within aesified time
period. At March 31, 2009, there were no noteswee still eligible to be converted.

The exercise price of the warrants range from $02®1.42 and expire five years from date of isseariThe
Company estimates the fair market value of the avdarusing Black-Scholes Valuation Model. Key agstioms
used to estimate the fair market value of the wmsranclude the exercise price (ranging from $G®3%1.42), the
expected term (five years), the expected volatditghe Company’s stock over the warrants expetgad (ranging
from 67% to 78%) and risk free interest rate (ragdrom 2.11% to 4.27%).

(5) Significant Customers

During the three months ended March 31, 2009, thegany had one customer that accounted for 74% of
revenue. During the three months ended March 328 2he Company had one customer that accountetrfiorof
revenue.

(6) Recent Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141883iness CombinatioSFAS No. 141(R)), which
replaces SFAS No. 14Business Combinationsequires an acquirer to recognize the assetsrackuhe liabilities
assumed, and any non-controlling interest in thgumee at the acquisition date, measured at th@ivalues as of
that date, with limited exceptions. This Statemasb requires the acquirer in a business combimaahieved in
stages to recognize the identifiable assets abdities, as well as the non-controlling interastthe acquiree, at the
full amounts of their fair values. SFAS No. 141(Rpkes various other amendments to authoritatiesalitire
intended to provide additional guidance or to awnfithe guidance in that literature to that providedthis
Statement. This Statement applies prospectivelguginess combinations for which the acquisitioredaton or
after the beginning of the first annual reportiregipd beginning on or after December 15, 2008. ddhaption of the
provisions of SFAS 141(R) did not have a materidat on the Company’s financial statements.

In June 2008, the FASB ratified EITF Issue No. QDBtermining Whether an Instrument (or an Embedded
Feature) is Indexed to an Entity’s Own Stock (“EIOF5"). EITF 07-5 provides that an entity shoultwa two step
approach to evaluate whether an equity-linked fir@ninstrument (or embedded feature) is indexedtscown
stock, including evaluating the instrument’s cogént exercise and settlement provisions. It alseifids on the
impact of foreign currency denominated strike giaad market- based employee stock option valuaigiruments
on the evaluation. EITF 07-5 is effective for gears beginning after December 15, 2008. Thetmodid not
have a material effect on the Company’s finandetiesnents.

In March 2008, the FASB issued SFAS No0.161, “Disales about Derivative Instruments and Hedging
Activities, an amendment of FASB Statement No.13®&iich requires additional disclosures about thedatives of
the derivative instruments and hedging activitiee, method of accounting for such instruments usd#eXS No.133
and its related interpretations, and a tabulardaksce of the effects of such instruments and edlétedged items on



our financial position, financial performance, acash flows. SFAS No.161 is effective for financ&htements
issued for fiscal years and interim periods begigrafter November 15, 2008. The adoption of thevisions of
SFAS 161 did not have a material effect on the Camgfs financial statements.

In May 2008, the Financial Accounting Standards8q8FASB") approved FASB Staff Position ("FSP")
APB 14-1, "Accounting for Convertible Debt Instrunte That May Be Settled in Cash upon Conversiocdl\tfing
Partial Cash Settlement)." FSP APB 14-1 clariffest tonvertible debt instruments that may be skttiecash upon
conversion (including partial cash settlement) am addressed by paragraph 12 of APB Opinion No. 14
"Accounting for Convertible Debt and Debt issuedhw$tock Purchase Warrants." Additionally, FSP ARB1
specifies that issuers of such instruments shoepa@rsmtely account for the liability and the equigmponents in a
manner that will reflect the entity's nonconveribllebt borrowing rate when interest cost is recsghiin
subsequent periods, with equity component beingechbased on the difference between such non-dilrieedebt
borrowing rate and the actual cash interest rateumh convertible debt. FSP APB 14-1 is effectiwefiscal years
beginning after December 15, 2008, and interimaaisriwithin those fiscal years and must be appktspectively
to all periods presented. The adoption did noehamaterial effect on the Company’s financialestants.

In May 2008, the FASB issued SFAS No. 162, Therétichy of Generally Accepted Accounting Principles

(“SFAS No. 162"). SFAS No. 162 is intended to imgedinancial reporting by identifying a consistéramework,

or hierarchy, for selecting accounting principlesbe used in preparing financial statements thatpaesented in
conformity with U.S. generally accepted accountprinciples for nongovernmental entities. SFAS N62 s
effective 60 days following the SEC's approval bé tPublic Company Accounting Oversight Board Aundjti
amendments to AU Section 411, The Meaning of Ptdsainly in Conformity with Generally Accepted Aaoating
Principles. The adoption of the provisions of SFX® did not have a material effect on the Compafipancial
statements.

Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

Forward-Looking Statements

This quarterly report on Form 10-Q includes “forddwoking statements” within the meaning of Section
27A of the Securities Act of 1933, as amended {(8ecurities Act”), and Section 21E of the SecusitiExchange
Act of 1934, as amended, which can be identifiedthsy use of forward-looking terminology such as,aymi
“expect,” “could,” “plan,” “seek,” “anticipate,” “stimate,” or “continue” or the negative thereofather variations
thereon or comparable terminology.

These forward-looking statements are subject tuarrisks and uncertainties that could cause hotsalts
to differ materially from those referred to in tf@ward-looking statements and are made pursuaitted'safe-
harbor” provisions of the Private Securities Litiga Reform Act of 1995. These statements are nieded on
management’s current expectations or beliefs akasedssumptions made by, and information currestbilable
to, management.

A variety of factors could cause actual resultglifeer materially from those anticipated in the Guany’s
forward-looking statements, including the followitfigctors: changes from anticipated levels of sadegess to
capital, future national or regional economic awdnpetitive conditions, changes in relationshipshvatistomers,
difficulties in developing and marketing new protijenarketing existing products, customer accegtai@xisting
and new products, validity of patents, technologidaange, dependence on key personnel, availalilitkey
component parts, dependence on third party manugst vendors, contractors, product liability, wasy to or
other disruption of the production facilities, dgdaand disruptions in the shipment of the Compapsdsluct, and
the ability of the Company to meet its stated bessngoals. For a detailed discussion of theseodrat cautionary
statements and factors that could cause actualtsasudiffer from the Company’s forward-lookingagtments,
please refer to the Company’s filings with the Sei@s and Exchange Commission, especially “lterDdscription
of Business” (including the “Risk Factors” sectioiitem 1) and “Item 6. Management’s Discussion Andlysis of
Plan of Operation” of the Company’s 2008 Annual &¢pn Form 10-K.

Readers are cautioned not to place undue relianc¢hese forward-looking statements, which reflect
management’s analysis only as of the date herdaf.Jompany does not undertake any obligation tdigulevise
these forward-looking statements to reflect eventsircumstances that arise after the date heRediders should
carefully review the risk factors described in otlitncuments the Company files from time to timehwihe
Securities and Exchange Commission.



Recent Developments: Going Concern and Liquidity ®blems

We do not have sufficient working capital to sustaur operations. We have been unable to generate
sufficient revenues to sustain our operations. Vilehave to obtain funds to meet our cash requineism¢hrough
business alliances, such as strategic or financgaisactions with third parties, the sale of seé@sior other
financing arrangements, or we may be required ttatwour operations, seek a merger partner, ok peetection
under federal bankruptcy laws. Any of the foregoingy be on terms that are unfavorable to us odu@&aageous
to existing stockholders. In addition, no assurameg be given that we will be successful in raisidgitional funds
or entering into business alliances.

Our auditors have included an explanatory paragiapheir audit opinion with respect to our condated
financial statements at December 31, 2008. Thegpaph states that our recurring losses from operatand
resulting continued dependence on access to ekfaraacing raise substantial doubts about ourifghtb continue
as a going concern. Furthermore, the factors lgairand the existence of the explanatory paragnagadversely
affect our relationship with customers and suppland have an adverse effect on our ability toinlft@ancing.

Liquidity and Capital Resources

Since inception, we have utilized the proceeds faamumber of public and private sales of our equity
securities, the exercise of options, convertibletdand short-term bridge loans from stockholdersmieet our
working capital requirements. At March 31, 2009, veel a working capital deficit of $4,290,511.

Our operations generated losses in 2009. Our aagleased $112,487 during the three months ended
March 31, 2009. We funded operations with cash fop@rations and convertible notes. No assurantéeaiven
that such activities will continue to be availabdeprovide funding to us. Our business plan fod2@ predicated
principally upon the successful marketing of ourlRfproducts. We anticipate that our existing wotkicapital
resources and revenues from operations will n@tdegjuate to satisfy our funding requirements thinoug2009.

Our working capital requirements will depend upoany factors, including the extent and timing of our
product sales, our operating results, the statusoofipetitive products, and actual expenditures eewknues
compared to our business plan. We are currenthemsqpcing declining liquidity, losses from operasoand
negative cash flows, which make it difficult for ts meet our current cash requirements, includiagnments to
vendors, and may jeopardize our ability to contineea going concern. We intend to address ourdigyuproblems
by controlling costs, seeking additional fundingrtugh capital raising transactions and businel&snaeés) and
maintaining focus on revenues and collections.

If our losses continue, we will have to obtain fard meet our cash requirements through businbaecss,
such as strategic or financial transactions wittdtparties, the sale of securities or other finag@arrangements, or
we may be required to curtail our operations, seekerger partner, or seek protection under fedmakruptcy
laws. Any of the foregoing may be on terms thatwartavorable to us or disadvantageous to existiogkbolders.
In addition, no assurance may be given that weheilsuccessful in raising additional funds or eéntginto business
alliances.

Amphion Convertible Note

On December 17, 2007 and through February 4, 2888ess has entered into multiple convertible notes
with Amphion Innovations plc. If within a specifitne period Axcess completes an offering of anito$ecurities,
and the aggregate proceeds to Axcess are at 12320000 (“Transaction”) then Amphion would haedtthe
option to convert these notes on the same terniseasompleted offering. If the loans are not rdpai converted
prior to their maturity date then Axcess shall sso Amphion a warrant to purchase Axcess CommameShat the
closing price on the given date equivalent to tercent (10%) of the outstanding amount (i.e. amaustanding
divided by closing stock price times 10%). If gtmmount is not repaid or converted prior to the riixty days then
Axcess will issue another warrant equal to an a@mthl 10% and that will continue every thirty (3@ays until
Axcess has issued five warrants. These notes lieae accounted for in accordance with EITF 00-1€&nting
for Derivative Financial Instruments Indexed ToddPotentially Settled in a Company’s Own Stock)TEI05-2
(The Meaning of Conventional Convertible Debt lastent in 00-19), EITF 98-5 (Accounting for Convilei
Securities with Beneficial Conversion Features anitihgently Adjustable Conversion Ratio) and EITEG-Z¥
(Application of Issue No. 98-5 to Certain Convddilnstruments).

On January 15, 2009 and February 4, 2009, we bedam additional $80,000 from Amphion Innovations
plc. under similar terms as prior Amphion noteowsdver, on February 19, 2009 and March 9, 2009epaid both
of those notes. As of March 31, 2009 the outstapgrincipal balance on all of the outstanding sa$e$1,038,273
and the Company has issued 850,060 (293,827 dtlmm@ months ended March 31, 2009) warrants witkest



prices that range from $0.22 to $0.51 with a weidhaverage of $0.27 during the three months endadtivi31,
2009

Results of Operations
Three Months Ended March 31, 2009 Compared to Thredonths Ended March 31, 2008

Sales and Gross ProfiBales for the three months ended March 31, 208@ %1,082,682 and for the three
months ended March 31, 2008 were $176,486. Coshles for the three months ended March 31, 200@ we
$745,974 and for the three months ended March 8Q8 2vere $105,727. The gross profit for the thremths
ended March 31, 2009 was $336,708 and $70,75%é&three months ended March 31, 2008. The majofithe
increase in sales is a result of the Trinidad B6rBpain Contract awarded in January 2009. Thasgroargin
percent for the three months ended March 31, 2089 31% compared to 40% for the same period in 200U&
lower gross margin percent was a result of therdafef revenue and related costs associated WilTtinidad Port
of Spain Contract as a result of the project ndndeompletely installed as of March 31, 2009. Wémtinue to
expect the margin will continue to be stable in46&6 to 50% range.

Operating Expense®perating expenses were $1,033,035 for the tmesths ended March 31, 2009 and
$1,589,367 for the three months ended March 318200he majority of the decrease relates to théngnof the
development of our next generation product andctbsing of our California office, offset by an ieersed selling
expense related to the Trinidad contract.

Research and development expenses were $309,35thdothree months ended March 31, 2009 and
$871,590 for the three months ended March 31, 20DBe majority of the decrease relates to the tnoh the
development of the next generation RFID producte &0 closed our California location. We are itwing to
expense the development as incurred.

Corporate general and administrative expenses $@24,453 for the three months ended March 31, 2009
and $387,435 for the three months ended March@®18.2 The decrease is related to a reduction iesior relations
fees and reduced stock based compensation. Howeeetid have an increase in building lease expaaseresult
of our new Addison location.

Selling and marketing expenses were $394,559 titee months ended March 31, 2009 and $326,050 fo
the three months ended March 31, 2008. The mgjofithe increase relates to an increase in sedikpense for the
Trinidad contract that were paid in 2009. Howewes,were able to offset a significant portion of thcrease with
lower salaries as a result of reduced headcounthenselling and marketing area, reduction in adsiag and
reduced marketing services.

Depreciation and amortization expenses were bagitat at $4,664 for the three months ended Ma&th
2009 and $4,292 for the three months ended MarcB(®18.

Other expenses, neDther expenses, net, were $63,551 for the threethm ended March 31, 2009 and
$116,423 for the three months ended March 31, 2008rest expense was $9,133 lower during the threeths
ended March 31, 2009, compared to the three mambed March 31, 2008, reflecting lower expense Gt
with warrants that were issued with the convertibbées. The gain on vendor settlements was atseased by
$43,739.

Net Loss Net loss was $759,878 for the three months erdacch 31, 2009, compared to a loss of
$1,635,031 for the three months ended March 31920he decrease is mainly related to a decreassé@arch and
development relating to the next generation prodeselopment and an increase in gross margin maghdyging to
the Trinidad Contract.

Preferred Stock dividend requirementfreferred Stock dividend requirements were $47 #86three
months ended March 31, 2009 and $76,955 for theetns ended March 31, 2008. The majority of therelese is
a result of several holders converting their preféishares to common.

Other

Inflation. During the last two fiscal years inflation hag had, and is not expected to have during thisafisc
year, a material impact on the operations and 6iigucondition of the Company.
Item 3. Quantitative and Qualitative Disclosure abat Market Risk

None



Item 4. Controls and Procedures

Controls and Procedures

The Company'’s chief executive officer and chiefafigial officer are responsible for establishing and
maintaining disclosure controls and proceduresherCompany.

(a) Evaluation of Disclosure Controls and Proceslure

Under the supervision and with the participationoof management, including our principal executive
officer and chief financial officer, we evaluateueteffectiveness of the design and operation of diseclosure
controls and procedures, as defined in Rules 18a)ldnd 15d-15(e) under the Securities ExchangeoAdi934
(“Exchange Act”), as of March 31, 2009. Based ois #waluation, our principal executive officer andr chief
financial officer concluded that, as of the endtlé period covered by this report, our disclosuweatwls and
procedures were not effective and not adequatedigded to ensure that the information requiredealisclosed by
us in the reports we submit under the Exchangeasiatcorded, processed, summarized and reportdéhviite time
periods specified in the applicable rules and foamd that such information was accumulated and aemzated to
our chief executive officer and chief financial ioffr, in a manner that allowed for timely decisiaegarding
required disclosure.

Based on our evaluation, management has conclidgdautr internal control over financial reportingsvnot
effective as of March 31, 2009. Management hasrchited that (i) we are unable to maintain the prope
segregation of various accounting and finance dittexause of our small size and limited resou(@gsauch of the
financial closing process is done off-line on dlecic spreadsheets that are maintained on indiVichraputers and
are not backed up and (iii) based on our staffigrely on our Chief Financial Officer to providesignificant
amount of our compensating controls.

We intended to remediate these material weaknehg@&sg 2008 however; liquidity issues prevented us
from making changes. Therefore, we intend to asldtbeses material weaknesses during 2009. Netautting
these material weaknesses, we believe that ourndiabconditions, results of operations and castvdl presented in
this report of Form 10-Q are fairly presented imadterial respects.

(b) Changes in Internal Controls
During the period ended March 31, 2009, there kgsmo change in internal control over financigloréing
that has materially affected, or is reasonablylyilte materially affect our internal control ovéndncial reporting.

PART Il. OTHER INFORMATION

Item 1. Legal Proceedings

Axcess is engaged in a number of lawsuits with exiprately four vendors and one customer who claim
they are owed amounts from $500 to $45,000, whagdregates in total $90,676. We are currently defendr
seeking to settle each of the vendor's and custafams. At March 31, 2009, we had accrued théndeént
amounts we expect to be liable for, for the cladtescribed in this paragraph.

Item 1A. Risk Factors

Not required

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

During the three months ended March 31, 2009, thegany issued unregistered securities in connection
with the transactions described below. The proseeere used for general working capital requiresienthe
issuance of stock was exempt from the registrateguirements of the Securities Act, as amendeditiyevof
Section 4(2) thereof, as transactions not invohangublic offering and an appropriate restrictiegdnd was affixed
to the stock certificates.

2003B Preferred Equity

During the three months ended March 31, 2009 onéeh@lected to convert 10,000 shares into 10,000
shares of Axcess common stock. These shares ladpoeviously registered under an SB-2 registragtatement.
The holder also elected to convert his $1,913 actdividends into 7,085 shares. The dividend shhexe not
been registered and therefore carry a restrictigerid.



Warrants

During the three months ended March 31, 2009 theyg@my issued an additional 293,827 warrants in
conjunction with various debt offerings. The watrgrice ranged from $0.22 to $0.51, with a weighteerage
strike price of $0.27 and they expire between Janii, 2014 and March 31, 2014.

Item 3. Defaults Upon Senior Securities

None

Item 4. Submission of Matters to a Vote of Securityolders

None

Iltem 5. Other Information

None

Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits:
Exhibit No. Description

31.1 Certification of our President, Chief Executive i©& and Principal Executive Officer, under
Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of our Vice President, Chief Finardtficer, Secretary and Principal
Accounting and Financial Officer, under Section 3®2he Sarbanes-Oxley Act of 2002.

32.1 Certification of our President, Chief Executive ioéfF and Principal Executive Officer, under
Section 906 of the Sarbanes-Oxley Act of 2002.

32.2 Certification of our Vice President, Chief Finardtificer, Secretary and Principal

Accounting and Financial Officer, under Section @@6he Sarbanes-Oxley Act of 2002.
99.1 May 14, 2009 Axcess International Reporntstijuarter 2009 earning results




SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causisd th
report to be signed on its behalf by the undersighereunto duly authorized.

AXCESS INTERNATIONAL INC.,
Registrant

/sl ALLAN GRIEBENOW

Allan Griebenow Director, President and
Chief Executive Officer (Principal Executive Offige

/sl ALLAN L. FRANK

Allan L. Frank
Chief Financial Officer and Secretary
(Principal Accounting and Financial Officer)

May 14, 2009



Exhibit 31.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Allan Griebenow, certify that:

1. I have reviewed this quarterly report on Form 10f@xcess International, Inc.;

2. Based on my knowledge, this quarterly report dagscantain any untrue statement of a material dact
omit to state a material fact necessary to makstditements made, in light of the circumstancegund
which such statements were made, not misleadirfynefipect to the period covered by this quarterly
report;

3. Based on my knowledge, the financial statement$,adimer financial information included in this gteaty
report, fairly present in all material respectsfihancial condition, results of operations andhciiews of
the registrant as of, and for, the periods preskint¢his quarterly report;

4. The registrant’s other certifying officers and & aesponsible for establishing and maintainingld&aae
controls and procedures (as defined in ExchangdRitts 13a-15(e) and 15d-15(e)) and internal cémtro
over financial reporting (as defined Exchange AgteR 13-15(f) and 15d-(f)) for the registrant anel w
have:

a) designed such disclosure controls and proceduressiare that material information relating to the
registrant, including its consolidating subsidiariiss made known to us by others within those
entities, particularly during the period in whidtig quarterly report was prepared;

b) evaluated the effectiveness of the registrant’sldésire controls and procedures as of the end of
the period covered by this quarterly report (tevaluation Date"); and

c) presented in this quarterly report our conclusiansut the effectiveness of the disclosure controls
and procedures based on the required evaluatiohthe Evaluation Date;

5. The registrant's other certifying officers and Véalisclosed, based on our most recent evaludtiche
registrant’s auditors and the audit committee gfsteant’s board of directors (or persons perfogrthe
equivalent function):

a) all significant deficiencies in the design or opiEna of internal controls which could adversely
affect the registrant’s ability to record, processnmarize and report financial data and have
identified for the registrant's auditors any matkweaknesses in internal controls; and

b) any fraud, whether or not material, that involveanagement or other employees who have a
significant role in the registrant's internal cadr and

6. The registrant's other certifying officers and Vé@andicated in this quarterly report whether ot there
were significant changes in internal controls ootiner factors that could significantly affect irrtal
controls subsequent to the date of our most remaitiation, including any corrective actions wiggard
to significant deficiencies and material weaknesses

Date: May 14, 2009

/sl ALLAN GRIEBENOW

Allan Griebenow, Posit and Chief Executive Officer
(Principal Exeiwet Officer)



Exhibit 31.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

[, Allan Frank, certify that:

Date:

| have reviewed this quarterly report on Form 1@f@xcess International, Inc.;

Based on my knowledge, this quarterly report da@santain any untrue statement of a material dact
omit to state a material fact necessary to makstdtements made, in light of the circumstancegund
which such statements were made, not misleadirfyneftpect to the period covered by this quarterly
report;

Based on my knowledge, the financial statementsoéimer financial information included in this gteaty
report, fairly present in all material respectsfihancial condition, results of operations andhctiews of
the registrant as of, and for, the periods preskint¢his quarterly report;

The registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldsae
controls and procedures (as defined in ExchangdRitts 13a-15(e) and 15d-15(e)) and internal cémntro
over financial reporting (as defined Exchange AgteR 13-15(f) and 15d-(f)) for the registrant anel w
have:

a) designed such disclosure controls and proceduressiare that material information relating to the
registrant, including its consolidating subsidiariiss made known to us by others within those
entities, particularly during the period in whidtig quarterly report was prepared;

b) evaluated the effectiveness of the registrant’sldésire controls and procedures as of the end of
the period covered by this quarterly report (tevaluation Date"); and

c) presented in this quarterly report our conclusiansut the effectiveness of the disclosure controls
and procedures based on the required evaluatiohthe Evaluation Date;

The registrant's other certifying officers and Véalisclosed, based on our most recent evaludtiche
registrant’s auditors and the audit committee gfsteant’s board of directors (or persons perfogrthe
equivalent function):

a) all significant deficiencies in the design or opiEna of internal controls which could adversely
affect the registrant’s ability to record, processnmarize and report financial data and have
identified for the registrant's auditors any matkweaknesses in internal controls; and

b) any fraud, whether or not material, that involvemnagement or other employees who have a
significant role in the registrant's internal cadr and

The registrant's other certifying officers and Vé@andicated in this quarterly report whether ot there
were significant changes in internal controls ootiner factors that could significantly affect irrtal
controls subsequent to the date of our most remaitiation, including any corrective actions wiggard
to significant deficiencies and material weaknesses

May 14, 2009

/s/ ALLAN L. FRANK

Allan L. Frank, Vice Présit, Chief Financial Officer and Secretary
(Principal Accounting aRthancial Officer)



Exhibit 32.1

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 AXCES8eknational Inc. (the Company”) on Form 10-Q for the
period ended March 31, 2009, as filed with the 88es and Exchange Commission on the date herdef (
“Report”), |1, Allan Griebenow, President, Chief Executi@éficer and Principal Executive Officer of the Coamy,

certify, pursuant to 18 U.S.C. § 1350, as adoptedyant to Section 906 of the Sarbanes-Oxley A0, that to
my knowledge:

Q) The Report fully complies with the requirengerdf Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as applicable; and

(2) The information contained in the Report faigyesents, in all material respects, the financial
condition and results of operations of the Compatrthe dates and for the periods indicated.

[S/ ALLAN GRIEBENOW
Allan Griebenow
President, Chief Executive Officer and PrincipakEutive Officer

Dated: May 14, 2009



Exhibit 32.2

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 AXCES®.I (the ‘Company”) on Form 10-Q for the period ended
March 31, 2009, as filed with the Securities andfi&ange Commission on the date hereof (Repbrt”), |, Allan L.
Frank, Vice President, Chief Financial Officer, @ary and Principal Accounting and Financial Gifiof the
Company, certify, pursuant to 18 U.S.C. § 1350adspted pursuant to Section 906 of the SarbanesyOdt of
2002, that to my knowledge:

() The Report fully complies with the requirenserdf Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as applicable; and

(2) The information contained in the Report faigyesents, in all material respects, the financial
condition and results of operations of the Compatrthe dates and for the periods indicated.

/S/ ALLAN L. FRANK
Allan L. Frank
Vice President, Chief Financial Officer, Secretang Principal Accounting and Financial Officer

Dated: May 14, 2009



Exhibit 99.1

AXCESS INTERNATIONAL REPORTS FIRST QUARTER 2009 RESULTS

Dallas — May 14, 2009 — Axcess International Inc. (OTCBB: AXSI), a leading provider of wireless
business activity automation solutions, today reported results for the first quarter ended March 31, 2009.

Highlights for the Quarter ended March 30, 2009

* Record revenue in Q'1 2009 of $1.08MM compared to $.2MM for Q’1 2008 due to the contract for
the port infrastructure security system upgrade in Trinidad & Tobago

» Record revenue forecasted for CY 2009 based on port award total of $3.54MM

»  Profitability forecasted for Q’2 2009 as a result of port solution implementation timing
» Gross margin of 31% lower than average due to port contract implementation timing
»  Full year expectation for gross margins remains in 40-50% range

* Netloss per share of $0.03 improved due to revenue increase

» Axcess implemented its Micro-Wireless solution into Microsoft BizTalk Server 2009

* Micro-Wireless technology continues to demonstrate competitive advantages and opportunities
for future innovations

“The first quarter was dominated by our port security system infrastructure upgrade contract for the Port of
Port of Spain in Trinidad & Tobago,” said Allan Griebenow, president and CEO of Axcess. Mr. Griebenow
further stated, “We have been credited for our role in successfully securing the facility and the 34 heads of
state participating in the Fifth Summit of the Americas April conference held in Trinidad. As our second
such installation, we believe we have demonstrated on the world stage how advanced wireless
technologies, and Micro-Wireless technology in particular are necessary elements of advanced security
system solutions”.

Corporate and Industry Developments

Axcess’ systems for business and government use specialized Micro-Wireless technology to wirelessly
enable “things” for real time business activity automation solutions. The systems directly increase
productivity, security, safety and offer short term ROI's in traditional industries. Via its Micro-Wireless
communications, Axcess transforms common manual identification products into wireless devices capable
of automated identification, tracking and sensing.

Axcess turns manual property labels, bar codes, etc. into wireless asset tags capable of automating
enterprise asset management including automatic asset inventory, locating, tracking and protection.
Axcess turns manual access control badges into wireless personnel credentials for advanced workforce
management, safety and security. These include applications such as contractor time and attendance
data collection, visitor tracking for security and compliance, safety tracking and compliance reporting, and
workforce time and motion data collection and productivity management. Systems are also used for
advanced worker location determination and emergency evacuation management.

Micro-Wireless communications has been proven to represent the technological sweet spot where
autonomous wireless identification and data transfer are best enabled in very small, low cost battery-
powered devices. Regardless of their hardware platform or form factor, devices or tags commonly called
Dots™ operate in their own wireless frequency and are designed specifically for the unique need,
independent from interference and unobtrusive to backbone networks. Micro-Wireless eclipses other
wireless technologies such as cell phones, EPC-RFID, Ultra-Wideband (UWB), Zig-Bee, Wi-Fi and
Bluetooth which are not suited to the automated monitoring of personnel and assets in the enterprise
because of unacceptable cost, size, reliability, infrastructure and power consumption constraints.

In Q'1, Axcess won a competitive tender valued initially at $3.54MM for its port infrastructure solutions,
including visitor and vehicle tracking, wireless WMD sensing, various security scanner solutions and other
equipment designed to enhance the security solutions and resources at the main port, The Port of Port-of-
Spain in Trinidad & Tobago. The final value of the contract will be slightly higher due to additional items
procured following the award. The award is Axcess’ second in the region, following the 2007 award in
Barbados. Based upon the new award and its traditional channel partner sales, Axcess is forecasting
profitability for the second quarter 2009 and record revenues for CY/FY 2009.



During the quarter, Axcess successfully implemented its patented Micro-Wireless system into the
Microsoft BizTalk Server platform. BizTalk Server 2009 provides a solution that allows organizations to
more easily connect disparate systems, and then process the composite of information through pre-
defined rules to automate new areas of business operations. The collaboration between Axcess and
Microsoft Corp. will enable the collection of previously unavailable real-time business activity information
through Axcess’ “active” RFID system which wirelessly enables assets, personnel and sensors. The
strategic relationship results in an expanded set of tools that customers can use to drive productivity.
BizTalk Server is used by ninety percent of the Global 100, including the majority of retailers, hotel chains
and the largest U.S. companies in pharmaceuticals, chemicals, railroads, telecommunications and
aerospace and defense, opening additional sales avenues to Axcess. The unique aspect of Axcess’
Micro-Wireless technology is that the powered wireless devices attached to assets and personnel
autonomously collect their exact location ID and status that can be provided directly to Microsoft BizTalk
Server without a central processing element required by RFID and RTLS systems.

Bringing to market the complete set of innovative functions of Micro-Wireless creates an open architecture
for multiple sources of data to be acquired to deliver previously inaccessible information 24/7 in real-time.
These innovation and growth efforts continue to be supported by our shareholders and by key financial
advisor Amphion Innovations pilc.

First Quarter 2009 Financial Results

Revenue was $1,082,682 for the three months ended March 31, 2009 compared to $176,486 for the same
quarter in 2008. The majority of the increase relates to the Trinidad contract that was sold in 2009.

Gross margin was 31% or $336,708 in the first quarter 2009 as compared to 40% or $70,759, in the same
quarter in 2008. The 2009 margin percentage was adversely affected by the Trinidad transaction.
However, we continue to believe our margins will be stable in the 40%-50% range.

Research & development (R&D) expenses for the first quarter totaled $309,359, compared to $871,590 in
the year-ago period. The decrease in R&D is due to the timing of the development of the next generation
RFID product that was launched in the fourth quarter of 2007.

Selling, marketing, general & administrative (SMG&A) expenses for the first quarter totaled $719,012, as
compared to $713,485 in the prior year period. We did have a significant increase in selling expenses in
connection with the Trinidad transaction; however, we were able to offset them with lower headcount in
the selling and marketing area and lower marketing initiatives.

Other expense for the first quarter of 2009 totaled $63,551, as compared to $116,423 for the same period
in 2008. The majority of the change was relating to an increase in the gain on vendor settlements during
20009.

Net loss for the first quarter of 2009 was $759,878, as compared to $1,635,031 in the prior year’s first
quarter. The decrease in the net loss is a result of the decrease in research and development for the next
generation RFID platform and the impact of the Trinidad contract.

Recurring preferred stock dividend requirements for the first quarter of 2009 was $47,466, compared to
$76,955 for the same period in 2008. The majority of the decrease is due to the conversion of several of
the preferred shareholders converting their shares to common stock.

Net loss applicable to common stock for the first quarter of 2009 was $807,344, or $0.03 per share,
compared to a loss of $1,711,986, or $0.06 per share, for the first quarter of 2008. The difference in loss
in the current year period from the prior year is primarily attributable to the decrease in R&D and the
impact of the Barbados Contract.

Conference Call

In conjunction with the earnings release, Axcess invites you to listen to its conference call Thursday, May
14, 2009, at 12:00 A.M. (Eastern). To participate in the call, domestic callers can dial (888) 680-0865 and
international callers can dial (617) 213-4853 and enter the reservation code “96426390.” Participants
should dial into the call about 10 minutes prior to the start time.

For those unable to attend the live conference call, a replay will be available by dialing (888) 286-8010 for
domestic callers and (617) 801-6888 for international callers and entering the replay code “68051096.”
The replay will be available for one month beginning approximately two hours after the end of the call.
There is no charge for participants to access the live event or replay. The conference call and replay dial
in information is also available at Axcess’ Website at www.axcessinc.com.




About Axcess International Inc.

Axcess International Inc. (OTCBB: AXSI) provides wireless automatic identification and sensing solutions
for real-time business activity automation. When embedded into vehicle passes, property tags, personnel
badges and sensors, its revolutionary and patented Micro-Wireless technology enables automatic local-
area wireless data collection and control applications. The systems improve productivity, security and
safety and enable personalized education and entertainment. Typical applications include: “hands-free”
access control, automatic advanced workforce management, immersive entertainment, workflow
management, asset monitoring and distributed sensing. Axcess is a portfolio company of Amphion
Innovations plc (AIM: AMP). For more information on Axcess, visit www.axcessinc.com.

Contacts
Public Relations Axcess Contact Investor Relations
Driver Public Relations Axcess International James Kautz
Kenni Driver Allan Frank, CFO 888.654.5318
972.978.6455 972.407.6080 jkautz@epochfinancial.com
kenni.driver@driverpr.com afrank@axcessinc.com

This release contains forward-looking statements as defined in Section 21E of the Securities Exchange Act of 1934, including
statements about future business operations, financial performance and market conditions. Such forward-looking statements
involve risks and uncertainties inherent in business forecasts.




AXCESS INTERNATIONAL INC.
CONSOLIDATED BALANCE SHEETS
(Unaudited)

March 31, December 31,
2009 2008
ASSETS
Current assets:
Cash and cash equivalents $ 163,879 $ 51,392
Accounts receivable - trade, net of allowance faulatful accounts of
$30,320 and $27,424 for 2009 and 2008, respectively 97,449 92,844
Inventory, net 81,906 142,782
Prepaid expenses and other 373,580 43,100
Total current assets 716,814 330,118
Property, plant and equipment, net 16,894 18,969
Deferred debt issuance costs 17,187 18,750
Other assets 50,474 53,062
Total assets $ 801,369 $ 420,899
LIABILITIES AND STOCKHOLDERS' DEFICIT
Current liabilities:
Accounts payable (includes $15,446 and $18,645 reidted party in
2009 and 2008, respectively) $ 980,799 $ 905,354
Accrued liabilities 388,364 502,566
Accrued interest 1,165,171 1,112,862
Deferred revenue 946,771 22,222
Notes payable (includes $1,038,273 with a relatatypn 2009 and
2008) 1,200,273 1,200,273
Dividends payable 325,947 280,394
Total current liabilities 5,007,325 4,023,671
Notes payable (includes $393,787 with a relatetypar2009 and
2008), net of discount of $9,476 and $13,092 in%2&0d 2008,
respectively 2,686,870 2,683,254
Total liabilities 7,694,195 6,706,925

Commitments and contingencies
Stockholders’ deficit:
Convertible preferred stock, 10,000,000 sharesoaizitd in 2009 and
2008. Without liquidation preferences; $0.01 yeue, 6,115,211
and 6,125,211 shares issued and outstanding in 2@d2008,
respectively 61,152 61,252
Common stock, $.01 par value, 70,000,000 sharé®anéd in 2009
and 2008; 31,222,016 shares issued and outstaimd#@p9 and

31,204,931 shares issued and outstanding in 2008. 312,220 312,050
Additional paid-in capital 165,842,396 165,641,922
Accumulated deficit (173,108,594 ) (172,301,250 )

Total stockholders’ deficit (6,892,826 ) (6,28602

Total liabilities and stockholders’ deficit $ 801,369 $ 420,899




AXCESS INTERNATIONAL INC.

CONSOLIDATED STATEMENTS OF OPERATION

(Unaudited)

Sales
Cost of sales

Gross profit
Expenses:
Research and development
General and administrative
Selling and marketing
Depreciation and amortization

Operating expenses
Loss from operations
Other income (expense):
Interest expense, net
Gain on vendor settlements

Other expense, net

Net loss

Preferred stock dividend requirements

Net loss applicable to common stock

Basic and diluted net loss per share

Weighted average shares of common stock outstanding

Three Months Ended

March 31,

2009 2008
$ 1,082,682 $ 176,486
745,974 105,727
336,708 70,759
309,35¢ 871,59C
324,453 387,43E
394,55¢ 326,05C
4,664 4,292
1,033,03¢ 1,589,367
(696,327)  (1,518,60¢)
(107,361)  (116,494)
43,810 71
(63,551 (116,423)
(759,878)  (1,635,031)
(47 %66  (76,955)
$ (807,344) $ (1,711,98¢)
$ (0.03)$% (0.06)
31,211,00¢ 29,388,88:




