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PART T

ITEM 1. BUSINESS
GENERAL
AMPLTIFIER PRODUCTS

Amplidyne, Inc., a Delaware corporation ("Amplidyne" or the "Company")
designs, manufactures and sells wultra linear power amplifiers and related
subsystems to the worldwide wireless, local 1loop and satellite uplink
telecommunications market. These power amplifiers, which are a key component in
cellular Dbase stations, increase the power of radio frequency ("RF") and

microwave signals with low distortion, enabling the wuser to significantly
increase the quality and quantity of calls processed by new and existing

cellular base stations. The Company's wireless telecommunications products
consist of solid-state, RF and microwave, single and multi-carrier power
amplifiers that support a broad range of analog and digital transmission
protocols including advanced mobile phone services ("AMPS"), code division
multiple access ("CDMA"), time division multiple access ("TDMA"), total access
communication systems ("TACS"), extended total access communication systems
("ETACS"), Nordic mobile telephone ("NMT") , global system for mobile
communications ("GSM"), digital communication service at 1800 MHz ("DCS-1800")
and wideband code division multiple access 3G communications ("W-CDMA") . The
products are marketed to the <cellular, wireless local loop and personal
communication systems ("PCS"™) segments of the wireless telecommunications
industry.

The Company continued to refine amplifier products for the 3.5 GHZ digital
data transmission systems that are presently being deployed by some major OEM's
in North America. The Company also refined its amplifier products such as the
MINI amplifier for its high-speed wireless Internet products. This amplifier was
modified to be operational via power over Ethernet configuration. The company
also developed a single channel NMT 450 Mhz amplifier for a major OEM customer.
The Company has had its test site in Sparta ©New Jersey under continuous
operation for more than 4 years. The Company has been able to get reliable and
successful service under various and severe weather including rain and snow.

In the year 2002, the Company experienced a considerable downturn in its
overall business due to the general decline in the Telecommunications Industry
as well as slow down in demand for its High Speed Internet products, due to
prevailing economic conditions. This trend reversed somewhat during the first
quarter of 2003.However this could not be sustained through the rest of the
year. The company made significant staff cutbacks in late 2002,which resulted in
lower overhead costs during 2003. The Company was unable to raise any additional
funds and as a result the Company has been operating under severe cash flow
conditions for most of 2003.These conditions have considerably 1limited the
company's sales and marketing efforts.
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Amplidyne has several products covered by a patent issued by the United
States Patent and Trademark Office for Pre-Distortion and Pre-Distortion

Linearization which, the Company believes, 1is very effective 1in reducing
distortion, in amplifiers. 1In addition to Company's product line of single
channel power amplifiers, which are currently wutilized by the wireless
communications industry, the Company also develops, designs and manufactures
Multi-carrier Linear Power Amplifiers ("MCLPAs"). MCLPAs combine the performance
capabilities of many single carrier amplifiers into one unit, eliminating the

need for numerous single carrier amplifiers and the corresponding unnecessary
space occupied by the cavity filters encasing the amplifiers. Management
believes that with its (i) proprietary technology (which effectively reduces
distortion), (ii) technological expertise and (iii) established product

line consisting of ultra linear single channel power amplifiers, the Company can
achieve similar performance with its MCLPAs. The Company's linear power
amplifiers and MCLPAs wutilizes the Company's patented predistortion and
proprietary feed forward technology, which amplifies many channels with minimal
distortion at the same time with one product.

HIGH SPEED WIRELESS INTERNET PRODUCTS

In 1999 the Company made its entry into the emerging wireless Internet
access market with new products in the ISM license exempt operating band (2.4 to

2.4835 GHz). The line of spread spectrum radio products has been expanded to
provide complete solutions, with designs for indoor, outdoor and hybrid
indoor/outdoor network coverage including point-to-point and

point-to-multi-point configurations.

These products include ISP Base Stations, PCMCIA radio cards, modular
customer premise equipment (CPE), micro-cells, client base station, amplifiers,
and other network components to provide a turnkey network solution. These
products are IEEE 802.11 compliant and provide high-speed internet access and
private network access from any point in the network. The Company's capabilities
include engineering design to provide coverage over a wide area. Wireless
network elements therefore provide users access from anywhere in the wireless
network. Management believes that this type of design delivers high performance
and lower operating and maintenance costs, compared to a conventional wired
network. An additional value added to a network utility is full roaming access
for portable devices anywhere in the network. The Company installed 1its own
wireless network in the fourth quarter of 1999 to provide a customer
demonstration system, which has proven to be successful.

The Company designs outdoor solutions specifically targeted to the ISP
market which consist of point-to-point backbones for the networks and
point-to-multi-point access to wireless clients. ISP's <can order complete
turnkey systems for various applications or components for expansion and
concentration of existing networks. During 2003, Amplidyne continued offered its
"ISP in a Box" complete network start-up kit for deployment to ISPs.

In light of the events of 2003,particularly the downsizing of the Company
and serious cash flow constraints during the year, the Company will need to
re—-evaluate its products and future marketing strategy during 2004.

HISTORICAL

The Company was incorporated on December 14,1995 pursuant to the laws of
the State of Delaware as the successor to Amplidyne, 1Inc., a New Jersey
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corporation ("Amplidyne-NJ"), which was incorporated in October 1988. The
Company was organized to effectuate a reincorporation of Amplidyne-NJ with and
into the Company on December 22, 1995. The Company maintains 1its executive

offices at 59 LaGrange Street, Raritan, NJ 08869 and its telephone number is
(908) 253-6870. The Company completed its initial public offering of 1,610,000

Units (each Unit consisting of one (1) share of Common Stock and one (1)
Redeemable Common Stock Purchase Warrant ("Warrants")) in January 1997 pursuant
to firm commitment underwritten offering. The offering price was $5.10 per Unit.
The Warrants were redeemed in May 2000. Prior to redemption, 124,871 Warrants

were exercised. The Common Stock trades on the NASD OTC Bulletin Board under the
symbol AMPD.OB.

FORWARD LOOKING STATEMENTS

Certain information contained in this Annual Report is forward-looking
statements (within the meaning of Section 27A of the Securities Act of 1933, as
amended and Section 21E of the Securities Exchange Act of 1934, as amended).
Factors set forth that appear with the forward-looking statements, or in the
Company's other Securities and Exchange Commission filings, could affect the
Company's actual results and could cause the Company's actual results to differ
materially from those expressed in any forward-looking statements made by, or on
behalf of, the Company in this Annual Report. 1In addition to statements, that

explicitly describe such risks and uncertainties, readers are urged to consider
statements labeled with the terms "believes," "belief," "expects," "intends,"
"estimate," "project," "may," "will," "should," continue," "anticipates" or

"plans" to be uncertain and forward-looking. The forward-looking statements
contained herein are also subject generally to other risks and wuncertainties
that are described from time to time in the Company's reports and registration
statements filed with the Securities and Exchange Commission, including the
risks described in Part I-Risk Factors. Such potential risks and uncertainties
include, Dbut are not limited to: the ability to increase revenues and reduce
operating losses; the successful deployment and sale of products; the successful
distribution of our products in the marketplace; the successful expansion of
business with sales made by ISPs; managing expansion; dependence on a limited
number of customers; reductions, delays or cancellations in orders from new or
existing customers; potential deterioration of business and economic conditions
in the Company's customers marketplaces; new product development and product
obsolescence; potential deterioration of the Company's customers credit quality
due to deteriorating economic conditions in the Company's customers
marketplaces; a limited number of potential customers; intensely competitive
industry with increasing price competition; successful development of strategic
partnerships globally; reliance on certain key personnel; variability in gross
margins on new products and resulting impacts on operating results; continued
success in the design of new products and the ability to manufacture in quantity
such new products; continued favorable business conditions and growth in the
wireless communications market; and dependence on certain suppliers for
single-sourced components. In addition, prior financial performance and customer
orders are not necessarily indicative of the results that may be expected in the
future and the Company believes that such comparisons cannot be relied upon as
indicators of future performance. Due to the foregoing factors, the Company
believes that period-to-period comparisons of its operating results are not
necessarily meaningful and that such comparisons cannot be relied wupon as
indicators of future performance. Additionally, the Company undertakes no
obligation to publicly release the results of any revisions to these
forward-looking statements which may be made to reflect events or circumstances
occurring after the date hereof or to reflect the occurrence of wunanticipated
events.



Edgar Filing: AMPLIDYNE INC - Form 10KSB

WIRELESS LOCAL LOOP AMPLIFIER PRODUCTS

The Company has continued to refine its wireless local loop amplifier
products during 2003. . The Company designed a prototype amplifier for the NMT
450 Mhz band for a major North American OEM customer during 2003 and refined its
3.5Ghz products during 2003, and has been manufacturing products during 2003.

Military Amplifier Development

During the year the Company developed prototype amplifiers for a military
replacement amplifier project. The Company intends to explore more opportunities
in this area during 2004.

CELLULAR SYSTEMS

A cellular system consists of a number of cell sites that are networked to
form a cellular system operator's geographic coverage area. Each cell site has a
base station which houses the equipment that transmits and receives telephone
calls between the cellular subscriber within the cell and the switching office
of the local wireline telephone system. Such base station equipment includes an
antenna and a series of transceivers, power amplifiers and cavity filters. Large
cell sites, which generally cover a geographic area of up to five miles in
radius, are commonly referred to as "macrocells."

The ability of cellular system operators to increase system capacity
through the use of microcells is largely dependent on their ability to broadcast

multiple signals with acceptable 1levels of interference and distortion. In
cellular systems, the amplifier 1s generally the greatest source of signal
interference and distortion, particularly with multi carrier high power
amplifiers. Consequently, obtaining amplifiers that can transmit and receive
multiple signals with low distortion or interference from adjacent signals
("high spectral purity") is critical to a cellular system operator's ability to
increase system capacity. Substantial resources and technical expertise are

required to design and manufacture multi carrier power amplifiers with high
spectral purity. To achieve high spectral purity, multi carrier amplifier
systems must have high interference cancellation properties.

The Company believes that the potential opportunities for wireless
communication services in countries without reliable or extensive wireline
systems may be even greater than in countries with developed telecommunication
systems. The Company has developed and refined its products for this market such
as the 2.4 GHz and 3.5 GHz wireless local loop amplifiers. As a result of these
developments, the Company has continued to obtain orders for these products from
its customers.

The Company's satellite amplifier products are used to amplify the signal,

which is Dbeing transmitted from the ground up to the satellite. The
manufacturers of satellite communications equipment operate 1in commercial
markets such as television broadcast services and commercial military

communications. Amplidyne has also provided amplifiers for terrestrial radio
systems, which are used, for television and audio signal transmission.

COMPANY STRATEGY
Utilizing its proprietary, patented technology and experience in

interference cancellation, the Company is pursuing a strategy, focused on the
need of cellular, wireless 1local loop and 3G system operators, to develop
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technologically advanced amplifier based products. The Company has recently
developed amplifiers for military applications and intends to pursue further
other such opportunities when they arise.

The Company's products have been evaluated and successfully deployed in
the OEM systems. However, due to market conditions, the Company expects the
3.5GHz products to be given priority in the near future by its OEM customers.

Management believes that with its predistortion technology and the linear
capability of its core amplifier technology, the Company can achieve similar
performance from a multicarrier amplifier which others achieve by using dual
feed forward loops; this results in much higher component count within the
amplifier unit and may result in poor reliability for such products, compared to
predistortion based feed forward amplifiers which use fewer components and
thereby have a high reliability.

The Company's business strategy focuses primarily on the wireless
communication market and consists of the following elements:

Wireless Internet Products. The Company's high-speed wireless Internet
products have been successfully deployed since 1999. Our wireless Internet
products are aimed at four market segments: (a) Hospitality and Multi-Dwelling
Units (MDU) including hotels and condominiums, (b) enterprise, corporate and
education campuses (c) Internet Service Provider (ISP) networks, (d) Small
Office/Home Office (SOHO),

Increase Penetration of Wireless Equipment Manufacturers. Since 1991, the
Company has positioned itself as a supplier of amplifier ©products to large
wireless telecommunications OEMs. Amplidyne seeks to capitalize on its existing
customer relationships and become a more significant source of its customers'
amplifiers by working closely with OEM customers to offer innovative solutions
to technical requirements and problems. Amplidyne has demonstrated its 3.5 GHz
and 450 MHz single and 3G multichannel products to OEM's during 2003. The
Company intends to pursue this market segment during 2004. There can be no
assurance that the Company will be successful since some of the Company's
competitors have vast financial, technical and marketing resources.

Maintain a Technology Edge. In management's Dbelief the Company, with its
innovative products, has been addressing the needs of its customers for products
that solve significant technical problems. The Company believes its interference
cancellation technologies are among the most advanced that are commercially
available in the industry, both in performance and diversity of methodology. The
Company utilizes proprietary and patented pre-distortion technology and
proprietary feed forward interference <cancellation technology in its linear
power amplifiers and MCLPAs to enable the user to significantly increase the
quality and quantity of calls processed by new and existing cellular base
stations. The Company intends to continue to maintain resources in research and
development associated with its interference cancellation technologies. The
Company has continued its development on 3.5GHz, NMT-450, 3G (Third Generation)
amplifiers and wireless local loop products during 2003.

Develop Innovative Proprietary Products. To date, the Company has focused
its efforts 1in the development of amplifier products which are highly
innovative, and which are not the standard "commodity" type product. In
addition, the Company believes that it has compiled an extensive design library
in the solid-state, high power amplifier industry utilizing its proprietary and
patented technology and expertise in interference cancellation. The Company has
developed and intends to continue to develop products, which combine Dbasic
components in unique and high performance configuration to command higher prices
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in the wireless communications market. In addition, the Company has adapted this
expertise for new commercial market applications and product requirements and
develops products for the NMT-450, 3G (Third Generation) and wireless local loop
markets.

Provide Support from Product Design through Installation and Operation.
The Company works with its customers throughout the design process to assist

them in refining and developing their amplifier specifications. Once the
specifications have been met and the product delivered, Amplidyne continues to
provide technical support to facilitate system integration, start-up and

continued operation. By providing customer support services from the product
design phase through installation and operation, management believes it fosters
increased levels of customer loyalty and satisfaction. In addition, through this
process,

the Company believes it will develop new product definitions and implementations
to further enhance the strategic position of the Company in the wireless market.

Maintain Control of the Manufacturing Process. Amplidyne has consistently
analyzed in house automated manufacturing versus the use of subcontracted
manufacturers in order to control its production schedule. The Company installed
automated manufacturing equipment in the first quarter of 2000, to enhance its
manufacturing process for NMT-450 and wireless local loop amplifiers and other
related products. In certain instances, Amplidyne has made the strategic
decisions to select single or limited source suppliers in order to obtain lower
pricing, receive more timely delivery and maintain quality control.

THE AMPLIDYNE ADVANTAGE

The Company believes that its products have several features, which
differentiate them from those of its competitors, such as:

The Predistortion Solution. Utilizing its proprietary technology the
Company can obtain significant distortion reduction in its core amplifiers. This
enables the pre-distorted amplifier to have feed forward correction (which is
described below, see "Technology") applied to it +to achieve distortion
cancellation.

Superior Distortion and Spurious Cancellation Resulting in Ultra Linear
High Power Amplifiers. The Company believes the use of MCLPAs is critical in the
implementation of new cellular systems and upgrade of older analog systems.
Cellular systems need to cover large areas with minimum hardware in order to
minimize cost per subscriber. Reduction of the distortion and spurious signals
from the amplifiers 1is a key enabling technology. Amplidyne has developed
proprietary interference cancellation technology using multiple methods to
achieve high suppression of spurious output and distortion typically associated
with higher power amplifiers. . The Company's single channel amplifiers have
also been well received in the industry, however, the Company has experienced
more competition in this area. The Company is seeking to position itself to be a
viable source in this area. The Company constantly monitors such situations and
will employ resources to explore such opportunities, as financing permits.

By utilizing its proprietary and patented predistortion technology and its
proprietary feed forward technology, the MCLPAs amplification capacities of the
Company's amplifiers are, in management's Dbelief, among the better products in
the industry.

Linearity, Low Distortion and High Amplification. Wireless service
providers' ability to manage scarce spectrum resources more effectively and
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accommodate large numbers of subscribers is largely dependent on their ability
to broadcast signals with high 1linearity, which pertains to the ability of a
component to amplify a wave form without altering 1its characteristics 1in
undesirable ways. Linear amplifiers allow signals to be amplified without
introducing spurious emissions that might interfere with adjacent channels.
Higher 1linearity increases the capacity of cellular systems by enabling a more
efficient use of digital transmission technologies, micro-cellular architectures
and adaptive channel allocation. In current cellular systems, the power
amplifier is generally the source of the greatest amount of signal distortion.
Consequently, obtaining power amplifiers with high linearity and low distortion
is critical to wireless service providers' ability to improve spectrum
efficiency.

The Company has several products covered by a patent issued by the United
States Patent and Trademark Office, which we believe, gives us a significant
advantage over our competitors.

Multicarrier Designs. Multicarrier amplification, 1in which all channels
are amplified together by a MCLPA, rather than each channel wusing a separate
amplifier, allows for instantaneous electronic channel allocation. Functionally,
it combines many single channel power amplifiers, 1into a single unit, thereby
eliminating the single channel power amplifiers and the corresponding tunable
cavity filters. MCLPAs require significantly higher linearity compared to single
channel designs.

By virtue of the Company's high 1linearity products which incorporates
pre-distortion and feed forward technology achieving, in management's belief,
among the lowest distortion in the industry, the MCLPA amplified signal remains
within their prescribed band and spectrum with low interference of adjacent
channels thus providing flexibility to accommodate any frequency plan.

Wireless Internet Products. One of the key components 1in the wireless
Internet access system is the bi-directional tower top amplifier. We also have
considerable experience 1in the design, development and deployment of fixed
broadband amplifier ©products. The amplifier has to operate reliably in an
outdoor application. Our expertise in this area is an advantage over competitors
who are required to purchase their amplifiers from outside sources.

We also have considerable know-how of other related products such as
antennas, filters, power supplies and digital control circuits. We are therefore
able to offer a turnkey solution to ISP's, providing indoor and outdoor
networking support using our existing resources. We have a cost advantage
because we manufacture our own amplifiers, which we can, if necessary, rapidly
refine and change.

We intend to refine our products as needed and in a timely fashion in
order to obtain market share.

High Quality, Reliability and Customer Support. The Company believes that
the power amplifier in cell sites historically has been the single most common
point of equipment failure in wireless telecommunications networks. Increasingly
reliable power amplifiers, therefore, will improve the level of service offered
by wireless service providers, while reducing their operating costs. 1In
addition, MCLPAs eliminate the need for high-maintenance; tunable cavity filters
that should further reduce costs.

The Company works closely with its customers throughout the design process
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in refining and developing their amplifier specifications. The Company uses the
latest equipment and computer aided design and modeling, solid-state device
physics, advanced digital signal processing ("DSP") and digital control systems,
in the development of its products in their specialized engineering and research
departments. The integration of the Company's design and production is a factor
in the Company's ability to provide its customers with high reliability, low
distortion and low maintenance amplifiers.

TECHNOLOGY

Wireless Transmit Technology. A typical wireless communications system
comprises a geographic region containing a number of cells, each with a base
station, which are networked to form a service provider's coverage area. Each
base station or cell site houses the equipment that transmits and receives
telephone calls to and from the cellular subscriber within the cell and the
switching office of the local wire 1line telephone system. Such equipment
includes a series of transceivers, power amplifiers, tunable cavity filters and

an antenna. In a single channel system, each channel requires a separate
8
transceiver, power amplifier and tunable cavity filter. The power amplifier

within the base station receives a relatively weak signal from the transceiver
and significantly boosts the power of the outgoing wireless signal so that it
can be Dbroadcast throughout the cell. The radio power levels necessary to
transmit the signal over the required range must be achieved without distorting
the modulation characteristics of the signal. The signal must also be amplified
with linearity in order to remain in the assigned channel with low distortion or
interference with adjacent channels.

Because cellular operators are allocated a small RF spectrum and certain
channels, it is necessary to make efficient wuse of the spectrum to enable
optimum system capacity. By amplifying all channels with minimum distortion at
the same time, rather than inefficient use of single channel amplification, one
obtains better system capacity. A MCLPA combines the performance capabilities of
many single carrier amplifiers into one unit, eliminating the need for numerous
single carrier amplifiers and their corresponding tunable cavity filters. These
MCLPAs require less space than multiple single channel amplifiers and their
corresponding tunable cavity filters, which reduce the size and cost of a base
station.

MCLPAs create distortion products, which can cause adjacent channel
interference. The minimization of these distortion products requires
sophisticated technology. This is accomplished through interference cancellation
techniques such as "predistortion" and "feed forward" accompanied by highly

advanced control and processing technology. The Company has developed certain
proprietary technology and methods to achieve minimal distortion 1in its
amplifiers, technically called predistortion and feed forward correction. The
Company uses three distinct technologies (A) Linear class A and AB amplifiers,
(B) Predistorted class A and AB amplifiers and (C) Predistortion feed forward
amplifiers. The Company's proprietary leading edge products contain patented
predistortion and proprietary feed forward technology combined in a proprietary
automatic correction technique.

All amplifiers create distortion when they are run at a high power level.
In an ideal case the output of the amplifier would faithfully reproduce the
input signal without any distortion. In real 1life, however, distortion
characteristics are produced. These distortion products can cause interference
with another caller's channel, which in turn produces poor call quality. By
using a simple, patented technology, Amplidyne recreates the distortion for the
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amplifier in such a manner to cancel the interference signals.

Feed forward cancellation involves taking the distortion created by the
amplifier and processing it in such a way that when it is added back into the
amplifier having been pre-distorted and combined with the feed forward
technology, distortion cancellation occurs. The Company believes that its
patented technology has the most unique and potent technology for distortion
cancellation. Furthermore, Amplidyne has selected linear class AB technology for

its base amplifier which it believes also has superior distortion
characteristics compared to other competitors because 1t is easier to
pre-distort. Thus the three key ingredients (a) Linear <class A and AB

amplifiers, (b) Predistortion technology and (c) Feed forward technology enables
Amplidyne to produce MCLPAs for its major OEM customers.

The Company's wireless Internet access products consist of point-to-point
and point to multipoint indoor and outdoor wunits that can be configured to
provide broad coverage over a city or region or to create <coverage in an indoor
space with free roaming access.

At the remote site an indoor or outdoor LAN system can be connected using

a single channel CPE or Access Point, with various antennae combinations.
Amplifiers are used for range extension purposes.

MARKETS

The market for wireless communications services has grown substantially

during the past decade as cellular wireless local loop, 3G and other new and
emerging applications (such as W-CDMA) have become increasingly accessible and
affordable to growing numbers of consumers. The growth of these markets has

decreased substantially over the last year or so, decreasing the demand for the
Company's products, although the Company cannot predict trends in these markets.

Cellular Market. The market for cellular communications still accounts for
a fairly large portion of the wireless services. The general downturn in this
segment decreased demand for amplifier products during 2003.

Wireless Local Loop. Wireless local loop systems are increasingly being
adopted in developing markets to more quickly implement telephone and Data
communication services. In certain developing countries, wireless local loop
systems provide an attractive alternative to copper and fiber optic cable based
systems, with the potential to be implemented more quickly and at lower cost
than wireline telephone systems. The Company designs, manufactures and markets
MCLPAs and single channel amplifiers for infrastructure equipment systems in the
wireless local loop market in the 2 and 3.5 GHz bands.

Wireless Internet Access Market. The Company's products are aimed at four
market segments: (a) Hospitality and Multi-Dwelling Units (MDU) including hotels
and condominiums, (b) enterprise, corporate and education campuses (c) Internet

Service Provider (ISP) networks, (d) Small Office/Home Office (SOHO).

Custom Communications and Other Markets. The custom communications market
consists of small niche segments within the larger communications market:
long-haul radio communications, land mobile communications, surveillance
communications, ground-to-air communications, microwave communications,
broadband communications and telemetry tracking. The Company sells custom
amplifiers and related products to these segments.

PRODUCTS

10
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The Company designs and sells multi-carrier transmit amplifiers and low
noise receive amplifiers for the cellular communications market, as well as the
PCS and wireless local loop segments of the wireless communications industry.
The Company also provides a large number of catalog and custom amplifiers to
OEMs and to other customers in the communications market in general. 1In
addition, the Company also sells a complete 1line of fixed broadband wireless
networking and LAN products for private networks, virtual private networks and
Internet access.

o MULTICARRIER LINEAR POWER AMPLIFTIERS (MCLPAS) . When a cellular or PCS user
places a call, the call is processed through a base station, amplified, and then
transmitted on to the person receiving the call. Therefore, all base stations

require amplifiers (MCLPAs) whether they are being used for cellular, PCS or 3G
(Third Generation) local loop applications. Amplidyne designs and manufactures
these amplifiers. The objective is to provide a quality product at a good price
and to have exemplary reliability. Management believes that Amplidyne's products
with its patented pre-distortion technology; core linear amplifier technology
and proprietary feed forward technology achieve all of the objectives mentioned
above. Amplidyne's MCLPAs are a unique 1line of ultra linear devices, which
utilize a proprietary pre-distortion and phase locked feed forward architecture.

10

o WIRELESS INTERNET PRODUCTS. The Company's wireless Internet products operate
in the 2.4 GHz ISM band using Direct Sequencing Spread Spectrum technology.

o HIGH POWER LINEAR AMPLIFIERS. Amplidyne's product line of linear amplifiers
have a high third order intercept point, which translates to better call
quality. These high power amplifiers are supplied as modules or plug in
enclosures. The communication bands available are NMT-450, AMPS, TACS, ETACS, 3G
and PCS. The output power ranges from 1 to 200 Watts. These amplifiers can be
used in instances where service providers only need a single transmit channel.

o 3G (THIRD GENERATION) AMPLIFIER DEVELOPMENT. The Company has continued to
refine its 4channel ultra-linear 3G amplifier.

o LOCAL LOOP AND MINI CELL AMPLIFIERS. Local loop and mini cell amplifiers are
designed with a proprietary circuit to achieve a high IMD specification, which
translates to better call quality through the mini cell. These amplifiers can be
ordered as modules or in a rack configuration.

o LOW NOISE AMPLIFIER, CELLULAR, PCN, PCS, GSM. Amplidyne's low noise amplifiers
are manufactured with a mix of silicon and GaAsFET devices. These amplifiers
offer the wuser the 1lowest noise and the highest intercept point, while
maintaining good efficiency. Received calls at a base station are low in level
due to the fact that hand held cellular phones typically operate at half a watt
power level. This weak signal has to be amplified clearly which is done by using
Amplidyne's low noise amplifier. All amplifiers undergo a 72-hour burn-in period
to ensure reliable filed operation.

o COMMUNICATION AMPLIFIERS. These amplifiers are designed for cellular and
PCN/PCS applications and use GaAs or Silicon Bipolar FET devices. The transmit
amplifiers are optimized for low distortion products. Custom configurations are
available for all communication amplifiers. This line of products is aimed at
the single channel base station users employing the digital cellular standards
(CDMA, 3G and TDMA) .

The Company's wireless telecommunications amplifiers can be configured as

11
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modules separate plug-in amplifier units or integrated subsystems. The Company's

products are integrated into systems by OEM customers, and therefore must be
engineered to be compatible with industry standards and with certain customer
specifications, such as frequency, power, linearity and built-in test (BIT) for

automatic fault diagnostics.
PRODUCT WARRANTY

The Company warrants new products against defects in materials and
workmanship generally for a period of one (1) year from the date of shipment. To
date, the Company has not experienced a material amount of warranty claims.

BACKLOG/FUTURE ORDERS

The Company regularly reviews its backlog (which includes projected future
orders from customers) that it expects to ship over the next 12 months. We have

had to change schedules and delay orders depending on customer needs. Customer

schedules or requirements may frequently change and in some cases result in

cancellation of orders, 1in response to which the Company has to change its
11

production schedule. Changes and cancellations exist since, among other matters,
the wireless communications industry is characterized by rapid technological
change, new product development, product obsolescence and evolving industry
standards. In addition, the decline in the Telecommunications industry resulted
in low activity during most of 2003. Only the first quarter showed somewhat of a
recovery for sales of our products. The outlook for 2004 remains uncertain. This
uncertainty may lead to postponement or cancellation of future or current
orders. In addition, as technology changes, corporations are frequently
requested to update and provide new prototypes in accordance with new
specifications if products become obsolete or inferior. Therefore, the Company
has been focusing on strategic partnerships to provide better quality solutions
to our partners with higher margin sales opportunities.

As of December 31, 2003, the Company had signed purchase orders for
approximately $600,000. The Company expects to ship these products during the
first half of 2004. 1In the present state of the Telecommunications Industry
there is a reluctance of companies to commit to large blanket orders. We expect
to see this trend, of just in time orders, to continue during 2004. The Company
would like to stress, although useful for scheduling production, Dbacklog as of
any particular date may not be a reliable indicator of sales for any future
period.

The acquisition of certain of the Darwin assets in 2001 (which included
access to hotels) and the Company venturing into the "hospitality" market in
2001 was new to the Company and turning this venture 1into a success depended
largely on the Company being able to dispose of some of the assets rapidly in a
"bulk" sale. The value of some of these assets has decreased with time. These
products are being sold under the Ampwave product line.
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CUSTOMERS, SALES & MARKETING

Customers. The Company markets its products worldwide generally to
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wireless communications manufacturers (OEMs) and communications system
operators. The table below indicates net revenues derived from customers in the
Company's markets in 2002 and 2003.

NET REVENUES BY MARKET CATEGORIES
(IN THOUSANDS)

YEAR ENDED
DECEMBER 31,

2002 2003
AMPLIFIER MARKETS
Cellular Analog and digital . . . . . . . . . . .« o . o . . . . $264.5 415.72
Wireless Telephony . . . . . . . « « « « « o e o0 e e e e e e 711.1 653
Satellite Communications, Custom and other Products . . . . . . 57.0 59.8
AMPWAVE MARKET
Wireless Internet Products. And Broadband solutions . . . . . . 581 222.7
Total . . . . o oo oo e e e e e e e e e e e e $1,613.6 $1,351,22

* Wireless Telephony. Sales to the wireless telephone segments of the
wireless communications industry have increased from approximately 44% of
total revenues for fiscal vyear end 2002 to approximately 48% of total
revenue for the fiscal year end 2003.

* Wireless Internet and Broadband solutions. The Company shipped products
to its customers in 2003 with total sales for the year of $222,700 which
accounts for approximately 16% of total revenues. The Company sold some of
its Darwin Hotel assets and inventory during 2003.

* International Sales. Sales of wireless products outside the United
States (primarily to Western Europe and Canada represented approximately
67% and 85% of net sales during fiscal 2002 and fiscal 2003, respectively.
* Sales and Marketing. The Company reduced its sales and marketing force
considerably during 2003.The Company's officers and sales and marketing

consultants maintain significant contact with key customers, ensuring
close technical liaison with customer engineers and purchasing managers.
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COMPETITION
AMPLTIFIER PRODUCTS
The ability of the Company to compete successfully and operate profitably

depends in part upon the rate of which OEM customers incorporate the Company's
products into their systems. The Company believes that a substantial majority of
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the present worldwide production of power amplifiers 1is captive within the
manufacturing operations of a small number of wireless telecommunications OEMs
and offered for sale as part of their wireless telecommunications systems. The
Company's future success is dependent upon the extent to which these OEMs elect
to purchase from outside sources rather than manufacture their own amplification
products. There can be no assurance that OEM customers will incorporate the
Company's products into their systems or that in general OEM customers will
continue to rely, or expand their reliance, on external sources of supply for
their power amplification products. Since each OEM product involves a separate
proposal by the amplifier supplier, there can be no assurance that the Company's
current OEM customers will not rely upon internal production capabilities or a
non-captive competitor for future amplifier product needs. The Company's OEM
customers continuously evaluate whether to manufacture their own amplification
products or purchase them from outside sources. These OEM customers are large
manufacturers of wireless telecommunications equipment who could elect to enter
the non-captive market and compete directly with the Company. Such increased
competition could materially adversely affect the Company's business, financial
condition and results of operations.

Certain of the Company's competitors have substantially greater technical,
financial, sales and marketing, distribution and other resources than the
Company and have greater name recognition and market acceptance of their
products and technologies. In addition, certain of these competitors are already
established in the wireless amplification market, Dbut the Company believes it
can compete with them effectively. ©No assurance can be given that the Company's
competitors will not develop new technologies or enhancements to existing
products or introduce new products that will offer superior price or performance
features. To the extent that OEMs increase their reliance on external sources
for their power amplification needs more competitors could be attracted to the
market.

The Company expects its competitors to offer new and existing products at
prices necessary to gain or retain market share. The Company expects to
experience significant price competition, which could have a materially adverse
effect on gross margins. Certain of the Company's competitors have substantial
financial resources, which may enable them to withstand sustained price
competition or downturns in the power amplification market. Currently, the
Company competes primarily with non-captive suppliers of power amplification
products. The Company believes that its competition, and ultimately the success
of the Company, will be based primarily upon service, pricing, reputation and
the ability to meet the delivery schedules of its customers. During 2003 the
Company has been operating under severe cash flow circumstances, which has
restricted the Company's sales and marketing efforts.

HIGH SPEED WIRELESS INTERNET PRODUCTS AND BROADBAND SOLUTIONS

The Company has targeted its products to segments: (a) Hospitality and
Multi-Dwelling Units (MDU) including hotels and condominiums, (b) enterprise,
corporate and education campuses (c) Internet Service Provider (ISP) networks,
and (d) Small Office/Home Office (SOHO) . The Company's revenues 