
http://www.sec.gov/Archives/edgar/data/710597/000110465904008803/a04-3969_110ksb.htm

10KSB 1 a04-3969_110ksb.htm 10KSB 

 

U.S. SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

 

FORM 10-KSB
 

ý

 

ANNUAL REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES 
EXCHANGE ACT OF 1934 FOR THE FISCAL YEAR ENDED DECEMBER 31, 
2003

   
or

   

o

 

TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE EXCHANGE 
ACT

   
COMMISSION FILE NUMBER: 0-11933

   

AXCESS INTERNATIONAL INC.
(Exact name of small business issuer as specified in its charter)

 
Delaware

 

85-0294536
(State or other jurisdiction of incorporation or 

organization)
 

(I.R.S. Employer Identification No.)

   
3208 Commander Drive

Carrollton, Texas
 

75006
(Address of principal executive offices)

 

(Zip Code)
   

(972) 407-6080
(Issuer’s Telephone Number)

 
Securities registered pursuant to Section 12(b) of the Exchange Act: NONE

Securities registered pursuant to Section 12(g) of the Exchange Act:
 

Title of Class:
 

Name of exchange on which registered:

Common Stock, par value $.01 per share
 

Over-The-Counter Bulletin Board
   

23,975,373
(Number of Shares Outstanding as of: March 15, 2004)

 
Check whether the issuer (1) filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange 
Act during the past 12 months (or for such shorter period that the registrant was required to file such reports), and (2) 
has been subject to such filing requirements for the past 90 days.  Yes ý  No o

http://www.sec.gov/Archives/edgar/data/710597/000110465904008803/a04-3969_110ksb.htm (1 of 74)5/27/2004 3:10:27 AM



http://www.sec.gov/Archives/edgar/data/710597/000110465904008803/a04-3969_110ksb.htm

 
Check if there is no disclosure of delinquent filers in response to Item 405 of Regulation S-B contained in this form, 
and no disclosure will be contained, to the best of registrant’s knowledge, in definitive proxy or information 
statements incorporated by reference in Part III of this Form 10-KSB or any amendment to this Form 10-KSB.o
 
The issuer’s revenues for the fiscal year ended December 31, 2003 were $915,825.
 
On March 15, 2004, the aggregate market value of voting and non-voting common equity held by non-affiliates of 
the registrant was approximately $13,129,844. This amount was calculated by reducing the total number of shares of 
the registrant’s common stock outstanding by the total number of shares of common stock held by officers and 
directors, and stockholders owning in excess of 5% of the registrant’s common stock, and multiplying the remainder 
by the average of the bid and asked price for the registrant’s common stock on March 15, 2003, as reported on the 
Over-The-Counter Bulletin Board Market. The information provided shall in no way be construed as an admission 
that any officer, director or more than 5% stockholder of the issuer may be deemed an affiliate of the issuer or that 
such person is the beneficial owner of shares reported as being held by such person, and any such inference is hereby 
disclaimed.
 
Documents Incorporated by Reference:  None.
 
Transitional Small Business Disclosure Format: Yes  o  No  ý
 

 

 
AXCESS INTERNATIONAL INC.

INDEX
 

PART I
 

 

Item 1. DESCRIPTION OF BUSINESS
 

 

Risk Factors
 

   
 

Item 2. DESCRIPTION OF PROPERTIES
 

   
 

Item 3. LEGAL PROCEEDINGS
 

   
 

Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
 

   
PART II

 

 

Item 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDERS 
MATTERS

 

   
 

Item 6. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION 
AND RESULTS OF OPERATIONS

 

   
 

Item 7. FINANCIAL STATEMENTS
 

http://www.sec.gov/Archives/edgar/data/710597/000110465904008803/a04-3969_110ksb.htm (2 of 74)5/27/2004 3:10:27 AM



http://www.sec.gov/Archives/edgar/data/710597/000110465904008803/a04-3969_110ksb.htm

   
 

Item 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON 
ACCOUNTING AND FINANCIAL DISCLOSURE

 

   
PART III

 

 

Item 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTROL 
PERSONS;

 

   
 

Item 10. EXECUTIVE COMPENSATION
 

   
 

Item 11.  SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND 
MANAGEMENT

 

   
 

Item 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
 

   
 

Item 13. EXHIBITS AND REPORTS ON FORM 8-K
 

   
 

Item 14.  CONTROLS AND PROCEDURES
 

   
SIGNATURES

 

   
FINANCIAL SECTION

 

 

REPORT OF INDEPENDENT AUDITORS
 

   
 

Consolidated Balance Sheet
 

   
 

Consolidated Statements of Operations
 

   
 

Consolidated Statements of Stockholders’ Deficit
 

   
 

Consolidated Statements of Cash Flows
 

   
 

Notes to Consolidated Financial Statements
 

 
2

 
PART I

 
Forward Looking Statements
 
This annual report on Form 10-KSB includes “forward-looking statements” within the meaning of Section 27A of the 
Securities Act of 1933, as amended (the “Securities Act”), and Section 21E of the Securities Exchange Act of 1934, 
as amended (the “Exchange Act”), which can be identified by the use of forward-looking terminology such as “may,” 
“can,” “believe,” “expect,” “intend,” “plan,” “seek,” “anticipate,” “estimate,” “will,” or “continue” or the negative 
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thereof or other variations thereon or comparable terminology.  All statements other than statements of historical fact 
included in this annual report on Form 10-KSB, including without limitation, the statements under “Item 1. 
Description of Business” and “Item 6. Management’s Discussion and Analysis or Plan of Operation” and located 
elsewhere herein regarding the financial position and liquidity of the Company (defined below) are forward-looking 
statements.  Although the Company believes that the expectations reflected in such forward-looking statements are 
reasonable, it can give no assurance that such expectations will prove to have been correct. Important factors with 
respect to any such forward-looking statements, including certain risks and uncertainties that could cause actual 
results to differ materially from the Company’s expectations (“Cautionary Statements”), are disclosed in this annual 
report on Form 10-KSB, including, without limitation, in conjunction with the forward-looking statements and under 
the caption “Risk Factors.” In addition, important factors that could cause actual results to differ materially from 
those in the forward-looking statements included herein include, but are not limited to, inability to continue as a 
going concern, limited working capital, limited access to capital, changes from anticipated levels of sales, future 
national or regional economic and competitive conditions, changes in relationships with customers, access to capital, 
difficulties in developing and marketing new products, marketing existing products, customer acceptance of existing 
and new products, validity of patents, technological change, dependence on key personnel, availability of key 
component parts, dependence on third party manufacturers, vendors, contractors, product liability, casualty to or 
other disruption of the production facilities, delays and disruptions in the shipment of the Company’s products, and 
the ability of the Company to meet its stated business goals. All subsequent written and oral forward-looking 
statements attributable to the Company or persons acting on its behalf are expressly qualified in their entirety by the 
Cautionary Statements.
 
As used herein, references to the “Company” are to Axcess International, Inc., a Delaware corporation (“Axcess”) 
and its subsidiaries.
 
Item 1. DESCRIPTION OF BUSINESS
 
Recent Developments: Going Concern and Liquidity Problems
 
Our auditors have included an explanatory paragraph in their audit opinion with respect to our consolidated financial 
statements at December 31, 2003. The paragraph states that our recurring losses from operations and resulting 
continued dependence on access to external financing raise substantial doubts about our ability to continue as a going 
concern. Furthermore, the factors leading to and the existence of the explanatory paragraph may adversely affect our 
relationship with customers and suppliers and have an adverse effect on our ability to obtain financing.
 
We do not have sufficient working capital to sustain our operations.  We have been unable to generate sufficient 
revenues to sustain our operations. We will have to obtain funds to meet our cash requirements through business 
alliances, such as strategic or financial transactions with third parties, the sale of securities or other financing 
arrangements, or we may be required to curtail our operations, seek a merger partner, or seek protection under federal 
bankruptcy laws. Any of the foregoing may be on terms that are unfavorable to us or disadvantageous to existing 
stockholders. In addition, no assurance may be given that the Company will be successful in raising additional funds 
or entering into business alliances.
 
See “Risk Factors” and “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
 
The Company
 
Axcess, through its proprietary technology, provides advanced security surveillance and asset management systems 
that can automatically locate, identify, track, monitor, count, and protect people, personal property and vehicles. The 
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purpose of the systems provided by Axcess is to reduce loss and liability and improve operations to a client’s 
employees, personal property and facilities. Axcess utilizes two patented and integrated technologies: battery-
powered wireless tagging called Active-Radio Frequency Identification (RFID) and network based streaming digital 
video. The primary products or applications of our technology are network-based security video recording and 
surveillance (closed circuit television), automatic personnel and vehicle access control, and automatic asset tracking 
and protection. The video surveillance systems employ application and browser based software which allows security 
personnel to be notified of a potential security breach through the customer’s own local area network computer 
system or through the Internet. The alerts can be delivered to security personnel in the form of streaming video, 
emails or messages delivered to computer terminals, laptops and even hand-held wireless PDAs.  Axcess provides 
solutions in enterprise vertical markets such as data centers, retail and convenience stores, education, and corporate 
offices as well as homeland security markets such as air and ground transportation, water treatment facilities, oil and 
gas, power plants, and the Department of Defense.  Our principal offices are located at 3208 Commander Drive, 
Carrollton, Texas, 75006, and its telephone number is 972-407-6080.
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Company Evolution
 
Axcess was formed in November 1982 as Lasertechnics, Inc. Prior to 1999, Axcess, through two subsidiaries, sold 
high-end dye-sublimation card printers and high-speed laser marking equipment. During 1998, we determined that it 
could not be consistently profitable selling these products. Accordingly, in October 1998, we discontinued the 
operations of our 96% owned subsidiary, Sandia Imaging Systems Corporation, which was engaged in distributing 
and reselling high-end dye-sublimation card printers and consumables. We sold this business in December 1998. A 
second subsidiary, Lasertechnics Marking Corporation, was engaged in fabricating, distributing and selling high-
speed laser marking equipment. In April 1999, we sold Lasertechnics Marking Corporation to affiliates of Amphion 
Ventures, L.P., a major stockholder of ours. See also “Item 12. Certain Relationships and Related Transactions.”
 
Axcess then made a concerted effort to enter into the high technology security products marketplace, and identified 
RFID as its initial target. In September 1998, we consummated the acquisition of the RFID based intellectual 
property assets of ASGI, Inc. and Nauta, Inc., unaffiliated entities to Axcess. The intellectual property assets included 
a patent, trade secret rights, software, hardware, product designs and all other technical information necessary for us 
to manufacture and market RFID products to the access control and asset management markets.
 
In July 1999, Axcess acquired another company in the security technology marketplace in the digital video or CCTV 
area. We acquired substantially all of the assets, including the network video technology, of Prism Video, Inc. Prism 
Video, Inc. was engaged in the development, design, manufacture and marketing of video security technology and 
video storage products. Axcess then hired new senior management experienced in the packaging, sales, and 
marketing of high technology security products.
 
Axcess further developed the RFID and network-based streaming video technologies throughout 2002 and 2003. It 
also secured key reference accounts and established branding for its product lines during the period. In 
November 2001, we acquired all of the assets of IVEX Corporation relating to its VSA 1200 Project. The VSA 1200 
project was an embedded processor-based multimedia streaming network appliance that pushes advanced video and 
audio processing directly onto the corporate or Internet backbone, then to any point on the network, including 
handheld devices. Axcess believes that IVEX’s unique architecture offers a strategic platform on which to build 
value, adding video filtering and detection software, which we expect to improve the effectiveness of the IVEX 
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product line as well as provide a competitive advantage to us. Throughout 2002 and 2003, we used our reference 
customers and our brand awareness to secure key marketing channel partners. These partners are important to the 
future revenue growth of Axcess’ business due to their market presence. We believe that by integrating our systems 
into the systems of these channel partners, adoption of our technologies and products will be accelerated. Axcess has 
completed the integration efforts with certain channel partners and is in the process of integrating others.
 
In April 2003, we changed out name from Axcess Inc. to Axcess International, Inc.
 
Sales Channels
 
Axcess utilizes an indirect sales model focused primarily on system integrators as marketing channel partners 
capable of selling, installing and servicing network-based CCTV, access control and asset management applications. 
Other outlets include distributors, specialty dealers, catalog sales organizations, and OEMs (original equipment 
manufacturers). Axcess is continuing channel development in the security industry, by focusing on large system 
integrators that have significant sales in which we hope to participate in. The system integrators and dealers are 
responsible for the installation in almost all cases. Axcess has three sales people that support individual sales as 
needed. Using established channels to gain widespread exposure and sales leverage is a well-utilized model in the 
industry.
 
The indirect sales model allows us to address multiple industry segments generically, including manufacturing, 
wholesale / distribution, retail, services, government, education and finance. The indirect sales model fits the 
characteristics of our product portfolio with other products, which become system solutions that require custom site 
planning and installation. Sales generally have multiple locations with the average revenue per system location in the 
tens of thousands, and are based on a new technology and its application to traditional security problems. By working 
directly with established marketing channel partners, this indirect model also gives us the flexibility to introduce new 
products and applications as they are developed.
 
For certain focused large system sales opportunities, Axcess works more directly with end users. This approach 
enables us to prospect directly for selected larger transactions and reference accounts in a prudent, “opportunity 
driven” fashion. The eventual installation is still accomplished through an established channel partner.
 
Partnering
 
Axcess believes that the security integration business will continue to go through consolidations and grow by 
acquisition, and that each of the large integrators are working to develop full-product portfolios to provide the widest 
range of solutions for their customers. We also believe that our products can play a key role as strategic elements of 
these portfolios, and that the integrators bring to Axcess broad product and corporate exposure and sales capabilities. 
The security systems integration industry is a $4.5 billion segment, up from $1.5 billion in 1995 and the segment is 
growing at approximately 12% - 15% per annum according to a Security Distributing and Marketing (SDM) 
Magazine report. The largest global integrators that provide security technology solutions include Honeywell, Tyco, 
Siemens, Group 4 and General Electric.
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Axcess has signed partnering agreements with several integrators. In general, these agreements provide for the 
integrators to sell and market Axcess’ products, favorably price Axcess’ products based on the volume of the Axcess’ 
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products sold, provide customer service support for the Axcess products sold by the integrators, and integrate Axcess 
products into the integrator’s system. We believe this integration strategy has advantages over its prior partnership 
arrangements and will offer an increased opportunity for rapid sales growth.
 
Honeywell.    In 2000, Axcess signed a product development and marketing agreement with Honeywell and 
completed their integration and began actively marketing our products during the fourth quarter of 2003. Honeywell 
has bid and sold Axcess’ RFID products to support the United States Department of Defense procurements in asset 
management and we believe that some of the resulting programs may be awarded in 2004.
 
Sonitrol (Tyco).   In 2000, Axcess signed a strategic partnership agreement with Sonitrol. In 2002, Sonitrol finished 
the integration of Axcess’ software into the security-monitoring platform of Sonitrol. The solution provides video 
capability for their security monitoring franchises.
 
Software House, Sensormatic, and ADT (Tyco).    In 2001, Axcess was selected by Software House as the preferred 
provider of RFID solutions for asset management. Since then, Axcess’ ActiveTag™ products have been integrated 
into the C-Cure 800 access control system. Sensormatic and ADT also have the capability to sell the Axcess system 
integrated into C-Cure.
 
Other Integrator Partners
 
Axcess has signed partnership agreements with Anixter, Samsung USA, and Loronix (Comverse). The Axcess 
system has been integrated into the systems provided by Samsung, Iteras, and Loronix, totaling four integrators who 
have the Axcess system embedded into the solutions they sell.
 
Products and Technology
 
Under the ActiveTag™ label, Axcess supplies active RFID system solutions that connect directly into standard 
security systems or utilize the enterprise networks or the Internet. ActiveTag™ is a multi-use, single-system solution 
scaleable for small, medium, and large enterprises. This versatile technology has three patents awarded with 
applications for two additional patents pending. The system supports a variety of automatic monitoring and tracking 
applications, including electronic asset protection and asset management, and automatic personnel and vehicle access 
control.
 
ActiveTag™ uses small, battery-powered tags that, when automatically activated at control points throughout a 
facility, transmit a wireless message to palm-size receivers networked on an existing corporate local area network 
(commonly referred to as LAN). Tag identification and location information are instantly forwarded to a local 
security control panel or transmitted over the network to a host computer. ActiveTrac™ is an application software 
program that logs and displays the information from the tag to provide a comprehensive picture of the person, asset 
or vehicle being tracked. In addition, Axcess is continuing to develop OnlineSupervisor™ software, which has a 
browser-based display and provides real-time management solutions through reporting, display, and decision and 
control functions.
 
ActiveTag™ tracks assets as the assets enter, exit and move within a facility to monitor their whereabouts, detect 
theft and prevent loss. ActiveTag™ software can link assets and personnel together to provide a non-invasive, hands-
free access control and asset protection solution at perimeter doors and other controlled entry and exit points. 
Personnel tags include a panic button for increased personal safety and peace of mind. This software can track 
vehicle and equipment movements to provide real-time, paperless logistics data and automated gate control. Not only 
can pallets, containers or boxes be tracked in real-time, but also a beaconing feature (where the tag transmits on a 
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fixed time interval) allows the user to automatically count and monitor all inventory, even while stationary. One 
version of the RFID tag includes an embedded temperature sensor inside to monitor and transmit measurement of 
ambient temperature or to signal when the temperature moves outside of a defined range. This sensor capability is 
utilized today for helping with the early detection of computer server failure in data centers.  Another version of the 
RFID tag has external sensors so the tag can act as a low-cost wireless transmitter.
 
The Axcess Prism Video products offer a fully networked, digital video system for enterprises providing remote and 
local security video (CCTV), as well as digital video recording. Enterprises use this system to transmit and view 
video to detect security incidents. Axcess offers both standards-based compression, currently H.323 and JPEG, and 
proprietary VSLE video compression, supported by twelve patents with applications for one more patent pending. 
The advanced compression technology allows video to be viewed live over traditional phone lines or on any network 
computer, and recorded and efficiently stored for analysis at a later time. A full array of Prism Products, including 
cameras, transmitters and recorders, provide customers with low cost, enterprise-wide digital video solutions over the 
network. Cameras and transmitters can utilize any transmission facility, including phone lines, ISDN, LAN, Internet 
or other facility. High speed, real-time video and audio provides visibility into operations to improve life safety, 
improve efficiency, observe sales programs, reduce theft, and monitor compliance with both legal and corporate 
guidelines.
 
The LANconnect™ product line is comprised of advanced multimedia streaming network appliances that acquire 
video at the source, and then provide advanced video and audio processing over the network to digital recorders and 
on to the other points of the network. The combination of highly-integrated embedded processing power and 
programmability allows digital video processing to be distributed at the analog source, freeing up valuable network 
bandwidth, reducing video storage
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requirements, eliminating single point of failure and enabling the user to select the quality of the video. The 
LANconnect system also stores video digitally, which allows fully distributed storage. These storage possibilities 
make the video network efficient by transmitting needed video only, yet making all of the video available on 
demand. Only needed, “exception-based” video is transmitted either on alarm or on-demand.
 
The LANcam™ network camera transmits digitized CCTV video directly over an enterprise LAN at low bandwidths. 
Each camera is independently controllable, including the control for the amount of network capacity or bandwidth 
the camera utilizes, which prevents performance impacts on other applications.
 
Network-based digital video recording can be widely distributed geographically using LANcorders™ to provide easy 
access to recorded video along with live video on-demand. The Axcess specialized implementation includes a 
software only videocassette recorder, or time-lapse recorder, utilizing standard computers on the existing network for 
recording rather than dedicated hardware recorders. This architecture includes distributed video recording along with 
playback and live viewing over an existing computer network. We believe that this inherently low cost and flexible 
architecture establishes a foundation upon which we may compete today and in the future.
 
The Prism Video line includes a suite of software products for viewing live and recorded video. These products range 
from dedicated security software applications, to web page viewing for casual use. The products also permit a user to 
view video on wireless devices such as handheld computers connected to a standard wireless LAN system.
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The Onlinesupervisor™ system integrates the presentation of RFID data and digital video to a standard web browser. 
Through a display customized to each end user, real-time status is integrated with live and recorded digital video. 
Events that can be shown involve premises security, physical asset protection, personnel staffing, and operations 
performance. Up to the minute personnel and asset inventory counts are provided. Live streaming video is available 
of each site, via the network connection. Each monitored event is linked to the database of recorded video files to 
enable the viewing of tagged events such as personnel activity at door entrances and exits, access to controlled areas, 
and asset movements. The system is available as a standalone enterprise solution or as a portal-based solution hosted 
by Axcess. We believe that the system is unique in its ability to link information read from a tag with video clips and 
pictures from the scene surrounding the tag.
 
Typical applications of the our products include:
 

“Hands-free” automatic personnel identification and access control. Doors can be automatically opened as 
the accredited employee approaches the door, enabling rapid and easy entrance without presenting a card to 
be swiped. Multiple logical control zones can be set up within a facility, making key areas automatically more 
secure as non-authorized people are quickly identified. The identification can be linked to tagged assets to 
improve asset management accountability.
 
“Hands-free” automatic vehicle identification and access control. Vehicles automatically enter a controlled or 
gated area with a validated tag placed in the vehicle. The tag is recognized as it approaches the gate, allowing 
“rolling access” and facilitating entrance and exit speed. For industrial applications, driver tags and inventory 
tags can be matched to ensure integrity of the shipment.
 
Electronic asset protection and tracking. Assets, such as computers and medical equipment, are automatically 
tracked as they move throughout the facility and protected if they approach a perimeter door without 
authorization. Linking to custodian tags provides accountability and instant authorized movement.
 
Electronic fixed asset inventory and protection. Static assets such as desktop computers can be tagged and 
automatically inventoried at periodic intervals. Should the assets be moved, their location is identified and 
automatically tracked.
 
Electronic inventory control and tracking. Inventory items, such as pallets, crates, barrels and vessels, can be 
automatically located, identified, and tracked as they move, and protected against unauthorized removal.
 
Corporate CCTV digital video recording. Traditional security video recording can be done digitally, apart 
from the source camera to ensure efficiency, quality, performance and availability.
 
Remote CCTV surveillance. Traditional security surveillance is provided via telephone line or over the 
network to give remote viewing for security central monitoring and for operations review. In retail stores, this 
provides life safety as well as improved monitoring of operations. In schools, student monitoring is improved 
with live, on-campus video available to the police. In homeland defense, live video of an incident is available 
to authorities, including mobile professionals.
 
Automatic personnel accounting (mustering). In cases of catastrophic disaster involving buildings, tags on 
people are used to identify who exited safely.
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Markets
 
Axcess operates in the electronic security products and systems markets. Its products have been designed, built and 
introduced with general purpose, broad applications in mind, cutting across many industries. Some examples of 
product solutions in selected markets are provided below.
 

Retail CCTV.   Management and security station personnel can use Axcess products to remotely supervise 
facilities such as retail stores, convenience stores, and fast food stores from the desktop using video 
transmitted over an enterprise WAN, the Internet, or modem. Retail personnel can also use remote video 
systems in retail for life safety and to reduce employee theft. Axcess has many notable customers in this 
market.
 
Education. Various schools and universities are implementing tagging to protect data center assets; schools 
and universities are also using networked video for life safety reasons. Many schools and universities already 
have built-out networks, so RFID tagging and networked video may be added for the incremental cost of this 
equipment. Built-out networks also offer additional flexibility to move video remotely and share video data 
with school administrators and authorities. A federal program entitled “Safe Schools, Health Schools” is 
scheduled to fund additional security equipment in kindergarten through twelfth grade over the next several 
years, and Axcess intends to market its products to schools taking advantage of this program.
 
Corporate Access Control and Asset Management. Employees may gain access to company premises using 
automatic hands-free personnel RFID tags that may also be placed on corporate assets, such as laptops, to 
track movements and prevent loss. Axcess, through its control-point architecture, believes that it has a unique 
solution to address this market by tagging laptops and implementing control zones.
 
Corporate Security CCTV.  We believe that security CCTV is the fastest growing segment for security 
products and systems. Management personnel can use security CCTV to view live motion video over the 
network and access stored video clips on-demand of operations activity, personnel corporate compliance, and 
security. Many existing security systems are analog, limiting video availability to cabled networks and 
videocassette recorder tape. The Axcess products provide a bridge from analog systems to digital networks. 
Networked video enables viewing from desktops and wireless handhelds by multiple departments. Recorded 
video may be made available to numerous locations on the corporate LAN or via the Internet.
 
Airport Security and Homeland Defense. Axcess can provide hands-free premise access control to employees 
and authorized vehicles needing easy, secure access to the terminal and tarmac. Our products can provide 
controlled access for fuel trucks at the fuel depot. Courtesy vehicles can use access control for added gate 
security. Networked video and recording may be added to the network infrastructure to extend security 
visibility throughout the terminal and grounds.
 
Data Center Asset Management. Axcess products locate and protect computer servers, central processing 
units and other equipment using RFID tagging. Tagged servers can also be monitored with temperature sensor 
tags that not only protect against loss and misplacement, but also provide an early indication of potential 
failure. Axcess products provide security and visibility from the entrances to the server and cage level. Many 
legacy data centers and computer rooms have the same characteristics. In addition to tagging the computers, 
users of Axcess products can tag authorized personnel to facilitate easy movement of the assets and to restrict 
access to sensitive areas. Video complements the asset management application by providing live viewing 
capability into the co-location cage or cabinet area. Archived video is also available to investigate asset-based 
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activity alarms.
 
Healthcare Resource Management. Our products have been designed to tag personnel and equipment to 
provide better utilization of clinical devices, to locate patients, and to stage devices in order to speed up 
procedures. Users of our RFID tagging products may reduce equipment and personnel costs associated with 
patients moving within the facility. Our equipment may enable healthcare facilities to increase revenues from 
more efficient billing of equipment usage.
 
Inventory and Transportation Management. Cartons, pallets, containers and even missiles may be tagged so 
they can be located, tracked and monitored to facilitate movement, rapid order picking and inventory 
verification. Bar coding is common in source product labeling at the start of the supply chain. Once products 
are packaged in larger containers for shipping and warehousing, RFID tagging complements bar coding and 
the warehouse system by enabling automatic long-range identification and location of products. In production 
applications, the tag can be a wireless sensor for a production line, transmit information about the build 
specifications for a product, and send notifications from the finished goods area after production is completed.
 

Patents and Proprietary Technology
 
Axcess relies on a combination of patents, trade secrets, technology licenses, and other intellectual property rights. In 
total, we have received fifteen U.S. patents with international coverage around the globe. We also have three patents 
in various stages of prosecution with foreign patent authorities. The period covered by our issued patents ranges from 
seven to seventeen years. We intend to protect and enforce our intellectual property rights and to preserve our rights 
relating to our key product technologies to the extent commercially reasonable. We have applied for registration of a 
number of trade and service marks,

 
7

 
including Axcess Inc.™ the Axcess Inc. (logo)™ LANcam, ActiveTag™, onlineaccess.com™, Prism Video™ and 
LANcorder™.
 
Engineering and Development
 
The Prism Video™ product line provides flexible capture and placement of video on a network for recording and 
display over the network. During 2002, we completed the majority of the integration tasks for the Prism Video™ line 
with the transmitter products we acquired from IVEX Corporation. The IVEX products included a network 
transmitter capable of serving up to eight simultaneous viewers, and a combined transmitter and recorder, which 
allow recording to be done and retained, near the camera. The IVEX products are integrated into our core software 
platforms to offer customers an increased range of feature and function options. During 2002, we completed 
development of specific feature and function enhancements to its Prism Video™ product line that integrators have 
requested. We are developing advanced video processing algorithms and will continue to focus on these algorithms 
to increase the intelligence of our video appliances. Examples of these algorithms include advanced motion 
detection, motion tracking, speed and direction measurement, object addition and subtraction detection, facial 
recognition and people counting.
 
During 2002, we developed a new, smaller key-fob size form factor for the RFID tags and during 2003 we 
introduced an electronic bracelet for automatically identifying, tracking and protecting people or assets.  We expect 
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that these tags will reduce the cost of a personnel tag compared to previous form factors. We continue to look at the 
development of new semiconductors for integrating RFID functions into smaller and less costly devices. We intend 
to work toward the inclusion of various sensors, such as motion, humidity and power, to enable the tagging system to 
more fully address market needs in the data center and logistics markets. We anticipate that third party improvements 
to battery technology and manufacturing methods will enable size reduction.
 
OnlinesupervisorTM is a highly versatile product where radio frequency identification (RFID) tag transmissions are 
received from readers over the network, then filtered against the various criteria needed for managing a business 
most productively.  The integration middleware enables virtually any data format to be received, translated into 
another, and transmitted to the destination system. The browser-based viewing dashboard is customizable by type of 
user, particularly useful for customized alerting. Alerts are linked automatically to a digital video clip of the 
transaction for supervisory review.  Onlinesupervisor™ development continues to add additional data sources that 
can be delivered over the same platform, making the product expandable beyond RFID data on an industry specific 
basis into areas including condition monitoring and data mining.
 
Competition
 
The market for our products and services is intensely competitive and is characterized by rapidly changing 
technology, evolving user needs and the frequent introduction of new products.
 
A number of our competitors are more established, benefit from greater name recognition and have substantially 
greater financial, technical and marketing resources. We believe that the principal factors affecting competition in 
our markets include product functionality, performance, flexibility and features, use of open standards technology, 
quality of service and support, company reputation, price and overall costs of ownership. In order to compete, we 
seek to provide products that are technologically superior and that deliver better value. We believe that the following 
factors help distinguish our products from those of competitors.
 
The ActiveTag™ RFID automatic identification system benefits from low cost, long-range tag activation and 
transmission, which have a small form factor, long-term battery life, and also a platform for adding sensor 
capabilities. The activation of tags occurs at a separate low frequency, a patented approach, which we believe, gives 
Axcess an advantage among active RFID companies in the ability to establish physical control points, such as 
doorways, and virtual control points, such as hallways. The receiver system is designed as a low cost infrastructure 
that connects directly into legacy systems and also runs on a standard Ethernet network backbone. The system is 
flexible enough to support multiple applications for people, physical assets, and vehicles. Finally, the tag data is 
integrated with live and recorded streaming video on a multi-user browser display platform for both casual viewing 
and industrial requirements.
 
Flexibility comes from the use of dual frequencies for wake-up and transmission; low frequency on wake-up and 
UHF for transmission. Tag transmission at UHF penetrates all materials except metal, enabling reliable tag 
transmission. This also enables long range tag reads using omni-directional antennas so that no line of sight is 
required. A simple transmission protocol allows multiple tags to be read simultaneously. The advanced battery 
management design provides battery life of three to five years under normal operating conditions, and five to seven 
years with an enhanced battery. Control point activation, combined with the ability for tags to transmit on set time 
intervals or be queried individually enables the ActiveTag™ line to meet the major user requirements, including 
dynamic tracking, static tracking, multiple simultaneous tag reads, “authorized” movement of tagged assets, and a 
long read range for tag transmission, which we believe gives us an advantage. We also believe that these features 
enable the system to outperform passive systems, relative location positioning systems, and infrared and combo 
infrared / RFID systems from competitors.
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The Prism Video™ is a complete end-to-end system, which includes video transmitters, streaming video cameras, 
software digital recording, web display, and wireless handheld display are all integrated in an open architecture 
fashion on the
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network using the LAN and Internet. The solution reduces the need for special camera cabling, also enabling 
network-based video recording to be placed in geographically optimal positions. With the video on the network, all 
video is viewable from anywhere in the world the network provides authorized access. The all-digital solution 
focuses on event-based security breach detection, alarming, and evidence recording and notification. It makes a video 
security system more economic, have a greater geographical reach and operate more effectively. Personnel are able 
to focus on prevention and response rather than on evidence processing. Its efficiency is derived in part from 
advanced video compression performance, giving users the choice of standards-based H.323 and JPEG, or 
proprietary VSLE. Whether the video is compressed in the LANcam™ camera, the LANconnect™ network 
appliance products, or in a MicroMole video transmitter, the compression will use between two and thirty times less 
bandwidth than uncompressed systems. This means more cameras can be used on a given network, and if only 
standard modem links are available, the video performance will still be adequate. Even the fast performance 
proprietary scheme, VSLE, can be converted to the Windows standard .avi frame format for software-only recording 
and live display. The network appliances under the LANconnect product family are programmable, ready for 
upgrades in compression types and advanced video processing, which allows automated detection of security 
breaches. Axcess believes that its solutions provide an inherent parts cost advantage over competitor’s digital video 
devices due to the simplicity of the compression code when implemented in an embedded system such as the 
LANcam. Similarly, because of this compression efficiency, stored video will take up less capacity on a hard drive, 
or other type of storage media than other digital video recorders. All camera, transmitter, and storage products are 
network enabled. The Prism Video™ line includes over thirty interfaces to peripheral control equipment such as pan, 
tilt, zoom, and multiplexers making it compatible with legacy CCTV equipment and requirements.
 
Manufacturing and Suppliers
 
We outsource the manufacturing of our products and consequently depend on outside manufacturers to supply 
finished product. A large number of manufacturers in the U.S. have the capability to produce our products. We 
periodically seek bids for manufacturing and have multiple manufacturing sources for each of its products.
 
Although we depend on a number of outside suppliers for components of our products, we have designed our current 
line of products so that we are not dependent on a single source for any of our products’ components. Most of the 
components we use are “off the shelf” and are readily available. Although we have generally been able to secure 
adequate suppliers, the inability of the Company in the future to obtain sufficient suppliers of component parts could 
have a material adverse effect on our results of operations.
 
There are currently no long-term agreements between us and our manufacturers or suppliers.
 
Research and Development
 
If we have sufficient working capital, we plan to continually develop new products utilizing our existing technology 
and we plan to bring new products to market throughout 2004. During 2002, the assimilation of the IVEX video 
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products was largely completed. New products in both video and RFID will be built upon the core platforms now in 
place. In RFID, we believe that our new tag with a key-fob form factor and electronic bracelet will offer a lower cost 
and smaller version of the existing personnel access control tags. We believe these new tags will also be used for 
protecting assets from theft. In video, we believe that the architecture acquired from IVEX will lead to products with 
advanced detection software for automatically detecting security incidents. The new products should take advantage 
of the ability to record and store security video at the camera location and transmit both live and recorded security 
video via multiple simultaneous connections to critical users. There can be no assurance that we will have sufficient 
working capital to undertake these activities.
 
During 2003 and 2002, we spent $632,974 and $1,632,385, respectively, for research and development and plan to 
continue spending similar amounts in fiscal year 2004 to develop products to support our continued revenue growth. 
However, any such spending will be dependent upon our ability to raise additional capital, as we do not have 
sufficient revenues to support such an activity using our own resources.
 
Employees
 
As of December 31, 2003, we had fifteen full-time employees and no part-time employees.
 
Government Regulation
 
Government regulations have not had, nor are they expected to have, a material effect on Axcess’ financial condition, 
results of operations or competitive position. FCC approval is required for some of our principal products.
 
Environmental Factors
 
There has been, and it is anticipated that there will continue to be, no material effect upon Axcess’ capital 
expenditures, earnings, or competitive position due to compliance with existing provisions of federal, state and local 
laws regulating the discharge of material into, or otherwise relating to the protection of, the environment.
 
Risk Factors
 
We operate in a changing environment that involves numerous risks, some of which are beyond our control. The 
following highlights some of these risks.
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We may not be able to continue as a going concern or fund our existing capital needs.
 
Our auditors have included an explanatory paragraph in their audit opinion with respect to our consolidated financial 
statements for the fiscal year ended December 31, 2003. The paragraph states that our recurring losses from 
operations and resulting continued dependence on external financing raise substantial doubts about our ability to 
continue as a going concern. Our existing and anticipated capital needs are significant. We believe our existing 
financing arrangements and estimated operating cash flows will not be sufficient to fund our operations and working 
capital needs for the next twelve months and there can be no assurance that we will be able to fund our existing 
capital needs under our existing credit facilities or otherwise secure additional funding, if necessary. In addition, 
changes in our operating plans, the acceleration or modification of our existing expansion plans, lower than 
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anticipated revenues, increased expenses, potential acquisitions, or other events may cause us to seek additional 
financing sooner than anticipated, prevent us from achieving the goals of our business plan or expansion strategy, or 
prevent our newly acquired businesses, if any, from operating profitably. If we are unable to fund our existing capital 
needs under our existing credit facilities, or are otherwise unable to secure additional equity financing, if necessary, 
our business could be materially adversely affected. See Management’s Discussion and Analysis of Financial 
Condition and Results of Operation—Liquidity and Capital Resources.
 
We have a history of losses and expectation of future losses; uncertainty of future profitability; and limits on 
operations.
 
From our incorporation in 1982 through December 31, 2003, we have incurred an accumulated loss of approximately 
$150.0 million and have been profitable in only one fiscal year during that time. There can be no assurance that we 
will generate sufficient revenues to achieve profitability in the future. If we are unable to generate sufficient 
revenues, the valuation of purchased intellectual property may be affected. Recoverability of assets to be held and 
used is measured by a comparison of the carrying amount of an asset to future net flows expected to be generated by 
the asset. If such assets are considered to be impaired, the impairment to be recognized is measured by the amount by 
which the carrying amount of the asset exceeds the fair value of the asset. Our continued slow revenue growth and 
operating losses may indicate circumstances requiring an impairment to be recorded.
 
If our losses continue, we will have to obtain funds to meet our cash requirements through business alliances, such as 
strategic or financial transactions with third parties, the sale of securities or other financing arrangements, or we may 
be required to curtail our operations, seek a merger partner, or seek protection under federal bankruptcy laws. Any of 
the foregoing may be on terms that are unfavorable to us or disadvantageous to existing stockholders. In addition, no 
assurance may be given that we will be successful in raising additional funds or entering into business alliances. See 
Management’s Discussion and Analysis of Financial Condition and Results of Operation—Liquidity and Capital 
Resources.
 
We are dependent upon our proprietary technology and its marketability as state of the art.
 
The technology we use may become obsolete or limit our ability to compete effectively within the wireless, 
automatic identification and multi-media applicable industries. These industries are characterized by rapidly 
changing technology, evolving industry standards and frequent new product introductions. The introduction of 
products embodying new technologies or the emergence of industry standards can render existing products obsolete 
and unmarketable. Our success will depend on our ability to enhance our existing products. Our success will also 
depend on our ability to develop and introduce, on a timely and cost-effective basis, new products that keep pace 
with technological developments and emerging industry standards and that address increasingly sophisticated 
customer requirements.
 
Our business would be adversely affected if we were to incur difficulties or delays in developing new products or 
enhancements or if those products or enhancements did not gain market acceptance. Specifically:
 

•                  we may not be successful in identifying, developing and marketing product enhancements or 
new products that respond to technological change or evolving industry standards;
 
•                  we may experience difficulties that could delay or prevent the successful development, 
introduction and marketing of these products; and
 
•                  we may experience difficulties that could delay or prevent the successful development, 
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introduction and marketing of these products; and
 
•                  our new products and enhanced products may not adequately meet the requirements of the 
marketplace and achieve market acceptance or may not keep pace with advances made by our 
competitors.

 
We currently hold fifteen U.S. patents. We have three patents in various stages of prosecution with foreign patent 
authorities and several additional patents being prepared for filing. The time period covered by our patents ranges 
from seven to seventeen years; however, there can be no assurance that our technologies will be accepted in the 
marketplace. In addition, different technologies owned by others could arise that would be superior or more 
marketable than ours. See Description of Business—Patents and Proprietary Technology.
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The loss of one or more members of management or key personnel could adversely affect our operations and 
could lead to loss of clients and proprietary information.
 
Our business, success, growth, operating results, and profitability are dependent upon the skills, experience, efforts, 
performance, and abilities of members of management and other key personnel. We depend upon members of 
management and key personnel, including key sales personnel, to generate new business and to service new and 
existing clients. If any members of management or key personnel were to leave us, our business, success, growth, 
operating results, and profitability could suffer. If we lose any key personnel, we may also be unable to prevent the 
unauthorized disclosure or use of our technical knowledge, practices, procedures, or client lists by the former 
personnel. Disclosure or use of this information could harm our business.
 
We may face substantial competition in attracting and retaining qualified personnel, and may be unable to 
grow our business if we cannot attract and retain qualified personnel.
 
Our success will depend to a significant degree upon our ability to attract and retain highly qualified and experienced 
personnel who possess the skills and experience necessary to satisfy our business and client service needs. These 
personnel may be in great demand, particularly in certain geographic areas, and are likely to remain a limited 
resource for the foreseeable future. Our ability to attract and retain employees with the requisite experience and skill 
depends on several factors, including our ability to offer competitive wages, benefits, and professional growth 
opportunities. To attract and retain these individuals, we will be required to invest a significant amount of time and 
money. Many of the companies with which we will compete for experienced personnel have greater financial 
resources and name recognition than we do. In addition, an important component of overall compensation for our 
personnel will be equity. If our stock price does not increase over time, it may be more difficult to retain personnel 
who have been compensated with stock awards or options. The inability to attract, train, and retain experienced 
personnel could have a material adverse effect on our business.
 
Because we are significantly smaller and less established than a majority of our competitors, we may lack the 
financial resources necessary to compete effectively and sustain profitability.
 
We operate in competitive, fragmented industries and compete for clients with a variety of larger and smaller 
companies that offer similar products and services. These industries are subject to rapid technology changes and are 
significantly affected by new products and services and the marketing activities of industry participants, which may 
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often be beyond our control. Due to the nature of our business, we compete with companies in the security products, 
security consulting and defense industries. Although we primarily compete directly with firms who offer similar 
security products, we also compete directly and indirectly with a number of other companies, which provide and 
install large security systems as a single contractor. Many of these competitors are more established, offer more 
products, services and features, have a greater number of clients, locations, and employees, and also have 
significantly greater financial (based on total assets and annual revenues), technical, marketing, public relations, 
name recognition, and other resources than we have.
 
We also expect to experience increased competition from new entrants into the market. We may be unable to 
compete with large multi-product security companies, including the security divisions of large international firms. 
This increased competition may result in pricing pressures, loss of market share or loss of clients, any of which could 
have an adverse effect on our business, financial condition, operating results and cash flows. See Description of 
Business—Competition.
 
We are dependent upon third party manufacturers and suppliers to produce our products.
 
As a cost efficiency measure, we do not manufacture our own parts and product line but contract such supply and 
manufacture to third parties. The failure by any of our vendors, suppliers or contractors to fulfill their contractual 
obligations to us could adversely affect our operations. If we are unable to obtain sufficient components and 
manufacturers for our products, or develop alternative sources, delays in product introductions or shipments could 
occur and could have a material adverse effect on our results of operations. See Description of Business—
Manufacturing.
 
The voting control of Axcess is held by Amphion Group, and other stockholders are unlikely to have any 
ability to influence the governance or policies of our company.
 
As of March 15, 2004, Amphion Ventures, L.P. and affiliates of Amphion Ventures, L.P., including Amphion 
Partners, Amphion Investments, Antiope Partners, XL Vision, Inc., Amphion Investments, NVW, LLC, Amphion 
Capital Management, LLC and VennWorks, LLC (formerly incuVest LLC) (collectively, the “Amphion Group”) 
owned approximately 71% of our outstanding voting stock. This level of ownership provides the Amphion Group 
with the power to determine the outcome of almost any matter submitted for the vote or consent of our stockholders. 
Additionally, two of our five directors are affiliates of the Amphion Group. See Security Ownership of Certain 
Beneficial Owners and Management.
 
The price of our common stock has been highly volatile and may continue to be highly volatile, which may 
adversely affect your ability to sell your shares and our ability to raise additional capital.
 
The price of our common stock has been highly volatile and may continue to be highly volatile. For instance, from 
November 1, 2002 through September 15, 2003, our common stock traded from a low of $.025 to a high of $3.00 per 
share. The price of our common stock has experienced, and may continue to experience, significant volatility in 
response to many factors, some of which are beyond our control and may not even be directly related to us, including:
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•                  changes in financial estimates or recommendations by securities analysts regarding us or our 
common stock;
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