el0vc Pagel of 27

10-Q 1 d65217e10vq.htrFORM 1(-Q

http://lwww.sec.gov/Archives/edgar/data/710597/0@B408020677/d65217e10vqg.l  2/17/200!



el0vc Page2 of 27

Table of Contents

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-Q

4] QUARTERLY REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2008

or

O TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to

COMMISSION FILE NUMBER: 0-11933

AXCESS INTERNATIONAL INC.

(Exact name of small business issuer as specifiéd charter)

Delaware 85-029453I
(State or other jurisdiction of incorporation (I.R.S. Employer Identification Nc
organization

3208 Commander Drive
Carrollton, Texas 75006
(972) 407-6080
(Address, including telephone number and area aufd@rjncipal executive offices)

Indicate by check mark whether the registrant € filed all reports required to be filed by Sectd® or 15(d) of the Securities
Exchange Act of 1934 during the proceeding 12 m&wh for such shorter period that the registraas wequired to file such
reports), and (2) has been subject to such fileggiirements for the past 90 days. ¥&&No O

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, a-accelerated filer, or a smaller
reporting company. See the definitions of “largeederated filer,” “accelerated file and “Smallepogting company” in
Rule 12b-2 of the Exchange Act: (Check one):

Large accelerated fild ~ Accelerated fileld Non-accelerated filed Smaller reporting comparl
(Do not check if a smaller reporting compe

Indicate by check mark whether the registrantsell company (as defined in Rule 12b-2 of the Bxgle Act). Yedd No
Number of shares of common stock outstanding ooltgect31, 2008: 31,204,9:
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PART 1. FINANCIAL INFORMATION
ltem 1. Financial Statements

AXCESS INTERNATIONAL INC.
CONSOLIDATED BALANCE SHEETS

(Unaudited)
September 3C December 31
200¢ 2007
ASSETS
Current asset
Cash and cash equivale $ 223,42¢ $ 59,08¢
Accounts receivable — trade, net of allowance fautatful accounts of $25,176 and
$32,363 for 2008 and 2007, respecti 196,65 257,95
Inventory, ne 128,88t 193,40!
Prepaid expenses and ot 60,48¢ 77,50¢
Total current asse 609,45¢ 587,95
Property, plant and equipment, 24,23: 12,00:¢
Deferred debt issuance cc 20,31z 30,42
Other asse 66,00¢ 56,43¢
Total asse’ $ 720,01 $ 686,81¢
LIABILITIES AND STOCKHOLDERS' DEFICIT
Current liabilities
Accounts payab $ 831,86: $ 172,27¢
Accrued liabilitie! 1,489,22. 1,309,97
Deferred revent 25,71( 42,06(
Notes payable (includes $795,273 and $150,000 avithated party in 2008 and 2007,
respectively 947,27 150,00(
Dividends payabl 223,51 125,99:
Total current liabilitie 3,517,58. 1,800,30:
Notes payable (includes $393,787 with a relatetypar2008 and 200° 2,706,341 2,858,34!
Debt discour (2,955 —
Total liabilities 6,220,97! 4,658,65:

Commitments and contingencies (Notes 1 al
Stockholder’ deficit:
Convertible preferred stock, 10,000,000 sharesaoaiztbd in 2008 and 2007. Without
liguidation preferences; $0.01 par value, 6,1254198 6,860,116 shares issued and
outstanding in 2008 and 2007, respecti 61,25: 68,60!
Common stock, $.01 par value, 70,000,000 sharé®enéd in 2008 and 2007; 31,204,931
shares issued and outstanding in 2008 and 29,3D48#es issued and outstanding in

2007 312,05( 293,05(
Shares of common stock to be issued 25,000 shamfszecember 31, 20 — 25C
Additional paic-in capita 165,345,18 162,947,26
Accumulated defic (171,219,45) (167,281,00)

Total stockholder deficit (5,500,96) (3,971,83)

Total liabilities and stockholde’ deficit $ 720,01: $ 686,31¢

See accompanying notes to unaudited consolidateddial statement
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Sale:
Cost of sale

Gross profi

Expense:
Research and developm
General and administrati
Selling and marketir
Depreciation and amortizati

Operating expens
Loss from operatior
Other income (expens

Interest expen:
Gain on vendor settleme

Other income (expense),

Net los:

Preferred stock dividend requireme

Recurring

2006C Preferred equity offeri

2007 Preferred equity offeril
2008 Preferred equity offeril

2008B Preferred equity offeril
Preferred stock dividend requireme

Net loss applicable to common st
Basic and diluted net loss per st

Weighted average shares of common stock outsta

AXCESS INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF OPERATION
(Unaudited)

Page6 of 27

See accompanying notes to unaudited consolidateddial statements.

Three Months Endec Nine Months Endec
September 3C September 3C

200¢ 2007 200¢ 2007
$ 511,19 $ 281,65¢ $ 1,175,02: $ 2,963,43
250,89¢ 136,87 615,49: 1,280,97
260,29: 144,78! 559,52¢ 1,682,46!
451,27« 397,07 1,858,96. 2,691,49!
359,70 419,11( 1,105,51. 1,277,29.
298,85! 319,95 942,59 1,231,73
2,97¢ 3,48¢ 9,941 12,01¢
1,112,81. 1,139,622 3,917,01 5,212,54.
(852,519 (994,849  (3,357,48) (3,530,08)
(102,51 (81,54%) (397,07) (245,99)
2,21¢€ — 4,53¢ 25,79¢
(100,299) (81,54%) (392,53) (220,197
(952,81Y) (1,076,38) (3,750,02) (3,750,27)
(39,889 (79,729 (188,43() (239,16))
— — — (2,000,000
—  (2,050,00i) (2,050,001
— — (558,680) —
(171,98 — (171,989 —
(211,86)  (2,129,72) (919,100  (4,289,16)
$(1,164,68) $(3,206,11) $(4,669,12) $(8,039,43)
$ (0.0 $ (0.1 $ (0.16) $ (0.2€)
30,813,62 28,874,10 29,932,13 28,760,56
2/17/200!
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AXCESS INTERNATIONAL INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activiti
Net los:

(Unaudited)

Nine Months Endec
September 3C
200¢ 2007

$(3,750,02) $(3,750,27)

Adjustments to reconcile net loss to net cash byeaperating activitie:

Depreciation and amortizati 9,941 12,01¢
Amortization of financing discount and issuancetsose 7,15: 126,72
Gain on vendor settlements and statutory \-off of payable 71 (2,857)
Warrants issued for servic (7,612) —
Stock based compensation expe 547,65! 485,24:
Changes in operating assets and liabili
Accounts receivab 61,29¢ 88,18t
Inventory 64,51, 155,20:
Prepaid expenses and of 17,02( (38,929
Other asse (9,577) (51,78)
Accounts payable and accrued expe 1,080,78: 264,34

Net cash used by operating activi

Cash flow from investing activitie

(1,978,76)  (2,712,12)

Capital expenditure (22,170 (6,405
Net cash used by investing activi (22,170 (6,405

Cash flow from financing activitie
Net proceeds from issuance of common and prefestoed 1,519,99 3,577,50!
Net proceeds from exercise of employee op — 13,101
Principal payments on financing agreem (100,001) (246,78
Borrowings on financing agreeme 745,27 —

Net cash provided by financing activit

Net change in cash and cash equiva
Cash and cash equivalents, beginning of p:
Cash and cash equivalents, end of pe¢

2,165,27. 3,343,81

164,33 625,28!
59,08¢ 347,36:
$ 22342t $ 972,64t

Supplemental Disclosure of N-Cash Investing and Financing Activiti

Warrants issued as a debt disci

Accrued preferred stock divider

Conversion of preferred shares into common ¢
Conversion of accrued dividends into common ¢

$ 258,377 % —
188,43( 239,16:
7,351 65C
90,90¢ 330,96(

See accompanying notes to unaudited consolidateddial statements.

3
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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 provider of patented Radem&ency Identification (“RFID”) and Real Time Lomat Systems (“RTLS”)
solutions that locate, track, monitor, count anatget people, assets, and vehicles, thereby impgawioductivity, security and
access to real-time intelligence. The Company'stiosg, single-system solutions include active, dunal semi-active RFID
tags, activators and readers that support autommetigtoring and tracking applications, such asteteic asset protection and
asset management, and automatic personnel andevabiess control. Axcess’ web-based software gesva suite of
management tools that include reporting, displagigion and control functions that enable produtgtisecurity and local
positioning.

Our auditors included an explanatory paragiagheir audit opinion with respect to our condatied financial statements at
December 31, 2007. The paragraph states that ounrireg losses from operations and resulting cartthdependence on acc
to external financing raise substantial doubts abau ability to continue as a going concern. Fenthore, the factors leading to
and the existence of the explanatory paragraphadagrsely affect our relationship with customerd anppliers and have an
adverse effect on our ability to obtain financing.

We do not have sufficient working capital ts&in our operations. We have been unable to gensufficient revenues to
sustain our operations. We will have to obtain fut@meet our cash requirements through businbaesads, such as strategic
or financial transactions with third parties, tlaesof securities or other financing arrangemetsye may be required to curtail
our operations, seek a merger partner, or seekgiroh under federal bankruptcy laws. Any of theefming may be on terms
that are unfavorable to us or disadvantageousistiry stockholders. In addition, no assurance begiven that we will be
successful in raising additional funds or enteiittg business alliances.

The Company’s business plan for 2008 is pagdit principally upon the successful marketing®RFID. During the first
nine months of 2008, operating activities utilizggbroximately $2.0 million of cash. The Companyicpates that its existing
working capital resources and revenues from operatwill not be adequate to satisfy its fundinguiegments in 2008. We are
currently experiencing declining liquidity, lossesm operations and negative cash flows, which nia##ficult for us to meet
our current cash requirements, including paymentendors, and may jeopardize our ability to cargias a going concern.
Management is attempting to obtain equity finandorguse in the Company’s operations. In additimanagement is trying to
expand the Company’s sales and obtain profitabégaijons.

The future results of operations and financalidition of the Company will be impacted by tb#dwing factors, among
others: changes from anticipated levels of salasess to capital, future national or regional ecoiccand competitive
conditions, changes in relationships with customifficulties in developing and marketing new puots, marketing existing
products, customer acceptance of existing and medugts, validity of patents, technological chardgpendence on key
personnel, availability of key component parts,atefence on third party manufacturers, vendorsractars, product liability,
casualty to or other disruption of the productiaailities, delays and disruptions in the shipmdrthe Companys products, an
the ability of the Company to meet its stated bessngoals.

If the Company'’s losses or lack of operatiagital continue, the Company will have to obtainds to meet its cash
requirements through business alliances, suchr@ggic or financial transactions with third pastithe sale of securities or
other financing arrangements, or the Company matpeired to curtail its operations, seek a mepgetmer, or seek protection
under federal bankruptcy laws. Any of the foregaingy be on terms that are unfavorable to the Compadisadvantageous
existing stockholders. In addition, no assurancg beagiven that the Company will be successfubising additional funds or
entering into business alliances.

(b) Company Organization

The accompanying consolidated financial statesinclude the accounts of the Company and ijentyaowned
subsidiaries. All significant intercompany accouaisl transactions have been eliminated in condaida

The Company has received working capital inotes forms from Amphion Ventures, L. P. and affiis of Amphion
Ventures, L. P. including Amphion Partners, Amphiowestments LLC, Antiope Partners LLC, VennWorksCL(formerly
incuVest LLC), Amphion Capital Management LLC, Anig Innovations plc,

4
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Amphion Innovations US Inc. and NVW, LLC (colleatly, the “Amphion Group”). The Amphion Group owngpaoximately
56% of the outstanding voting common stock of tlen@any.

(c) Basis of presentation

The preparation of financial statements infoomity with accounting principles generally acasgin the United States
requires management to make estimates and assmshiat effect the amounts reported in the findrst&tements and
accompanying notes. As discussed below, the Compekes significant assumptions in recording itsvadince for doubtful
accounts, inventory valuation, impairment of longdl assets, warranty costs, the valuation allowdacdeferred tax assets,
the value of components of equity and debt instnisand stock based compensation expense. Actudtgeould differ from
those estimates, and the differences may be signifi

The accompanying unaudited financial statemastof September 30, 2008 and for the three mamith®#ine months ended
September 30, 2008 and 2007, respectively, have fo@pared in accordance with generally accepteduating principles for
interim financial information. Accordingly, they dwt include all of the information and footnotesjuired by generally
accepted accounting principles for audited findrsti@ements. In the opinion of management, therimtinformation includes
all adjustments, consisting only of normal recwgradjustments, necessary for a fair presentatigheofesults for the interim
periods. The footnote disclosures related to therim financial information included herein arealsaudited. Such financial
information should be read in conjunction with ttemsolidated financial statements and related rtbtto as of December .
2007 and for the year then ended included in onuahreport on Form 10-KSB for the fiscal year eh@=cember 31, 2007.

(d) Critical Accounting Policies and Estimates

Our most critical accounting policies, whiate ghose that require significant judgment, inctuallowance for doubtful
accounts, inventory valuation, warranty costs,vhleation allowance for deferred tax assets, theevaf components of equity
and debt instruments and stock based compensagp@mse. In-depth descriptions of these can be fauondr Annual Report
on Form 10-KSB for the fiscal year ended Decemler2B07 (the “2007 Form 10-KSB”). There have beemmaterial changes
in our existing accounting policies from the distlees included in our 2007 Form 10-KSB.

(e) Accounting for Uncertainty in Income Taxes

On January 1, 2007, we adopted FASB InterpogtdNo. 48, “Accounting for Uncertainty in Inconf@xes, an interpretation
of FASB Statements No. 109” (“FIN 48”). FIN 48 dfégs the accounting for uncertainty in income tskg prescribing a two-
step method of first evaluating whether a tax pasihas met a more likely than not recognition shidd and second, measur
that tax position to determine the amount of bernefbe recognized in the financial statements. #8\provides guidance on t
presentation of such positions within a classitatement of financial position as well as on degadtion, interest and
penalties, accounting in interim periods, disclesand transition.

As a result of the implementation of FIN 4& wmecognized no change in our recorded assetahilities for unrecognized
income tax benefits. Based on our analysis of allemal tax positions taken, management believesebthnical merits of these
positions are justified and expects that the folbant of the deductions taken and associated tagfite will be allowed.

FIN 48 requires the evaluation of a tax positas a two-step process. We must determine whigtisenore likely than not
that a tax position will be sustained upon exanmmatincluding the resolution of any related appeal litigation processes,
based on the technical merits of the positiorhdftax position meets the “more likely than notagnition threshold, then the
tax benefit is measured and recorded at the lasgeetint that is greater than 50 percent likelyeifg realized upon ultimate
settlement. The re-assessment of our tax positioascordance with FIN 48 did not result in any eni change to our
financial condition, results of operations or célskvs.

We have also assessed the classificationt@fast and penalties, if any, related to incomemaiters. Pursuant to the
application of FIN 48, we have made an accountlagt®n to treat interest and penalties relateiidome tax matters, if any,
a component of income tax expense rather than oghemating expenses.

(f) Inventory

Inventory is valued at the lower of cost orrked using the first-in, first-out method. Inventawvas comprised of the
following:
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September 3C December 31

200¢ 2007

Raw material $ 2156( $ 13,85
Work-in-proces 10¢ 104
Finished gooc 107,21¢ 179,44¢

$ 128,88 $ 193,40!

The Company recorded a charge of $8,419 fa@ritory impairment during the year ended Decemlte2B807. The amounts
reflect items that have not been able to be usetidoompany’s contract manufacturers in the bogdif additional products.
The impairment charges were as a result of thegganstrategy to contract manufacturing and tkleicgon of sales of video
products.

The components of cost of sales are summaagddllows:

Three Months Endec Nine Months Endec
September 3C September 3C
200¢ 2007 200¢ 2007
Product co: $245,62! $136,87: $580,22: $1,280,97
Warranty expen: 5,27: — 35,27: —
Inventory impairmer — — — —
Total $250,89¢ $136,87: $615,49: $1,280,97

(9) Stock-Based Compensation

Beginning January 1, 2006, the Company adadtedair value recognition provisions of StatemefEinancial Accounting
Standards No. 123RShare-Based Paymen{“SFAS 123R"),using the modified prospective transition methodaddition, th
Securities and Exchange Commission issued Stafbéaing Bulletin No. 107 “Share-Based Payment” (SKE") in
March 2005, which provides supplemental SFAS 128/lieation guidance based in the views of the SE@Jer the modified
prospective transition method, compensation casigeized in the twelve months ended December 316 #xludes:

(a) compensation cost for all share-based paynggatded prior to, but not yet vested as of JantaB006, based on the grant
date fair value estimated in accordance with thgirtal provisions of SFAS No. 123, and (b) compeiosacost for all share-
based payments granted beginning January 1, 2@88dton the grant date fair value estimated inrdacae with the
provisions of SFAS 123R. In accordance with the ifiedl prospective transition method, results faopperiods have not been
restated.

Stock based compensation expense under SF2/ fb2 the nine months ended September 30, 2002@0d was $547,655
and $485,243, respectively which was recorded arafing expenses. This expense increased netdoshare by $0.018 and
$0.017 for 2008 and 2007, respectively. The Comphdyot recognize a tax benefit from the stock pensation expense
because the Company considers it is more likely tia the related deferred tax assets, which haea beduced by a full
valuation allowance, will not be realized.

The Black-Scholes option-pricing model wasduseestimate the option fair value. The optiortimg model requires a
number of assumptions, of which the most significae, expected stock price volatility, risk-fregerest rate and the expected
option term (the amount of time from the grant daiél the options are exercised or expire). Expéatolatility was calculated
based upon actual historical stock price movemewis the most recent periods at the time of thatgraqual to the expected
option term. The expected option term was calcdlatng the “simplified” method permitted by SAB7LOrhere were no
options granted during the nine months ended Seee8th 2008 and 2007.

The following table illustrates the effect operating expenses:

Three Months Endec Nine Months Endec
September 3C September 3C
200¢ 2007 200¢ 2007
Research and development exps $ 63,69¢ $ 43,937 $202,72: $123,48!
General and administrative expe 70,712 93,071 252,15 279,77
Selling and marketing exper 27,08¢ 23,781 92,78 81,98:
Total $161,49¢ $160,80: $547,65! $485,24:

(h) Stock Options and Warrants
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Under the Company’s 2005 Equity Incentive Pthe Company may grant up to 5,000,000 sharesrofron stock to its
employees. The exercise price of each option idasstthan the market price of the Company’s stockhe date of grant and an
option’s maximum term is ten years. Options areegalty granted each year and have various vestiggirements. Options
granted typically vest over a four-year period. ingrthe nine months ended September 30, 2008 thg&oey made no grants
under the stock option plan.

With the shareholders approval of the 2005ifgdacentive Plan, the Company will not issue amyenoptions under the
Company’s 2001 Equity Incentive Plan or the DirestGompensation Plan. As of September 30, 2008 timpany had
373,715 options outstanding from the 1991 EquignPL125,000 from the Directors plan, 1,731,258 fthen2001 Equity plan
and 965,000 issued as inducements to hire. InttataCompany had 3,194,973 employee options outistgrirom plans other
than the 2005 Equity Incentive Plan.

The following table summarizes employee stoptions outstanding and changes during the ninegmsanded
September 30, 2008:

Outstanding Options
Weighted Weighted Average

Average Remaining Aggregate
Number of Exercise Contractual Term Intrinsic
Shares Price (in years) Value
Options outstanding at January 1, 2 5,550,97. $ 1.87
Options grante — —
Options exercise — —
Options forfeite: (158,001 1.82
Options outstanding at September 30, : 5,392,97. 1.87 5.6% $230,30(
Options exercisable at September 30, : 3,835,22. 1.9t 5.65 $230,30(

Options available for grants as of September 308 2,802,00!
The options outstanding at September 30, 2008 basreise prices as indicated in the table below:

Intrinsic Value of
Number of Weighted Average Vested Unexercise

Option Price Options Remaining Life Options
$0.00- $1.0C 808,00( 49¢ $ 230,30(
$1.01- $2.0C 3,436,25! 7.0¢

$2.01- $3.0( 701,87! 1.5¢

$3.01- $4.0( 178,84( 2.2¢

$4.01- $5.0( 20,00( 2.67

$5.01- $6.2¢ 248,00( 1.47

Total 5,392,97. 5.6 $ 230,30(

The Company has issued warrants to purchasencm stock in connection with issuance of notesaplgyto stockholders,
convertible debentures, and preferred stock. Thewng table summarizes warrants outstanding at&aber 30, 2008:

WEIGHTED

AVERAGE

EXERCISE
WARRANTS PRICE
Warrants outstanding at beginning of y 8,307,21. $1.7%
Warrants issue 1,916,36: 1.4z
Warrants exercis¢ — —
Warrants expired unexercis (500,001 2.0C
Warrants outstanding at end of y 9,723,57. 1.6€

The warrants outstanding at September 30, 2008 éeareise prices as indicated in the table below.

7
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Number of Weighted Average

Strike Price Warrants Remaining Life
$0.00- $1.0( 67,27¢ 4.7¢
$1.01- $2.0C 9,656,29! 3.4¢
Total 9,723,57. 3.5C

During the nine months ended September 308 2® Company issued an additional 1,916,361 wtsiiarconjunction with
various debt and preferred equity offerings. Therars price ranged from $0.75 to $1.50 and theyirexpetween January 15,
2013 and September 30, 2013. During that samegtr@Company had 500,000 warrants expire witheiridhexercised.

(i) Revenue Recognition

The Company’s revenue transactions consistgmnéately of sales of products to customers. Tom@any follows the
Securities and Exchange Commission (SEC) Staff Acting Bulletin (SAB) No. 10Revenue Recognitiand Emerging
Issues Task Force (“EITF”) Issue 00-R&venue Arrangements with Multiple Deliverabgecifically, the Company
recognizes revenue when persuasive evidence afamgement exists, title and risk of loss have pads the customer,
generally upon shipment, the price is fixed or dateable and collect ability is reasonably assuFest.those arrangements with
multiple elements, or in related arrangements tighsame customer, the arrangement is dividedseparate units of
accounting if certain criteria are met, includingether the delivered item has stand-alone valdlee@ustomer and whether
there is objective and reliable evidence of thevalue of the undelivered items. The considerateneived is allocated among
the separate units of accounting based on theyentive fair values, and the applicable revenuegeition criteria are applied
to each of the separate units. In cases where ithelgective and reliable evidence of the faiueabf the undelivered item in an
arrangement but no such evidence for the deliviteed the residual method is used to allocate trengement consideration.
For units of accounting which include more than debverable, the Company generally recognizeseaknue and cost of
revenue for the unit of accounting over the pemodhich the last undelivered item is delivered.

At the time revenue is recognized, the Compstgblishes an accrual for estimated warrantyresgeassociated with sales,
recorded as a component of cost of revenues. Thep@oy’s customers and distributors generally dchaee return rights.

We defer revenue for sales where we have gropteted the earnings process in accordance wétlpiplicable revenue
recognition guidance. These deferred amounts #exted as liabilities in our consolidated finaridtatements as deferred
revenue. Deferred revenue was $25,710 as of Septe30h2008 and $42,060 as of December 31, 2007.

(2) Contingencies

Axcess is engaged in a number of lawsuits afbroximately five vendors who claim they are owetbunts from $500 to
$45,000, which aggregates in total $76,326. Wecareently defending or seeking to settle each efubndor’s claims. At
September 30, 2008, we had accrued the delinquemiirts we expect to be liable for, based on thienslaescribed in this
paragraph.

(3) Preferred Stock

The Company has authorized 10,000,000 shmemwoertible preferred stock, of which shares gieated in three series are
currently outstanding. Information with respecthe series of preferred stock outstanding at eatdmbe sheet date is
summarized below.

Serie: Seriet Seriet Seriet Seriet Seriet Seriet Serie: Seriet
2003E 2004 200¢ 200¢ 2006E 2006¢ 2007 200¢ 2008E
Number of 2,750,000 625,000 2,750,000 1,200,000 750,000 200 205 120 80
shares
authorize:

Stated valut $ 0.01 $ 0.01 $ 0.01% 0.01$ 0.01 $0.01 $0.01 $0.01 $ 0.01

Number of shares issut
and outstandir

Dec. 31, 1,685,000 625,000 2,649,726 1,200,000 700,000 200 190 — —
2007

Sept. 30, 1,575,000 — 2,649,726 1,200,000 700,000 100 185 120 662/3
2008

Conversion 1to1l 1tol 1tol 1tol 1tol 1to 1to 1to 1to
ratio (or into into into into into 10,000 10,000 10,000 10,000
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(a) Series 2003B Preferred Stock

The Company completed a $3,132,500 exempeResf Stock offering under the Securities Act a83%ection 4(6) private
offering of preferred stock to accredited and insitbnal investors offering during the fourth quarof 2003. The Preferred
Stock is designated as 2003B Preferred and eacB@YQnit consisted of 40,000 shares of Prefertedk3earing a 7%
dividend, approximately 2,000 shares of commonkstoa 40,000 warrants to purchase the Company’srammstock
exercisable for two years at $2.75 per share. Tieeilog also included an automatic conversion i@mmmon Stock on a one 1
one basis if the closing twenty-day average stoaleps over $3.75.

As of September 30, 2008, there was $223,5tvmends accrued for Series 2003B Preferred Stbaring the nine
months ended September 30, 2008 we had two haddi¢hne Series 2003B convert their 110,000 sharestomon stock. As of
September 30, 2008 and December 31, 2007, the Gontyzal 1,575,000 and 1,685,000 shares of Serie3R®Beeferred share
outstanding, respectively.

In connection with the issuance of the 2003&étred Stock, the Company recorded preferrecksinddend requirements
of $1,782,831 that will be reflected as preferraxtis dividends as the underlying preferred stoakvests to common stock. As
of September 30, 2008 that amount is reflecteadtumulated deficit on the balance sheet.

(b) Series 2004 Preferred Stock

During the second quarter of 2004 the Compaised a net of $1,200,000 of additional workingitz through an exempt
Preferred Stock offering under the Securities A&283 Section 4(6) private offering of preferredck to accredited and
institutional investors. The Preferred Stock isigieated as 2004 Preferred and consisted of 62508fks of Preferred Stock
bearing a 7% dividend and 357,142 warrants to @msehhe Company’s common stock exercisable forysreos at $3.20 per
share. The offering also included an automatic eosion into Common Stock on a one for one bagleeiftlosing twenty-day
average stock price is over $4.00.

During the nine months ended September 308 2@0had one holder of the Series 2004 convent &25,000 shares to
common stock and all accrued dividends. Divideradgple were $0 and $42,000 for Series 2004 Prefstoek at
September 30, 2008 and December 31, 2007, resplyctis of September 30, 2008 and December 31,,26@7Company had
0 and 625,000 shares of Series 2004 Preferredsshatstanding, respectively.

In connection with the issuance of the 200&fétred Stock, the Company recorded preferred slaééiend requirements of
$1,002,540 that will be reflected as preferredlsttigidends as the underlying preferred stock caisvi® common stock. As of
September 30, 2008 that amount is reflected inractated deficit on the balance sheet.

(c) Series 2005 Preferred Stock

On December 30, 2005, the Company raised $813f additional working capital through an exerfpferred Stock
offering under the Securities Act of 1933 Secti¢®)$rivate offering of preferred stock to accrediand institutional investors.
The Preferred Stock is designated as 2005 Prefarréaonsists of 956,495 shares of Preferred Steaking no dividends.
However, the shares are convertible into commocksbm a one to one basis at $0.85. In additionCiimpany issued 956,495
warrants to purchase the Compangbmmon stock exercisable for five years at $p&ishare. Each warrant will be callable
the Company if and when the Company’s common sshieke price exceeds $3.00 per share for at leastyw20) consecutive
trading days. The Company used the proceeds fargkeworking capital.

A portion of the 2005 Preferred Equity Offeyiwas the conversion of a convertible note with Afop Innovations plc, an
affiliate of the Amphion Group, our majority shaoddter. The principal of the note converted

9
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was $500,000 and accrued interest of $4,521. Anmpailigo agreed to release its secured interest @egsX video patent
portfolio.

The Company also recorded a preferred stodketd of $813,021 relating to the beneficial casien feature and the
warrants that were issued in connection with th@52Breferred Stock Equity closed during Decemb@520

On March 14, 2006, the Company raised an mahdit $1,489,245 of additional working capital thgh an exempt Preferred
Stock offering under the Securities Act of 1933ttec4(6) private offering of preferred stock taceedited and institutional
investors. The Preferred Stock is designated aS P@€ferred and consists of 1,752,055 shares ééiiPed Stock bearing no
dividends. However, the shares are convertibleégotomon stock on a one to one basis at $0.85.ditiad, the Company
issued 1,752,055 warrants to purchase the Companogisnon stock exercisable for five years at $1 &0share. Each warrant
will be callable by the Company if and when the @amy’s common stock share price exceeds $3.00haee $or at least
twenty (20) consecutive trading days. The Compaitiyuse the proceeds for general working capital.

As of September 30, 2008 and December 31,,28@TCompany had 2,649,726 shares of Series 2@&Jérred shares
outstanding.

The Company also recorded an additional predestock dividend of $1,489,245 relating to thadfizial conversion feature
and the warrants that were issued in connectioln thiz 2005 Preferred Stock Equity closed duringdd&006.

(d) Series 2006 Preferred Stock

On May 31, 2006, the Company raised $1,200d3G@Iditional working capital through an exempeferred Stock offering
under the Securities Act of 1933 Section 4(6) gewaffering of preferred stock to accredited arstitational investors. The
Preferred Stock is designated as 2006 Preferred¢@msists of 1,200,000 shares of Preferred Stoakitgno dividends.
However, the shares are convertible into commocksbm a one to one basis at $1.00. In additionChimpany issued 600,000
warrants to purchase the Compangbmmon stock exercisable for five years at $p€i0share. Each warrant will be callable
the Company if and when the Company’s common ssbeke price exceeds $5.00 per share for at leastyw20) consecutive
trading days. The Company used the proceeds fargeworking capital.

As of September 30, 2008 and December 31,,28@TCompany had 1,200,000 shares of Series 2@Jérred shares
outstanding.

The Company also recorded an additional predestock dividend of $645,020 relating to the liefred conversion feature
and the warrants that were issued in connection thie 2006 Preferred Stock Equity closed during I26§6.

(e) Series 2006B Preferred Stock

On December 1, 2006, the Company raised $08@0additional working capital through an exerRpgferred Stock
offering under the Securities Act of 1933 Secti¢®)4rivate offering of preferred stock to accrediand institutional investors.
The Preferred Stock is designated as 2006B Preffamd consists of 750,000 shares of Preferred Steaking no dividends.
However, the shares are convertible into commocksbm a one to one basis at $1.00. In additionChmpany issued 750,000
warrants to purchase the Company’s common stocicisable for five years at $2.00 per share. The @om will use the
proceeds for general working capital.

$150,000 of the 2006B Preferred Equity Offgnmas from Amphion Innovations plc, an affiliatetbé Amphion Group, our
majority shareholder and $300,000 was from Ricl@afl Morgan our chairman and an affiliate of theghion Group.

As of September 30, 2008 and December 31,,286@7Company had 700,000 shares of Series 200éfrRrd shares
outstanding.

The Company also recorded an additional predestock dividend of $750,000 relating to the liered conversion feature
and the warrants that were issued in connection thid 2006B Preferred Stock Equity closed during 2@06.

(f) Series 2006C Preferred Stock

On January 29, 2007, the Company raised $2000®f additional working capital through an exémpeferred Stock
offering under the Securities Act of 1933 Secti¢®)4rivate offering of preferred stock to accrediand institutional investors.
The Preferred Stock is designated as 2006C Prdfarre consists of 200

10
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shares of Preferred Stock bearing no dividends. é¥ew the shares are convertible into common stock one to ten thousand
basis at $1.00. In addition, the Company issue@@,0D0 warrants to purchase the Company’s comnumk sixercisable for
five years at $2.00 per share. The Company willthsgroceeds for general working capital.

During the nine months ended September 308 2@0had one holder of the Series 2006C conveirt 1H@00,000 shares to
common stock. As of September 30, 2008 and DeceBthe2007, the Company had 100 shares and 200ssbiaBeries 2006C
Preferred shares outstanding, respectively.

The Company also recorded an additional predestock dividend of $2,000,000 relating to thadfesial conversion feature
and the warrants that were issued in connection thid 2006C Preferred Stock Equity closed durimpudey 2007.

(g) Series 2007 Preferred Stock

On August 28, 2007, the Company raised $108@0¢f additional working capital through an exerRptferred Stock
offering under the Securities Act of 1933 Secti¢®)4rivate offering of preferred stock to accrediand institutional investors.
The Preferred Stock is designated as 2007 Prefarréaonsists of 140 shares of Preferred Stockrzeao dividends.
However, the shares are convertible into commocksbm a one to ten thousand basis at $1.00. Irtiaddthe Company issued
700,000 warrants to purchase the Company’s comromk gxercisable for five years at $2.00 per share.

On September 28, 2007, the Company raised,368®f additional working capital through an exérfapeferred Stock
offering under the Securities Act of 1933 Secti¢®)4rivate offering of preferred stock to accrediand institutional investors.
The Preferred Stock is designated as 2007 Prefarréaonsists of 65 shares of Preferred Stock hgao dividends. However,
the shares are convertible into common stock omeat@ ten thousand basis at $1.00. In additionCmpany issued 325,000
warrants to purchase the Company’s common stodicisable for five years at $2.00 per share.

$250,000 of the 2007 Preferred Equity Offenvais from Richard C.E. Morgan our chairman andfiliaée of the Amphion
Group.

During the nine months ended September 308 2@0had one holder of the Series 2007 convei’ kisares to 50,000 shares
of common stock. As of September 30, 2008 and Deeed1, 2007, the Company had 185 and 190 shai®srigs 2007
Preferred shares outstanding, respectively.

The Company also recorded an additional predestock dividend of $2,050,000 relating to thadfesial conversion feature
and the warrants that were issued in connection thi 2007 Preferred Stock Equity closed duringgtinarter.

(h) Series 2008 Preferred Stock

On April 25, 2008, the Company raised $1,200,6f additional working capital through an exeRpt¢ferred Stock offering
under the Securities Act of 1933 Section 4(6) gewatfering of preferred stock to accredited arstitntional investors, which
have previously invested in Axcess. The PrefertediSis designated as 2008 Preferred and condid@0oshares of Preferred
Stock bearing no dividends. However, the sharesamgertible into common stock on a 1 to 10,000shds addition, the
Company issued 1,200,000 warrants to purchasedhg@ny’s common stock exercisable for five yeai$1ab0 per share.

The Company also recorded an additional predestock dividend of $558,686 relating to the liered conversion feature
and the warrants that were issued in connection thiz 2008 Preferred Stock Equity closed duringnihe months ended
September 30, 2008.

(i) Series 2008B Preferred Stock

Beginning on September 30, 2008 the Compattyoazed the raising of $600,000 of additional wingkcapital through an
exempt Preferred Stock offering under the Secsrifiet of 1933 Section 4(6) private offering of metd stock to accredited
and institutional investors. The Preferred Stoatdasignated as 2008B Preferred and consists di@@s of Preferred Stock
bearing no dividends. However, the shares are ¢thileeinto common stock on a ten thousand (10,@0@ne basis. In
addition, the Company issued 400,000 warrants tolfase the Company’s common stock exercisableveryears at $1.50 per
share. Each warrant will be callable by the Comphand when the Company’s common stock share mkeeeds $3.00 per
share for at least twenty (20) consecutive tradiags. The Company will use the proceeds for genevaking capital.

As of September 30, 2008 the Company had 6&#hshares of Series 2008B Preferred sharesaodisy.
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The Company also recorded an additional predestock dividend of $171,984 relating to the liered conversion feature
and the warrants that were issued in connection thid 2008 Preferred Stock Equity closed duringnihe months ended
September 30, 2008.

(4) Notes Payable
PV Proceeds Holdings, Inc.

Axcess reached an Agreement to Amend the BaecNote and Payment Term with PV Proceeds Holdingsthe holders
of a $4.0 million non-interest bearing note thaswae December 31, 2002 and was in default. PVeedscconsented to a five-
year extension of the note with an interest ratg8%fper annum from January 1, 2003 payable inafuthaturity on
December 31, 2007. Axcess reached an AgreemenPNitRroceeds Holdings, Inc. to extend the matwitthe note from
December 31, 2007 to December 31, 2012. Axces®ddoepay a $25,000 extension fee and to incréesimterest rate from
5.0% to 5.5%. Axcess has also agreed to redugeriheipal amount due by 10% of any equity procesus$ 20% of all procee
from options and warrants exercised. However, &eptember 30, 2008 no payment has been issuetinection with the
Series 2008 or 2008B Preferred Equity offerings.

Amphion Investment LLC

Axcess entered into a 6.75% convertible natk Amphion Investments, LLC, dated January 25,20the principal
outstanding under this note may be converted ietoisties of Axcess at the option of Amphion Inweshts on terms mutually
acceptable to the Company and Amphion Investmdrg.blorrowings are unsecured. The note was due Demedd, 2007,
Axcess reached an Agreement with Amphion Investemkeh€ to extend the maturity of the note to Decen8ig 2012. Axcess
agreed to increase the interest rate from 5.0%5%5

Convertible Note

On December 17, 2007 and through Septembe2(8IB, Axcess has entered into multiple convertildtes with Amphion
Innovations plc. If Axcess completes an offeringaa¥ of its securities and the aggregate proceedsdess are at least
$1,000,000 (“Transaction”) then Amphion would hdael the option to convert these notes on the samestas the completed
offering. If the loans are not repaid or convenpeidr to their maturity date then Axcess shall sso Amphion a warrant to
purchase Axcess Common Shares at the closing gnitkee given date equivalent to ten percent (LORPfeoutstanding
amount (i.e. amount outstanding divided by clositagk price times 10%). If the amount is not repaidonverted prior to the
next thirty days then Axcess will issue anotherramar equal to an additional 10% and that will coné every thirty (30) days
until Axcess has issued five warrants. As of Sepen30, 2008 the outstanding principal balancelbof #he outstanding notes
is $795,273 and the Company has issued 393,51&mtanwith strike prices that range from $0.75 tal8with a weighted
average of $1.11 during the nine months ended Bdgete30, 2008. The notes and balances as of Seete30p2008 are:

Balance as o
September 3C
Date of Note 200¢ Due Date Interest Rate
December 17, 20( $ 50,00( January 15, 20( 5.C%
January 14, 20( 150,00( February 15, 20( 5.C%
February 20, 20( 150,00 March 15, 200 5.C%
February 28, 20( 60,00 March 31, 200 5.C%
March 14, 200 63,000 April 15, 200¢ 5.C%
March 25, 200 55,00 April 30, 200¢ 5.C%
April 1, 200¢ 85,27: May 1, 200i 5.C%
April 7, 200¢ 22,00( May 1, 200: 5.C%
April 15, 200¢ 110,00 May 15, 200: 5.C%
July 30, 200 50,000 August 31, 200 5.C%
Total $ 795,27

As previously discussed, for all notes exedated detailed above, Amphion Innovations has it to convert the notes
payable under the same terms as a completed meéfeffiering occurring within a specified time peti@enerally 30 —45 day:
subsequent to the execution date). Therefore, deretion was given to the contingent beneficiavarsion feature due to the
trigger event that occurred on April 25, 2008 aegpt8mber 1, 2008 upon completion of the 2008 serieferred equity
offerings. For notes executed prior to March 149&8and on July 30, 2008, the option period exp#ed are no longer
considered convertible. For notes issued betweenchMib, 2008 and April 15, 2008 the conversiongn€$1.00 exceeded the
stock price of $0.88 on the date of
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contingency resolution. There is no incrementateéase of intrinsic value at the contingency resofutiate and therefore there
is no additional beneficial conversion discounbé&recorded.

(5) Significant Customers

During the three months ended September 318,28e Company had three customers that accofot&®% of revenue.
During the three months ended September 30, 2G0T dmpany had three customers that accounted #6roftevenue.

During the nine months ended September 308,20@ Company had three customers that accouotetd$o of revenue.
During the nine months ended September 30, 200C¢mepany had one customer that accounted for 67%&vehue.

(6) Recent Accounting Pronouncements

In September 2006, the FASB issued Statenfdfihancial Accounting Standards “SFAS” No. 157aitfFValue
Measurements” (“SFAS 157”). This statement wasotiffe as of the beginning of fiscal 2008. SFAS psGvides a common
fair value hierarchy for companies to follow in €enining fair value measurements in the preparaifdimancial statements
and expands disclosure requirements relating tofagwalue measurements were developed. SFAS IB5ifies the principle
that fair value should be based on the assumpti@ighe marketplace would use when pricing antasd@bility, rather than
company specific data. The adoption of SFAS 15/dichave a material impact on our results of dj@ra and financial
position.

In February 2007, the FASB issued SFAS No, 15Be Fair Value Option for Financial Assets aridHilities, Including an
amendment of FASB Statement No. 115" (“SFAS 15%tjis statement permits entities to choose to measamy financial
instruments and certain other items at fair vaha are not currently required to be measurediavéue. SFAS 159 was
effective as of the beginning of fiscal 2008 and ha impact on our results of operations and fiferposition.

In May 2008, the FASB issued SFAS No. 162,&¢Hierarchy of Generally Accepted Accounting Priles.” SFAS No. 16:
identifies the sources of accounting principles pravides entities with a framewaork for selectihg principles used in
preparation of financial statements that are preskeimconformity with GAAP. The current GAAP hiecay has been criticized
because it is directed to the auditor rather tharentity, it is complex, and it ranks FASB Statataef Financial Accounting
Concepts, which are subject to the same level efftacess as FASB Statements of Financial Accogii@tandards, below
industry practices that are widely recognized asegaly accepted but that are not subject to doeqss. The Board believes
GAAP hierarchy should be directed to entities beeatiis the entity (not its auditors) that is rsgible for selecting accounti
principles for financial statements that are présgim conformity with GAAP. The adoption of FASBZ.is not expected to
have a material impact on the Company’s consolilfitencial position and results of operations.

(7) Subsequent Event

On October 9, 2008 the Company raised an iaddit$100,000 of additional working capital thréwan exempt Preferred
Stock offering under the Securities Act of 1933 ttec4(6) private offering of preferred stock taceedited and institutional
investors. The Preferred Stock is designated aBR®0eferred and consists of 13 and 1/3 sharesedéiPed Stock bearing no
dividends. However, the shares are convertibleégotomon stock on a ten thousand (10,000) to onis.Hasaddition, the
Company issued 66,667 warrants to purchase the @wyifgocommon stock exercisable for five years ab@per share. Each
warrant will be callable by the Company if and wlilee Company’s common stock share price excee@®® $&r share for at
least twenty (20) consecutive trading days. The Gamy will use the proceeds for general working tdpi

The company has also entered into an addltloaa with Amphion Innovations plc. totaling $1000 leaving an outstandi
balance of $895,273.
Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations
Forward-Looking Statements

This quarterly report on Form 10-Q includesriffard-looking statements” within the meaning o€t8m 27A of the
Securities Act of 1933, as amended (the “Securhigtd), and Section 21E of the Securities ExchaAgeof 1934, as amended,
which can be identified by the use of forward-lgakierminology such as, “may,”
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“expect,” “could,” “plan,” “seek,

comparable terminology.

anticipate,” “stimate,” or “continue” or the negative thereofoter variations thereon or

These forward-looking statements are subfeeatious risks and uncertainties that could caaseal results to differ
materially from those referred to in the forward#ong statements and are made pursuant to the-teafor” provisions of the
Private Securities Litigation Reform Act of 19951€6e statements are made based on managemenrgist@xpectations or
beliefs as well as assumptions made by, and infdomaurrently available to, management.

A variety of factors could cause actual restdtdiffer materially from those anticipated iretGompany’s forward-looking
statements, including the following factors: chamfyem anticipated levels of sales, access to aifitture national or regional
economic and competitive conditions, changes itia@iships with customers, difficulties in developiand marketing new
products, marketing existing products, customeeptance of existing and new products, validity atepts, technological
change, dependence on key personnel, availabflkgy component parts, dependence on third partyufieaturers, vendors,
contractors, product liability, casualty to or atkiésruption of the production facilities, delaysdadisruptions in the shipment of
the Company’s product, and the ability of the Comp#p meet its stated business goals. For a détdifeussion of these and
other cautionary statements and factors that coalde actual results to differ from the Compangtsvrd-looking statements,
please refer to the Company’s filings with the S#ims and Exchange Commission, especially “IterDdscription of
Business” (including the “Risk Factors” sectionligin 1) and “Iltem 6. Management’s Discussion andljsis or Plan of
Operation” of the Company’s 2007 Annual Report onnfr 10-KSB.

Readers are cautioned not to place unduenoglian these forward-looking statements, whictectfinanagement’s analysis
only as of the date hereof. The Company does mib¢rtake any obligation to publicly revise thesenfard{ooking statements
reflect events or circumstances that arise afeedtite hereof. Readers should carefully reviewitikefactors described in other
documents the Company files from time to time with Securities and Exchange Commission.

Recent Developments: Going Concern and Liquidity Rsblems

Our auditors included an explanatory paragiagheir audit opinion with respect to our condatied financial statements at
December 31, 2007. The paragraph states that ounriieg losses from operations and resulting cartihdependence on acc
to external financing raise substantial doubts abau ability to continue as a going concern. Femthore, the factors leading to
and the existence of the explanatory paragraphadagrsely affect our relationship with customerd anppliers and have an
adverse effect on our ability to obtain financing.

We do not have sufficient working capital ts&in our operations. We have been unable to gensufficient revenues to
sustain our operations. We will have to obtain fut@lmeet our cash requirements through businbaesads, such as strategic
or financial transactions with third parties, ttadesof securities or other financing arrangememtsye may be required to curtail
our operations, seek a merger partner, or seekgiroh under federal bankruptcy laws. Any of theefming may be on terms
that are unfavorable to us or disadvantageousistirex stockholders. In addition, no assurance begiven that we will be
successful in raising additional funds or enteiittg business alliances.

Liquidity and Capital Resources

Since inception, we have utilized the procdealm a number of public and private sales of ayuity securities, the exercise
of options, convertible debt, shagrm bridge loans from stockholders and more régepteferred equity offerings and exerc
of warrants, to meet our working capital requiretseAt September 30, 2008, we had working capiedicd of $2,908,125.

Our operations generated losses in 2008. @l mcreased $164,337 during the nine months eBdpttmber 30, 2008 wi
operating activities using $1,978,764 of cash. WWeled operations through cash raised from contihgeanvertible debt and
preferred equity offering. No assurance can bergthat such activities will continue to be avaibd provide funding to us.
Our business plan for 2008 is predicated princypaion the successful marketing of our RFID prosgluéfe anticipate that our
existing working capital resources and revenues foperations will not be adequate to satisfy oadfog requirements
throughout 2008.

Our working capital requirements will depembn many factors, including the extent and timifigur product sales, our
operating results, the status of competitive prégltand actual expenditures and revenues compau@a tbusiness plan. We
currently experiencing declining liquidity, lossesm operations and negative cash flows, which nia##ficult for us to meet
our current cash requirements, including paymentehdors, and may jeopardize our ability to cargias a going concern. \
intend to address our liquidity problems by coriingl costs, seeking additional funding (throughitapaising transactions and
business alliances) and
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maintaining focus on revenues and collections.

If our losses continue, we will have to obthinds to meet our cash requirements through bssiakiances, such as strate
or financial transactions with third parties, tladesof securities or other financing arrangememtsye may be required to curtail
our operations, seek a merger partner, or seekgiroh under federal bankruptcy laws. Any of theefming may be on terms
that are unfavorable to us or disadvantageousistiex stockholders. We have no current conclusasto whether the current
financial crisis will have a detrimental effect our ability to raise capital or secure additionnaaihcing however it is likely that
obtaining debt or equity financing will be morefai@ilt for the foreseeable future. In addition, a&surance may be given that
we will be successful in raising additional fundseatering into business alliances.

Amphion Convertible Note

On December 17, 2007 and through Septembe2(8IB, Axcess has entered into multiple convertitnites with Amphion
Innovations plc. If Axcess completes an offeringaaf/ of its securities and the aggregate proceefdsdtess are at least
$1,000,000 (“Transaction”) then Amphion would hédael the option to convert these notes on the samestas the completed
offering. If the loans are not repaid or convernpeidr to their maturity date then Axcess shall sso Amphion a warrant to
purchase Axcess Common Shares at the closing gmitke given date equivalent to ten percent (L0Reoutstanding
amount (i.e. amount outstanding divided by clositagk price times 10%). If the amount is not repaidonverted prior to the
next thirty days then Axcess will issue anothernamar equal to an additional 10% and that will coné every thirty (30) days
until Axcess has issued five warrants. As of Sepem30, 2008 the outstanding principal balancelloof ghe outstanding notes
is $795,273 and the Company has issued 393,51&mtanwith strike prices that range from $0.75 tal8with a weighted
average of $1.11 during the nine months ended Bdgete30, 2008. The notes and balances as of Septe38p2008 are:

Balance as o
September 3C
Date of Note 200¢ Due Date Interest Rate
December 17, 20( $ 50,00 January 15, 20( 5.C%
January 14, 20( 150,00( February 15, 20( 5.C%
February 20, 20( 150,00( March 15, 200 5.C%
February 28, 20( 60,00 March 31, 200 5.C%
March 14, 200 63,000 April 15, 200¢ 5.C%
March 25, 200 55,000 April 30, 200¢ 5.C%
April 1, 200¢ 85,27: May 1, 200: 5.C%
April 7, 200¢ 22,00 May 1, 200: 5.C%
April 15, 200¢ 110,00 May 15, 200: 5.C%
July 30, 200 50,00(C August 31, 200 5.C%
Total $ 795,27.

As previously discussed, for all notes exeduated detailed above, Amphion Innovations has gimo to convert the notes
payable under the same terms as a completed mefeffiering occurring within a specified time pefi@enerally 30 —45 day:
subsequent to the execution date). Therefore, deration was given to the contingent beneficiaivarsion feature due to the
trigger event that occurred on April 25, 2008 aegt8mber 1, 2008 upon completion of the 2008 sereferred equity
offerings. For notes executed prior to March 14&@and on July 30, 2008, the option period exp#ed are no longer
considered convertible. For notes issued betweenchMib, 2008 and April 15, 2008, the conversiorgof $1.00 exceeded the
stock price of $0.88 on the date of contingencylig®n. There is no incremental increase of irdidrvalue at the contingency
resolution date and therefore there is no additibaaeficial conversion discount to be recorded.

Sales and Marketing Initiatives

In the past our sales volume has not beeicgiif to sustain our operations. During 2007, wetimiued to see broad-based
awareness and acceptance of RFID on a world-widis b@ur approach for 2008 has been:

1. We continue to focus on replicating our past sus;
2. We continue to add integrators and partners tealas channe

3. We continue to improve our professional skill ssetsl resources to grow the busin
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While there can be no assurance that ourteffaitl be successful, we believe that these acdismpents will assist us in o
goal of becoming profitable.

Results of Operations
Three Months Ended September 30, 2008 Compared tchfee Months Ended September 30, 2007

Sales and Gross Profigales for the three months ended September 88,\@6re $511,190 and for the three months ended
September 30, 2007 were $281,656. Cost of salahdédhree months ended September 30, 2008 weE&#5and for the
three months ended September 30, 2007 were $136[8&1gross profit for the three months ended Sepée 30, 2008 was
$260,292 and $144,785 for the three months endpte®&er 30, 2007. The majority of the increasealasis a result of the
increased size of the deals that were completedgltiie quarter. The gross margin percent for lineet months ended
September 30, 2008 and 2007 was 51%. We continexepiect the margin will continue to be stable ia 49% to 50% range.

Operating Expense®perating expenses were $1,112,811 for the thiwehs ended September 30, 2008 and $1,139,6:
the three months ended September 30, 2007. Thegapare basically flat year over year.

Research and development expenses were $45bRthe three months ended September 30, 200$329i6,074 for the
three months ended September 30, 2007. The magdrihe increase relates to an additional headcount

Corporate general and administrative expewses $359,703 for the three months ended Septe®th&008 and $419,110
for the three months ended September 30, 2007d&btiease is related to a reduction in investoticgla activity and lower
stock based compensation, offset by higher lega¢eses and costs associated with relocating oporate offices.

Selling and marketing expenses were $298,868e three months ended September 30, 2008 arffj¥&¥ for the three
months ended September 30, 2007. Selling and niagketpense were basically flat for the period caregd to the previous
year. We did have some increases in advertisingrade show expenses but were able to offset ttreases with decreases in
advertising and salary expenses.

Depreciation and amortization expenses wer@2for the three months ended September 30, 200%3,488 for the three
months ended September 30, 2007. The decreasesslaof decreased depreciation expense as & céshe age of our
equipment.

Other expenses, nédther expenses, net, were $100,296 for the ti@ghs ended September 30, 2008 and $81,545 for the
three months ended September 30, 2007. Intereshegpvas $20,967 higher during the three monthsce8dptember 30,
2008, compared to the three months ended Septe80b2007, reflecting the expense associated wéhwtrrants that were
issued with the convertible notes.

Net LossNet loss was $952,815 for the three months eagdember 30, 2008, compared to a loss of $1,096¢88he
three months ended September 30, 2007. The dedseaseénly related to improved gross profit.

Preferred Stock dividend requiremerfseferred Stock dividend requirements were $211{86%hree months ended
September 30, 2008 and $2,129,728 for three mamttied September 30, 2007. During 2008 we recoriiét], $84 related to
the 2008B Preferred equity offering. During 2007 eeorded $2,050,000 related to the 2007 prefexgeity offering.
Recurring preferred Stock dividend requirementseni39,883 and $79,728 in 2008 and 2007, respegtivel

Nine Months Ended September 30, 2008 Compared to N Months Ended September 30, 2007

Sales and Gross Profigales for the nine months ended September 3@ &@ée $1,175,022 and for the nine months ended
September 30, 2007 were $2,963,437. Cost of satdbé nine months ended September 30, 2008 wére, 484 and for the
nine months ended September 30, 2007 were $1,ZBOI®¢ gross profit for the nine months ended Sepés 30, 2008 was
$559,528 and $1,682,460 for the nine months enéptetber 30, 2007. The majority of the decreasalies is a result of the
Barbados Contract awarded in January 2007. Thesgnasgin percent for the nine months ended Septe&the008 was 48%
compared to 57% for the same period in 2007. Thetgross margin percent was a result of the Barbadntract. We
continue to expect the margin will continue to tebe in the 40% to 50% range.

Operating Expense®perating expenses were $3,917,011 for the norths ended September 30, 2008 and $5,212,543 for
the nine months ended September 30, 2007. The ityapdbthe decrease relates to the timing of theettgoment of our next
generation product, lower gross profit and incrdasaling expenses as a result of the Barbadosazint
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Research and development expenses were $3625&r the nine months ended September 30, 200%2y691,499 for the
nine months ended September 30, 2007. The majufritye decrease relates to the timing of the dgratmt of the next
generation RFID product. We released this new pebduring the second half of 2007. We are contigumexpense the
development as incurred.

Corporate general and administrative expenses $1,105,511 for the nine months ended SepteB8the2008 and
$1,277,294 for the nine months ended Septembe&2(®X¥,. The decrease is related to a reduction @l fegs, lower insurance,
lower director fees and reduced investor relatigpeases. Offset by slightly higher salary expenieiding lease and audit
fees.

Selling and marketing expenses were $942 60the nine months ended September 30, 2008 a28%7¥34 for the nine
months ended September 30, 2007. The majorityeofiitrease relates to decreased selling expeasiageb the Barbados
contract.

Depreciation and amortization expenses wer@4fi9for the nine months ended September 30, 2008%42,016 for the nine
months ended September 30, 2007. The decreasesslaof decreased depreciation expense as d oéshe age of our
equipment.

Other expenses, nédther expenses, net, were $392,537 for the nmatlms ended September 30, 2008 and $220,192 for the
nine months ended September 30, 2007. Intereshegpeas $151,080 higher during the nine monthsceB8éptember 30,
2008, compared to the nine months ended Septendh@087, reflecting the expense associated withwidreants that were
issued with the convertible notes.

Net LossNet loss was $3,750,020 for the nine months es#gdember 30, 2008, compared to a loss of $3,750 the
nine months ended September 30, 2007. The neislbssically flat over for the two periods.

Preferred Stock dividend requiremerfseferred Stock dividend requirements were $919f@08ine months ended
September 30, 2008 and $4,289,163 for nine momttisceSeptember 30, 2007. During 2008 we recordé8,686 related to
the 2008 preferred equity offering and $171,984tesl to the 2008B preferred equity offering. Durgi7 we recorded
$2,000,000 related to the 2006C preferred equigrioig and $2,050,000 related to the 2007 prefeecpdty offering. Recurrin
preferred Stock dividend requirements were $188a80$239,163 in 2008 and 2007, respectively.

Other
Inflation. During the last two fiscal years inflation hag had, and is not expected to have during thisfigear, a material
impact on the operations and financial conditiothef Company.

Item 3. Quantitative and Qualitative Disclosure abat Market Risk

None

Iltem 4. Controls and Procedures
Controls and Procedures

The Company’s chief executive officer and €fiiigancial officer are responsible for establigh#nd maintaining disclosure
controls and procedures for the Company.

(a) Evaluation of Disclosure Controls and Proceslure

Under the supervision and with the participatf our management, including our principal exeuofficer and chief
financial officer, we evaluated the effectivenetthe design and operation of our disclosure cdsiad procedures, as defined
in Rules 13a-15(e) and 15d-15(e) under the Seesrtikchange Act of 1934 (“Exchange Act, of September 30, 2008. Ba
on this evaluation, our principal executive offiegrd our chief financial officer concluded that,cdshe end of the period
covered by this report, our disclosure controls pratedures were not effective and not adequatsigded to ensure that the
information required to be disclosed by us in thgarts we submit under the Exchange Act is recomoletessed, summarized
and reported within the time periods specifiechia &pplicable rules and forms and that such inftonavas accumulated and
communicated to our chief executive officer ance€financial officer, in a manner that allowed fonely decisions regarding
required disclosure.

Based on our evaluation, management has corcchhde our internal control over financial repogtiwas not effective as of
September 30, 2008. Management has determine@)tag are unable to maintain the proper segregaifovarious accounting
and finance duties because of our small size amiteldl resources, (ii) much of the
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financial closing process is done off-line on alenic spreadsheets that are maintained on indivichraputers and are not
backed up and (iii) based on our staffing we relyoar Chief Financial Officer to provide a sign#itt amount of our
compensating controls.

We intend to remediate these material wealasedsring 2008. Notwithstanding these material weakes, we believe that
our financial conditions, results of operations aadh flows presented in this report of Form 10r€fairly presented in all
material respects.

(b) Changes in Internal Controls

During the period ended September 30, 2008ethas been no change in internal control over &iimmeporting that has
materially affected, or is reasonably likely to evélly affect our internal control over financi&porting.

PART Il. OTHER INFORMATION
Item 1. Legal Proceedings

Axcess is engaged in a number of lawsuits ajproximately five vendors who claim they are owetbunts from $500 to
$45,000, which aggregates in total $76,326. Wecareently defending or seeking to settle each efubndor’s claims. At
September 30, 2008, we had accrued the delinquemtizgts we expect to be liable for, for the claimsatibed in this
paragraph.

Iltem 1A. Risk Factors

Not required

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

During the three months ended September 318,28e Company issued unregistered securitiesrinection with the
transactions described below. The proceeds werkfosgeneral working capital requirements. Thedge of stock was
exempt from the registration requirements of theuides Act, as amended by virtue of Sections 4(R) 4(6) thereof, as
transactions not involving a public offering and@zlited investors only and an appropriate restedegend was affixed to the
stock certificates.

2008B Preferred Offering

Beginning on September 30, 2008 the Compattyoaued the raising of $600,000 of additional wingkcapital through an
exempt Preferred Stock offering under the Secsrifiet of 1933 Section 4(6) private offering of med stock to accredited
and institutional investors. The Preferred Stoottdsignated as 2008B Preferred and consists di@@s of Preferred Stock
bearing no dividends. However, the shares are ¢thleeinto common stock on a ten thousand (10,@0@ne basis. In
addition, the Company issued 400,000 warrants tolfase the Company’s common stock exercisablevieryiears at $1.50 per
share. Each warrant will be callable by the Comphand when the Company’s common stock share mkeeeds $3.00 per
share for at least twenty (20) consecutive tradiags. The Company will use the proceeds for genealting capital.

As of September 30, 2008 the Company had @8#&hshares of Series 2008B Preferred sharesaodisg.

The Company also recorded an additional predestock dividend of $171,984 relating to the liersd conversion feature
and the warrants that were issued in connection thiz 2008 Preferred Stock Equity closed duringnihe months ended
September 30, 2008.

Warrants

During the three months ended September 318 & Company issued an additional 404,143 wagtiantonjunction with
various debt offerings and the 2008B Preferred &dqdffering. The warrant price ranged from $0.7%1050, with a weighted
average strike price of $1.41 and they expire betwhily 1, 2013 and September 30, 2013.

2006C Preferred Equity

During the three months ended September 318 28e holder elected to convert 100 shares i®@01000 shares of Axcess
common stock. These shares had been previousksteegl under an SB-2 registration statement. Téleses were issued
during the three months ended September 30, 2008.
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2004 Preferred Equity

During the three months ended June 30, 20@&older elected to convert 625,000 shares intg0®26shares of Axcess
common stock. These shares had been previouskteegil under an SB-2 registration statement. Téleges were issued
during the three months ended September 30, 2008.

Item 3. Defaults Upon Senior Securities

None

Item 4. Submission of Matters to a Vote of Securitydolders

None

Item 5. Other Information
None

Item 6. Exhibits and Reports on Form 8-K
(@) Exhibits:

Exhibit No. Description
10.1 Form of Stock Purchase agreement for the 2008 B2Reef Equity Offering.

10.2 Form of Voting Common Stock Purchase Warrant betviee Company and certain investors of the exe@p8B
Preferred Stock Offering.

31.1 Certification of our President, Chief Executive i©&r and Principal Executive Officer, under Sect3@? of the
Sarbane-Oxley Act of 200z

31.2 Certification of our Vice President, Chief Finard@ficer, Secretary and Principal Accounting aniddncial
Officer, under Section 302 of the Sarbe-Oxley Act of 200z

32.1  Certification of our President, Chief Executive i©éfr and Principal Executive Officer, under Sect@@6 of the
Sarbane-Oxley Act of 2002

32.2  Certification of our Vice President, Chief Finarld@fficer, Secretary and Principal Accounting andancial
Officer, under Section 906 of the Sarbe-Oxley Act of 200z

(b) Reports on Form 8-K:

Date Description

October 28, 2008 Axcess International Inc. announced closing o2@88B Preferred Equity financing round. Incorpodate
herein by reference is Exhibit 3.1Certificate ofsigmation of Series 2008B Preferred Stock of Axcess
International, Inc

* Filed herewitl
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SIGNATURES

Pursuant to the requirements of the Securitiehange Act of 1934, the Registrant has duly edulis report to be signed
on its behalf by the undersigned thereunto dulhenited.

AXCESS INTERNATIONAL INC.,
Registrant

/s ALLAN GRIEBENOW
Allan Griebenow Director, President a
Chief Executive Officer (Principal Executive Offig

/s/ ALLAN L. FRANK

Allan L. Frank

Chief Financial Officer and Secretary
(Principal Accounting and Financial Office

November 14, 200
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