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PART I

ITEM 1: BUSINESS -

Introduction and Business Development

EquiFin, Inc. (the "Company") was organized under the laws of the State of Delaware in 1984,
‘Since the third quarter of 2000, we have pursued the strategy of liquidating assets from our previous
line of business and directing our efforts and assets to building a commercial finance company that
provides asset-based credits of $500,000 - $3,000,000 to small and mid-sized business enterprises.
In pursuit of this strategy, we have discontinued and divested ourselves of unprofitable
manufacturing operations, extinguished debt related to those operations and, commencing at the start
of 2002, focused all of our resources on building a commercial finance company through Equinox
Business Credit Corp. (our 81% owned subsidiary). Because of our limited portfolio of loans, we
believe that we are still in the early stage of our development as a finance company. We currently
have structured credits principally in the form of accounts receivable funding and senior secured
loans. As we develop this business, our structured credits may also include subordinated secured
loans, bridge loans, convertible loans, loan.guarantees and other similar opportunistic situations.

Our business goal is to provide a range of capital solutions to small and mid-size business
“enterprises from which we, as a Company, can realize high current yields while, in most situations,
securing our loans through liens on the assets of the borrowing enterprise. Our further business
objective is, in certain opportunities, to structure a portion of our credits so that we receive
enhancement fees or equity considerations that could, based on the success of the borrowing
enterprise, provide additional income and/or capital appreciation to the Company. '

Our Chairman of the Board and Chief Executive Officer, Walter M. Craig, Jr., has approximately
11 years of experience in the commercial finance industry, providing different forms of credit to
small and mid-sized business enterprises. Prior to that time, he had spent 11 years in structuring
financial transactions for small and medium size companies as an attorney. Recently his experience
includes acting as our Chief Executive Officer, since August 2000, and having acted as President
and director of PLB Management Corp. the general partner of Mezzanine Financial Fund, L.P., a
privately held Delaware limited partnership which made-collateralized loans to companies. The
collateralized loans extended by this entity generally were extended to small and mid-sized business
enterprises and were structured to be subordinated secured debt, often with equity enhancements.
During the past 5 years, Mr. Craig was also Chairman of the Board of an affiliated entity that was
engaged in the factoring business, where accounts receivable of small business enterprises were
purchased on a discounted basis. Mr. Craig has over 20 years experience in both structuring asset-
based loan transactions and in negotiating and structuring debt and equity capital placements.

Mr. Vogel, the President of Equinox Business Credit Corp., our 81% owned subsidiary which
currently conducts substantially all of our operations, started in that office in December 2001. Mr.
Vogel was a Senior Vice President of Century Business Credit Corp. (“Century”) from 1990 until
December 1999. Century was a privately held finance company, whose portfolio of asset-based
credit lines reached approximately $120,000,000. Century was sold to Wells Fargo Bank in 1999.
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Prior to his work at Century, Mr. Vogel was Vice President of Fidelcor Business Credit Corp.
- (“Fidelcor”) from 1984 until 1990. Both Century and Fidelcor were.involved in providing asset-
based term and revolving loans principally-in the amounts of $500,000 to $3,000,000 to small and
mid-size companies. :

Because of our management’s experience in the commercial finance industry, it was believed that
there had been a consolidation of smaller asset-based lenders at the close of the 1990's and, as a
result, the asset-based lending marketplace had become increasingly populated by larger lenders. -
These larger lenders, due to their operating size, had moved away from providing credits under $3
million to companies as well as credits that were perceived to be of a higher risk (companies that -
had an absence of consistent, positive cash flow history, or were experiencing a turnaround in their
business or where the company might be reorganizing under bankruptcy protection). Although these
“higher-risk” companies are not traditional credits, many are rich in collateral and are able to
support asset-based loans. Accordingly, after Mr. Craig's investment in the Company enabled him
to become our Chairman of the Board in the second quarter of 2001, we sold our then principal line
of business, which provided various out-sourcing services to the petro-chemical industry, and have
since then concentrated our efforts on building a commercial finance company which provides
$500,000 - $3,000,000 in asset-based credits to small and mid-size business enterprises.

Our initial focus in pursuit of our strategy to develop a finance company has been to build an asset-
based lending group through our 81% owned subsidiary, Equinox Business Credit Corp.
(“Equinox”). Capitalizing on Mr. Vogel’s extensive experience in the asset-based lending industry,
Equinox’ operations commenced in the first quarter of 2002, and as of December 31, 2003 had
committed to fund revolving and term loans aggregating up to approximately $15,000,000 to ten
borrowers. Equinox provides revolving and term loan credit facilities that are secured by the assets
of the borrower. To date, all of Equinox’ loans have been secured by a security interest in
substantially all of the assets of its borrowers. Because our capital has been limited, we have not,
to date, aggressively marketed our lending operations. We have principally relied upon an existing
referral network that exists from our management’s prior endeavors (including brokers, accountants,
lawyers, consultants and workout departments at commercial banks) to provide us with potential
lending opportunities. During the third and fourth quarters of 2003, we completed private
placements of notes and warrants generating net proceeds of approximately $1,890,000." As a result
of obtaining these additional capital resources, we plan to embark on a more aggressive marketing
campaign during 2004, which may include retaining sales personnel who work exclusively for our
Company and placing advertisements in trade journals. We believe that these activities will enable
Equinox to employ the capital it currently has on hand from the placements of 2003, together with
its remaining borrowing capability of close to $10,000,000 under its senior credit facility with Wells
Fargo Foothill Corporation. See Management's Discussion and Analysis of Financial Condition and
Results of Operation (ITEM 6) regarding the lender informing the Company that it does not intend
to renew the credit facility at maturity.

Our principal operating philosophy is to establish structured credit facilities and loans that are
secured in their repayment by the assets of the enterprise receiving the capital assistance. A secured
position against assets of a borrowing enterprise does not insure recoupment of the Company’s
capital investment, but it does provide a degree of asset coverage on the capital placed with the
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enterprise and enables the Company, as a lien holder, to both sell assets if the credit facility is not
being repaid and/or participate in any discussions or negotiations which might surround the
- restructuring of our credit facility if a borrowing enterprise encounters difficulty in its business.

Our prospective borrowers are companies that are unable to obtain funding through more traditional
commercial bank loans. This situation enables us to achieve our aggressive yields on our loans.
These situations present themselves where a borrower might be expanding into a new opportunity,
reducing its business due to recent challenges and/or operating unprofitability, introducing a new
product or service, or where management desires to acquire the borrower’s business from its current
owners. Our credit could be extended in connection with refinancings, reorganizations, turnarounds,
debtor-in-possession (“DIP”’) and post-DIP transactions. We intend to primarily focus on providing
credit to manufacturers, importers, wholesalers, distributors and service companies.

During 2003, Equinox closed a total of 7 asset-based facilities. The maximum amount that could
be borrowed under any such facility was $2,000,000. As of December 31, 2003, Equinox had nine
asset-based loan facilities outstanding, with the aggregate maximum loans permitted to be borrowed
thereunder of $15,050,000 and total loans outstanding of $11,770,000.

In addition to Equinox’ operations which provide asset-based loan facilities, we have a subsidiary,
Equinox Factors, Inc., that provides “factoring” services. Factoring is the legal purchase, at a
discounted price, of the accounts receivable of a contract customer. Under our factoring contracts,
our customers receive a payment from us on our purchase of their accounts receivable that is a
percentage of the invoice they generated for the sale of services or goods. As the purchaser of the
receivable, we become legally entitled to receive payment from the account debtor. As of December
31, 2003, our investment in these purchased accounts receivable totaled $969,375 with respect to
the purchase of approximately $1,964,000 of gross amount of accounts receivable.

Although our goal is to develop, over time, a multi-regional commercial finance company, because
of our current capital resources, we have, to date, focused primarily upon developing the asset-based
loan operations of Equinox in the northeast region of the United States. If we are able to grow these
operations through our enhanced marketing efforts, we anticipate that the demands of our customers,
or potential customers within the niche that we are attempting to exploit, will present us with more
opportunities to provide other forms of financing. We initially plan to pursue these other forms of
financing on an opportunistic basis, depending upon our capital resources at the time.

It is expected that we will extend a financial solution to companies principally through our asset-
based lending group in the future and not as much through our factoring company. Asset-based
lending transactions concentrate on balancing collateral values, cash flow and capital structure of
our borrower. Equinox offers revolving and term loans to small and medium-sized companies
secured by accounts receivable, inventories, and fixed assets. The interest rates charged by us for
various classes of financing assets vary depending upon the credit quality of the borrower, the
amount and maturity of the loan, the costs of servicing, the income tax consequences of the
transaction, the cost of borrowing to the Company, and, to a lesser degree, state usury laws. Our
finance receivables have both variable rates and fixed rates of interest. Variable rate loans reprice
in accordance with agreed upon indices, usually a published reference prime interest rate.
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Intotal, at December 31, 2003, EquiFin, through participations, asset-based loans, factored accounts:
and other term loans, had outstanding structured, credit commitments of approximately $13,013,000.

As part of our business strategy to develop a commercial finance company, we believe there could
exist smaller, commercial finance companies that might feel it is advantageous to be part of a public
enterprise. In furtherance of this aspect of our plan of development, on June 20, 2003, we signed
a merger agreement with Celtic Capital Corporation and its principal stockholders, pursuant to
which we agreed, based on certain conditions, to acquire Celtic by merging it with and into our
wholly-owned subsidiary. Inaccordance with the merger agreement, in September 2003, we elected
not to proceed with the merger as a result of our not being able to complete a debt or equity
financing that would generate net proceeds of at least $3,000,000 on terms acceptable to us. The
completion of a financing that would generate that amount of net proceeds was a condition to the
closing of the merger. In accordance with the terms of the merger agreement, a significant amount
of the proceeds from any financing that we obtained would have been utilized to repay existing
subordinated indebtedness of Celtic Capital Corporation. We believe this requirement materially
contributed to our difficulty in raising the requisite capital on terms that were acceptable to us, and
accordingly, decided not to proceed with the proposed transaction. We were not required to pay a
penalty as a result of our terminating the merger.

Our principal executive offices are located at 1011 Highway 71 Spring Lake, New Jersey 07762;
and our telephone number is (732) 282-1411.

Competition

The commercial finance field in which we operate is highly competitive, with business developed
primarily on the basis of customizing transaction structure, client service and relationships, and
payment terms. We are subject to competition from many similarly situated finance companies, and
to a lesser extent national and regional banks, who have greater resources and capital, private funds
and other investment groups.

By providing $500,000 to $3,000,000 in sub-investment grade situations, we feel we fill a void in
the capital marketplace created by the recent consolidation of smaller asset-based lenders in the
commercial finance industry. However, there are many regional commercial finance companies
looking to fill this perceived opportunity. We also believe that given our size, as compared to other
finance companies, that we have the flexibility and the timely response necessary to service
prospective borrowers. In the market for sub-investment grade, asset-based financing, where
potential clients are often distressed, the ability to move quickly is critical. We are structured to
address the small, mid-size business needs and to react quickly to fund opportunities in three to four
weeks, as compared to most commercial finance companies that require 45 to 60 days for funding.

Governmental Regulation

We are subject to certain laws and judicial and administrative decisions imposing various
requirements and restrictions, which, among other things, establish maximum interest rates, finance
charges and other charges we can impose for credit. In our judgment, existing statutes and
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regulations do not have a material adverse effect on our business. However, it is not possible to
forecast the nature of future legislation, regulations, judicial decisions, orders or interpretations, nor
their impact upon our future business, financial condition, results of operations or prospects.

Emplovees

At December 31, 2003, we employed nine persons who were full time employees, in executive,
administrative and clerical capacities and three part time individuals. None of our employees are
represented by a union.

ITEM 2: PROPERTIES

We rent an executive office suite comprising approximately 1,600 square feet, on a month-to-month
basis, at 1011 Highway 71 in Spring Lake, New Jersey. Monthly rent for this space during 2003 was
reduced to $1,800 a month. This space is rented from an affiliated entity controlled by our Chief
Executive Officer.

Our principal subsidiary, Equinox Business Credit Corp., occupies approximately 3,800 square feet
of space in Iselin, New Jersey, approximately 30 miles from New York City, pursuant to a lease that
commenced on January 1, 2002 and expires December 31, 2004. The annual rent for the third year
of the term is $126,753.

Equinox Factors, Inc., rents office space of 1,329 square feet in Tampa, Florida. The monthly rent
is approximately $2,960 under a lease which expires July 31, 2004.

We believe that our office space is adequate for our current and foreseeable future needs.

ITEM 3: LEGAL PROCEEDINGS

At the present time, we are not a party to any lawsuits that are expected to have a material adverse
effect on the business, operations or financial condition of the Company.

ITEM 4: SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS:

On December 29, 2003, we held our 2003 Annual Meeting of Stockholders at which stockholders
elected Daniel T. Murphy and Lee A. Albanese as directors of the Company to serve until our
Annual Meeting of Stockholders in the year 2006, and in each case, until their successors are duly
elected and qualified. The results of the voting for each nominee were as follows:

Name of Nominee Votes For Votes Withheld
Daniel T. Murphy 6,262,812 25,600
Lee A. Albanese 6,237,812 50,600



Thomas D. Werblin and John E. Stieglitz were directors of the Company at the time of the 2003
Annual Meeting of Stockholders, and continue to serve as directors of the Company together with
Mr. Craig.

PART I

ITEM 5:. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED

STOCKHOLDER MATTERS

Market Information. The Company's Common Stock presently is listed on the American
Stock Exchange and is presently traded under the symbol "II". The table below sets forth,
for the period indicated, the high and low closing prices of the Common Stock.

Fiscal 2002 High Low
First Quarter $.54 $.30
Second Quarter 40 28
Third Quarter 33 .16
Fourth Quarter 34 17
Fiscal 2003 High Low
First Quarter $.29 $.15
Second Quarter .55 24
Third Quarter .55 41
Fourth Quarter 95 49

The closing price of the Common Stock on March 23, 2004 was $.58.

b.

Holders. As of March 24, 2004, there were, to the best of our knowledge, approximately
172 holders of record of the Company's Common Stock.

Dividends. We have not declared or paid any cash dividends during the last two fiscal
years. Given our need for cash to develop our finance business, we do not intend to pay any
cash dividends for the foreseeable future.

In March 2004, our Board of Directors resolved to extend the expiration date of our
outstanding publicly traded common stock purchase warrants (AMEX: II, WS) from March
31, 2004 until September 30, 2004. These public warrants were issued as a dividend in
October 1991, and as of December 31, 2003, there were approximately 1,114,852 public
warrants outstanding.

Recent Sales of Unregistered Securities.

In the fourth quarter of 2003, we sold an aggregate of $1,100,000 principal amount of 7%
secured convertible notes, due December 15, 2006 ("Notes") to an institutional purchaser.
The purchaser of the Notes also received an aggregate of 532,257 warrants, each warrant
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entitling the holder to purchase one share of the Company's common stock. The warrants
expire on December 15, 2008. One-third of the warrants are exerciseable at $.78 per share,
one-third at $.93 per share and one-third at $1.09 per share. The purchaser of securities was
an "accredited investor" within the meaning of the Securities Act of 1933, as amended (the
"Act"). The securities were issued and sold in such placement pursuant to an exemption
contained in Section 4(2) of the Act.

Warrants to purchase 184,516 shares of common stock at $.78 per share, expiring December
11, 2008 were issued to the investment advisor in the transaction.

All other sales of unregistered securities during 2003 have previously been reported in the
Company’s Quarterly Reports on Form 10-QSB.

e. Securities Authorized for Issuance Under Equity Compensation Plans.

The following table provides information about the common stock that may be issued upon

_exercise of options, warrants and rights under all of the Company's existing equity
compensation plans approved by stockholders and equity compensation plans not approved
by stockholders as of December 31, 2003.

Number of Shares
remaining available
for future issuance

Number of shares ' Weighted average under equity
to be issued upon exercise price of  compensation plans
exercise of outstanding outstanding options, (excluding shares
options, warrants . warrants and shares reflected in
: and rights . rights column (a))
Plan Category (a) (b) ' (c)
Equity compensation 665,000 (Note) § 45 585,000
plans approved by ‘
stockholders
Equity compensation 2,141,667 (Note) - .52 0
plans not approved
by stockholders

(Note) As aresult of the increase in the number of shares reserved for issuance because of private
placements in the third and fourth quarters of 2003, the Chief Executive Officer of the Company has
made the issuance of 195,000 shares under plans approved by stockholders and 305,000 shares -
under plans not approved by stockholders, previously reserved for issuance, subject to obtaining
stockholder approval of an amendment to the certificate of incorporation increasing the number of
authorized shares.



Material Features of Non-statutory Options and Warrants

The Company's Non-Statutory Options and Warrants consist of individual grants of options
and warrants to employees, advisors and consultants the material features of which are
described below:

(1)

(i)

(iii)

(iv)

(v)

430,000 options that were granted in October 2001 to officers, employees
and directors of the Company, each of which has an exercise price of $.40
per share and expires in June 2006. As of December 31, 2002, except for
60,000 of such options, all such options were exercisable. The remaining
options become exercisable based upon the duration of employment of
certain optionees. ‘

185,000 options were granted to Walter M. Craig, Jr., the Company's
Chairman of the Board and the Chief Executive Officer, in 2001, pursuant to
his employment agreement (these options were in addition to the 215,000
options that were granted to Mr. Craig in 2001 pursuant to the Company's
1997 Stock Option Plan). 35,000 of such options have an exercise price of
$.75 per share, and of the remaining options, 50,000 options have an exercise
price of $1.00 per share, 50,000 options have an exercise price of $1.25 per
share and 50,000 have an exercise price of $1.50 per share. The options
expire in March 2011 and do not become exercisable until September 2010,
subject to earlier exercisability if the Company attains certain cumulative
earnings thresholds. See note above regarding Mr. Craig's options.

305,000 warrants were granted in 2001 to consultants who assisted the
Company in 2001 in obtaining its working capital credit facility from
Foothill Capital Corp. ("Foothill") in the fourth quarter of such year.
225,000 of such warrants have an exercise price of $.50 per share and expire
in December 2006 and 80,000 of such warrants have an exercise price of $.40
per share and expire in December 2007.

160,000 options that were granted in August 2002, each having an exercise
price of $.22 per share and expiring July 31, 2012; 80,000 of which were
granted to Walter M. Craig, Jr., and 80,000 of which were granted to Allen
H. Vogel. As of December 31, 2003, all of such options were exercisable.
See note above regarding Mr. Craig's options.

25,000 options granted to two employees in March 2002. 10,000 of such
options having an exercise price of $.43 and 15,000 having an exercise price
of $.40 and all expire December 31, 2006. 8,333 of the options are
exercisable; 8,333 become exerciseable March 4, 2004 and 8,333 become
exerciseable March 4, 2005.
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(vi) 162,500 options were granted in 2003 to officers and employees of the
Company, each of which has an exercise price of $.25 and expire December
31, 2006. One-third of the options become exerciseable January 2, 2004,
January 2, 2005 and January 2,.2006. This group of optlons includes 40,000
issued to Mr. Craig, see note above.

(vii) 874,167 warrants were issued to investment advisors and consultants in 2003.
Each warrant entitles the holder to purchase one share of common stock.
Prices and expiration dates are as follows:

Warrants Price Expiration
100,000 $ .25 February 14, 2007
100,000 $ .25 March 18, 2008

50,000 $.50 June 30, 2008
314,651 $.50 August 31, 2008
125,000 $ .30 April §, 2008
184,516 $.78 December 11, 2008

ITEM 6: MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION
AND RESULTS OF OPERATIONS ‘

Results of Operations for Years Ended December 31, 2003 and 2002

In September 2001, the Company sold its remaining manufacturing operation, Chemtrusion, Inc.,
which was engaged in the plastic compounding business and thereafter initiated its new plan of
business of providing structured. capital to small and mid-size enterprises. The Company's
continuing operations for the years ended December 31, 2003 and 2002, reflect revenues of
$2,150,000 and $1,619,000, respectively, from interest and fees earned from the Company's
portfolio of structured capital placements. The increase of $531,000 is the result of an increase in
the number and amount of asset-based loans made by the Company as it developed its business
during 2003. The Company plans to continue to work to build its portfolio of loans so that revenues
from these activities will grow as it pursues its plan of developing a finance company. Revenues
for the year ended December 31, 2003, included revenue of $39,000 from a loan that was prepaid
and December 31, 2002 included material payments of $209,000 resulting from fees that were
earned in relation to the liquidation of two loans during 2002.

Selling, general and administrative expenses have increased for the year ended December 31, 2003,
by $327,000 over 2002. Components of the increase include $109,000 in additional loan
administration fees for the Company's senior credit facility, $51,000 for a non-cash charge related
to a note conversion for additional shares of common stock to be issued for a reduction in the
conversion price of convertible notes which were exchanged for preferred stock, $51,000 related to
the discontinuance of a proposed acquisition, $21,000 on the exchange of loan participations for
13% secured notes, a non-cash charge of $70,000 in additional provisions for loan losses, and
$25,000 in bank fees.
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Interest expense increased by $404,000 during 2003 as compared to 2002, of which $207,000 was
due to the increased borrowings under a $20,000,000 credit facility which the Company has through
its subsidiary, Equinox Business Credit Corp., from Wells Fargo Foothill ("Foothill"). This credit
facility provides credit for the proposed expansion of the Company's asset-based loan activities.
Interest expense also increased at the parent company level by $116,000.primarily due to the private
placement of 15% secured participation notes and 11% convertible subordinated notes. The increase
also includes $81,000 for amortization of loan costs.

~ In each of 2003 and 2002, a discount of $100,000 was given in exchange for a prepayment of
amounts due from a sharing in future management fees due from Chemtrusion. This fee payment
was structured when Chemtrusion was sold in the fourth quarter of 2001,

The income of $65,000 from discontinued operations in 2003 is related to the reduction in severance
liability described in note 8(a) to the consolidated financial statements. The income from

“discontinued operations in 2002 included $84,000 from state tax refunds, $19,000 in net proceeds
from consigned inventory related to Intersystems Nebraska which was sold in 1999 and the reversal
of $120,000 in unneeded reserves previously recorded on the sale of Chemtrusion in 2001.

Critical Accounting Policies

The Company's critical accounting policies as described in note 1 relate to revenue recognition and
credit losses. With respect to revenue recognition, management does not consider it likely that there
would be any changes in that policy that would impact the financial statements. The Company
provides a reserve for possible loan losses. The Company has a credit committee which approves
its secured loans and reviews the adequacy of collateral supporting the loan. This collateral is
audited by the Company on a quarterly basis. Uncertainty in the Company's ability to recover its
principal and interest on a given loan could result if the collateral securing a loan becomes
inadequate to cover such loan amount following an event.of default. The Company has been
providing an allowance for credit losses to mitigate any such shortfall. The allowance at December
31, 2003, is $221,000 and should increase further based upon future growth of the loan portfolio.

New Accounting Pronouncements

In December 2002, SFAS No. 148, "Accounting for Stock-Based Compensation-Transition and
Disclosure an Amendment of SFAS No. 123" was issued. SFAS No. 148 amends SFAS No. 123,
to provide alternative methods of transition for a voluntary change to the fair value based method
of accounting for stock-based employee compensation. In addition, SFAS No. 148 amends the
disclosure requirements of SFAS No. 123 to require prominent disclosures in both annual and
interim financial statements about the method of accounting for stock-based employee compensation
and the effect of the method used on reported results.” The Company adopted SFAS No. 148,
effective January 1, 2003 and it did not have any material impact on its consolidated financial
statements. ' ‘ '

12




American Stock Exchange

The Company was, in 2002, notified by the American Stock Exchange ("AMEX") that, because it
had fallen below the required stockholder equity for the continued listing of its common stock on
the AMEX, its continued listing on the AMEX would be subject to the submission of a plan
demonstrating a return to compliance: The Company submitted a plan showing the prospect of
returning to compliance, and in January 2003, the AMEX notified the Company that it had accepted
the Company's proposed plan to restore stockholder equity and granted the Company an extension
of eighteen (18) months to regain compliance with the AMEX' continued listing standards. During
the period that the plan is developed, the Company's common stock will continue to trade on the
AMEX, but the Company will be subject to periodic review during the extension period. During
the first three quarters of 2003, the Company has taken measures to restore stockholder equity and,
although at September 30, 2003 it was in compliance with the plan submitted to AMEX, at the
completion of the Company's year-end audit the Company determined it was not in compliance with
the projected development of stockholder equity. .

The Company will continue to take measures to stay in compliance with the Plan. The failure of
AMEX to agree to the Company's proposals to regain compliance with the Plan could result in the
Company being delisted from the AMEX. : ‘

Liquidity and Capital Resources

Cash used in operating activities amounted. to $916,000 for the year ended December 31, 2003.

Investing activities required cash of $6,904,000, which included $7,474,000 for development of the

loan portfolio which was offset to an extent by $250,000 received from the sale of a participation. .
Financing activities provided $8,510,000 in cash, which included $6,066,000 in borrowings and

$2,880,000 from the sale of convertible notes. The result of these activities was a net increase in

cash of $690,000 which increased cash to $1,078,000 at year-end December 31, 2003

In December 2001, Equinox Business Credit Corp., an 81% owned subsidiary of the Company,
entered into a Loan and Security Agreement (the "Agreement") with Wells Fargo Foothill, which
provided for the initiation of a $20,000,000 revolving credit facility (the "Credit Facility"). The
agreement provides for interest at the prime rate plus 1.25% (equal to 5.25% at December 31, 2003).
Equinox is permitted to borrow under the Credit Facility at up to 85% of the borrowing base, which
consists of eligible notes receivable, as defined in the Agreement. Under the terms of the
Agreement, as amended, Equinox must maintain tangible net worth (including subordinated debt)
of $3,000,000 from December 31, 2003 through February 29, 2004; $3,050,000 through May 31,
2004; $3,100,000 through August 31, 2004 and $3,150,000 thereafter; a leverage ratio, as defined,
of not more than 5 to 1 and an interest coverage ratio of not less than 1.1 to 1, increasing to 1.25 to
1 beginning April 2004. Equinox did not maintain the tangible net worth requirement for December
31,2002, January 31, 2003, February 28, 2003 and June 30, 2003 and the interest coverage ratio at
September 30, 2003. Through amendments to the Agreement, the lender waived the defaults for
those periods. During 2004, Equinox is also required to realize, for each fiscal quarter in 2004, 75%
of'its projected revenues and projected earnings before tax based on projections previously furnished
to Foothill. Allthe assets and the capital stock of Equinox are pledged to secure the Credit Facility,
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which is also guaranteed by the Company. There was $9,839,000 outstanding on the Credit Facility
at December 31, 2003. The Agreement matures December 19, 2004 and the lender has informed
the Company that it does not currently intend to renew the agreement. The Company will seek to
replace the credit facility prior to maturity, however there can be no assurance that such efforts will
be successful. If our current facility is not replaced, we might negotiate a sale of our portfolio, apply
all cash flow. generated by .the loans securing the facility to pay down our borrowings thereby
adversely effecting our liquidity position. In this situation, we may not be able to satisfy our
outstanding loan commitments, originate new loans or continue to fund our operations.

EquiFin has provided operating cash to Equinox to cover net worth shortfalls. EquiFin raised
$1,127,000 through the issuance of 11% subordinated convertible notes in September 2003 and
raised $1,100,000 through 7% subordinated convertible notes as a direct placement to Equinox in
December 2003. The Company also entered into an agreement with the purchaser of the $1,100,000
7% convertible subordinated notes pursuant to which the Company would borrow, at any time until
December 31, 2006, on a revolving basis up to $3,000,000 in the aggregate (including the original
$1,100,000), but not more than 11.5% of the borrowing base. See note 4 to the consolidated
financial statements for additional information with respect to the 11% convertible note and the 7%
convertible subordinated note.

In December 2001, the Company commenced a private placement of up to $1,500,000 of five-year

notes to provide the Company with additional working capital and capital to invest in the

development of its loan portfolio. Through December 31, 2003, $644,000 of 11% subordinated

notes and $620,000 of 13% secured notes had been sold. The 13% secured notes were exchanged
for loan participations at June 30, 2003 (see note 4 to the consolidated financial statements).

In the first three quarters of 2003, the Company sold $600,000 of 15% secured participation notes
due June 30, 2004. Interest is payable quarterly and the note is secured by a secured loan extended
by the Company of $568,000. As of December 31, 2003, the noteholder exchanged the note for the
underlying security (see note 4 to the consolidated financial statements).

The Company intends to pursue its capital formation activities to grow the Company's portfolio of
structured credit in 2004, but is subject to obtaining stockholder approval of an amendment to the
certificate of incorporation increasing the number of authorized shares in order to pursue equity-
based financings.

On March 25, 2003, the individuals to whom the liability for severance benefits is due, agreed to
exchange $925,000 of the liability for 10% cumulative preferred stock (Preferred Stock Series A)
with a stated value of $925,000. The stock was issued to a trust maintained by the Company (see
Notes 7 and 8 to the. financial statements). . :

In September 2003, the holder of the 11% convertible note of $750,000 and 13% convertible note
of $250,000 (Coast Capital Partners, L.L.C., an affiliated company) agreed to exchange the notes
for preferred stock (Preferred Stock Series AA and AB - see note 4 to the consolidated financial
statements).
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Forward Looking Statements

This annual report for the year ended December 31, 2003 as well as other public documents of the
Company contains forward-looking statements which involve known and unknown risks,
uncertainties and other factors which may cause the actual results, performance or achievement of
the Company to be materially different from any future results, performance or achievements
expressed or implied by such forward-looking statements. Such statements include, without
limitation, the Company's expectations and estimates as to future financial performance, cash flows
from operations, capital expenditures and the availability of funds from refinancing of indebtedness.
Readers are urged to consider statements which use the terms "believes,” "intends," "expects,"
"plans,” "estimates," "anticipated,” or "anticipates" to be uncertain and forward looking. In addition
to other factors that may be discussed in the Company's filings with the Securities and Exchange
Commission, including this report, the following factors, among others, could cause the Company's
actual results to differ materially from those expressed in any forward-looking statement made by
the Company: (i) general economic and business conditions, acts of God and natural disasters; (ii)
increased competition; (iii) the Company’s inability to raise additional capital on acceptable terms;
(iv) an increase in interest rates which could adversely affect the Company’s ability to originate new
credit facilities and grow, and could increase the amount of the Company’s nonearning assets and
writedowns; (v) a decrease in interest rates which could cause an acceleration in the prepayment of
the Company's credit facilities; (vi) the Company’s inability to successfully implement its strategy
to become a diverse finance company providing various forms of credit to small and mid-sized
companies, including the Company’s inability to attract and retain qualified personnel; and (vii) the
Company's dependence upon two key persons, the loss of the serv1ces of either of which could
materially adversely affect the Company.

ITEM 7: FINANCIAL STATEMENTS: The financial statements ﬁled as part of this report

include: -

Page

Report of Independent Public Accountants ................ F-2

Consolidated Balance Sheet as of December 31, 2003.. F-3

: Cdnsolidated Statements of Operations for the

years Ended December 31, 2003 and 2002 .................. F-4

Consolidated Statements of Shareholders' Equity for

the Years Ended December 31, 2003 and 2002 ......... F-5&6

Consolidated Statements of Cash Flows for the Years

Ended December 31, 2003 and 2002 ..........ccccoeoveenn. F-7& 8

Notes to Consolidated Financial Statements .............. F-9 to F-22
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ITEM 8: CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON
ACCOUNTING AND FINANCIAL DISCLOSURE.

None.

ITEM 8A: CONTROLS AND PROCEDURES

As of December 31, 2003, the Company's management carried out an evaluation, under the
supervision of the Company's Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the design and operation of the Company's disclosure controls and procedures
pursuant to the Securities Exchange Act, Rule 13a-14a. Based upon that evaluation, the Chief
Executive Officer and Chief Financial Officer concluded that the Company's disclosure controls
and procedures were effective, as of the date of their evaluation, for purposes of recording,
processing, summarizing and timely reporting material information required to be disclosed in
reports filed by the Company under the Securities Exchange Act of 1934. There were no changes
in the Company's internal control over financial reporting that occurred during the Company's most
recent fiscal quarter that have materially affected, or are reasonably likely to materially affect, the
Company's internal control over financial reporting. :

PART II1

Portions of the definitive proxy statement (the "Definitive Proxy Statement") to be filed with the
Securities and Exchange Commission relative to the issuer's 2004 Annual Meeting of Shareholders
are incorporated by reference into Part IIl of this Form 10-KSB.

ITEM 9: DIRECTORS AND EXECUTIVE OFFICERS, PROMOTERS AND CONTROL
PERSONS:; COMPLIANCE WITH SECTION 16(A) OF THE EXCHANGE ACT.

Incorporated by reference to the portions of the Definitive Proxy Statement entitled "Election of
Directors." :

The Company has adopted a Code of Business Conduct and Ethics that applies to the Company's
principal executive officer, principal financial officer, principal accounting officer or controller, or
persons performing similar functions. A copy of the Company's Code of Business Conduct and
Ethics is filed with this report.

ITEM 10: EXECUTIVE COMPENSATION

Incorporated by reference to the portions of the Definitive Proxy Statement under "Executive
Compensation." ' '
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ITEM 11: SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND

MANAGEMENT

Incorporated by reference to the portions of the Definitive Proxy Statement entitled "Security

Ownership of Certain Beneficial Owners and Management."

ITEM 12: CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

Incorporated by reference to the portions of the Definitive Proxy Statement entitled "Certain

Relationships and Related Transactions."

ITEM 13: EXHIBITS, FINANCIAL STATEMENTS AND REPORTS ON FORM 8-K

(a) (1) Financial Statements

Report of Independent Public
ACCOUNtantS ......cooveiiieeiiiiereee e

Consolidated Balance Sheet as of
December 31,2003 ...ooviiiiiiiieiieeeeeea,

Consolidated Statements of Operations for the
years Ended December 31, 2003 and 2002 ......

Consolidated Statements of Shareholders'
Equity for the Years Ended December
31,2003 and 2002 .....ooooviveieieeereee e,
Consolidated Statements of Cash Flows for
the Years Ended December 31, 2003

and 2002 ........ocoveveeiee e

Notes to Consolidated Financial Statements .
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F-5&6
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(2) Exhibits

Number Description

3.1 Restated Certificate of Incorporation dated
March 22, 1999

32 Certificate of Amendment of Certificate of
Incorporation, dated November 13, 2001

33 Certificate of Designations, Preferences and Rights
of Series A 10% Cumulative Preferred Stock

34 Certificate of Designations, Preferences and Rights
of Series AA 13% Cumulative Preferred Stock

3.5 Certificate of Designations, Preferences and Rights
of Series AB 13% Cumulative Preferred Stock

3.6 By-Laws, as amended and restated on January 8, 1998

4.1 Form of 13% Subordinated Secured Note due
September 30, 2006

4.2 Form of 11% Subordinated Note due September
30, 2006

43 Form of 11% Convertible Subordinated Note due
August 31, 2008

44 Convertible Term Note, dated December 12, 2003, in
the principal amount of $1,100,000 payable to Laurus
Master Fund, Ltd.

4.5 Form of Common Stock Purchase Warrant Certificate

relating to common stock purchase warrants having an
initial exercise price of $.50 per share and expiring
August 31, 2008

18

Filed as an
exhibit to the
referenced
Company
Document

or Filed Herewith

1998 10-KSB

2001 10-KSB

Filed Herewith

Filed Herewith

Filed Herewith

1997 10-KSB

2002 10-KSB

2002 10-KSB

8-K for Event of

September 23, 2003

8-K for Event of

December 12, 2003

8-K for Event of

September 23, 2003




4.6

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

10.10

10.11

Common Stock Purchase Warrant, dated December 12,
2003, issued to Laurus Master Fund, Ltd.

The Company's 1997 Employee Stock Option Plan,
as amended

Note Purchase Agreement, dated as of April 25, 2001,
between the Company and Coast Capital Partners, L.L.C.

Stockholders Agreement, dated April 25, 2001,

among Herbert M. Pearlman, David S. Lawi, Helm
Capital Group, Inc., Helm Ventures, Inc., Coast Capital
Partners, L.L.C., and the Company

Employment Agreement, dated as of April 25, 2001,
between Walter M. Craig, Jr., and the Company

Loan and Security Agreement, dated as of December 19,
2001, by and among Equinox Business Credit Corp., and
Foothill Capital Corporation and First Amendment thereto
Dated March 1, 2002

Stock Purchase Agreement, dated as of September 28,
2001, among Compounding Innovation, Inc., Chemtrusion,
Inc., and BPI Liquidation Corp.

Memorandum of Understanding, dated as of September 28,
2001, by and between BPI Liquidation Corp., and
Chemtrusion, Inc.

Non-Qualified Stock Option Agreement, effective October
24,2001, between Allen Vogel and the Company with
respect to 200,000 shares of common stock

Employment Agreement, dated as of December 20, 2001,
between Allen H. Vogel and the Company.

Stock Agreement, dated as of December 20, 2001, between
Allen H. Vogel and the Company.

Amendment 2, dated February 14, 2003, to Loan and
Security Agreement, dated as of December 19, 2001,
between Equinox Business Credit Corp. and Foothill
Capital Corporation

19

8-K for Event of
December 12, 2003

2002 10-KSB

2000 10-KSB

2000 10-KSB

2000 10-K

2001 10-KSB

2001 10-KSB

2001 10-KSB

2001 10-KSB

2002 10-KSB

2002 10-KSB

2002 10-KSB




10.12 Waiver and Third Amendment, dated March 31, 2003,
to Lean and Security Agreement, dated December 19,
2001, between Equinox Business Credit Corp. and

Foothill Capital Corporation 2002 10-KSB
10.13 Waiver and Fourth Amendment to Loan and Security

Agreement, dated as of June 30, 2003, between Equinox June 30, 2003

Business Credit Corp. and Wells Fargo Foothill, Inc. 10-QSB
10.14 Waiver, Consent and Fifth Amendment to Loan and

Security Agreement, dated s of December 31, 2003, by

and between Equinox Business Credit Corp. and Wells

Fargo Foothill, Inc. . Filed Herewith
10.15 Non-Qualified Stock Option Agreement, effective

August 1, 2002, between Walter M. Craig, Jr., and

the Company with respect to 80,000 shares of common

stock , 2002 10-KSB
10.16 Non-Qualified Stock Option Agreement, effective

August 1, 2002, between Allen H. Vogel and the

Company with respect to 80,000 shares of common

stock 2002 10-KSB
10.17 Note Purchase Agreement with respect to 11%

Convertible Subordinated Notes due August 31, 2008 and

Common Stock Purchase Warrants having an exercise 8-K for Event of

price of $.50 per share and expiring August 31, 2008 September 23, 2003
10.18 Exhibit C to Note Purchase Agreement, with respect to

11% Convertible Subordinated Notes due August 31, 8-K for Event of

2008, relating to Registration Rights September 23, 2003
10.19 Securities Purchase Agreement, dated December 12, 2003,

among EquiFin, Inc., Equinox Business Credit Corp. and 8-K for Event of

Laurus Master Fund, Ltd. December 12, 2003
10.20 Additional Funding Agreement, dated December 12, 2003,

among EquiFin, Inc., Equinox Business Credit Corp. and 8-K for Event of

Laurus Master Fund, Ltd. December 12, 2003
10.21 Guarantee, dated December 12,2003, issued by EquiFin, 8-K for Event of

Inc. in favor of Laurus Master Fund, Ltd. December 12, 2003
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10.22 Security Agreement, dated December 12, 2003, between
Equinox Business Credit Corp. and Laurus Master Fund, 8-K for Event of

Ltd. ‘ : o - -December 12, 2003
10.23 Subordination and Intercreditor Agreement, dated as of
December 12, 2003, among EquiFin, Inc., Equinox Business
Credit Corp., Wells Fargo Foothill, Inc. (f/k/a/ Foothill 8-K for Event of
Capital corporation) and Laurus Master Fund, Ltd. December 12, 2003
10.24 Registration Rights Agreement, dated as of December 12,
2003, by and between EquiFin, Inc. and Laurus Master 8-K for Event of
Fund, Ltd. _ . December 12, 2003
141 Code of Ethics ~ Filed Herewith
221 Subsidiaries: Equinox Business Credit Corp., a Delaware
corporation;
23.1 Consent of J.H. Cohn LLP to incorporation by reference
o of their opinion into filed registration statements Filed Herewith
31.1 Rule 13a - 14 (2) Certification of the Company's President
and Chief Executive Officer. » Filed Herewith
31.2 | Rule 13a - 14 (a) Certlﬁeatlon of the Company's Chief :
F manc1al Officer. Filed Herewith
32 Section 1350 Certification ~ Filed Herewith

(b)  Reports on Form 8-K - The Company filed a report on Form 8-K for event of December
12, 2003 (date of earliest event reported) related to the Company's private placement of $1,100,000
principal amount of 7% secured convertible notes due December 12, 2006 and common stock
purchase warrant to purchase 532, 257 shares of the Company's common stock descrlbed under Item
5(d).

ITEM 14: PRINCIPAL ACCOUNTANT FEES AND SERVICES

Incorporated by reference to the portions of the Definitive Proxy Statement entitled "Independent
Auditors."
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
Registrant has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly
authorized on this ____ day of March 2004. :

EQUIFIN, INC.

By:/s/ Walter M. Craig, Jr
Walter M. Craig, Jr.
President,

Chief Executive Officer

By:/s/ Daniel T. Murphy
Daniel T. Murphy

Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report is signed below
by the following persons on behalf of the Registrant and in the capacities and on the dates indicated.

/s/Walter M. Craig. Jr.

Walter M. Craig, Jr.

/s/ Daniel T. Murphy

Daniel T. Murphy

/s/ John Stieglitz

John Stieglitz

/s/ Lee A. Albanese

Lee A. Albanese

/s/ Thomas D. Werblin

Thomas D. Werblin
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| Chairman of the Board - March __, 2004
Director March __, 2004
Director - Maréh ., 2004
Director March __, 2004
Director March __, 2004
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS
The Board of Directors and Stockholders of EquiFin, Inc.

We have audited the accompanying consolidated balance sheet of EquiFin, Inc. and Subsidiaries as of December 31,2003,
and the related consolidated statements of operations, shareholders' equity and cash flows for the years ended December
31,2003 and 2002. These financial statements are the responsibility of the Company's management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall 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 EquiFin, Inc. and Subsidiaries as of December 31, 2003, and their results of operations and cash flows for the
years ended December 31, 2003 and 2002, in conformity with accounting principles generally accepted in the United
States of America. :

The consolidated financial statements referred to above have been prepared assuming that the Company will continue as
a going concern. As discussed in Note 1 to the consolidated financial statements, the financial institution that has provided
the credit facility that has been the primary source of the funds needed by the Company to conduct its operations has
informed the Company that it will not renew the credit facility when it expires in December 2004, The Company incurred
net losses and negative cash flows from its operating activities during 2003 and 2002. As of March 12, 2004, the Company
did not have any other source of funds to replace the funds provided by the credit facility when it expires in December
2004. Such matters raise substantial doubt about the Company's ability to continue as a going concern. Management's
plans in regard to these matters are also discussed in Note 1. The consolidated financial statements referred to above do
not include any adjustments related to the recoverability and classification of assets or the amount and classification of
liabilities that might result from the outcome of this uncertainty.

/s/ I.H. Cohn LLP

Roseland, New Jersey
March 24, 2004
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EQUIFIN, INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
.December 31, 2003
(In thousands, except share information)

Asgsets
Cash .o e e e e e e e e e e ' $ 564
Restricted cash e e e e e e e e e e e e : 514
Finance receivables, net .. ‘ 12,542
Note receivable, sale of InterSystems Nebraska ‘ ‘ 375
Receivable, sale of Chemtrusion e e e ' 1,100
Fixtures and equipment, net e e e e e 100
Deferred loan costs, net . . . . . . . . . . . 585
Othexr assets - . O, 204
Securities held in trust (see contra) . . . . . 880
s 16,864
Liabilities and Shareholders' Equity

Liabilities:
Advances payable under lcan and security agreement $ . 9,839
Notes payable . . . . 702
Convertible notes payable,-net of debt dlscount 1,328
Accounts payable e e e e e e e e e 179
Accrued expenses NN e 478
Customer deposits and loan collateral e 394
Deferred income . . e e e 116
Liability for severance beneflts e e 135
Reserve for discontinued operations Coe 50
Liability for securities held in trust (see contra) 880

Total Liabilities

14,101

Commitments and Contingencies

Shareholders' Equity:
Preferred stock, $.01 par value, 5,000,000 shares
authorized;
Series A 10% Cumulative Preferred Stock;
($1,000 stated value per share), 1,000
shares authorized, 925 shares issued,
liguidation preference $880,000 . --
Series AA 13% Cumulative Preferred Stock;
(81,000 stated value per share), 750
shares authorized and issued, liquidation
preference $750,000 e --
Series AB 13% Cumulative Preferred Stock
($1,000 stated value per share), 250
shares authorized and issued, ligquidation
preference $250,000 e e e --
Common stock, $.01 par value, 20,000,000 shares authorized;

7,966,000 shares issued and 7,677,000 outstanding 80
Additional paid-in capital e e e 11,009
Accumulated deficit . . - ‘ (8,099)
Common stock issuable - 375 OOO shares . 84
Note receivable - sale of common stock .. (46)
Treasury stock, 289,000 shares at cost . . . (265)

Total Shareholders' Equity . . . . . . . 2,763

$ 16,864

See accompanying notes to consolidated financial statements
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EQUIFIN, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
For the Years Ended December 31, 2003 and 2002

(In thousands, except per share data)

See accompanying notes to consolidated financial statements

2003
Revenue - interest and feesearned ..................... $ 2,150
Selling, general and administrative expenses ............. 2,516
Interestincome .................... P -
Interest expense (Note4) ..., 1,136
" Discount on receivable (Note 9) .. .......0 ..., - 100
Other ... (14)
) 3,738
Loss from continuing operations ................ (1,388)
Discontinued operations - income on disposal ............ _65
Netloss v e $(1,523)
Net income (loss) per common share (Note 1):
Basic and diluted: ‘
Continuing operations ............ R $ (2n
Discontinued operations ..............c.ooeiiin.n. 01
$ (20
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EQUIFIN, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2003 and 2002
(In thousands)

(Note 10)

Lol
>
=
W
Ly
>
=4
(3]

Cash flows from operating activities
Loss from continuing operations . ..................... $(1,588) $(1,334)
Adjustments to reconcile loss to net cash
used in operating activities:

Provision for loan losses ........................ 135 75
Loan losses charged to allowance ................. - (214)
Depreciation and amortization .................... 360 281
Induced conversioncharge ....................... 51 --
Discount on Chemtrusion receivable ............... 100 -
Excess of carrying value of note exchanged for
notepayable .......... .. .. . il 21 -
Changes in assets and liabilities:
(Increase) decrease in otherassets ................... 42 (124)
Increase (decrease) in:
Accounts payable and accrued expenses ............ (116) 93
Deferredincome ............ ... . ... ioiiii.n 54 62
Other ........... e e e 25 (&)
Total adjustments .............. ... cooviiiineia... 672 168
Net cash used in continuing operations ................ 916 (1.166)
Income from discontinued operations . ................ 65 223

Adjustments to reconcile income to net cash
provided by operating activities:

Decrease in liability for severance benefits .......... (65) (140)
Net cash provided by discontinued operations ........... -- 83
Net cash used in operating activities .................. 916 (1,083)

Cash flows from investing activities: :

Purchase of fixtures and equipment ................... ) (143)
Customer deposits and loan collateral ................. 264 110
Loan to affiliates,net .............................. (10) ©))
Collection on note receivable, sale of InterSystems ....... 75 50
Proceeds from receivable, sale of Chemtrusion .......... -- 700
Financereceivables ................... . ... ...... (7,474) (4,347)
Sale of participation in factored receivables ............. 250 -

Net cash used in investing activities ................... (6,904) (3,637

See accompanying notes to consolidated financial statements
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EQUIFIN, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Years Ended December 31, 2003 and 2002
(In thousands)

(Note 10)
2003
Cash flows from financing activities:
Advances under loan and security agreement . .......... $ 6,066
Proceeds fromnotespayable ........................ 2,880
Repaymentonnote payable ......................... (25)
Payment of loan financing costs ...................... (366)
Dividends paid on preferred stock .................... (45)
Net cash provided by financing activities ............. 8,510
Net increase (decrease)incash ........................ 690
Cash, beginning of year .............................. 388
Cash,endofyear .......... ... ....coo i ... $ 1078

See accompanying notes to consolidated financial statements
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EQUIFIN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Business and Basis of Presentation -

The consolidated financial statements include the accdunt_s of EquiFin, Inc., a Delaware corporation, and its
Subsidiaries (the "Company"). All significant inter-company balances and transactions have been eliminated in
consolidation.

The Company provides various forms of structured credit to small and mid-sized business enterprises, which
presently is in the form of accounts receivable funding and senior secured loans.

Equinox Business Credit Corp.

Equinox Business Credit Corp. (81% owned subsidiary) ("Equinox") has a $20,000,000 Loan and Security
Agreement with Wells Fargo Foothill Corporation ("Foothill") under which $9,839,000 is outstanding at December 31,
2003 as detailed in note 3 to the consolidated financial statements. The agreement matures December 19, 2004 and the
lender has informed the Company that it does not currently intend to renew the agreement. The Company will seek to
replace the credit facility prior to maturity, however there can be no assurance that such efforts will be successful. Ifthe
facility is not replaced, we might negotiate a sale of our portfolio, apply all cash flow generated by the loans securing the
facility to pay down our borrowings thereby adversely affecting our liquidity position. In this situation, we may not be
able to satisfy our outstanding loan commitments, originate new loans or continue to fund our operations.

Financial Instruments and Credit Risk Concentration

The Company's financial instruments include time deposits, factored receivables and loans, notes receivable and
long-term debt. The carrying values of these instruments approximate market values because the rates of return and
borrowing rates are similar to other financial instruments with similar maturities and terms.

: Financial instruments which potentially subject the Company to concentrations of credit risk consist primarily
of factored receivables and loans. Concentration of credit risk with respect to factored receivables is limited because
receivables are purchased from enterprises engaged in diverse service and distribution businesses. Based on the historical
collection percentages on these receivables, the risk of loss 1s limited. Loans are structured to provide adequate collateral
in the event of a customer default. :

Credit Losses

Provisions for credit losses are charged to income in amounts sufficient to maintain the allowance at a level
considered adequate to cover the losses of principal and interest in the existing portfolio. The Company evaluates each
loan individually based on, among other things, the history of collections and the adequacy of collateral.
Revenue Recognition

Fees on factored receivables are recognized as income when the account is funded to the customer. Additional
fees charged to the customer for accounts not collected within normal credit terms are not recognized until the accounts

are collected.

Interest on loans and participations is accrued monthly based on the stated interest rate.
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Restricted Cash

Restricted cash consists of cash receipts for Equinox which are deposited in a Wells Fargo Foothill Corporation
("Foothill") locked box account.

Deferred Loan Costs

Deferred loan costs are amortized over the period of the related credit facilities which range from three to five
years or a straight-line basis.

Accounting for Stock Options, Warrants and Other Equity Investments

Statement of Financial Accounting Standards No. 123, "Accounting for Stock-Based Compensation" ("SFAS
123"), provides for the use of a fair value based method of accounting for employee stock compensation. However, SFAS
123 also allows an entity to continue to measure compensation cost for stock options granted to employees using the
intrinsic value method of accounting prescribed by Accounting Principles Board Opinion No. 25, "Accounting for Stock
Issued to Employees" ("APB 25"), which only requires charges to compensation expense for the excess, if any, of the fair
value of the underlying stock at the date a stock option is granted (or at an appropriate subsequent measurement date) over
the amount the employee must pay to acquire the stock, if such amounts differ materially from the historical amounts.
The Company has elected to continue to account for employee stock options using the intrinsic value method under APB
25. By making that election, it is required by SFAS 123 and SFAS 148, "Accounting for Stock-Based Compensation
-Transition and Disclosure" to provide pro forma disclosures of net income and earnings per share as if a fair value based
method of accounting had been applied. The pro forma net loss per share did not differ materially from the corresponding
historical amounts in 2003 and 2002 (see Note 7).

Pursuant to SFAS 123, shares, warrants or options issued in connection with debt financing agreements or to non-
employees for services are accounted for based on their estimated fair value. In determining fair value, management
considers various valuation techniques including the present value of estimated expected future cash flows using a
discount rate commensurate with the risks involved, option-pricing models, matrix pricing, option-adjusted spread models
and fundamental analysis.

The Company accounts for the intrinsic value of beneficial conversion rights arising from the issuance of
convertible debt instruments with non-detachable conversion rights that are in-the-money at the commitment date pursuant
to the consensuses for EITF Issue No. 98-5 and EITF Issue No. 00-27. Such value is allocated to additional paid-in capital
and the resulting debt discount is charged to interest expense over the terms of the notes payable. Such value is
determined after first allocating an appropriate portion of the proceeds received to warrants or any other detachable
instruments included in the exchange.

The fair value of warrants issued in connection with the issuance of notes payable is also allocated to additional
paid-in capital and the resulting debt discount is amortized as explained above.

Income Taxes

Deferred income taxes result from the temporary differences between the financial statement and income tax
bases of assets and liabilities as measured by the enacted tax rates which will be in effect when these differences reverse
(see Note 5). The Company adjusts the deferred tax asset valuation allowance based on judgments as to future realization
of the deferred tax benefits supported by demonstrated trends in the Company's operating results.
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Earnings Per Common Share

The basic net loss per common share is computed by dividing the net loss apphcable to common shareholders
by the weighted average number of common shares outstanding.

- Diluted net loss per common share is computed by dividing the net loss applicable to common shareholders by
the weighted average number of common shares outstanding adjusted for the dilutive effects of the assumed issuance of
potential of dllutlve securities.

The following table sets forth the computatlon of basic and diluted loss per share (1n thousands, except per share

amounts):

Net income (loss):
Continuing .operations

. YEAR ENDED
DECEMBER 31,
2003 2002

e ST o 8(1,588) $(1,334)

Preferred dividend requirements  ............... e (100)

. : ' (1,688) (1,334)
Discontinued OPerations . ...........c..uvureineenniinennn.. 65 223
Net loss applicable to common stockholders ........ T o $(1.623) $(1.111)

Basic weighted average shares (1nclud1ng issuable shares) . ......... 7,949 7,797

Basic and diluted net income (loss) per share:

Continuing operations

...... $ (21) $ (17)

Discontinued operatlons ..... e AR ‘ 01 .03~
Netloss .................................... S § (200 § (14)

For the years ended December 3 1, 2003 and 2002, all potentially dilutive securities were not included in the
calculation of diluted earnings (loss) because of their anti-dilutive effect, those securities are as follows (in thousands):

~ Stock options ....... O : 1,628 1,865
Stock warrants ........... P, e : 6,593 2,450
Shares issuable on conversion of debentures ... ... 4,396 1,908
Shares issuable on conversion of convertible -

preferredstock ... ... ... 2.205 =
. : 14,822 6,223
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New Accounting Pronouncement

In December 2002, SFAS No. 148, "Accounting for Stock-Based Compensation-Transition and Disclosure an
Amendment of SFAS No. 123" was issued. SFAS No. 148 amends SFAS No. 123, to provide alternative methods of
transition for a voluntary change to the fair value based method of accounting for stock-based employee compensation.
In addition, SFAS No. 148 amends the disclosure requirments of SFAS No. 123 to require prominent disclosures in both
annual and interim financial statements about the method of accounting for stock-based employee compensation and the
effect of the method used on reported results. The Company adopted SFAS No. 148, effective January 1, 2003 and it did
not have any material impact on its consolidated financial statements.

Management's Estimates and Assumptions

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting periods. The Company reviews all significant estimates affecting the
financial statements on a recurring basis and records the effect of any necessary adjustments prior to their issuance.

NOTE 2 — FINANCE RECEIVABLES AND ALLOWANCE FOR LOSSES
Finance receivables as of December 31, 2003, consisted of the following (in thousands):

Assetbasedloans ............. i $ - 11,770
Factored accountsreceivable ............... .. ........ 1,243
13,013
Less: Participation in factored accounts receivable ........ (250)
12,763

Allowance forloanlosses . ........ ... . . . . ... (221)
s sw

AtDecember 31, 2003, the Company had an investment in factored receivables of $1,243,000 which represented
approximately $2,175,000 of gross receivables which were sold by unaffiliated companies located throughout the United
States, which are engaged in various service and distribution businesses. Terms of the purchased receivables require
payment typically within thirty to sixty days from invoice date.

At December 31, 2003, contractual maturities of finance receivables were as follows (in thousands):

‘ 2004 2005 2006 Total
Assetbasedloans ............ $ 638 $ 8,292 $ 2,840 % 11,770
Factored accounts receivable . ... 1,243 - 1,243

$ 1,881 § 8292 $ 2,840 $ 13013
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NOTE 3 - LOAN AND SECURITY AGREEMENT

In December 2001, Equinox, a subsidiary of the Company, entered into a Loan and Security Agreement with
Foothill, which provides for advances of up-to $20,000,000 of which $9,839,000 is outstanding at December 31, 2003.
The agreement provides for interest at the prime rate plus 1.25% (equal to 5.25% at December 31, 2003) and an unused
line fee of .25% per annum. Equinox is permitted to borrow up to 85% of the borrowing base, which consists of eligible -
notes receivable, as defined. Under the terms of the agreement, as amended, Equinox must maintain tangible net worth
(including subordinated debt) of $3,000,000 from December 31, 2003 through February 29, 2004, $3,050,000 through
May 31, 2004, $3,100,000 through August 31,2004 and $3,150,000 thereafter, a leverage ratio, as defined, of not more
than 5 to 1 and an interest coverage ratio of not less than 1.1 to 1, increasing to 1.25 to 1 beginning April 2004. Equinox
is also required to realize, for each fiscal quarter in 2004, 75% of projected revenues and projected earnings before tax
previously furnished to Foothill. Equinox incurred $724,000 of costs in connection with the agreement which is being
amortized over three years. Amortization expense for 2003 and 2002 was $208,000 and $240,000.

Equinox did not maintain the tangible net worth requirements for December 31, 2002, January 31, 2003,
February 28, 2003 and June 30, 2003 and the interest coverage ratio for September 30, 2003. The lender waived the
defaults for those dates.

All the assets and fhe capital stock of Equinox are pledged to secure the agreement, which is also guaranteed by
the Company. The agreement matures December 19, 2004 and the lender has mformed the Company that it does not
_intend to renew the agreement.
NOTE 4 - NOTES PAYABLE

Notes payable consisted of the following at December 31, 2003 (in thousands):

11% Note due in 2004 ..« oo e $ 63

12% Senior Notes due December 31,2005 ........... S 30
11% Subordinated Notes due September 30, 2006 ‘ '
(net of debt discount of $35) ... .......... ... e 609
11% Convertible Note due August 31, 2008,
(net of debt discount of $757) ............ e 371
7% Convertible Note due December 11, 2006, .
(net of debt discount of $143) . ........... ... ... .. ..., 957
'$ 2,030

In December 2001, the Company commenced a private placement of up to $1,500,000 of 11% subordinated notes
due September 30, 2006. During 2002, the Company received $566,750 for the purchase of 11% subordinated notes. A
purchaser of the notes is entitled to half a warrant for each dollar of Notes purchased and three quarters of a warrant for
each note purchased in excess of $250,000. Each full warrant entitles the holder to purchase a share of the Company’s
common stock for $.25 per share. The Company issued 384,501 warrants in connection with these notes. The warrants
expire December 31, 2006, and are redeemable by the Company, at $.05 per warrant, if the closing price of the common
stock exceeds $1.25 for thirty consecutive days during which time the shares underlying the warrants are registered for
public sale. The notes provide for additional interest equal to 10% of the annual pre-tax profits of Equinox on a pro-rata
basis based on a total of $1,500,000 notes outstanding. If the timely payment of addmonal interest is at any time |
temporarily precluded from being paid as a result of any restriction
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imposed by Foothill, the Company's senior lender, the Company will pay interest in kind through the issuance of
additional 11% notes.

.The Company issued $1,127,500 principal amount of 1 1% convertible notes in a private placement in September
2003. The notes mature August 31, 2008 and are convertible into the Company's common stock at $.43 per share.
Additionally, with the issuance of the notes, the Company issued warrants to purchase an aggregate of 2,622,097 shares
of the Company's common stock, expiring August 31,2008 at an exercise price of .50 per share. The Company increased
additional paid-in capital by $398,560 for the fair value of the warrants and reduced the carrying value of the notes payable
for the same amount for the debt discount attributable to the fair value of the warrants.

Pursuant to the applicable guidance in the consensus for EITF Issue No. 00-27, the Company made a valuation
of the beneficial conversion:feature associated with the convertible notes using the effective conversion price.
Accordingly, the Company first allocated $398,560 to the detachable warrants and decreased the carrying value of'the
notes payable. Based on the effective conversion prices, the Company recorded a beneficial conversion charge of
$398,560 which was allocated to additional paid-in capital and debt discount.

On December 12, 2003, the Company and Equinox, consummated a private. placement pursuant to which
Equinox issued a $1,100,000 principal amount convertible subordinated note due December 12, 2006, and the Company
issued a common stock purchase warrant, entitling the holder to purchase 532,257 shares of common stock. The note and
warrant were sold to a single investor for a purchase price of $1,100,000. The note is convertible into shares of the
Company's common stock at an initial price of $.62 per share subject to anti-dilution adjustments. The note provides for
monthly payments of interest at a rate of 7% per annum, which is subject to reduction if the market price of the Company's
common stock exceeds certain designated thresholds. The note also provides for monthly amortization, commencing on
April 1, 2004 and through December 1, 2004, of $15,000 per month and thereafter the greater of (x) $16,666 per month,
(y) an amount that would be required to make the aggregate amount outstanding under the note equal to 11.5% of the
"Borrowing Base" as defined in the Loan and Security Agreement, dated as of December 19, 2001, between Foothill and
Equinox, and (z) an amount required to make the aggregate amount outstanding under the note and the outstanding balance
owed to Foothill pursuant to the Foothill Agreement to be less than 35% of the value, of the underlying collateral for the
eligible notes receivable. The Company has the option to issue shares of its common stock in lieu of debt service
payments. The note is secured by a security interest in all of the personal property of Equinox, which security interest
is subordinate to the security interest that Equinox has granted to Foothill and is guaranteed by the Company.

The warrant entitles the holder to purchase, at any time through December 11, 2008: 177,419 shares of common
stock at a price of $.78 per share; 177,419 shares of common stock at a price of $.93 per share; and 177,419 shares of
common stock at a price of $1.09 per share. The Company increased additional paid-in capital by $72,032 for the fair
value of the warrants and reduced the carrying value of the note payable for the debt discount attributable to the fair value
of the warrants. Based on the effective conversion price, the Company also recorded a beneficial conversion charge of
$72,420 which was allocated to additional paid-in capital and debt discount.

. The Company also entered into an agreement with the purchaser pursuant to which the Company could borrow,
at any time until December 1, 2006, on a revolving loan basis up to $3,000,000 in the aggregate (including the original
$1,100,000 that was initially funded), but not more than 11.5% of the "Borrowing Base", as defined. Additional amounts
that are borrowed will be on substantially the same terms as the amount borrowed in the original private placement and
each such subsequent note providing for minimum amortization of 1.5% of the original principal amount thereof per
month for the period prior to December 1, 2004 and minimum amortization of 1.6% of the original principal amount
thereof for the period after December 1, 2004
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In the second half of 2002, the Company received $620,000, including $220,000 from the President of the
Company, for the purchase of 13% secured notes due September 30, 2006, through a private placement. The notes were
secured by participations in purchased receivables. The notes provided for additional interest equal to 10% of the annual
pre-tax income of Equinox on a pro-rata basis based on a total of '$1,500,000 in subordinated and secured notes
outstanding. The notes were issued with warrants to purchase 620,000 shares of the Company's common stock at $.25
per share and expire July 31, 2007. Effective June 30, 2003, the holders of the 13% secured notes exchanged their notes
for $578,068 carrying value of loan participation receivables which had been pledged as collateral against the notes. The
participation receivables were through Coast Capital Partners, L.L.C., an affiliated company (Coast Capital). The carrying
amount of 13% secured notes was $557,553 (net of debt discount of $62,647) resulting in a loss of $20,715.

The Company valued the warrants issued with the 11% subordinated note and the 13% secured note in 2002 and
recorded debt discount in an aggregate total of $128,000 which is being amortized over the term of the notes.

OnMarch 5, and April 15, 2003, the Company sold $250,000 and $100,000 of 15% secured participation notes
which were originally due June 30,2003. The noteholder is entitled to receive 175,000 shares of the Company's common
stock for purchasing the notes which were valued at $38,250 and charged to debt discount. The shares are included in
common stock issuable. On July 31, 2003, $250,000 of similar notes were sold and mature June 30, 2003. In the third
quarter of 2003, the maturity of the notes originally due June 30, 2004 was extended to June 30, 2004. The noteholder
received warrants to purchase 125,000 shares of common stock at $.50 per share which expire July 31, 2008. The
warrants were valued at $44,000. Interest was payable quarterly and the notes were secured by a secured loan receivable
of $568,000. Effective December 31, 2003, the noteholder exchanged the 15% secured participation notes for the
underlying security. The carrying amount of the 15% secured participation notes (net of debt discount) was equal to the
carrying value of the underlying security. Any recovery on the collateral in excess of $600,000, plus accrued interest and
cost of collection, will be shared equally between the noteholder and the Company.

In April 2001, the Company sold an aggregate of $1,000,000 principal amount of convertible notes to Coast
Capital. $750,000 principal amount was convertible into common stock at $.50 per share and accrued interest at 13% and
$250,000 principal amount was convertible at $.90 per share and accrued interest at 11%. Due to anti-dilution adjustments
the conversion prices were subsequently reduced to $.44 and $.65. Interest of $112,500 and $115,000, respectively, was
paid on the notes during 2003 and 2002 and $28,750 is payable at December 31, 2003. On September 24, 2003, Coast
Capital agreed to convert the notes into Series AA and AB 13% preferred stock. To induce Coast Capital to convert, the
conversion price of the $250,000 note was reduced from $.65 to $.50. As a result, the Company recorded a charge of
$51,000 for the additional shares of common stock that would be issuable on conversion (see note 7).

Future maturities of notes payable, including the balance outstanding under the Loan and Security Agreement,
at December 31, 2003 are: 2004 - $10,037,000; 2005 - $230,000; 2006 - $1,409,000; and 2008 - $1,127,500.

NOTE 5 - INCOME TAXES

Deferred taxes are determined based on temporary differences between the financial statement and income tax
bases of assets and liabilities as measured by the enacted tax rates which will be in effect when these differences reverse.
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Net deferred income tax asset consisted of the following at December 31, 2003 (in thousands):

Net operating loss carry-forwards ............................. $ 2,270

Expenses accrued for financial reporting purposes not deducted

fortax purposes ........... ..o e . ‘ 162
Deferred tax asset ...t e : 2,432
Valuation allowance . ....... ..ttt o (2432
Net deferred income taxasset ........... ... i, $ -

At December 31, 2003, the Company provided a 100% valuation allowance for the deferred tax asset because
it could not determine whether it was more likely than not that the deferred tax asset would be realized.

For the years ended December 31, 2003 and 2002, the income tax expense (benefit) differs from the amount of
income tax benefit determined by applying the statutory income tax rate to pre-tax income as follows (in thousands):

2003 2002
Tax at statutory rate . ... . . § (609) $ (444)
Increase in valuation allowance ................ PP ) 126 . 852
. Adjustment to prior years net operating : .
loss carry-forwards ............... B - 483 408
$ - $ -

As of December 31, 2003, the Company had for income tax purposes, net operating loss carry-forwards of
approximately $5,675,000, which expire in years through 2023.

NOTE 6 - RELATED PARTY TRANSACTIONS

(a) The Company: borrowed $90,000, on a short-term basis, from Walter M. Craig, Jr., the Company's
President, in the second quarter of 2003. $82,500 was repaid by September 30 and the balance of $7,500 was paid in
October. In late June 2002, the Company's President also made a short-term advance of $15,000 to the Company which
was repaid in July 2002. An advance of $25,000 was made by Mr. Craig in September 2002 and the Company repaid this
advance in October 2002.

b) The Company has a promissory note receivable from the President of the Company for $46,000 related
to the purchase of 200,000 shares of the Company's common stock. The note is due in full on December 31, 2005, and
accrues interest at 6% per annum.

NOTE 7 - PREFERRED STOCK, COMMON STOCK, STOCK OPTIONS AND WARRANTS

The preferred stock is issuable in one or more series with designations, rights and preferences as determined by
the Company's Board of Directors.
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(a) Cumulative dividends are payable on the Preferred Stock A at an annual rate of $100 per share, payable
monthly. The stock has a liquidation preference of $1,000 per share, less the amount of dividends paid since date of
issuance. The Company has the option to redeem the stock at any time at the redemption price of 70% of its then stated
value or at 40% of its then stated value in the event of death or disability of the individual on or prior to March 31, 2006
and 50% thereafter. If the Company fails to declare and pay dividends on the stock for any four calendar months during
any consecutive six calendar month period, the holder has the right to require the Company toredeem the stock at the then
stated value or the holder may convert the Preferred Stock A into common stock at a conversion price of $.50 per share,
subject to anti-dilution provisions. The Preferred Stock A is non-voting. The preferred dividend requirements for 2003
totaled $67,500 which was charged to additional paid-in capital and $§22,500 remained unpaid at December 31, 2003.

The Series AA 13% cumulative convertible preferred stock has a stated value and a liquidation preference of
$1,000 per share. Dividends are payable semi-annually at an annual rate of $130 and is convertible into common stock
at $.44 per share, subject to anti-dilution adjustments. Dividends payable will increase by $5.00 per share and the
conversion price will decline by $.02 per share for each fiscal quarter that the preferred stock remains outstanding after
December 31, 2006, unless the Company's common stock underlying the conversion has been registered and the
Company's common stock has traded over $1.00 per share for 90 consecutive days and there is an average daily trading
volume greater than 25,000 shares for not less than 90 consecutive days. Dividends per share will increase by an annuat
rate of $20.00 per share for any semi-annual period when dividends are not paid within 30 days after the end of the period.
If the Company fails to declare and pay dividends for two consecutive semi-annual periods, the holder has the right to
require the Company to redeem the shares. If a change of control, as defined, occurs, the Company will be required to
offer to repurchase the preferred stock at 110% of stated value and if the holder does not accept the offer, the annual
dividend increases by $20.00 per share and the conversion price decreases by 50%. The preferred stock is non-voting,
however, if any remains outstanding after December 31, 2006, each share will have 2,222 common stock votes.

The Series AB 13% cumulative convertible preferred stock has the same terms as the Series AA except that the
initial conversion price is $.50, subject to anti-dilution adjustments.

'(b) During 1997, the Company adopted the "1997 Stock Option Plan", whereby options to purchase up to
635,000 shares of the Company's common stock may be granted to employees at the market value of the common stock
on the date of the grant. Of these options, 500,000 may be granted as incentive stock options, as defined by the Internal
Revenue Code, and 135,000 may be granted as non-qualified stock options. Options are exercisable for a term of five
years and vest at a rate of 33% per year. In 2001, the plan was amended to provide for the issuance of up to 875,000
options, and in 2002, it was amended to provide for the issuance of up to 1,250,000 options.

A summary of the status of the Company's stock options issued to employees under the stock option plan as of
December 31, 2003 and 2002, and changes during the years ending on those dates is presented below:
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2003 2002
Weighted Weighted
Average Average
Exercise Exercise
Shares Price Shares Price
Outstanding at beginning of year . 665,000 $ 45 745,000 $ .56
Granted ... ... - - - -
Expired ... . ... - - (80.000) 1.50
Outstanding at end of year ...... 665,000 .45 665,000 45
Options exercisable at year-end . 550,000 s 45 550,000 $ 45
Weighted average fair value of
value of options granted during
during the year $ - $ --

The following table summarizes information about fixed stock options outstanding at December 31, 2003:

Weighted

Average
Remaining Weighted Weighted
Number Contractual Average Number Average
Exercise QOutstanding Life Exercise Exercisable Exercise
Price At 12/31/03 (Years) Price at 12/31/03 Price
3 5 15,000 7.25 $ 75 - $ --
$ 50 500,000 6.1 $ .50 450,000 $§ 50
3 25 150,000 7.25 $ 25 100,000 $ 25
$.25-8.75 665,000 6.4 $ .56 550,000 $ 45

In addition to grants under the plan, the Company has issued a total of 962,500 non-plan options. 162,500 non-
plan options were issued to employees in 2003 at a price of $.25, which was market price at date of grant. 185,000 non-
plan options were issued to employees in 2002 at prices ranging from §$.22 to $.43, market price at date of grant. 538,333
options are exercisable at December 31, 2003; 239,167 become exercisable through June 2006 and 185,000 become
exercisable in September 2010 subject to earlier exercise based on earnings thresholds.

Since the Company has elected to continue touse the intrinsic value method of accounting prescribed by APB
25 in accounting for its stock options granted to employees and the exercise price of all of the options granted to
employees has been equal to or greater than the fair market value at the date of grant, no earned or unearned compensation
cost has been recognized in the accompanying 2003 and 2002 consolidated financial statements for stock options granted
to employees. The pro forma net loss and basic and diluted pro forma net loss per share did not differ materialty from
the corresponding historical amounts in 2003 and 2002,
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The Company estimates the fair value of each stock option at the grant date by using the Black-Scholes option-
pricing model with the following weighted average assumptions used for grants in 2003 and 2002 as follows:

2003 . 002
Dividend yield 0% 0%
Expected volatility . : 57% ‘ 57%
Risk-free interest 3.62% . 4.38%
Expected lives 3 yrs. 7 10 yrs.
©) In March 2004 the expiration date of the Company's outstandmg publicly traded common stock

purchase warrants was extended from March 31, 2004 to September 30, 2004. The previous expiration date of December
31, 2003 had been extended to March 31, 2004. The expiration date was previously extended from December 31, 2002
to December 31, 2003, and the exercise price was lowered from $1.25 to $1.00. The Company previously extended the
expiration date from December 31, 2001, until December 31, 2002, and lowered the exercise price from $2.00 per share
to $1.25 per share. The Company, in August 1999, had extended the expiration date of the warrants from December 31,
1999, to December 31, 2001 and lowered the exercise price from $3.50 per share to $2.00 per share. These public

" warrants were issued as a dividend in October 1991, and as of December 31, 2003, there were 1,114,852 public warrants
outstanding. The incremental value of the warrants on the dates of modification was immaterial.

G At December 31, 2003, shares reserved for future issuance are as follows:

' Shares
Shares reserved for common stock option plan ... .. S 585,000
Stock options outstanding . ......... . ... . o 1,627,500
Warrants to purchase common stock ......... P 6,592,874
Convertible preferred stock ....... e e 2,204,545
Common stock issuable ............ el P © 375,000
Convertibledebt ............... e . : 4,396,286
Total shares reserved forissuance ..................... 15,781,205

Stock ‘options outstanding includes options for 500,000 common shares held by the Chief Executive Officer
which are issuable subject to obtaining stockholder approval of an amendment to the certlﬁcate of incorporation increasing
the number of authorized shares. ‘

NOTE 8 - COMMITMENTS AND CONTINGENCIES

(a) On March 25, 2003, the individuals to whom the liability for severance benefits was due, agreed to
exchange $925,000 of the liability for 10% cumulative preferred stock (Preferred Stock A) with a stated value of
$925,000. The stock was issued to a trust maintained by the Company. The par value of Preferred Stock Series A was
credited for $9 and additional paid-in capital was credited for $924,991. The employment agreements were also amended
to reduce the remaining future payments to a total of $146,000 payable through 2013. The reduction in payments resulted
in the recognition of income of $65,005 which is included in income from discontinued operations,
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(b) The President of Equinox owns 19% of the outstanding common stock of Equinox: In the event of
employment termination, the shares will be forfeited to Equinox, provided, however, if termination occurs after the third
year of employment, two-thirds would be forfeited; after the fourth year, one-third and none after five years of
employment. Equinox has an option to purchase the non-forfeited shares at a price determined in an arms-length
transaction. After December 19,2006, subject to completing five years of employment (2006), the President has the right
to sell the shares to Equinox at a price equal to the agreed upon or appraised value. The purchase price of the shares is
payable by delivery of a promissory note bearing interest at the prime rate with a maturity of one year from the date of
closing. The Company may assume all or a portion of Equinox' obligations under the note and pay for the obligation
assumed by delivering shares of EquiFin's common stock, subject to the shares being publicly traded.

(c¢) The Company is obligated under various long-term, non-cancelable operating leases, for office facilities and
office equipment expiring through 2006 at minimum annual rentals as follows (in thousands):

Amount
2004 L $ 150
2005 e e e 3
2006 L e e 2
3 155

Rent and lease expense for all short-term and long-term operating leases were $179,000 and $181,000 for the
years ended December 31, 2003 and 2002, respectively. The Company pays $1,800 per month rent for office space to
an entity owned by the President of the Company.

NOTE 9 - DISCONTINUED OPERATIONS

On September 28, 2001, the Company sold its indirect, wholly-owned subsidiary, Chemtrusion, to a company
controlled by the former president of Chemtrusion. Chemtrusion was engaged in the plastic compounding business. The
sales price consisted of $400,000 cash paid at closing, an 8% promissory note in the amount of $300,000, which was
exchanged for a cash payment of $200,000 in December 2001, as a post-closing adjustment to the sale price; and future
consideration estimated at $2,150,000 based on a sharing of the management fee received by Chemtrusion for operating
its Indiana facility through December 31, 2006. In January 2004, the Company received a prepayment of $300,000 in
lieu of estimated payments of $400,000 due for the year 2004 and charged the discount of $100,000 to expense for 2003,
Also, in December 2002, the Company received a prepayment of $300,000 in lieu of estimated payments of $400,000 due
for the year 2003 and charged the discount of $100,000 to expense. At January 31, 2004, $800,000 was due under the
management fee sharing agreement which should be received at the rate of approximately $400,000 per annum for 2005
and 2006. ‘ -

Effective October 31, 1999, the Company sold certain assets of InterSystems Nebraska, which represented the
industrial products segment of the Company, for cash and a note receivable with the purchaser assuming certain liabilities.
As a condition of the sale, the Company received an unsecured promissory note for $500,000 which was due May 31,
2003, with interest at 10% per annum payable on a quarterly basis. The note was convertible into common stock of the
purchaser at a rate of total principal plus interest due on the note at the conversion date divided by $7.50. On December
3, 2002, a principal payment of $50,000 was received and the terms of the note were
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renegotiated. A new note in the principal amount of $450,000 was received which provides for interest at 10% until May
31, 2003, with interest thereafter at 14%, payable quarterly. A principal payment of $25,000 was paid in May 31, 2003,
with quarterly installments of $25,000 thereafter and the balance due on December 3, 2005. The conversion price remains
at $7.50. In addition, the Company has a second lien on the assets of the issuer. Concurrent with the sale, the purchaser
executed a royalty agreement, whereby the purchaser is required to pay a percentage of sales collected for certain
equipment over six years not to exceed $649,000. The Company earned royalties for the years ended December 31, 2003
and 2002 of $13,588 and $17,907, respectively, under this agreement.

The income of $65,000 from discontinued operations in 2003 is related to the reduction in severance payments
described in note 8(a). The income from discontinued operations in 2002 includes $84,000 of state tax refunds; $19,000
in net proceeds from consigned inventory related to InterSystems Nebraska which was sold in 1999; and $120,000 from
the reversal of unneeded reserves previously recorded on the sale of Chemtrusion in 2001.

NOTE 10 - STATEMENTS OF CASH FLOWS
2003 2002
(In thousands)  (In thousands)

Supplemental disclosures of cash flow information:

Interestpaid ~ ........ ... ..ol e $ 690 $ 418
Incometaxespaid ................. . ... ... SR 3 6 S> 1
Non-cash transactions relating to financing and investing activities:

Debt discount for warrants issued withdebt .............. $ 990 $ 128
Severance liability converted to preferred stock .......... ; $ 925 § -
Convertible note converted to preferred stock ............ ‘ $ 1,000 s -
Loan participation exchanged for 13% secured note payable . $ 557 $ -
Secured note exchanged for 15% secured note payable ..... $ 568 $ -
Warrants issued for investment advisor fees .............. $ 112 § -
Warrants issued in lieuoffees ........................ $ 50 $ -
Treasury stock issued forfees ............... e by 20 ja --
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