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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS
Board of Directors and Stockholders

American Access Technologies, Inc. and Subsidiaries

We have audited the accompanying consolidated balance sheet of American Access Technologies, Inc. and Subsidiaries as of December 31, 2000, and the related consolidated statements of operations, stockholders’ equity and cash flows for each of the two years then ended.  These consolidated financial statements are the responsibility of the Company’s management.  Our responsibility is to express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards.  Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall consolidated financial statement presentation.  We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of American Access Technologies, Inc. and Subsidiaries as of December 31, 2000, and the results of their operations and their cash flows for each of the two years then ended, in conformity with generally accepted accounting principles.

As more fully discussed in Note 2 to the consolidated financial statements, the Company is subject to certain risks and other matters.

RACHLIN COHEN & HOLTZ LLP

Fort Lauderdale, Florida

March 2, 2001, except for the last sentence of the last

                paragraph of Note 3 as to which the date is March 30, 2001

NOTE 1.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization and Capitalization

American Access Technologies, Inc. (“Company”) was incorporated on October 21, 1996, under the laws of the State of Florida.  The Company’s Articles of Incorporation, as amended on November 25, 1996, authorizes the Company to issue and have outstanding at any one time 10,000,000 shares of common stock, par value $.001 per share and 1,000,000 shares of preferred stock, par value $.001 per share. 

On October 2, 1998, the previously amended Articles of Incorporation were further amended to provide for the issuance of 60,000 shares of Series A 10% Senior Convertible Preferred stock. The amendment provided, among other things, that the holders of the Series A Preferred stock shall be entitled to voting rights equal to the votes that would be cast by the holders of the number of shares of common stock into which the Series A Preferred stock could be converted immediately prior to the taking of such votes, including any shares which would be issuable in payment of accrued and unpaid dividends. 

During November, 1998, the Company completed a $5,000,000 private placement of 50,000 shares of its Series A 10% Senior Convertible Preferred Stock, par value of $.001 per share, at $100.00 per share (See Note 12). During 1999, holders of the Series A Preferred stock converted 39,400 of the Series A Preferred shares into 289,981 common shares.  During January 2000, the remaining 10,600 shares of Series A Preferred were converted into 215,534 shares of common stock.

On February 14, 2001, the Articles of Incorporation were further amended increasing the shares of common stock authorized from 10,000,000 to 30,000,000 shares.  This amendment has been reflected retroactively in these consolidated financial statements.

Business

The Company develops specialized products for the telecommunications industry.  The Company has introduced its first proprietary product, a Zone Cabling Termination Cabinet (“Product”) which is manufactured and distributed to the telecommunications industry.  The Product is a device that is used in voice, computer and data transmission systems throughout the world.

Omega Metals, Inc. (“Omega”), a wholly-owned subsidiary of the Company, shears and molds metal and manufactures metal-formed products for customers principally in Florida and Georgia.

Zonecabling.com, Inc., a wholly-owned subsidiary, incorporated on May 4, 2000, is developing a Business-to-Business e-commence portal.

NOTE 1.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Business (Continued)

AATK.com, LLC was incorporated February 2, 2000 pursuant to a joint venture agreement.  The Company owns 76% of AATK.com which is inactive inasmuch as the joint venture has been dissolved and is the subject of pending litigation (see Note 15).

Principles of Consolidation
The accompanying consolidated financial statements include the accounts of the Company and its subsidiaries.  All material intercompany accounts and transactions have been eliminated.

Use of Estimates
The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes.  Although these estimates are based on management’s knowledge of current events and actions it may undertake in the future, they may ultimately differ from actual results.  Those estimates subject to potential change in the near term include allowances for doubtful accounts and notes receivable.

Revenue Recognition

The Company recognizes revenue from product sales at the time the product is shipped to the customer.  

Concentrations of Credit Risk
Financial instruments that potentially subject the Company to concentrations of credit risk consist primarily of cash and cash equivalents, accounts receivable and notes receivable.


Cash and Cash Equivalents

The Company maintains deposit balances at financial institutions that, from time to time, may exceed federally insured limits.  At December 31, 2000, the Company had deposits in excess of federally insured limits of approximately $147,000.  The Company maintains its cash with high quality financial institutions, which the Company believes limits these risks.


In addition, the Company maintains an investment account with a financial institution which is not insured by the FDIC.  These funds, which were invested primarily in money market instruments at December 31, 2000, may be subject to insurance by SPIC, Securities Investor Protection Corporation, subject to various limitations.  At December 31, 2000, $1,108 was held in this account.

NOTE 1.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Concentrations of Credit Risk (Continued)


Accounts Receivable


The Company does business and extends credit based on an evaluation of the customers’ financial condition generally without requiring collateral.  Exposure to losses on receivables is expected to vary by customer due to the financial condition of each customer.  The Company monitors exposure to credit losses and maintains allowances for anticipated losses considered necessary under the circumstances.

Cash and Cash Equivalents
The Company considers all highly liquid investments with an original maturity of three months or less to be cash equivalents.

Inventories

Inventories are stated at the lower of cost or market, with cost determined using an average cost method.  Inventory costs for finished goods and work-in-process include material, labor, production overhead, and outside services.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost and depreciated, using the straight-line method, over the estimated useful lives of the assets.  Gain or loss on disposition of assets is recognized currently.  Repairs and maintenance are charged to expense as incurred.  Major replacements and betterments are capitalized and depreciated over the remaining useful lives of the assets.

Patents
The Company has capitalized certain incremental costs incurred related to acquiring three patents on the Company’s products.  In each of the years 1998, 1999 and 2000, a patent was finalized and issued by the United States Patent Department.  The Company then began amortizing the cost of each patent over the patent’s life, 18 years.  Another patent is still pending at December 31, 2000 and, therefore, amortization of this patent has not commenced.

Product Development Costs

Costs in connection with the development of the Company’s product are comprised of design, production, consulting and other related professional fees.  These costs are charged to expense as incurred.

NOTE 1.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Advertising
Advertising costs are charged to expense as incurred.  Advertising costs incurred for the year ended December 31, 2000 and 1999 were approximately $33,000 and $43,000, respectively.

Income Taxes
The Company accounts for income taxes under the provisions of Statement of Financial Accounting Standards (SFAS) No. 109, “Accounting for Income Taxes”. SFAS No. 109 requires the recognition of deferred tax liabilities and assets for temporary differences, operating loss carryforwards, and tax credit carryforwards existing at the date of the financial statements.  An effective tax rate of 37% was used to calculate the deferred income taxes.

A temporary difference is a difference between the tax basis of an asset or liability and its reported amount in the financial statements that will result in taxable or deductible amounts in future years when the asset is recovered or the liability is settled.  Deferred taxes represent the future tax return consequences of these differences.

Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of

The Company accounts for long-lived assets in accordance with the provision of SFAS No. 121, Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to be Disposed of.  This statement requires that long-lived assets and certain identifiable intangible assets be reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.  Recoverability of assets to be held and used is measured by a comparison of the carrying amount of an asset to future net cash 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 assets exceeds the fair value of the assets.  Assets to be disposed of are reported at the lower of the carrying amount or fair value less costs to sell.

Recent Accounting Pronouncements

In June 1998, the Financial Accounting Standards Board issued SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”.  SFAS No. 133 requires companies to recognize all derivatives contracts as either assets or liabilities in the balance sheet and to measure them at fair value.  If certain conditions are met, a derivative may be specifically designated as a hedge, the objective of which is to match the timing of the gain or loss recognition on the hedging derivative with the recognition of (i) the changes in the fair value of the hedged asset or liability that are attributable to the hedged risk or (ii) the earnings effect of the hedged forecasted transaction.  For a derivative not designated as a hedging instrument, the gain or loss is recognized in income in the period of change.  On June 30, 1999, the FASB issued SFAS No. 137, “Accounting for Derivative Instruments and Hedging Activities – Deferral of the Effective Date of FASB Statement No. 133.”  

NOTE 1.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Recent Accounting Pronouncements (Continued)

In June, 2000, the FASB issued SFAS No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities.”  SFAS No. 133 as amended by SFAS No. 137 and 138 is effective for all fiscal quarters of fiscal years beginning after June 15, 2000.

Historically, the Company has not entered into derivatives contracts to hedge existing risks or for speculative purposes.  Accordingly, the Company does not expect adoption of this standard on January 1, 2001 to affect its financial statements.

In December 1999, the Securities and Exchange Commission issued Staff Accounting Bulletin, or SAB No. 101, “Revenue Recognition in Financial Statements”.  SAB 101 provides guidance for revenue recognition under certain circumstances.  The Staff Accounting Bulletin was effective during the fourth quarter of 2000, and did not have an effect on the Company’s consolidated results of operations, financial position and cash flows.

Reclassifications
Certain amounts in prior year financial statements have been reclassified for comparative purposes to conform with the presentation in the current year financial statements.

NOTE 2.
SUMMARY OF CERTAIN RISKS AND OTHER MATTERS

Profitability and Liquidity

As of December 31, 2000, the Company reflected stockholders’ equity of approximately $5,277,000.  However, the Company has incurred net losses of approximately $2,034,000 in 2000 and $1,678,000 in 1999, and has an accumulated deficit balance of approximately $5,379,000 at December 31, 2000.  The Company’s ability to achieve sustained profitable operations is dependent on continuing to achieve sales growth through expansion of sales and marketing efforts.  Management believes that cash flows from operations and additional financing available from other sources will be sufficient to fund operations.  There is no assurance that such events will occur.


Significant Related Party Transactions


In 1999, 2000 and continuing into 2001, the Company has entered into several significant related party transactions with current and former officers and directors.  See Notes 3, 5 and 20 for further information regarding these transactions.


Pending Litigation


The Company is involved in certain pending litigation concerning which it can not predict the outcome with any certainty (see Note 15).

NOTE 3.
NOTES RECEIVABLE, DIRECTORS AND STOCKHOLDERS


Notes Receivable in Exchange for Cash


In May and June 2000, the Company authorized loans to three directors, who also are officers of American Access or its subsidiaries, and who collateralized the loans with personal assets unrelated to these transactions. The collateralized loans were to enable these directors to cover margin calls precipitated by a drop in the price of the Company’s common stock. On May 31, 2000, two directors (one of whom is the Company’s president) each executed a promissory note and security agreement for $75,000 and $60,000 respectively, payable on or before December 31, 2000, with interest at 10%.  On June 8, 2000, a former Director and Chief Financial Officer executed two promissory notes and a security agreement for a total of $260,000, payable on or before December 31, 2000, with interest at 10%. Although the Company agreed to loan $260,000, ultimately only $200,000 was borrowed.  In October 2000, the two directors executed additional promissory notes with identical terms for $10,000 each, payable on or before April 30, 2001. All of these notes have been extended to June 30, 2001 by a vote of disinterested directors on January 14, 2001, in accordance with the Florida Business Corporation Act. 


In addition, the Company loaned $20,000 to a stockholder pursuant to a note receivable, interest at 10%, principal due December 31, 2001.

	
	
	
	Accrued/
	

	
	
	Principal
	Unpaid
	

	
	
	Balance
	Interest
	Total

	
	
	
	
	

	Officer/Directors/Stockholders
	
	$155,000
	$  7,710
	$162,710

	Former Officer/Director and 
	
	
	
	

	  Other Stockholders
	
	220,000
	11,278
	231,278

	
	
	$375,000
	$18,988
	$393,988


Notes Receivable in Exchange for Shares Held in Treasury

On June 14, 2000, the Company loaned 197,600 shares of treasury stock to the former Director and Chief Financial Officer to cover a margin call on the Company’s common stock.  This loan is secured with personal assets. The shares are to be returned to the Company at the earlier of the date the common stock price reaches $15 or June 30, 2001. This transaction was approved by disinterested directors in accordance with the Florida Business Corporation Act.  This note receivable is reflected as a separate component of stockholders’ equity (treasury stock receivable), and has been reduced from the original cost of the treasury stock to the estimated fair value of this stock at December 31, 2000 ($1.1875 per share).  On March 30, 2001, the shares were returned to the Company.

NOTE 4.
NOTES RECEIVABLE, OTHER

The Company has instituted litigation against the debtor and personal guarantor for default in payment of a promissory note of $325,000, with accrued interest in excess of approximately $36,000 at December 31, 2000. The original promissor assigned its obligations with written consent of the Company, after the Company filed a lawsuit for default of the original note of $500,000 plus 15% interest, of which approximately $63,000 was unpaid at December 31, 1999. Although the debtor paid an initial cash payment of $250,000, its obligations of $325,000 plus $36,562 in interest were in default at October 31, 2000. The Company is attempting to negotiate a settlement agreement with the debtor and the note’s guarantor.  An allowance for doubtful collectibility of the total outstanding principal balance, as well as all accrued interest, has been recorded as of December 31, 2000.

NOTE 5.
STOCK SUBSCRIPTION RECEIVABLE

During June, 1999, an individual affiliated with the investment banking firm involved in the Company’s registration as a public company, exercised options to purchase 270,000 shares of Company common stock at $8.00 per share for a total of $2,160,000.  The Company accepted as payment for these shares three notes receivable totaling $2,160,000.  The notes receivable, as amended, are due on December 31, 2001, and bear interest at 10%.  The Company can require the notes be paid in full sooner if the Company stock price equals or exceeds $35 (the market price of the Company’s common stock was $1.1875 at December 31, 2000).

The Company has recorded the exercise of these warrants, net of an allowance, by increasing common stock outstanding and increasing stock subscriptions receivable, a separate component of stockholders’ equity. The balance as of December 31, 2000 follows:

	Notes receivable
	
	$2,160,000

	Accrued interest receivable
	
	   551,978

	
	
	2,711,978

	Less allowance
	
	2,711,708

	
	
	$          270


The interest earned on the notes receivable has been recorded as an increase in stockholders’ equity rather than included in operations, because the transaction giving rise to the notes was an equity transaction.

NOTE 6.
ACQUISITION 



In August 1999, the Company acquired selected property and equipment, outstanding sales agreements, and goodwill from a customer, Genco, Inc. for a total of $584,838.  The purchase price was allocated as follows:

	Property and equipment
	$126,191

	Goodwill
	458,647

	
	$584,838




The selected property and equipment is being depreciated over the useful lives, 3 – 5 years.  Goodwill is being amortized over three years.  Depreciation and amortization on these assets were $11,410 and $50,961, respectively, for the year ended December 31, 1999 and $34,229 and $152,882, respectively, for the year ended December 31, 2000.



In June 2000, the Company announced that it was no longer actively marketing its Genco generator-cover product line due to the fact that factory floor space was needed to produce its proprietary products. At December 31, 2000, the Company expensed the remaining unamortized goodwill of $254,803 which is included as a separately stated item in the accompanying consolidated statements of operations.  

NOTE 7.
INVENTORIES

	Raw materials
	$182,955

	Work-in-process
	98,344

	Finished goods
	500,419

	
	$781,718


NOTE 8.
PROPERTY, PLANT AND EQUIPMENT

	
	Estimated Useful

Lives (Years)
	

	
	
	

	Land
	-
	$   103,860

	Building and improvements
	30
	1,291,720

	Machinery and equipment
	5-7
	3,622,484

	Vehicles
	3-5
	40,303

	Tools
	3-5
	28,064

	Construction-in-progress
	-
	     75,034

	
	
	5,161,465

	Less accumulated depreciation
	
	1,968,422

	
	
	$3,193,043


Depreciation expense for the years ended December 31, 2000 and 1999 was $264,608 and $246,948, respectively.

NOTE 9.
OBLIGATIONS UNDER CAPITAL LEASES

In October 2000, the Company entered into an obligation under a capital lease for  approximately $276,000 for the purchase of equipment, which has a term extending through 2005, and which provided for an implicit interest rate of approximately 11.5%.    

The future minimum lease payments under this capital lease, including interest payments as of December 31, 2000 are as follows:

	Year ending December 31,
	
	

	
	
	

	2001
	
	$  68,614

	2002
	
	68,614

	2003
	
	68,614

	2004
	
	68,614

	2005
	
	  22,870

	Total minimum lease payments
	
	297,326

	Less amount representing interest
	
	  52,947

	
	
	244,379

	Less current portion
	
	  40,414

	
	
	$203,965


NOTE 10.
PROFIT SHARING PLAN

The Company has a 401(k) Profit Sharing Plan covering all non-leased employees who meet minimum length of service and age requirements.  Employer contributions are made at the discretion of management, and were $ 0 and $75,000 for 2000 and 1999, respectively.  Employees are vested for purposes of the contribution as follows:

	Years of Service
	
	Percentage

	
	
	

	Less than 1
	
	0%

	1-2
	
	20

	2-3
	
	40

	3-4
	
	60

	4-5
	
	80

	5 or more
	
	100


NOTE 11.
INCOME TAXES
The Company accounts for income taxes under the provision of Statement of Financial Accounting Standards (SFAS) No. 109, Accounting for Income Taxes.  SFAS No. 109 is an asset and liability approach for computing deferred income taxes.

The provision for income taxes is computed on a consolidated return basis.

NOTE 11.
INCOME TAXES (Continued)

A reconciliation of income taxes computed at the statutory federal rate to income tax expense (benefit) is as follows:

	
	2000
	1999

	
	
	

	Tax provision at the statutory rate of 34%
	$(691,000)
	$(445,000)

	State income taxes, net of federal income tax
	(62,000)
	(15,000)

	Net operating loss carryforward adjustment
	(313,000)
	-

	Provisions for uncollectible amounts
	137,000
	-

	Exercise of stock options and warrants
	(61,000)
	-

	Change in valuation allowance
	908,000
	325,000

	Stock options not exercised
	    82,000
	    66,000

	
	$             -
	$  (69,000)


As of December 31, 2000, the Company had consolidated net operating loss carryforwards for federal income tax reporting purposes amounting to approximately $4,414,000, which expire in varying amounts to the year 2020.

The Company has not recognized any benefit of such net operating loss carryforwards in the accompanying consolidated financial statements in accordance with the provisions of SFAS No. 109 as the realization of this deferred tax benefit is not considered more likely than not.  A 100% valuation allowance has been recognized to offset the entire effect of the Company’s net deferred tax asset.  The Company’s net deferred tax asset position is composed primarily of the Company’s net operating loss carryforwards.

The components of the deferred tax asset at December 31, 2000 were as follows:

	
	
	

	Net operating loss carryforward
	
	$1,633,000

	Allowance for collectibility
	
	157,000

	Depreciation and amortization
	
	(165,000

	Less valuation allowance
	
	(1,625,000)

	Net deferred tax asset
	
	$               -


In accordance with certain provisions of the Tax Reform Act of 1986, a change in ownership of greater than 50% of a corporation within a three year period will place an annual limitation on the corporation’s ability to utilize its existing tax benefit carryforwards.  The Company’s utilization of its tax benefit carryforwards may be restricted in the event of possible future changes in the ownership of the Company from the exercise of warrants or other future issuances of common stock.

The Company’s federal and state income tax returns have not been examined by responsible taxing authorities for the past several years.  The final determination of the amount and timing of currently payable income taxes is therefore subject to possible examination of these unexamined years by such responsible taxing authorities.

NOTE 12.
PREFERRED STOCK

During November, 1998, the Company completed a $5,000,000 private placement of 50,000 shares of its Series A 10% Senior Convertible Preferred Stock, par value of $.001 per share, at $100.00 per share.  The costs associated with the completion of the private placement, $737,820, have been recorded as a reduction of additional paid-in capital.  Additionally, the placement agent received warrants to purchase 100,000 shares of common stock at $25.00 per share, which expire October 14, 2003.  The Series A Preferred are valued at $100.00 per share (“liquidation value”), and, if converted, the Series A Preferred could be converted into common shares (See Note 1) at the price per share equal to the then applicable Conversion Price.  This conversion feature resulted in a discount between the market value of the common shares that would be issued if the conversion option were exercised, and the liquidation value of the preferred shares surrendered upon that conversion.  The resulting dividend has been amortized over the period up to the date that exercise of the conversion feature was first possible.  As a result, $781,250 of the total $1,250,000 dividend was recognized in 1998; the balance was recognized in 1999.

During 1999, preferred stockholders owning 39,400 shares of preferred stock elected to convert those shares, including cumulative dividends of $191,436, into shares of Company common stock.  The conversion price, which varied based upon date of conversion, ranged from $5.10 to $15.03.  As a result of these conversions, the Company issued 289,981 shares of common stock.

The preferred stockholders representing the remaining 10,600 preferred shares elected to convert those shares, including cumulative dividends of $136,515, in 2000.  The conversion price, which varied based upon date of conversion, ranged from $5.47 to $5.49.  These conversions resulted in the issuance of 215,534 shares of common stock.

NOTE 13.
COMMON STOCK

Equity Financing



On May 2, 2000, the Company entered into a Stock Purchase Agreement (“Agreement”) with an investor to provide for the issuance of up to $15,000,000 of Company common stock in exchange for cash payments in monthly allotments of up to $1,150,000 with an initial allotment of $2,250,000.  The sales price will be the lowest three day average bid price during the twenty-two days preceding the sales, less a discount of 8%.



The Company will pay a 1% fee on the total at the initial purchase.  In addition, there will be a 1% fee on each sale.  The Company will pay all legal fees in excess of $10,000 and due diligence fees not to exceed $15,000.



On May 2, 2000, the Company sold 406,280 shares of Company common stock under the Agreement.  The Company received gross proceeds of $1,900,000 and paid $366,115 in fees for net proceeds totaling $1,533,885.  Also on May 2, 2000, pursuant to the Agreement, the Company issued to the investor an incentive warrant to purchase up to 128,000 shares of Company common stock at an exercise price of $7.0149 which expires May 2, 2005.

NOTE 13.
COMMON STOCK (Continued)


Issuance of Common Stock for Services

In January, 1999, the Company issued 9,000 shares of common stock to certain employees as an incentive for services rendered.  This resulted in a charge to compensation expense of approximately $180,000 in 1999.


In July 2000, the Company entered into an agreement with an unrelated individual for the purchase of a domain name.  In July 2000, in accordance with the agreement, the Company issued 2,420 shares of Company common stock to this individual.  In December 2000, the Company canceled the agreement in accordance with its terms.

NOTE 14.
STOCK-BASED COMPENSATION


The Company accounts for stock-based compensation using the intrinsic value method prescribed in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees”.  Compensation cost for stock options and warrants, if any, is measured as the excess of the estimated market price of the Company’s common stock at the date of grant, over the amount the recipient must pay to acquire the common stock.


Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for Stock-Based Compensation,” established accounting and disclosure requirements using a fair-value-based method of accounting for stock-based employee compensation plans.  The Company has elected to retain its current method of accounting as described above, and has adopted the disclosure requirements of SFAS No. 123.


Stock Option Plan

 

On January 10, 2000, the Board of Directors of the Company (“Board”) authorized the 2000 Employee Stock Option Plan (“Stock Option Plan”) for those employees, consultants, and advisors (the “Participants”) of the Company who, in the judgment of the Company are or will become responsible for the direction and financial success of the Company.  The adoption of the Stock Option Plan was ratified by the stockholders on June 29, 2000.  The purpose of the Stock Option Plan is to provide the Participants with an increased incentive to make significant contributions to the long-term performance and growth of the Company.  The Board authorized that 500,000 employee options and 300,000 board of director options be subject to this plan.



On January 10, 2000, the Company granted 515,000 employee options and 340,000 board of director options with an exercise price of $5.67 (market price of underlying stock at time of grant) with a life of five years.  Subsequent to the grant, 10,000 options were returned to the Company when the employee separated employment.  Also in 2000, a former director exercised 60,000 warrants in a cashless transaction for the difference in the exercise price of $5.67 and the closing price of $8.00 on date of exercise and received 17,475 shares of common stock.  
NOTE 14.
STOCK-BASED COMPENSATION (Continued)


Warrants

On January 1, 1999, the Company had outstanding 570,000 warrants to purchase Company common stock at $8.00.


During 1999, the Company issued 750,000 warrants to employees and officers/directors to purchase Company common stock for $22 per share. Also during 1999, the Company issued 60,000 warrants to outside directors to purchase Company common stock for $25 per share, 115,000 warrants in connection with services provided to the Company with exercise prices ranging from $6.375 to $28.875 and 329,000 warrants in connection with equity transactions with exercise prices of $11.00 and $23.00.


During 1999, warrants to purchase a total of 516,625 shares of Company common stock were exercised, 246,625 for a total of $1,973,000 in cash and 270,000 in exchange for three notes receivable (see Note 5).


As of December 31, 1999, the Company has remaining outstanding 1,307,375 warrants to purchase common stock at exercise prices ranging from $6.375 to $28.875, 843,375 of which warrants are outstanding to officer/directors.


The granting of the 1999 warrants to consultants resulted in a charge to consulting fees in the amount of $436,000 representing the fair value of the 115,000 warrants issued.  The warrants issued in connection with the conversion of preferred stock and the negotiation of the sale of common stock (see Note 12 and 13), which have a fair value of $3,269,000 represent an increase and a decrease to additional paid-in capital and have been offset in the accompanying consolidated financial statements.


During 2000, the Company issued 1,595,739 warrants to employees and officers/directors to purchase common stock with exercise prices ranging from $2.25 to $10.00.  Also during 2000, the Company issued 855,363 warrants in connection with services provided to the Company with exercise prices ranging from $2.25 to $10 and 161,860 warrants in connection with equity transactions with exercise prices of $5.61 and $7.01.



Also, during 2000, warrants to purchase a total of 5,000 shares of common stock were exercised at $8.00 per share.  



As of December 31, 2000, the Company has remaining outstanding 4,700,337 options and warrants to purchase common stock at exercise prices ranging from $2.25 to $25.00, 3,239,114 of which warrants are outstanding to employees and officers/directors.

NOTE 14.
STOCK-BASED COMPENSATION (Continued)


Warrants (Continued)



The granting of the warrants in 2000 to consultants resulted in a charge to consulting fees in the amount of approximately $221,000 representing the fair value of the 855,363 warrants issued.  The 161,860 warrants issued in connection with the negotiation of the sale of common stock, (see Note 13), which have a fair value of $144,772, were recorded as an increase and a decrease to additional paid-in capital and have been offset in the accompanying consolidated financial statements.


Fair Value Disclosures

Had compensation cost for the 2,450,739 options and warrants issued to employees, officers and directors been determined based on the fair value at the grant date consistent with SFAS No. 123, the Company’s net loss and loss per share would have been as follows:

	
	2000
	1999

	Net Loss:
	
	

	   As reported
	$(2,033,793)
	$(  1,677,583)

	   Pro forma
	$(3,265,607)
	$(11,457,583)

	
	
	

	Loss Per Share:
	
	

	   Basic:
	
	

	      As reported
	$         (.45)
	$            (.65)

	      Pro forma
	$         (.72)
	$          (3.23)


The Company used the Black-Scholes option pricing model to determine the fair value of grants made in 2000 and 1999.  The following assumptions were applied in determining the pro forma compensation cost:

	
	2000
	1999

	
	
	

	Risk Free Interest Rate
	5.5%
	6.0%

	
	
	

	Expected Dividend Yield
	-
	-

	
	
	

	Expected Option Life
	1½ - 2½ years
	5 years

	
	
	

	Expected Stock Price Volatility
	85% to 119%
	85%


Changes in outstanding options and warrants for common stock are as follows:

	
	2000
	2000

Range of Exercise Price
	1999
	1999

Range of Exercise Price

	
	
	
	
	

	Outstanding at beginning of year
	1,307,375
	$7.20 to $25.00
	570,000
	$8.00

	Options and warrants granted
	3,467,962
	$2.25 to $10.00
	1,254,000
	$7.20 to $25.00

	Options and warrants exercised
	(65,000)
	$5.67 to $8.00
	(516,625)
	$8

	Options and warrants expired
	   (10,000)
	$5.67
	           -
	$-

	Outstanding at end of year
	4,700,337
	$2.25 to $10.00
	1,307,375
	$7.20 to $25.00

	Exercisable at end of year
	4,700,337
	
	1,307,375
	


NOTE 14.
STOCK-BASED COMPENSATION (Continued)


Warrants (Continued)

The following table summarizes information about outstanding options at December 31, 2000:

	Options Outstanding
	
	Options Exercisable

	
	Number
	Weighted
	
	
	Number
	Weighted

	
	Outstanding
	Average
	
	Weighted
	Exercisable
	Average

	Range of
	at
	Remaining
	
	Average
	at
	Remaining

	Exercise
	December 31,
	Contractual
	
	Exercise
	December 31,
	Contractual

	Prices
	2000
	Life
	
	Price
	2000
	Life

	
	
	
	
	
	
	

	$2.25 to $25.00
	4,700,337
	2.5
	
	$2.25 to $25.00
	4,700,337
	2.5


NOTE 15.
COMMITMENTS, CONTINGENCIES AND OTHER MATTERS

Pending Litigation
Class Action

The Company has been named as a defendant in litigation which purports to be a class action filing.  In this purported class action, the Plaintiff alleges in the Amended Complaint that the defendants participated in a conspiracy to inflate the price of the Company’s common stock through market manipulation, making material misrepresentations and omissions, and other wrongful conduct for the purpose of allowing “insiders” to enrich themselves by selling their personal holdings at the inflated price.  The Company denies not only any wrongdoing, but most of the material factual allegations as well and intends to vigorously defend this case.  The recently filed Amended Complaint and preliminary investigations of facts appear to support the Company’s position.  However, no discovery has yet occurred nor has there been any information as to the position being taken by various co-defendants.  The Company believes the allegations are baseless, and that it has no material exposure with respect to the matter, and intends to defend its position vigorously.  On March 29, 2001, the Company was notified that the venue has been changed from New York to Orlando, Florida.

Joint Venture


In a separate matter, on January 26, 2000, the Company entered into a Joint Venture Agreement.  The Joint Venture was organized for the purpose of entering into the business of developing and marketing an e-based value added distributor of communications equipment.

NOTE 15.
COMMITMENTS, CONTINGENCIES AND OTHER MATTERS (Continued)
Pending Litigation (Continued)

Joint Venture (Continued)



Pursuant to the Joint Venture agreement, the Company was obligated to provide the following in exchange for a 76% ownership interest in the Joint Venture, AATK.com, LLC.

· Provide $395,000 of cash to fund operating costs within the first sixty days.

· Issue 135,000 shares of Company common stock to Vulcan Microsystems, Inc. (“Vulcan”) upon successful alpha testing. 

· Guarantee any contracts or obligations for ongoing commitments in connection with technology or management, not to exceed $25,000 per month.

· Issue to Vulcan 1,000,000 three-year warrants to purchase Company common stock at $25 per share upon acceptance of the alpha site.

· Immediately following the Joint Venture agreement, the Company entered into a twelve-month technology consulting agreement with two principals of Vulcan, whereby they received warrants to purchase 200,000 shares of Company common stock.  These warrants are exercisable for cash only, at an exercise price of $10 per share for the first 180 days and an exercise price of $15 for the remainder of the one-year life, up to January 26, 2001.



Vulcan had the right to convert its 19% interest in the Joint Venture into Company common stock at any time through January 2005.



Very soon after the joint venture agreement was reached, the relationship with Vulcan deteriorated.  As a result, the joint venture was terminated and litigation resulted.



On August 6, 2000, Vulcan filed an action against the Company.  The allegations of the complaint concern alleged pre-contractual negotiations and alleged misrepresentations made on behalf of the Company.  The complaint seeks damages for breach of contract, fraud, negligent misrepresentations, conversion, breach of fiduciary duty and unjust enrichment.



The Company filed a counterclaim against Vulcan and its principals seeking damages for fraud, breach of fiduciary duty, conversion, and an accounting.  The Company believes that Vulcan and its principals misappropriated a significant portion, if not the entire amount of the initial $200,000 the Company funded into the joint venture.

NOTE 15.
COMMITMENTS, CONTINGENCIES AND OTHER MATTERS (Continued)

Pending Litigation (Continued)

Joint Venture (Continued)



To date, discovery requests have been exchanged, but no depositions have been taken and the case has not yet been scheduled for trial.  The Company intends to vigorously defend the action and to prosecute the counterclaim.  However, neither management, nor legal counsel can predict, with any degree of certainty, the outcome of the case.


In connection with this joint venture, the Company guaranteed two equipment leases entered into by Vulcan.  These leases, which are for a term of thirty-six months, require monthly payments totaling approximately $8,500.  The equipment, to the best of the Company’s knowledge, is in the possession of Vulcan, which has been making the monthly lease payments.

Former Consultant
On March 17, 1999, a formal settlement agreement was reached relating to certain litigation with a former officer/stockholder of the Company in connection with a modified consulting agreement with the Company.  Under this settlement, the consulting agreement dated August 28, 1997 was amended to provide, among other things, that the former officer/stockholder was not required to provide any consulting services and the Company was not required to compensate the former officer/stockholder.  The consulting agreement, as amended, provided for, among other things, a term of five years, and additional compensation in the form of an option to purchase 40,000 shares of common stock on the last day of each year of the consulting term, exercisable for three years from date of issue, at an exercise price of 125% of the closing price of the common stock on the date of issue.  In addition, under the terms of the settlement agreement, the former officer/stockholder was granted a warrant to purchase 15,000 shares of common stock at an exercise price of $28.875 per share, exercisable on or before March 11, 2004.

Major Customers

The Company has two customers which purchased products that represented approximately 29% of sales for the year ended December 31, 2000.

	
	
	2000

	
	
	

	Customer A
	
	$906,812

	Customer B
	
	$601,330


For the year ended December 31, 1999, the Company had two customers which represented 25% of sales.

NOTE 15.
COMMITMENTS, CONTINGENCIES AND OTHER MATTERS (Continued)

Major Vendors

The Company purchases sheet metal and related products from a vendor that represented approximately 43% and 53% of purchases for 2000 and 1999, respectively.

Employment Contracts

The Company had entered into employment agreements with two members of management of Omega.  These agreements were for a term of two years commencing in November 1998.  The agreements provided, among other things, for total annual compensation of $250,000 plus profit participation equal to 10% of the net profits of Omega, as defined, in excess of $1,200,000 annually.  Both contracts expired in November 2000 and have not been renewed.

Contracts With Distributors

During 1997, the Company entered into Distributor Agreements with seven distributors.  The agreements set forth terms whereby the distributors may purchase products from the Company for resale to their customers within the U.S. and Canada and Mexico when the Company releases its products for sale in those countries.  During 1999, the Company entered into additional Distributor Agreements with five distributors.  During 2000, an additional six Distributor Agreements were added for a total of eighteen as of December 31, 2000.  The prices for the products covered by the agreements are based upon the intention of the distributors to purchase a minimum number of units as specified in the agreements.  Revenue is recorded at such time as the units are shipped to the distributors.  The agreements are for a term of one year and are automatically renewed each year thereafter unless terminated by either party, and contain, among other things, a warranty effective for one year after the date of sale.

Co-Marketing Alliance Agreement

On August 3, 1999, the Company entered into a Co-Marketing Alliance Agreement with a leading manufacturer of modular office furniture systems (“Manufacturer”).  The companies jointly promote the use of products in Herman Miller Ethospace products.

The agreement is for a term of two years, commencing June 1, 1999, and is to be automatically renewed unless terminated by either party.  In conjunction with this agreement, the Company agreed to pay the manufacturer an alliance fee equal to 5% of qualifying net sales, as defined.

If, during the period of this agreement, the Company proposes to enter into any agreement or transaction which will result in a change in control of the Company, as defined, the Company shall give the Manufacturer the right to enter into such transaction on the same terms, but for a consideration equal to or higher than the proposed transaction.

NOTE 15.
COMMITMENTS, CONTINGENCIES AND OTHER MATTERS (Continued)

Lease Commitments

The Company subleases certain office/warehouse space in Lake Mary, Florida.  The lease provides for monthly rent of approximately $10,200 and expires May 30, 2003.

Future minimum operating lease commitments are approximately as follows:

	
	

	Year ending December 31:
	

	   2001
	$131,000

	   2002
	137,000

	   2003
	  58,000

	
	$326,000


Rent charged to operations amounted to approximately $111,000 in 2000 and $121,000 in 1999.

Consulting Agreement

On May 26, 2000, the Company entered into a consulting agreement which was amended on February 1, 2001.  The agreement, as amended, provides for the consultant to render investment banking advice to the Company through February 1, 2002.  The consultant is to receive (i) $5,000 per month, (ii) 300,000 warrants to purchase Company common stock at exercise prices as follows:  



100,000 at $4.75 per share



100,000 at $6.00 per share



100,000 at $10.00 per share

and (iii) 400,000 warrants to purchase Company stock for $2.25 per share.

NOTE 16.
NET LOSS PER COMMON SHARE

The Company computes earnings (loss) per common share in accordance with the provisions of Statement of Financial Accounting Standards (SFAS) No. 128, “Earnings per Share” which requires the presentation of both basic and diluted earnings (loss) per share.

Basic net loss per common share has been computed based upon the weighted average number of shares of common stock outstanding during the periods.  The number of shares used in the computation were 4,540,847 and 3,638,983 for the years ended December 31, 2000 and 1999, respectively.  The 1999 net loss per share has been restated to reflect a correction of the preferred stock dividend.  Diluted net loss per common share, assuming exercising of the options and warrants granted and convertible preferred stock, is not presented as the effect of conversion is anti-dilutive.

NOTE 16.
NET LOSS PER COMMON SHARE (Continued)

	
	2000
	1999

	
	
	(Restated)

	
	
	

	Net Loss
	$(2,033,793)
	$(1,677,583)

	Cumulative Preferred Stock Dividend
	(14,631)
	(209,153)

	Beneficial Conversion Preferred Stock Dividend
	               -
	  (468,750)

	Net Loss Allocated to Common Stockholders
	$(2,048,424)
	$(2,355,486)


NOTE 17.
FAIR VALUE OF FINANCIAL INSTRUMENTS

The respective carrying value of certain on-balance-sheet financial instruments approximated their fair value.  These instruments include cash and cash equivalents, accounts receivable, notes receivable, line of credit and accounts payable.  Fair values were assumed to approximate carrying values for these financial instruments since they are short-term in nature and their carrying amounts approximate fair values or they are receivable or payable on demand.

NOTE 18.
SEGMENT INFORMATION

The Company adopted SFAS No. 131, “Disclosures About Segments of an Enterprise and Related Information,” in 1998 which changes the way the Company reports information about its operating segments.  

The Company has two reportable segments, zone cabling products and formed metal products.  As discussed in Note 1, the Company  markets zone cabling products which are manufactured by Omega, a wholly-owned subsidiary.  Omega manufactures formed metal products of varying designs for customers, including the Company.

	
	2000
	
	1999

	
	Zone

Cabling
	Formed Metal
	
	
	Zone

Cabling
	Formed Metal
	

	
	Products
	Products
	Total
	
	Products
	Products
	Total

	
	
	
	
	
	
	
	

	Revenue from external customers
	$1,855,889
	$3,415,564
	$5,271,453
	
	$1,364,842
	$3,882,841
	$5,247,683

	Intersegment revenue
	79,808
	580,278
	660,086
	
	-
	580,787
	580,787

	Investment revenue
	72,945
	-
	72,945
	
	250,822
	-
	250,822

	Interest expense
	1,963
	-
	1,963
	
	18,594
	-
	18,594

	Depreciation and amortization
	259,196
	163,965
	423,161
	
	95,324
	203,840
	299,164

	Income tax expense (credit)
	-
	               -
	-
	
	               -
	-
	 -

	Segment profit (loss)
	(2,655,803)
	622,010
	(2,033,793)
	
	(2,304,854)
	558,271
	(1,746,583)

	
	
	
	
	
	
	
	

	Segment assets
	$3,252,035
	$2,681,327
	$5,933,362
	
	$4,148,925
	$2,649,687
	$6,798,612


NOTE 19.
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

	
	2000
	1999

	Cash paid during the year for:
	
	

	   Interest
	$       1,963
	$      19,260

	
	
	

	Non-Cash Investing and Financing Activities:
	
	

	   Equipment acquired through capital lease
	$   244,379
	$                -

	   Note receivable for loan of 197,600 shares 

      treasury stock, at cost
	$1,205,599
	$                -

	   Purchase of Genco assets 
	$               -
	$     443,256

	   Conversion of 10,600 and 39,400 shares of preferred 

      stock to common (see Note 12)
	$1,060,000
	$3,940,000

	   Exercise of 270,000 warrants in exchange for notes

      receivable (see Note 5) 
	$               -
	$ 2,160,000

	   Cashless exercise of 60,000 warrants
	$             17
	$                -

	   Common stock in exchange for domain name
	$     10,000
	$                -


NOTE 20.
SUBSEQUENT EVENTS


Management and Option to Purchase Agreement



On March 27, 2001, the Company entered into a Management and Option to Purchase Agreement (“Agreement”) relating to its wholly-owned subsidiary Zonecabling.com, Inc. with a former director and officer of the Company (“Executive”), to manage the Business-to-Business e-commerce site with an option to purchase the subsidiary.



For services provided under the Agreement, the Executive shall receive 213,333 options to purchase the common stock of the Company at an exercise price of $2.25.  These warrants, issued upon execution of the Agreement, shall expire on December 31, 2002.  In addition, the Company agrees to pay to the Executive 25% of the net profits of Zonecabling.com, Inc. for years 2000 and 2001, the term of the Agreement, or until the Executive exercises his option to purchase Zonecabling.com, Inc.



In accordance with the Agreement, at any time up to, including, or before December 31, 2002, the Executive shall have the right to purchase all the outstanding common stock of Zonecabling.com, Inc. from the Company for the sum of $500,000, at which time all rights and duties of the Corporation pursuant to Zonecabling.com shall be assigned and delegated to the Executive as his own.  In any event, when the common stock price of the Company reaches $6.75 per share, a mandatory conversion of the Executive’s warrants into common stock shall occur and he will be required to purchase Zonecabling.com for $500,000.  If mandatory conversion occurs prior to May 12, 2001, the $500,000 purchase price will be placed in escrow with a closing date to be set on or after May 12, 2001.

NOTE 20.
SUBSEQUENT EVENTS (Continued)


Management and Option to Purchase Agreement (Continued)



The term of the Executive’s employment shall continue through the earlier of the Executive exercising his option to purchase Zonecabling.com, Inc., or December 31, 2002.  The employment of the Executive may be terminated at any time by mutual agreement of both parties with 30 days notice or by action of the Board of Directors in the event of defaults, as defined.


Consulting Agreement


On March 15, 2001, the Company entered into an agreement to retain the services of a consultant for a period of six months to provide the Company with general investment banking advice.  In exchange for its services, the consultant received a fee of $10,000 and 200,000 warrants to purchase the common stock of the Company.  The exercise price of the warrants is at 20% above the average closing price of the Company’s common stock on the sixty trading days preceding the execution of the agreement, as reported by the Nasdaq Stock Exchange ($1.65 per share).  The warrants, which shall be issued within thirty days of the execution of the agreement, shall expire five years after their date of issue.

NOTE 21.
SIGNIFICANT FOURTH QUARTER ADJUSTMENTS

	
	2000
	1999

	
	
	

	Unadjusted net loss
	$1,154,152
	$281,000

	
	
	

	Record stock-based compensation
	221,365
	616,000

	
	
	

	Allowance for uncollectible promissory note
	361,562
	-

	
	
	

	Write-off goodwill
	254,803
	-

	
	
	

	Other adjustments
	41,911
	141,000

	
	
	

	Expense abandoned project development costs
	-
	352,000

	
	
	

	Reclassify interest on stock subscription to equity
	-
	120,000

	
	
	

	Deferred tax benefit
	-
	(69,000)

	
	
	

	Reverse demo units/samples included in sales
	-
	52,000

	
	
	

	Allowance for bad debts
	-
	61,000

	
	
	

	Amortization of goodwill
	-
	51,000

	
	
	

	Correct cost of sales
	               -
	     73,000

	Total 4th quarter adjustments
	   879,641
	1,397,000

	Adjusted net loss
	$2,033,793
	$1,678,000



