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PART T
ITEM 1. DESCRIPTION OF BUSINESS
BUSINESS — OUR COMPANY
Our History and Background

New Mexico Software, Inc., was originally incorporated under the laws of the

state of New Mexico in April 1996. The privately held company was involved
in a reverse merger with Raddatz Exploration, Inc. on August 3, 1999, and the
corporate name was changed to NMXS.com, Inc., with New Mexico Software, Inc.

becoming a wholly-owned subsidiary. NMXS.com, Inc. went public at that time.
NMXS 1is quoted on the OTC Bulletin Board under the symbol "NMXS" and on the
Berlin Stock Exchange with the symbol NM9. At the beginning of April 2004, we
will file an alternate name registration in the state of Delaware to use the
name "New Mexico Software."

Through our wholly-owned subsidiaries, New Mexico Software, Inc. and Working
Knowledge, Inc. (which we acquired in April 2000), we develop and market
proprietary Internet technology-based database software for the management of
digital documents, high resolution graphic images, video «clips, and audio
recordings. Through New Mexico Software we develop and market the software,
and through Working Knowledge we provide related professional services.

Our Products

New Mexico Software develops and markets sophisticated Internet-based
document and 1image management systems for a wide variety of companies that
need the ability to organize paper, email, images, and electronic documents.
Our first product has been called AssetWare. We have marketed AssetWare in
two ways: as a hosted application on the Internet, and as a highly
customized application according to clients' specifications. A  hosted
application provides a customer with access to the AssetWare product over the
Internet. Customers 1log on to our servers and use AssetWare software to
manage, view and distribute their media files. The customer's media files
are also stored in our data center servers. Customers using our hosted model
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are billed according to the number of registered users and the amount of disk
space their media files will occupy. This is the primary basis for our
recurring revenue.
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On January 1, 2004, we renamed all of our products with the names of New
Mexico cities. The second generation of AssetWare is called Roswell. It
will be our flagship product, marketed as both a hosted model using our
servers and/or a customized application running on customers' hardware.

Our second product is called Digital Filing Cabinet (DFC). It is sold as a
hardware/software package through dealers and distributors. It may be sold
as hardware and software (Gallup), software only (Aztec), or hardware,

software and scanning equipment (Nageezi).

Our newest product is Taos. It is our first retail product for PC desktops,
providing a low-cost image database solution for organizing, cataloging, and
searching for images based on their color and shape.

Our Technology

We engineer database products around a central core of unique Internet
technology that make it possible to rapidly view, distribute and manage media
files such as documents, graphic images, animation sequences and film clips.

One of the competitive advantages of our technology is that it is based on
Open Source - software that is mostly free, with no royalties payable to
other companies. By integrating Open Source programs into our technology, we
are able to provide well-built, low-cost products for the digital management
market. In addition, the code that we deliver to customers is compiled. When
you compile software code it makes it difficult to use the code to create a
similar program, even though the code we create originates from Open Source.
This provides better protection and security of our products.

Another advantage our company has 1s the ability to provide totally
integrated services that a customer would normally need to outsource to
several different suppliers. For example, with our business model and
technology, we are able to provide the software, custom programming, hosting,
and database administration as a total solution.

In addition, our core technology is characterized by the following features
that contribute to what we perceive to be marketplace advantages:

* Ability to use high-resolution graphics files - large files with lots of
detail as opposed to the low resolution files with indistinct detail used
by conventional Internet programs.

* Ability to use a single image in multiple resolutions.

* Ability to track images with special codes assigned to each image.

* Our technology works on current versions of Internet browsers on
MacIntosh, PC and UNIX computers.

* Easy to use because it does not require any new software programs, only a
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familiarity with Netscape or Internet Explorer browsers.

Our programmers and engineers are tasked with adding new features to our

products and fixing any problems users might encounter. There are risks
inherent in software development including unanticipated delays, technical
problems that could mean significant deviation from original product
specifications, and hardware problems. In addition, once improvements and

bug fixes are deployed there 1is no assurance that they will work as
anticipated or that they will be durable in actual use by customers.

Working Knowledge

In April 2000, we acquired Working Knowledge, Inc., a Kansas corporation. The
company became our wholly-owned subsidiary which provides services that are
necessary to ©prepare, enter, and maintain the customer's data 1in our
software. These services include web design, database development, image

scanning, file uploading and technical support. As well, Working Knowledge
is able to serve the customer by utilizing the stored images to produce
compact disks, digital prints, and large poster formats. These complementary
services allow us to complete our business model of offering comprehensive
digital management.
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Marketing

Our primary sales and marketing efforts have been to develop alliances with
large companies that help to bring our products to market using their sales

forces and distribution channels. Our marketing focus has been 1in three
principal fields. Approximately 80% of our clients have been 1in the

entertainment industry, approximately 10% have been in the medical field, and
approximately 10% have been government agencies. In the fourth quarter 2003,
we observed our sales beginning to reach into new markets including financial
services, hotel, legal and construction markets. We believe that our markets
are expanding for our products.

* Medical AssetWare

Our technology offers easily searchable files in a controlled environment,
allowing for record sharing among associated doctors or referrals, yet with
improved security allowing for privacy of record keeping.

New Mexico Software, through its MagZoom technology, can deliver even the
highest resolution X-ray over the web in a matter of seconds, with diagnostic
quality resolution regardless of how close the client zooms. Management
believes this technology has several advantages, including faster, more
accurate readings, with fewer problems for the physician, less waiting time
for the patient, and less cost for the insurance company. Each X-ray image
can be permanently stored in a digital format, complete with detailed patient
information and physician notes.

* Entertainment Industry; Television, Movie Studios, and Ad Agencies

We also provide digital lifecycle management to the Hollywood entertainment
studios. New Mexico Software provides software solutions for the management
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of large volumes of media of digital material sent over the Internet. These
digital files include graphic images, animation sequences, video clips, audio
recordings, text, television program material, movie trailers, and

educational films.

Our technology allows clients and their customers to access certain files
themselves and limits their access to only those files the studio wants them
to have. This is especially significant since we serve clients with multiple
offices all over the world. We can allow our customers' end users to access
marketing materials and archived data created at the studio instantly,
securely, and at virtually no cost. 1In addition, our technology permits them
to find what they need easily because of powerful cataloging features that
can be searched by keyword, color, texture or shape.

* Government

We also work with many government agencies and have developed for them a file
sharing multiple database technology that allows different agencies to share
information. Our technology permits agencies to upload one record for all
divisions, which we believe would save money for the agency by eliminating
duplication of the same files by different divisions. This model provides us
recurring revenue from a variety of government agencies, including seven
national laboratories.

Customers

Although we were still dependent upon a small number of clients in the year
ended December 31, 2003, we believe that trend is changing. During the year
ended December 31, 2003, seven clients accounted for 85% of our revenues, as
compared to the year ended December 31, 2002, when three clients accounted
for 67% of our revenues. As we retain current clients and gain new clients,
this reliance on a small number of customers will continue to decrease. In
addition, while our Roswell product will continue to depend on a relatively
small number of customers, we expect an expanded customer base for our DFC

product, and a wide retail base for our Taos product. Overall, we anticipate
that our customer base will broaden in the next year with the marketing of
these newer products, giving more stability and predictability to our
revenues.
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Our Intellectual Properties

We have several proprietary aspects to our software that we believe make our
products unique and desirable in the marketplace. Consequently, we regard
protection of the proprietary elements of our products to be of paramount

importance and we attempt to protect them by relying on trademark, service
mark, trade dress, copyright and trade secret laws, and restrictions on
disclosure and transferring of title. 1In addition, as stated above 1in the
technology section, the compiled software code that we offer makes it
difficult to wuse the source code to create other similar programs, even
though the «code wused originates from Open Source. This provides better

protection and security of our products.

We have entered into confidentiality and non-disclosure agreements with our
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employees and contractors in order to limit access to, and disclosure of, our
proprietary information. There can be no assurance that these contractual
arrangements or the other steps taken by us to protect our intellectual
property will prove sufficient to prevent misappropriation of our technology
or to deter independent third-party development of similar technologies.

Although we do not believe that we infringe the proprietary rights of third
parties, there <can Dbe no assurance that third parties will not claim
infringement by us with respect to past, current, or future technologies. We
expect that participants 1in our markets will be increasingly subject to
infringement claims as the number of services and competitors in our industry
grows. Any such claim, whether meritorious or not, could be time-consuming,
result in costly litigation, cause service upgrade delays, or require us to
enter into royalty or licensing agreements. Such royalty or 1licensing
agreements may not be available on terms acceptable to us or at all. As a
result, any such claim could have a material adverse effect upon our
business, results of operations, and financial condition.

While we have commenced the process to protect our trade names, we have not

completed the process. Thus, others could attempt to use trade names that we
have selected. Such misappropriation of our brand identity could cause
significant confusion 1in the highly competitive Internet technology

marketplace and legal defense against such misappropriation could prove
costly and time-consuming. As part of the brand identity creation process
that defines our products to be unique in the Internet technology marketplace
and proprietary in nature, we have begun the process to protect certain
product names and slogans as registered trademarks to designate exclusivity
and ownership.

Although trademarked in the U.S., effective trademark, copyright or trade
secret protection may not be available in every country in which our products
may eventually be distributed. There can also be no assurance that the steps
taken Dby us to protect our rights to use these trademarked names and slogans
and any future trademarked names or slogans will be adequate, or that third
parties will not 1infringe or misappropriate our copyrights, trademarks,
service marks, and similar proprietary rights.

Government Regulation

Our operations, products, and services are all subject to regulations set

forth by various federal, state and local regulatory agencies. We take
measures to ensure our compliance with all such regulations as promulgated by
these agencies from time to time. The Federal Communications Commission sets

certain standards and regulations regarding communications and related
equipment.

There are currently few laws and regulations directly applicable to the
Internet. It 1is possible that a number of laws and regulations may be
adopted with respect to the Internet covering issues such as user privacy,
pricing, content, copyrights, distribution, antitrust and characteristics and
quality of products and services. The growth of the market for online
commerce may prompt calls for more stringent consumer protection laws that
may impose additional burdens on companies conducting business online. Tax
authorities in a number of states are currently reviewing the appropriate tax
treatment of companies engaged 1in online commerce, and new state tax
regulations may subject us to additional state sales and income taxes.
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Because our services are accessible worldwide, other jurisdictions may claim
that we are required to qualify to do business as a foreign corporation in a
particular state or foreign country. Our failure to qualify as a foreign
corporation in a jurisdiction where we are required to do so could subject us
to taxes and penalties for the failure to qualify and could result in our
inability to enforce contracts in such Jjurisdictions. Any such new
legislation or regulation, or the application of laws or regulations from
jurisdictions whose laws do not currently apply to our business, could have a
material adverse effect on our business, results of operations, and financial
condition.

How We Compete

The digital lifecycle management market is one of the newest in the rapidly

growing information services industry. Competition at this time 1is Dbroad,
with many vendors offering systems that have some comparable features as our
current product. However, to our knowledge, few competitors have all of our

comparable features for the complete management and distribution of images.

A competitive strategy we are using is offering our product as a hosted
application. We believe that our strategy to provide Roswell as a hosted
application and our custom system design capabilities provide us a diversity
of competitive market penetration opportunities.

Our products organize, search, retrieve, display, archive and distribute
digital content from a central repository. Further, they convert analog and
digital files to all digital. They use the popular Linux Dbased operating
system. The software handles photographs and images, email, electronic
files, and paper documents. It includes a web server, database, firewall and
search engine. The product receives faxes in digital form and the files
become indexed and searchable. A new file is produced in the Adobe PDF format
allowing speedy download and protection of the original file. It can scan
documents from high-speed Ricoh document scanners. Like Roswell, the Digital
Filing Cabinet can e-mail customized shopping carts of wunlimited size -
sending recipients a 1link and not an attachment. It also provides
instantaneous distribution, which reduces the cost of overnight courier
services.

Our first marketing effort with IT Marketing Corporation and Toshiba has come
to a conclusion. A second marketing effort was started with IT Marketing

Corporation in 2003. IT Marketing Corporation is located in Austin, Texas.
New Mexico Software is working with IT Marketing Corporation to distribute
products Dbuilt by New Mexico Software. In addition, they are providing

telemarketing assistance to help build the end user and reseller distribution
channels, which will support the sales of our products.

We Dbelieve that establishing and maintaining brand identity of our products
and services 1s critical +to attracting new customers and retaining our
customer base of large corporations. In January 2004 we hired a public
relations agency to improve our brand management strategy. The importance of
brand recognition will continue to increase as new competitors enter the
digital lifecycle management marketplace. Promotion and enhancement of our
brands will depend 1largely on our success 1in continuing to provide high
quality service and developing leading edge products, and this cannot be
assured. If Dbusinesses do not associate our product names or brands with
high quality, or 1if we introduce new products or services that are not
favorably received, we will run the risk of compromising our product line and
decreasing the attractiveness of our products to potential new customers. In
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addition, to attract and maintain customers and to promote our products in
response to competitive pressures, we may find it necessary to increase our
financial commitment substantially to create and maintain product loyalty
among our customers. If we are unable to provide high quality services, or
otherwise fail to promote and maintain our products, or if we incur excessive
expenses 1in an attempt to improve our services, or promote and maintain our
products, our business, results of operations, and financial condition could
be adversely affected.

Other, Dbetter-financed companies may be developing similar products as our
products, which could compete with our products. Such competition could
materially adversely affect our financial condition. Although we have Dbeen
established for nine years, our initial product was not marketed until 1998.
There may exist better-capitalized companies on a parallel development path
with similar products addressing our target markets. While the Internet
technology marketplace is extremely competitive, we have anticipated a first-
to-market advantage with our products. However, other highly capitalized
companies that have recognized the absence of digital image management
products could overwhelm our first-to-market advantage with expensive and
expansive media blitzes that create the perception of a dominant market
presence and/or superior products. If we are unsuccessful in addressing
these risks and uncertainties, our business, results of operations, and
financial condition will be materially and adversely affected.
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We are continuing to develop our core products using a mix of readily
available Open Source software development tools. Knowledgeable competitors
may be able to deduce how we have assembled our code base and be able to
develop competing products. The principal advantage in utilizing Open Source
tools is the extremely high degree of portability they ensure. Migrating our
products from one operating system or hardware base to another is more easily
accomplished by avoiding proprietary development tools. The 1risk factor
inherent in the use of such freely available tools 1is the fact that a
sophisticated competitor might be able to imitate our work and produce
similar functionality. Our product has two unique and highly desirable
features for e-commerce, medical, and other commercial applications. First,
it offers the ability to magnify details in high-resolution graphic images;
and second, it allows rapid transmission of a portion of such an image based
on user input, significantly enhancing the responsiveness of the system to

deliver images over the Internet. The ability to perform these operations is
based on a specific graphic image file format. We recognize that these
significant features of our product could be a target for imitation. Any

such imitation, should it occur, could have material adverse effects on our
business, operations, and financial condition.

Copyrights and Trademarks

We have four copyright registrations, one of which was effective June 18,

2001, and three federal trademark applications which were filed in January
2000. The copyright is for our MagZoom product. Three additional trademarks
were granted in 2002 and they are: for the names "AssetWare," "Real Time
Real Organized Real Simple," and "The Look and Feel of e-Commerce."

Employees
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As of March 31, 2004, we had 15 employees, including 9 in systems engineering
and quality assurance; 4 in administration and sales; and 2 in scanning and
site development. We offer and share in the cost of health and dental
insurance. A stock option plan and a stock issuance plan for employees and
others were adopted on August 3, 1999, and July 27, 2001, respectively. The
competition for qualified personnel in our industry and geographic location
is intense, and there can be no assurance that we will be successful in
attracting, integrating, retaining and motivating a sufficient number of
qualified personnel to conduct our business in the future. We have never had
a work stoppage, and no employees are represented under collective bargaining

agreements. We consider our relations with our employees to be good. From
time to time, we also utilize services of independent contractors for
specific projects or to support our research and development effort. Our

firm also hires independent sales agents who work on commission, and these
agents are paid a percentage of the sale once the transaction has Dbeen
completed.

ITEM 2. DESCRIPTION OF PROPERTY

We currently lease a 3,000 square foot facility in Albuquerque, New Mexico,
at a cost of approximately $3,000 per month. The lease expires on July 31,
2004. On March 29, 2004 we signed a new five-year lease for a new space of
approximately 3,000 square feet in the same building complex, at a cost of
approximately $3,000 per month, to replace the current space. The new
facility provides Dboth administration and engineering offices. It is 1in
close proximity to the location of the servers, and the two locations are
networked together by fiber optics. The new space provides adequate room for
expansion. In addition, we will have access to a large power generator,
which will enable our servers to continue operating during power outages. It
also contains an advanced telephone system which will provide the capability
needed to provide adequate customer telephone support.

We have also leased approximately 1,200 square feet of office space in Santa
Monica, California, to house the Working Knowledge, Inc. operations. Current
monthly lease payments are $3,333. The lease term commenced June 8, 2000,
and expired on June 8, 2003. Neither New Mexico Software nor the landlord
realized the lease had expired. We are currently negotiating a renewal of
the current lease for a five-year term. If we are unable to renew the lease
with terms satisfactory to us, we believe similar space will be available at
comparable rates.
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ITEM 3. LEGAL PROCEEDINGS

On October 20, 2003, we received a written demand from Kurt Grossman for
payment in full of a one-year promissory note issued by us on April 23, 2002,
to Mr. Grossman and his wife evidencing a loan of $50,000 by Mr. and Mrs.
Grossman to us. The demand includes payment for the principal amount of the
note of $50,000, fixed interest of $5,000, and post default interest of
$2,665.62. Mr. Grossman informed us that he intended to commence legal
action 1f the note, plus interest, was not paid on or before October 23,
2003. A court date is set for April 23, 2004 in California to resolve the

dispute, and we have hired an attorney to represent us in that action.
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In October 2003 we entered into an interim agreement with the Internal
Revenue Service concerning the repayment of federal tax deposits which we
failed to pay for the four operating quarters ended September 30, 2003. We
have agreed to pay $5,000 per month beginning November 1, 2003. During this
interim period the IRS has agreed withhold the filing of a federal tax 1lien.
Consideration of filing a 1lien in the future will be based wupon a
determination of how long it may take to pay the taxes. Also, our failure to
make timely federal tax deposits will default this interim agreement and
necessitate the filing of the lien. Our tax returns for the unpaid quarters
are being assessed by the IRS, and we expect to receive an assessment notice
for each period upon completion of this assessment. We estimate that these
assessments will total approximately $300,000, plus interest and penalties.
Since the end of the third quarter 2003, we have made on-time payments of
current payroll taxes for both the state and federal agencies.

On March 9, 2004, our legal counsel received a letter from the attorney

representing Manhattan Scientifics. The letter threatened litigation
against us and Richard Govatski for tortious interference with
contract. This is based on the fact that we have declined to honor

Manhattan Scientifics request for a cashless exercise of our Common
Stock Purchase Warrants issued to them. It is our position that the
warrants were issued in a transaction that was not an arms length
transaction and therefore, the warrants should be cancelled.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
No matters were submitted to a vote of the security holders during the fourth
quarter ended December 31, 2003.

PART IT
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
Market Information
Our stock 1is currently quoted on the OTC Bulletin Board under the symbol
"NMXS." The table below sets forth, for the periods indicated Dbelow, our
high and 1low sales prices. These quotations reflect inter-dealer prices,

without retail mark-up, mark-down or commission, and may not necessarily
represent actual transactions.

Quarter High Low

FISCAL YEAR ENDED

DECEMBER 31, 2002 First $0.40 $0.32
Second $0.50 $0.20
Third $0.26 $0.17
Fourth $0.23 $0.17

FISCAL YEAR ENDED

DECEMBER 31, 2003 First $0.19 $0.05
Second $0.11 $0.055
Third $0.21 $0.06
Fourth $0.71 $0.20

FISCAL YEAR ENDING

DECEMBER 31, 2004 First $1.17 $50.40

10
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Our shares are subject to Rule 15g-9 under the Exchange Act. This rule
imposes additional sales practice requirements on broker-dealers that sell
low-priced securities designated as "penny stocks" to persons other than
established customers and institutional accredited investors. The SEC's
regulations define a "penny stock" to be any equity security that has a
market price less than $5.00 per share or with an exercise price of less than

$5.00 per share, subject to certain exceptions. Currently our stock is a
penny stock. We cannot assure you that our shares will ever qualify for
exemption from these restrictions. For transactions covered by this rule, a

broker—-dealer must make a special suitability determination for the purchaser
and have received the purchaser's written consent to the transaction prior to
sale. Consequently, the rule may affect the ability of Dbroker-dealers to
sell our shares and may affect the ability of holders to sell their shares in
the secondary market.

Shareholders

As of March 29, 2004, there were 352 holders of record of our common shares.
Such number of record owners was determined from our shareholders' records
maintained by our transfer agent and does not include beneficial owners of
our common stock held in the name of various security holders, dealers and
clearing agencies.

Dividends

We did not declare any cash dividends on our common stock during the vyears
ended December 31, 2003. We have no plans to pay any dividends to the
holders of our common stock in 2004.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS
Overview

New Mexico Software develops digital lifecycle management systems. The
digital 1lifecycle is the strategy that associates database information with
both paper and digital files including text, email, images, audio, graphics,
video and animation files, and coordinates access to a common repository of
these ©processes and files. The digital lifecycle encompasses creation,
approval, sharing, storage, retrieval, usage, capture and archiving of the
database information. It is appropriate for a wide variety of industries,
including government, medical, entertainment, and IT markets, providing a
significant opportunity for market penetration. Our core product, Roswell,
is an enterprise-level platform that manages digital files. It manages
assets Dby creating folders, or groups of files, catalog hierarchies, users,
user groups, and user permissions. The files are managed by our database
that maintains both the membership of the file in a folder(s) and information
about the file. Roswell's main user interface is a web browser, which makes
it accessible and more intuitive to a greater number of users. It can be run
on Windows or Linux operating systems.

Some challenges we face in the next year are developing a sales force and
distribution channels in order to market our products and educating potential
customers about the benefits of digital management systems. We have hired IT
Marketing Corporation, a marketing firm in Texas, to help us work with end

11
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users, and to assist us with promotions. We have also hired independent
sales agents to help sell our products. We have hired a manager to focus on
providing education about our products to potential customers, and we provide
demo software on the Internet for this purpose, so that customers can better
understand how the digital lifecycle works.

We presently realize revenues from four primary sources: (i) software sales,
maintenance and hosting; (ii) professional services, including custom
programming, scanning and database management services; (iii) license fees;
and (iv) technical support. To date, license fees and software maintenance

have Dbeen directly related. With each sale of our products, the end user
enters 1into a license agreement for which an initial license fee 1is paid.
The 1license agreement also provides that in order to continue the license,
the 1licensee must pay an annual software maintenance fee for which the party
receives access to product upgrades and bug fixes or product patches. This
structure will continue with our Roswell product; therefore, we anticipate a
positive impact on license fees, software maintenance, and custom programming
revenues from Roswell sales. However, according to an article in Forbes
magazine on March 29, 2004, software companies are gradually relying less on
the software license for revenues and more on professional services such as
programming and consulting. Management believes this trend applies to our
revenues as well, since Roswell is our only product that will wuse this
licensing structure. Therefore, although we expect a positive impact on
license fees from Roswell, we believe software sales, custom programming, and
professional services will provide a greater portion of our revenues in the
coming years.
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With the marketing of the DFC and Taos products, management anticipates that
revenues for direct software sales and technical support will increase as
those products are sold and the associated technical support programs are
purchased. The change in focus on our newer products reflects management's
belief that a broader range of products and customers will provide greater
stability in revenues.

Another new marketing area that we are developing is the need for customers
to hire our engineers to connect our software to existing software owned by
the customer. We now have several contracts in which we are "welding"
different databases to our database with good success. This could be a very
important growth area for us in the future.

Scanning services are performed by Working Knowledge at its site 1n Santa
Monica, California. Revenues for scanning services increased 1in the vyear
ended December 31, 2003, because of a large on-going contract with a major
entertainment studio to scan over 8,000 movie titles and their associated
media files. In the past, management has anticipated that these services
will be reserved in the future primarily for existing customers and customers
of our <core products, although revenue could be generated from unsolicited
customers. Accordingly, in 2003 management has not focused on developing
this segment of our business, but will reassess the importance of this
revenue source in the coming year.

Cost of services consists primarily of engineering salaries, engineering
supplies, compensation-related expenses, hardware purchases and equipment
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rental. General and administrative expenses consist primarily of salaries
and benefits of personnel responsible for business development and operating
activities, and 1include corporate overhead expenses. Corporate overhead

expenses relate to salaries and benefits of personnel responsible for
corporate activities, including acquisitions, administrative, and reporting
responsibilities. We record these expenses when incurred.

Critical Accounting Policies

The discussion and analysis of our financial condition and results of
operations are based upon our consolidated financial statements, which have
been prepared in accordance with accounting principles generally accepted in
the United States of America. The preparation of these financial statements
requires us to make estimates and judgments that affect the reported amount
of assets and liabilities, revenues and expenses, and related disclosure of
contingent assets and liabilities at the date of our financial statements.
Actual results may differ from these estimates under different assumptions or
conditions.

Critical accounting policies are defined as those that are reflective of
significant judgments and uncertainties, and potentially result in materially
different results under different assumptions and conditions. We Dbelieve
that there are no critical accounting policies that would have a material
impact on our financial presentation.

Notwithstanding the foregoing, we recognize revenue from sales of proprietary
software that do not require further commitment from us wupon shipment.
During 2002, we shipped software under a contract with Physicians Telehealth

Network ("PTN") and recognized $500,000 in revenue from the sale. The
agreement with PTN provided for the licensing of the technology for $500,000,
which amount was recorded as income during 2002. In the first quarter of

2003, certain of PTIN's assets were taken over by a group of investors headed
by Kurt Grossman and the initial contract we received continued with the new
investor group named Doctors Telehealth Network ("DTN"). DTN has made no
payments under the contract. During the second quarter of 2003, management
determined that DTN was not going to proceed with the project and we wrote
off the receivable related to it. Management does not intend to pursue the
contract and has rescinded the license granted in the agreement.

—-PAGE-
2003 2002
% of % of
Amount Revenue Amount Revenue
Revenues $ 1,300,000 100% $ 1,658,000 100%
Cost of service 330,000 25.4% 527,000 31.8%
Gross profit 970,000 74.6% 1,131,000 68.2%
General & administrative 1,709,000 129.1% 1,386,000 83.6%
Research & development 112,000 8.6% 176,000 10.6%
Impairment of good will 0 22,000 1.3%
Net operating (loss) (851,000) (63.1%) (453,000) (27.3%)
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Other income (expense) (33,000) (2.5%) (69,000) (4.2%)

Net income (loss) (884,000) (65.6%) (522,000) (31.5%)

Earnings (loss) per share S (0.03) S (0.02)

Revenues: Total revenues decreased 21.6%, or $358,000, for the vyear ended
December 31, 2003, as compared to the same period in the prior vyear (the
"comparable prior vyear period"). These revenues were generated from the

following four revenue streams:

* Revenues generated by software sales and maintenance decreased 20.1%, or
$212,000, for the year ended December 31, 2003, as compared to the comparable
prior year period. This decrease is attributable in part to a single contract
with Physicians Telehealth Network (PTN), from which we recognized revenue of
$500,000 41in license fees during 2002. Revenues from software sales and
maintenance other than the PTN contract increased 52.1%, or $288,000 for the
current year as compared to the comparable prior year period (from $553,000 in
2002 to $841,000 in 2003). This increase is attributable to the fact that wea
are now marketing our product as a standard reta