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BioElectronics Corporation  
Notes to Financial Statements 

 
 

NOTE A - ORGANIZATION AND NATURE OF ACTIVITIES  
 
BioElectronics Corporation was incorporated in April 2000 and began employee-based operations in 2003.  
BioElectronics Corporation (the ''Company'') is a developer and marketer of drug-free, anti-inflammatory patches.  
The Company has U.S., FDA, Health Canada and European Union market clearance for its products.  
 
The Company's first product, ActiPatch™ Therapy is a dermal patch with an embedded battery operated microchip 
that delivers weeks of continuous pulsed therapy.  The patch delivery system and the Company's patented 
technology is a self-administered equivalent of the operator administered pulsed electromagnetic energy therapy 
used extensively world-wide for decades to reduce swelling, relieve pain and enhance the healing of post-surgical 
incisions, chronic wounds and orthopedic conditions.  
 
The accompanying financial statements are those of a development stage company. The Company is currently 
engaged in and devotes considerable time to financial planning, raising capital, establishing sources of material 
supply and manufacturing subcontractors, recruiting and training sales personnel and establishing a market presence 
for its product.   A significant market presence and sales account base has yet to be achieved.  
 
The board of directors has the authority, without action by the Company's stockholders, to provide for the issuance 
of preferred stock in one or more classes or series and to designate the rights, preferences and privileges of each 
class or series, which may be greater than the rights of the common stock.  
 
NOTE B -SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
 
Basis of Presentation  
 
The Company has prepared the financial statements in accordance with accounting principles generally accepted in 
the United States of America.    
 
Cash and Cash Equivalents  
 
Cash equivalents consist of highly liquid investments, which are readily convertible into cash and have maturities of 
three months or less.  The Company places its temporary cash investments with financial institutions and limits the 
amount of credit exposure to any one financial institution.  
 
Accounts Receivable  
 
Allowance for Doubtful Accounts --The Company maintains reserves on customer accounts where estimated losses 
may result from the inability of its customers to make required payments. These reserves are determined based on a 
number of factors, including the current financial condition of specific customers, the age of accounts receivable 
balances and historical loss rate. The Allowance for Doubtful Accounts was $10,151 at March 31, 2009. Bad debt 
expense for the period ending March 31, 2009 and 2008 was $0 and $0 respectively.  
 
Inventory  
 
Inventories are stated at the lower of cost or market, cost being determined under the first-in, first-out method. The 
Company periodically reviews inventories and items considered outdated or obsolete are reduced to their estimated 
net realizable value.   
 
Machinery and Equipment  
 
Machinery and equipment is stated at cost, net of accumulated depreciation and amortization, which is computed 
using the straight-line method over the estimated useful lives of the related assets of five to ten years. Expenditures 



for maintenance and repairs are charged to expense as incurred. Major improvements that extend the lives of assets 
are capitalized. Any gain or loss on disposition of assets is recognized currently. Accumulated Depreciation was 
$65,500 at March 31, 2009. 
 
Impairment of Long-Lived Assets  
 
The Company reviews long-lived assets for impairments whenever events or changes in circumstances indicate that 
the carrying amount of an asset may not be recoverable.  Recoverability of assets to be held and used is measured by 
a comparison of the carrying amount of an asset to future undiscounted cash flows expected to be generated by the 
asset. If such assets are considered to be impaired, the impairment to be recognized is measured by the amount by 
which the asset exceeds the fair value.  Assets to be disposed of are reported at the lower of the carrying amount or 
fair value less costs to sell.  The Company has not recognized any impairment losses through March 31, 2009. 
 
Income Taxes  
 
The Company accounts for income taxes in accordance with the provisions of Statement of Financial Accounting 
Standards (''SFAS'') No. 109, ''Accounting for Income Taxes.'' Income tax expense is based on pretax financial 
accounting income. Deferred tax assets and liabilities are recognized for the expected tax consequences of 
temporary differences between the tax basis of assets and liabilities and their reported amounts using enacted rates in 
effect for the year in which the differences are expected to reverse. A valuation allowance is recorded for deferred 
tax assets if it is more likely than not that some portion or all of the deferred tax assets will not be realized.  
 
Revenue Recognition  
 
The Company sells its products to wholesale distributors and directly to hospitals and clinics. In accordance with 
Staff Accounting Bulletin No. 104, "Revenue Recognition", the Company recognizes revenue when the evidence of 
an arrangement exists, pricing is fixed and determinable, collection is reasonably assured, and shipment has 
occurred. Payment is due on a net basis in 30 days. If the customer is deemed not credit worthy, payment by credit 
card is required. The Company's agreement with customers includes a right of return. To date returns are not 
significant. Therefore, an allowance for returns has not been made. Defective units are replaced at the request of the 
customer.  
 
Amounts billed to customers for shipping and handling, are included as a component of sales. Shipping and handling 
costs, which represent costs incurred to ship products to customers, are included as a component of selling, general 
and administrative expenses  
 
Deferred Financing Costs  
 
Costs incurred to obtain financing have been capitalized and are being amortized using the straight-line basis over 
the life of the note, which approximates the effective interest rate.   
 
Advertising  
 
Advertising costs are charged to expense as incurred, and are included in general and administrative expenses. 
Advertising expense for the period ending March 31, 2009 was $0.  Advertising expense was approximately $5,132 
for the period ended December 31, 2008.    
 
Use of Estimates  
 
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 amounts reported in its 
financial statements and accompanying notes.  Actual results could differ from those estimates.  
 
 
 
 



Fair Value of Financial Instruments  
 
The Company's financial instruments consist primarily of cash, accounts receivable, accounts payable, accrued 
liabilities and loans and notes payable. The carrying amounts of such financial instruments approximate their 
respective estimated fair value due to the short-term maturities and approximate market interest rates of these 
instruments. The estimated fair value is not necessarily indicative of the amounts the Company would realize in a 
current market exchange or from future earnings or cash flows.  
 
Compensated Absences  
 
The Company does not accrue for compensated absences and recognizes the costs of compensated absences when 
paid to employees.  Accordingly, no liability for such absences has been recorded in the accompanying consolidated 
financial statements.  Management believes the effect of this policy is not material to the accompanying financial 
statements.    
 
Stock-Based Compensation  
 
In accordance with SFAS No. 123 (Revised 2004), Share Based Payment (''SFAS No. 123R'') and the Securities and 
Exchange Commission's rule amending the compliance dates of SFAS No. 123R, the Company began to recognize 
compensation expense for equity-based compensation using the fair value method in 2006 using the ''Modified 
Prospective Method''. This method allows the Company to apply the fair value provisions of SFAS No. 123R only 
on the future share-based payment arrangements and unvested portion of prior awards at the adoption date.   
 
The Modified Prospective Method allows the Company to account for the stock-based awards issued prior to the 
adoption of fair value provisions under SFAS No. 123R using the recognition and measurement principles of APB 
Opinion No. 25, Accounting for Stock Issued to Employees, and the disclosure provisions of SFAS No. 148, 
Accounting for Stock-Based Compensation— Transition and Disclosure—An Amendment of FASB Statement No. 
123.  
 
Equity instruments issued to non-employees are accounted for at fair value.  The fair value of the equity instrument 
is determined using either the fair value of the underlying stock or the Black-Scholes option-pricing method.  
 
The Company recognizes compensation expense for fixed stock awards with pro rata vesting on a straight-line basis 
over the requisite service period of the award.   
 
 
 

NOTE C - INVENTORY  

The components of inventory as of  March 31, 2009  
 March 31, 2009  
  
Packaging            $22,429 
Finished goods          $ 119,496 
          $141,925 
 
 NOTE D - NOTES PAYABLE   
 
On December 8, 2005, the Company issued $750,000 of Senior Secured Convertible Notes ("the Notes") to three 
investors and who agreed to issue an additional $250,000 of Notes (the "Additional Notes") with interest at 8% per 
annum, payable monthly. The Notes and the Additional Notes were convertible into 3,000,000 shares and 1,000,000 
shares of the Company's common stock at $0.25 per share. On August 14, 2006, the Subscription Agreement was 
amended to change the Notes conversion price to $0.18 per share. As a result, the Notes are convertible into 
4,166,667 shares of common stock and the Additional Note into 1,388,889 shares of common stock.  Additionally, 
$100,000 relating to the Additional Notes was received by the Company. 



 
The Notes are collateralized by a security interest in substantially all of the Company's assets. For each share of the 
Company's Common Stock for which the Notes and the Additional Notes are convertible at the time of closing, the 
investors will receive one warrant, exercisable for five-years from the date of closing. Payments of 1/16 of the 
outstanding amount of the Notes will commence on September 8, 2006 and on the eighth day each month thereafter 
until the Notes have been paid in full, whether by cash or by conversion of the Principal and interest into Common 
Stock pursuant to the terms of the Notes. The Additional Notes are not contingent to any other conditions, and the 
right to issue and convert these Additional Notes is in the control of the Company. As required by Statement of 
Financial Accounting Standard No. 133, Accounting for Derivative Instruments and Hedging Activities, deferred 
financing costs of $542,000 were recorded that are being amortized over the two year term of the notes to their 
maturity date based on their fair value of $542,000 using the Black Scholes option pricing model based on the 
following assumptions: (1) risk free interest rate of 4.21%; (2) dividend yield of 0%; (3) volatility factor of the 
expected market price of our common stock of 40%; and (4) an expected life of the option of .5 to 5 years. 
Additionally, the proceeds were allocated between the notes and warrants using the relative fair value method.   
  
NOTE E - RELATED PARTY NOTES PAYABLE  
 
The notes are generally converted to common stock of the Company.  The shareholder notes payable total 
$1,168,104 as of March 31, 2009.  
 
NOTE F -STOCK OPTION PLANS  
 
On November 30, 2004, as amended March 22, 2005, the Company adopted the BioElectronics Equity Incentive 
Plan (''the Plan''), for the purpose of providing incentives for officers, directors, consultants and key employees to 
promote the success of the Company, and to enhance the Company's ability to attract and retain the services of such 
persons.  The Plan reserves 10 million shares of common stock for issuance. The options may be incentive, 
nonqualified or stock appreciation rights.  
 
Option awards are granted with an exercise price equal to Company's bid price on the on the Pink Sheets on the date 
of grant, which is fair value. The options vest over three years of continuous service and are exercisable for five 
years from the date of grant.  
 

The Company applies APB Opinion No. 25 and related Interpretations in accounting for its stock option 
plan.   

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing 
model with the following weighted average assumptions used for options granted are:  
 
The Company's computation of the expected volatility for the years ended December 31, 2007 and 2006 is based 
primarily upon historical volatility and the expected term of the option.  The expected term is based on the historical 
exercise experience under the share-based plans of the underlying award and represents the period of time the share-
based awards are expected to be outstanding.  The interest rate is based on the U.S. Treasury yield in effect at the 
time of grant for a period commensurate with the estimated expected life.  The forfeiture rate is based on historical 
data.  
 
NOTE G - WARRANTS  
 

On April 4, 2005, the Company sold 3,420,000 shares of Common Stock for $1,026,000 in a private 
placement and  issued  3,911,500  warrants, including 491,500 agent's warrants, (''PPM Warrants'') to purchase 
3,911,500 shares of the Company's Common Stock. 
 
On December 8, 2005, the Company issued $750,000 of Senior Secured Convertible Notes and agreed to issue an 
additional $250,000 of Notes (see Note E).  In connection with this financing, the Company issued warrants 
("Investor Warrants") to purchase a total of 4,000,000 shares of the Company's Common Stock.   
 
The warrants did not contain a beneficial exchange feature at the date of the agreement.  The exercise price of the 
investor warrants are subject to adjustment in certain events, including split- 



ups or combinations of common stock, dividends payable in common stock, and the issuance of rights to purchase 
additional shares of common stock or to receive other securities or rights convertible into or entitling the holder to 
receive additional shares of common stock without payment of any consideration.   
 
 
 
NOTE H - INCOME TAXES 
 
At March 31, 2009, the Company has available for federal income tax purposes approximately $9.6 million of net 
operating loss carry forwards which are subject to annual limitations and expire beginning in 2016 through 2022.  
 
The Tax Reform Act of 1986 imposed substantial restrictions on the utilization of net operating losses and tax 
credits in the event of an ''ownership change'', as defined by the Internal Revenue Code. All federal and state net 
operating loss carry-forwards are subject to limitations as a result of these restrictions.  If there should be a 
subsequent ownership change, as defined, the Company's ability to utilize its carry-forwards could be reduced.  
 
NOTE I- COMMITMENTS AND CONTINGENCIES  
 
Operating Lease Commitments  
 
The Company leases office space under operating leases expiring at various dates through 2011.  In the normal 
course of business, operating leases are generally renewed or replaced by other leases.  
 
Rent expense for the period ending March 31, 2009 was $17,373.  Rent expense was $51, 301 for the year ended 
December 31, 2008.  
 
 
NOTE J - STOCKHOLDER TRANSACTIONS  
 
As enumerated in the Statement of Changes in Stockholders' Deficiency the Company has issued shares of its 
common stock for services rendered for clinical studies, financial advisors, market studies, public relations, 
members of the Board of Directors and members of the Medical Advisory Board . Management believes that the 
shares issued based on their selling price per share approximate the fair value of the services rendered. The issuance 
of common stock for services rendered, with the exception of the shares issued during the year ended December 31, 
2000, approximated the price of shares sold for cash.  
 
CERTIFICATION 
 
I, Andrew J. Whelan, Chairman of the Board, President and Chief Executive Officer of BioElectronics Corporation, 
hereby certify that the financial statements filed herewith and the attached notes, fairly present, in all material 
respects, the financial position as of March 31, 2009, results of operations and cash flows for the period ending 
March 31, 2009, in conformity with accounting principles generally accepted in the United States, are consistently 
applied. 
 
Dates this 24th day of July 2009 
 
  /SIGNED/                            .
Andrew J. Whelan, Chief Executive Officer 
 


