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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements
BSD MEDICAL CORPORATION
Condensed Balance Sheets
(Unaudited)
May 31,
2014

ASSETS
Current assets:
Cash and cash equivalents
Accounts receivable, net of allowance for doubtful accounts of $20,000
Related party trade accounts receivable
Inventories, net
Other current assets
Total current assets

$

Property and equipment, net

August 31,
2013

5,174,602
404,991
221,170
2,242,985
193,266
8,237,014

$

1,292,214

9,450,528
899,969
24,201
2,445,770
200,028
13,020,496
1,319,880

$

9,529,228

$

14,340,376

$

499,739
431,685
57,852
99,650
453,047
1,541,973

$

521,417
573,880
317,480
730,593
2,143,370

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued liabilities
Note payable
Customer deposits
Deferred revenue – current portion
Total current liabilities
Deferred revenue – net of current portion
Total liabilities

-

53,115

1,541,973

2,196,485

34,200
58,561,526
(7,485)
(234)
(50,600,752)
7,987,255

34,007
57,739,056
(234)
(45,628,938)
12,143,891

Commitments and contingencies
Stockholders’ equity:
Preferred stock, $.001 par value; 10,000,000 shares authorized, no shares issued and outstanding
Common stock, $.001 par value, 80,000,000 shares authorized, 34,199,463 and 34,006,202 shares issued, respectively
Additional paid-in capital
Stock subscriptions receivable
Treasury stock, 24,331 shares at cost
Accumulated deficit
Total stockholders’ equity
$
See accompanying notes to condensed financial statements (unaudited)
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9,529,228

$

14,340,376

BSD MEDICAL CORPORATION
Condensed Statements of Comprehensive Loss
(Unaudited)
Three Months Ended
May 31,
2014
2013
Revenues:
Sales
Sales to related parties
Equipment rental

$

Total revenues
Cost of Revenues:
Cost of sales
Cost of related party sales
Cost of equipment rental
Total cost of revenues
Gross margin
Operating expenses:
Research and development
Selling, general and administrative
Total operating expenses
Loss from operations
Other income (expense):
Interest income
Other expense
Total other income

764,044
376,245
112,900

$

$

Net loss per common share:
Basic
Diluted

$
$

Weighted average number of shares outstanding:
Basic
Diluted

$

2,540,281
76,776
178,700
2,795,757

456,832
288,140
2,947

713,383
81
2,947

2,003,969
296,053
8,841

1,533,618
66,527
8,841

747,919

716,411

2,308,863

1,608,986

505,270

600,302

1,965,695

1,186,771

559,568
1,934,277

607,690
1,967,082

1,621,612
5,321,309

1,693,648
5,562,013

2,493,845

2,574,772

6,942,921

7,255,661

(1,988,575)

(1,974,470)

(4,977,226)

(6,068,890)

3,623
(3,898)

7,708
(2,984)

15,050
(9,638)

24,374
(5,291)

4,724

5,412

19,083

(1,969,746)

(0.06 )
(0.06 )

(4,971,814)

-

(1,988,850) $

34,040,000
34,040,000

$
$

-

(1,969,746) $

(0.06 )
(0.06 )
32,042,000
32,042,000

See accompanying notes to condensed financial statements (unaudited)
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3,611,679
394,679
268,200
4,274,558

-

Net loss and comprehensive loss

$

1,316,713

(1,988,850)

Provision for income taxes

1,256,583
230
59,900

1,253,189

(275)

Loss before income taxes

Nine Months Ended
May 31,
2014
2013

$
$

(6,049,807)
-

(4,971,814) $

(6,049,807)

(0.15 ) $
(0.15 ) $

(0.20 )
(0.20 )

34,002,000
34,002,000

30,541,000
30,541,000

BSD MEDICAL CORPORATION
Condensed Statements of Cash Flows
(Unaudited)
Nine Months Ended
May 31,
2014
2013
Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Stock-based compensation
Stock issued for services
Loss on disposition of property and equipment
Decrease (increase) in:
Receivables
Inventories
Other current assets
Increase (decrease) in:
Accounts payable
Accrued liabilities
Customer deposits
Deferred revenue

$

Net cash used in operating activities
Cash flows from investing activities:
Purchase of property and equipment
Proceeds from disposition of property and equipment
Net cash used in investing activities
Cash flows from financing activities:
Net proceeds from sale of common stock
Payments on note payable
Net cash used in or provided by financing activities
Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of the period

(4,971,814) $
93,322
634,859
180,000
(30)

101,454
862,514
180,001
-

298,009
202,785
80,814

(901,822)
94,658
(81,540)

(21,678)
(142,195)
(217,830)
(330,661)

189,580
(1,279)
851,250
(30,760)

(4,194,419)

(4,785,751)

(67,651)
2,025

(18,072)
-

(65,626)

(18,072)

319
(16,200)

4,583,437
-

(15,881)

4,583,437

(4,275,926)
9,450,528

Cash and cash equivalents, end of the period

$

See accompanying notes to condensed financial statements (unaudited)
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(6,049,807)

5,174,602

(220,386)
11,102,508
$

10,882,122

BSD MEDICAL CORPORATION
Notes to Condensed Financial Statements
(Unaudited)
Note 1. Basis of Presentation
The interim financial information of BSD Medical Corporation (the “Company”) as of May 31, 2014 and for the three months and nine months ended May
31, 2014 and May 31, 2013, is unaudited, and the condensed balance sheet as of August 31, 2013, is derived from our audited financial statements. The
accompanying unaudited condensed balance sheets as of May 31, 2014 and August 31, 2013, the related unaudited condensed statements of comprehensive
loss for the three months and nine months ended May 31, 2014 and May 31, 2013, and the related unaudited condensed statements of cash flows for the nine
months ended May 31, 2014 and May 31, 2013, have been prepared in accordance with U.S. generally accepted accounting principles for interim financial
reporting and pursuant to the rules and regulations of the Securities and Exchange Commission (the “SEC”). The condensed financial statements do not
include all of the information and notes required by U.S. generally accepted accounting principles for complete financial statements. These condensed
financial statements should be read in conjunction with the notes thereto, and the financial statements and notes thereto included in our annual report on
Form 10-K and 10-K/A for the year ended August 31, 2013.
All adjustments (consisting only of normal recurring adjustments) necessary for the fair presentation of our financial position as of May 31, 2014 and August
31, 2013, our results of operations for the three months and nine months ended May 31, 2014 and May 31, 2013, and our cash flows for the nine months
ended May 31, 2014 and May 31, 2013, have been included. The results of operations for the three months and nine months ended May 31, 2014, may not
be indicative of the results for our fiscal year ending August 31, 2014.
Certain amounts in the prior periods have been reclassified to conform to the current period presentation.
Note 2. Inventories
Inventories consisted of the following:
May 31,
2014

August 31,
2013

Parts and supplies
Work-in-process
Finished goods
Reserve for obsolete inventory

$

1,181,119 $
757,003
454,863
(150,000)

1,353,614
990,668
201,488
(100,000)

Inventories, net

$

2,242,985

2,445,770

$

Note 3. Property and Equipment
Property and equipment consisted of the following:
May 31,
2014
Equipment
Rental equipment
Furniture and fixtures
Building improvements
Building
Land

$

1,460,579
58,940
303,226
54,736
956,000
244,000

August 31,
2013
$

3,077,481
(1,785,267)

Less accumulated depreciation
Property and equipment, net

$
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1,292,214

1,401,811
58,940
300,061
54,736
956,000
244,000
3,015,548
(1,695,668)

$

1,319,880

Note 4. Stockholders’ Equity
The Company has 10,000,000 authorized shares of $.001 par value preferred stock. As of May 31, 2014 and August 31, 2013, there were no shares of
preferred stock outstanding. The Company also has 80,000,000 authorized shares of $.001 par value common stock.
Shelf Registration Statement
On September 28, 2012, we filed a universal shelf registration statement with the SEC for the issuance of common stock, preferred stock, warrants, senior debt,
subordinated debt and units up to an aggregate amount of $50.0 million. We may periodically offer one or more of these securities in amounts, prices and
terms to be announced when and if the securities are offered. On October 11, 2012, the universal shelf registration statement was declared effective by the
SEC.
At-the-Market Offering
On May 9, 2014 the Company entered into an At-the-Market Issuance Sales Agreement (the “ATM Agreement”) with MLV & Co. LLC (“MLV”). Under this
sales agreement, BSD may issue and sell from time to time, up to $8,000,000 of common stock. These shares are registered under the universal shelf
registration filed with the SEC on September 28, 2012. MLV would act as sales agent, using commercially reasonable efforts consistent with its normal
trading and sales practices. The Agreement provides that BSD common shares will be sold at market prices prevailing at the time of the sale of its common
stock, at no discount to market and no warrants attached. BSD is not obligated to make any sales under the sales agreement. The Company will pay MLV a
commission rate of 3.0% of the gross proceeds from the sale of any common stock sold through MLV as sales agent under the sales agreement, reimburse
MLV for certain expenses incurred in connection with entering into the sales agreement, and provide MLV with customary indemnification rights. The full
terms and text of the sales agreement was filed by the Company on a Current Report on Form 8-K on May 9, 2014.
Through May 31, 2014, the Company sold 25,200 shares of its common stock at an average price per share of $1.093, for gross proceeds of $27,545 (see
Note 10. Subsequent Events – At-the-Market Offering).
Warrants
A summary of the outstanding warrants issued in prior stock offerings as of May 31, 2014, and changes during the nine months then ended, is as follows:

WeightedAverage
Exercise
Price

Shares
Outstanding as of August 31, 2013
Issued
Exercised
Forfeited or expired

5,457,305
-

$

2.93
-

Outstanding and exercisable as of May 31, 2014

5,457,305

$

2.93

WeightedAverage
Remaining
Contract
Term
(Years)

3.21

Note 5. Net Loss Per Common Share
The computation of basic earnings per common share is based on the weighted average number of shares outstanding during the period. The computation of
diluted earnings per common share is based on the weighted average number of shares outstanding during the period plus the weighted average common
stock equivalents which would arise from the exercise of stock options and warrants outstanding using the treasury stock method and the average market
price per share during the period. Common stock equivalents are not included in the diluted loss per share calculation when their effect is anti-dilutive.
No stock options or warrants are included in the computation of diluted weighted average number of shares for the three months and nine months ended May
31, 2014 and May 31, 2013 because the effect would be anti-dilutive. As of May 31, 2014, we had outstanding options and warrants to purchase a total of
9,350,224 shares of our common stock that could have a future dilutive effect on the calculation of earnings per share.
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Note 6. Related Party Transactions
During the three months ended May 31, 2014 and May 31, 2013, we had sales of $376,245 and $230, respectively, to entities controlled by a significant
stockholder and member of the Board of Directors. These related party transactions represent approximately 30% and 0% of total sales for each respective
three-month period. During the nine months ended May 31, 2014 and May 31, 2013, we had sales of $394,679 and $76,776 to these related parties,
representing approximately 9% and 3% of total sales for each respective nine-month period.
As of May 31, 2014 and August 31, 2013, our accounts receivable included $221,170 and $24,201, respectively, from these related parties. Also, included in
customer deposits as of August 31, 2013, was $159,980 towards the purchase of a hypothermia system from this same related party.
Note 7. Stock-Based Compensation
We have both an employee and director stock incentive plan, which are described more fully in Note 10 to the financial statements in our 2013 Annual
Report on Form 10-K, as amended. As of May 31, 2014, we had approximately 1,808,000 shares of common stock reserved for future issuance under the
stock incentive plans.
Stock-based compensation cost is measured at the grant date based on the value of the award granted using the Black-Scholes option pricing model, and
recognized over the period in which the award vests. For stock awards no longer expected to vest, any previously recognized stock compensation expense is
reversed in the period of termination. The stock-based compensation expense has been allocated to the various categories of operating costs and expenses in
a manner similar to the allocation of payroll expense as follows:
Three Months Ended
May 31,
May 31,
2014
2013

Nine Months Ended
May 31,
May 31,
2014
2013

Cost of sales
Research and development
Selling, general and administrative

$

15,312
45,641
155,335

$

16,022
50,285
219,875

$

46,299
137,730
450,830

$

48,067
150,855
663,592

Total

$

216,288

$

286,182

$

634,859

$

862,514

During the nine months ended May 31, 2014, we granted employees a total of 127,000 stock options at a weighted-average exercise price of $1.19 with one
third vesting each year for the next three years. The estimated weighted average grant date fair value per share of this stock option was $0.62, and our
weighted average assumptions used in the Black-Scholes valuation model to determine this estimated fair value are as follows:
Expected volatility
Expected dividends
Expected term
Risk-free interest rate

63.4%
0%
7.4 years
2.2%

Unrecognized stock-based compensation expense expected to be recognized over the estimated weighted-average amortization period of .85 years is
approximately $975,000 as of May 31, 2014.
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A summary of the time-based stock option awards as of May 31, 2014, and changes during the nine months then ended, is as follows:
WeightedAverage
Exercise
Price

Shares

WeightedAverage
Remaining
Contract Term
(Years)

Aggregate
Intrinsic
Value

Outstanding as of August 31, 2013
Granted
Exercised
Forfeited or expired

4,212,573 $
127,000
(446,654)

2.85
1.19
2.22

Outstanding as of May 31, 2014

3,892,919

$

2.87

6.59

$

350

Exercisable as of May 31, 2014

2,406,761

$

3.72

5.16

$

-

The aggregate intrinsic value in the preceding table represents the total pre-tax intrinsic value, based on our closing stock price of $1.04 as of May 30,
2014. There were no exercisable, in-the-money options as of that date.
Note 8. Supplemental Cash Flow Information
We paid $624 and $0 for interest expense, and no income taxes during the nine months ended May 31, 2014 and May 31, 2013.
During the nine months ended May 31, 2014, we had the following non-cash financing and investing activities:
·

Issuance of note payable for prepaid expenses (other current assets) of $74,052.

During the nine months ended May 31, 2013 we had no non-cash financing and investing activities.
Note 9. Recent Accounting Pronouncements
No new accounting pronouncements were adopted during the nine months ended May 31, 2014 that had a material impact on our financial statements.
In May 2014, FASB issued ASU 2014-09 Revenue from Contracts with Customers. The amendments in ASU 2014-09 affects any entity that either enters into
contracts with customers to transfer goods or services or enters into contracts for the transfer of nonfinancial assets unless those contracts are within the scope
of other standards (e.g., insurance contracts or lease contracts). This ASU will supersede the revenue recognition requirements in Topic 605 Revenue
Recognition and most industry-specific guidance, and creates a Topic 606 Revenue from Contracts with Customers.
The core principle of the guidance is that an entity should recognize revenue to depict the transfer of promised goods or services to customers in an amount
that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. To achieve that core principle, an entity
should apply the following steps:
Step 1: Identify the contract(s) with a customer.
Step 2: Identify the performance obligations in the contract.
Step 3: Determine the transaction price.
Step 4: Allocate the transaction price to the performance obligations in the contract.
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation.
ASU 2014-09 is effective for annual reporting periods beginning after December 15, 2016, including interim periods within that reporting period. Early
application is not permitted. The Company has not yet determined how its financial statements will be affected by the adoption of ASU 2014-09.
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Note 10. Subsequent Events
At-the-Marketing Offering. Sales of common stock under the At-the-Market offering (the “ATM Agreement”), from June 1 through June 22, 2014, were
21,422 shares at an average price per share of $1.051, for gross proceeds of $22,523. The ATM Agreement was terminated on June 22, 2014 (see
“Termination Agreement” below)
Termination Agreement. On June 22, 2014, the Company entered into a termination agreement (the “Termination Agreement”) with MLV & Co. LLC
(“MLV”), terminating the At-the-Market Issuance Sales Agreement, dated May 9, 2014, between the Company and MLV. The ATM Agreement established
an at-the-market program through which the Company had the right to sell, from time to time and at its sole discretion, shares of its common stock having an
aggregate offering price of $8,000,000 through MLV. The full terms and text of the Termination Agreement may be found on the Current Report on Form 8-K
filed by the Company on June 23, 2014, and is incorporated herein by reference.
Engagement and Securities Purchase Agreements. On June 20, 2014 the Company entered into an engagement agreement (the “Engagement Agreement”)
with Maxim Group LLC (the “Placement Agent”), pursuant to which the Placement Agent agreed to use its reasonable best efforts to arrange for the sale of
shares of the Company’s common stock and warrants to purchase shares of the Company’s common stock in a registered direct offering (the “Offering”). On
June 25, 2014, the Company and certain institutional investors entered into a securities purchase agreement (the “Purchase Agreement”) in connection with
the Offering, pursuant to which the Company agreed to sell an aggregate of 5,500,000 shares of its common stock and warrants to purchase a total of
4,400,000 shares of its common stock to such investors for aggregate gross proceeds, before deducting fees to the Placement Agent and other estimated
offering expenses payable by the Company, of approximately $5.2 million. The common stock and warrants were sold in fixed combinations, with each
combination consisting of one share of common stock and a warrant to purchase 0.8 shares of common stock. The purchase price was $0.95 per fixed
combination. The warrants will become exercisable six months and one day following the closing date of the Offering and will remain exercisable for five
years thereafter at an exercise price of $1.10 per share. The exercise price of the warrants is subject to adjustment in the case of stock splits, stock dividends,
combinations of shares and similar recapitalization transactions. The exercisability of the warrants may be limited if, upon exercise, the holder or any of its
affiliates would beneficially own more than 4.99% of the Company’s common stock.
Under the Purchase Agreement, the Company has agreed with each of the purchasers that, subject to certain exceptions, it will not, within the 75 days
following the closing of the Offering enter into any agreement to issue or announce the issuance or proposed issuance of any securities. The full terms and
text of the Engagement Agreement and the Purchase Agreement may be found on the Current Report on Form 8-K filed by the Company on June 26, 2014
and is incorporated herein by reference.
On July 1, 2014, this transaction closed and net proceeds were transferred to the Company. The net proceeds received by the Company were approximately
$4.7 million, after deducting the Placement Agent fee, and legal, accounting, printing and other fees related to the Offering that the Company agreed to pay
for, or reimburse.
Settlement Agreement. On June 20, 2014 the Company entered into a settlement agreement (the “Settlement Agreement”) with Cranshire Capital Master
Fund, Ltd. (“Cranshire”) to resolve an action that Cranshire brought in the Supreme Court of the State of New York (the “Action”). The Action related to a
dispute between the Company and Cranshire with respect to certain Purchase Agreements identified in the Settlement Agreement. Pursuant to the terms of
the Settlement Agreement (i) the Company agreed to pay Cranshire $47,130 to reimburse Cranshire for the costs and expenses it incurred in connection with
the Action, (ii) the Company agreed to release Cranshire from all claims associated with the Action, (iii) Cranshire agreed to release the Company from all
claims associated with the Action, (iv) the Company agreed that, without implication that the contrary would otherwise be true, from and after the date of the
Settlement Agreement, “at-the-market” offerings will constitute Variable Rate Transactions (as defined in the Settlement Agreement), and (v) the Company
has agreed to terminate, within five business days after the date of the Settlement Agreement, that certain At-the-Market Issuance Sales Agreement entered
into by the Company on May 9, 2014 (the “ATM Agreement”), which was filed on a Current Report on Form 8-K by the Company on May 9, 2014 and is
incorporated herein by reference.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
This Management’s Discussion and Analysis of Financial Condition and Results of Operations and other parts of this quarterly report on Form 10-Q contain
forward-looking statements that involve risks and uncertainties. Forward-looking statements can also be identified by words such as “anticipates,” “expects,”
“believes,” “plans,” “predicts,” and similar terms. Forward-looking statements are not guarantees of future performance and our actual results may differ
significantly from the results discussed in the forward-looking statements. Factors that might cause such differences include, but are not limited to, those
discussed in the subsection entitled “Forward-Looking Statements” below. The following discussion should be read in conjunction with our financial
statements and notes thereto included in this report. We assume no obligation to revise or update any forward-looking statements for any reason, except as
required by law.
Overview
BSD Medical Corporation (the “Company” or “BSD”) was originally incorporated under the laws of the State of Utah on March 17, 1978. On July 3, 1986,
the Company was reincorporated in the State of Delaware.
We develop, manufacture, market and service systems to treat cancer and benign diseases using heat therapy delivered using focused radiofrequency (“RF”)
and microwave energy. Our business objectives are to commercialize our products for the treatment of cancer and to further expand our products to treat
other diseases and medical conditions. Our product line for cancer therapy has been created to offer hospitals and clinics a complete solution for thermal
treatment of cancer using microwave/RF systems, including both ablation and hyperthermia treatment systems. Studies have shown that both ablation and
hyperthermia treatments kill cancer, but they have different clinical applications.
Our microwave ablation system is used to ablate (destroy) soft tissue with heat alone. Thermal ablation usually refers to heat treatments delivered at
temperatures above 55°C for short periods of time. Thermal ablation is used to destroy local tumors using a short intense focus of heat on a specific area.
Our hyperthermia cancer treatment systems are used to treat cancer with heat (hyperthermia) while boosting the effectiveness of radiation and chemotherapy
for certain tumors through a number of biological mechanisms. Hyperthermia is usually used to increase the effectiveness of other therapies; e.g., radiation
therapy and chemotherapy for the treatment of locally advanced cancers. Hyperthermia usually refers to treatments delivered at temperatures of 40-45°C for
one hour.
Commercialization of our systems that are used to treat cancer is our most immediate business objective. Current and future cancer treatment sites for our
systems may include cancers of the prostate, breast, head, neck, bladder, cervix, colon/rectum, ovaries, esophagus, liver, kidney, brain, bone, stomach and
lung. Our cancer treatment systems have been used to treat thousands of patients throughout the world and have received many awards, including the Frost &
Sullivan “Technology Innovation of the Year Award” for cancer therapy devices, which was awarded in 2005 for the development of the BSD-2000
Hyperthermia System.
Although we have not yet taken advantage of many of these market opportunities, we believe our technology has application for a number of other medical
purposes in addition to cancer.
We are experiencing growth in our operating revenues from our MicroThermX® Microwave Ablation System (“MicroThermX”) line of products as a result of
an exclusive, long-term, multi-million dollar distribution agreement with Terumo Europe NV (Terumo), a wholly owned subsidiary of Terumo
Corporation. The agreement with Terumo, which we announced in April 2013, covers 100 countries in Europe, Western Asia, and Northern Africa. In
addition, MicroThermX revenues and sales of disposable SynchroWave antennas have increased in the U.S. market as well.
The number of hyperthermia systems sold varies from period to period and sales are impacted by several factors including regulatory, economic and other
healthcare industry factors. We have experienced declining hyperthermia revenues from our distributor in Europe, a related party. We have entered into
distribution agreements for our hyperthermia systems in China, South Korea and Taiwan. We anticipate these distribution agreements will result in increased
hyperthermia sales. For example, we recently received approval to market our BSD-2000 in Taiwan and commenced shipping systems to Taiwan in February,
2014. Regulatory approvals are pending in China and South Korea, but we are not able to predict the outcome of these efforts.
We recognize revenues from the sale of our ablation and hyperthermia cancer treatment systems and related parts and accessories (collectively, product sales),
the sale of disposable devices used with certain of our systems, from training, and from service support contracts and other miscellaneous revenues. We also
recognize revenues from equipment rental, including fee-per-use rental income from our MicroThermX.
Our current corporate strategy includes the possibility of entering into additional collaborative arrangements with third parties to expand and improve the
commercialization of all our products, including our hyperthermia systems. The signing of the master distribution agreement with Terumo for our
MicroThermX line of products was a result of this strategy. Consistent with this strategy, we continue to seek out and identify opportunities and, if possible,
secure a transaction or transaction(s) relating to BSD’s hyperthermia business, including, but not limited to, partnering or other collaborative agreements, a
sale of assets and/or other strategic arrangements. There can be no assurance that the exploration of strategic alternatives will result in any agreements or
transactions, or that, if completed, any agreements or transactions will be successful or on attractive terms.
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Backlog
As of the date of the filing of this report, we had a total sales backlog of approximately $917,500.
Results of Operations
Fluctuation in Operating Results
Our results of operations have fluctuated in the past and may fluctuate in the future from year to year as well as from quarter to quarter. Revenue may
fluctuate as a result of factors relating to the demand and market acceptance for our ablation and hyperthermia systems and related component parts and
services, world-wide economic conditions, availability of financing for our customers, changes in the medical capital equipment market, changes in order
mix and product order configurations, competition, regulatory developments, insurance reimbursement and other matters. Operating expenses may fluctuate
as a result of the timing of sales and marketing activities, research and development, and general and administrative expenses associated with our potential
growth. For these and other reasons described elsewhere, our results of operations for a particular period may not be indicative of operating results for any
other period.
Revenues
We recognized revenue from the sale of our ablation and hyperthermia cancer treatment systems and related parts and accessories (collectively, product
sales), the sale of disposable devices used with certain of our systems, from training, and from service support contracts and other miscellaneous
revenues. We also recognized revenues from equipment rental, including our fee-per-use rental income from our MicroThermX.
For the three months and nine months ended May 31, 2014 and May 31, 2013, our revenues consisted of the following:
Three Months Ended
May 31,
2014
2013
Product sales
Disposable devices
Service contracts and other

$

$

1,140,289
112,900

Equipment rental
Total

719,750
326,635
93,904

$

1,253,189

819,751
342,730
94,332

Nine Months Ended
May 31,
2014
2013
$

1,256,813
59,900
$

1,316,713

2,543,275
1,167,375
295,708

$

4,006,358
268,200
$

4,274,558

1,580,451
774,065
262,541
2,617,057
178,700

$

2,795,757

Total revenues for the three months ended May 31, 2014 were $1,253,189 compared to total revenues of $1,316,713 for the three months ended May 31,
2013, a decrease of $63,524, or approximately 5%. Total revenues for the nine months ended May 31, 2014 were $4,274,558 compared to total revenues of
$2,795,757 for the nine months ended May 31, 2013, an increase of $1,478,801, or approximately 53%.
Revenue from the sale of MicroThermX products were lower in the current year three month period than the prior year three month period due primarily to the
large number of MTX systems shipped in the prior year three month period following the signing of our MTX distribution partner in Europe. The increase in
total revenues in the current year nine month period over the comparable prior year nine month period is due to increases in both our MicroThermX line of
products and our hyperthermia related products, including increased sales of MicroThermX systems, growth in our MTX equipment rental business and
higher sales of SynchroWave disposable antennas that are used in each ablation treatment.
During the third quarter of fiscal year 2013, we commenced shipping MicroThermX systems and SynchroWave antennas to Terumo Europe pursuant to an
exclusive distribution agreement covering 100 countries in Europe, Western Asia, and Northern Africa. In addition, with the successful introduction of our
fee-per-use rental program and accelerating sales of disposable SynchroWave antennas, our revenues from our MicroThermX family of products has grown.
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During the three months and nine month periods ended May 31, 2014, we sold 2 and 6 hyperthermia systems, respectively. By comparison, we sold 1 and 3
hyperthermia systems in the three months and nine month periods ended May 31, 2013.
Historically, our revenues have fluctuated significantly from period to period because our sales were based upon a relatively small number of hyperthermia
systems, the sales price of each being substantial enough to greatly impact revenue levels in the periods in which they occur. However, we have been unable
to sustain an increase in the number of hyperthermia systems sold due to various factors, including: non-acceptance by cancer-treating physicians of
hyperthermia therapy; inadequate reimbursement rates from third-party payers; and significant uncertainty in the U.S. healthcare industry due to recent
governmental healthcare reform. We believe these difficulties may continue to negatively impact the sales of our hyperthermia systems and our operating
results.
At times, we have derived a significant portion of our revenues from sales to related parties. All of our related party revenue results from the sale of
hyperthermia systems and related component parts and services to Dr. Sennewald Medizintechnik GmbH or BSD Biosystems Design S.A. Dr. Sennewald,
one of our directors and significant stockholders, is a stockholder, executive officer and a director of Medizintechnik and BSD Biosystems Design S.A. We
derived $376,245, or approximately 30%, of our total revenue in the three months ended May 31, 2014, from sales to related parties, compared to $230 or
approximately 0.0%, in the three months ended May 31, 2013.
We derived $394,679 or approximately 9.2%, of our total revenue in the nine months ended May 31, 2014, from sales to related parties, compared to
$76,776, or approximately 3%, in the nine months ended May 31, 2013. The related party revenue recognized in the three and nine months ended May 31,
2014 is derived from the shipment of one hyperthermia system to a related party in the three months ended May 31, 2014. No sales of hyperthermia systems
to related parties were made in the three and nine month periods ended May 31, 2013.
Sales of hyperthermia products in the European Union (“EU”) have been trending down as a percent of the Company’s total sales since fiscal 2011, and this
trend is expected to continue in the future. Effective July 22, 2014 the European Union’s Restriction of Hazardous Substances (“RoHS”) regulatory mandate
will prohibit the Company from selling its hyperthermia products in the EU under their current configuration. Although the Company’s MTX products are in
compliance with RoHS requirements, in order to continue to sell its hyperthermia systems within the EU after July 22, 2014 the Company would need to
make significant and costly changes to component parts used in its hyperthermia products to become RoHS compliant and available for sale in the EU. The
Company does not believe that it is economically justifiable at this time to continue to offer hyperthermia systems in the EU, given RoHS requirements. For
the immediate future, the Company will continue to focus its marketing efforts for hyperthermia systems in Asian and domestic U.S. markets.
The following tables summarize the sources of our revenues for the three months and nine months ended May 31, 2014 and 2013:
Three Months Ended
May 31,
2014
2013

Non-Related Parties

Nine Months Ended
May 31,
2014
2013

Product sales
Disposable devices
Service contracts and other

$

359,750
318,385
85,909

$

819,751
342,730
94,102

$

2,182,025
1,149,075
280,579

$

1,530,451
771,665
238,165

Total

$

764,044

$

1,256,583

$

3,611,679

$

2,540,281

Three Months Ended
May 31,
2014
2013

Related Parties

Nine Months Ended
May 31,
2014
2013

Product sales
Disposable devices
Other

$

360,000
8,250
7,995

$

0
0
230

$

361,250
18,300
15,129

$

50,000
2,400
24,376

Total

$

376,245

$

230

$

394,679

$

76,776
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Cost of Revenues
Cost of sales includes raw material, labor and allocated overhead costs. We calculate and report separately cost of sales for both non-related and related party
sales, which are sales to Medizintechnik or BSD Biosystems Design S.A . Cost of sales as a percentage of sales will fluctuate from period to period depending
on the mix of sales for the period and the type and configuration of the hyperthermia systems sold during the period. Cost of equipment rental includes
installation, training, maintenance and support costs and depreciation of rental equipment.
Total cost of revenues for the three months ended May 31, 2014 was $747,919, compared to $716,411 for the three months ended May 31, 2013, an increase
of $31,508, or approximately 4%. Total cost of revenues for the nine months ended May 31, 2014 was $2,308,863, compared to $1,608,986 for the nine
months ended May 31, 2013, an increase of $699,877 or approximately 43%. These increases resulted from the significantly increased sales in the current
year.
Gross Margin
Our gross margin and gross margin percentage will fluctuate from period to period depending on the mix of revenues reported for the period and the type and
configuration of the hyperthermia systems sold during the period. Our total gross margin was $505,270, or approximately 40% of total revenues, for the three
months ended May 31, 2014, compared to a gross margin of $600,302, or approximately 46%, for the three months ended May 31, 2013. The lower gross
margin percentage in the three months ended May 31, 2014, compared to the three months ended May 31, 2013, reflects the effects of less favorable
manufacturing overhead absorption and one hyperthermia system shipped in the recent three month period that had a lower than normal gross margin.
Our total gross margin was $1,965,695, or approximately 46% of total revenues, for the nine months ended May 31, 2014, and $1,186,771, or approximately
42%, for the nine months ended May 31, 2013. The increase in gross margin and gross margin percentage in the first nine months of the current fiscal year
compared to the first nine months of the prior fiscal year resulted from the significantly higher level of sales, and a more favorable mix of products sold,
including increasing sales of SynchroWave disposable antennas and fee-per-use rental revenues from our MicroThermX. In addition, as our sales volume
increases, we are more able to fully absorb certain fixed overhead costs that are allocated to cost of sales, thus increasing our gross profit percentage.
Operating Costs and Expenses
Research and Development Expenses – Research and development expenses include expenditures for new product development and development of
enhancements to existing products. Research and development expenses for the three months ended May 31, 2014 were $559,568, compared to $607,690 for
the three months ended May 31, 2013, a decrease of $48,122 or approximately 7.9%. Research and development expenses for the nine months ended May
31, 2014 were $1,621,612, compared to $1,693,648 for the nine months ended May 31, 2013, a decrease of $72,036 or approximately 4.3%, mainly due to
lower expenses for consulting and stock-based compensation. We believe that the level of our research and development expenses will likely increase
slightly in the fourth quarter, over the levels reported for the first three quarters of the current fiscal year due to spending on specific projects that are coming
to completion.
Selling, General and Administrative Expenses – Selling, general and administrative expenses were $1,934,277 for the three months ended May 31, 2014,
compared to $1,967,082 for the three months ended May 31, 2013, a decrease of $32,805, or approximately 1.7%. Selling, general and administrative
expenses were $5,321,309 for the nine months ended May 31, 2014, compared to $5,562,013 for the nine months ended May 31, 2013, a decrease of
$240,704, or approximately 4.3%. These decreases are primarily due to lower wage related, legal, and stock-based compensation expenses. These decreases
are partially offset by a $47,130 accrual for settlement costs related to the terminated ATM Agreement (see Note 10. Subsequent Events – Settlement
Agreement) and a $50,000 accrual for partial future costs associated with the CEO succession plan and severance agreement (see Item 6. Exhibits – Exhibit
10.1). As part of our continuing roll out of the MicroThermX ® product line and the support of its global distribution network, we have increased our
marketing and sales staff and incurred additional marketing, sales and related operating expenses. Due to this, we believe that the level of our selling, general
and administrative expenses will increase over the levels reported for the first three quarters of our current fiscal year.
Other Income (Expense)
During the three and nine months ended May 31, 2014 and 2013, other income (expense) was not material to our operations.
Liquidity and Capital Resources
From inception through May 31, 2014, we have generated an accumulated deficit of $50,600,752 where our operating revenues have been insufficient to
cover our operating expenses. We have financed our operations primarily through the sale of our common stock. As of May 31, 2014, we had cash and cash
equivalents of $5,174,602, comprised primarily of money market funds and savings accounts. Current assets were $8,237,014, including $626,161 of net
accounts receivable.
As of May 31, 2014, we had current liabilities totaling $1,541,973, comprised of accounts payable, accrued liabilities, customer deposits, note payable and
deferred revenue incurred in the normal course of our business. We had no long-term liabilities as of May 31, 2014.
14

Stock Offerings
On October 1, 2009, a universal shelf registration statement was declared effective by the SEC for the issuance of common stock, preferred stock, warrants,
senior debt, subordinated debt and units up to an aggregate amount of $50.0 million. We completed four stock offerings utilizing the universal shelf
registration statement during calendar year 2010, and we received total net proceeds of approximately $19 million, including proceeds from the exercise of
warrants issued in the stock offerings.
On September 28, 2012, we again filed a universal shelf registration statement with the SEC for the issuance of common stock, preferred stock, warrants,
senior debt, subordinated debt and units up to an aggregate amount of $50.0 million. We may periodically offer one or more of these securities in amounts,
prices and on terms to be announced when and if the securities are offered. At the time any of the securities covered by the registration statement are offered
for sale, a prospectus supplement will be prepared and filed with the SEC containing specific information about the terms of any such offering. On October
11, 2012, the universal shelf registration statement was declared effective by the SEC.
April 2013 Offering - In April 2013, we completed an offering of 4,065,042 shares of our common stock and warrants to purchase a total of 3,048,782 shares
of our common stock with certain institutional investors (the “Offering”). The Offering was completed using our shelf registration statement, and net
proceeds to us were approximately $4.6 million.
The warrants became exercisable six months and one day following the closing date of the Offering and will remain exercisable for five years thereafter at an
exercise price of $1.65 per share. The exercise price of the warrants is subject to adjustment in the case of stock splits, stock dividends, combinations of
shares and similar recapitalization transactions. The exercisability of the warrants may be limited if, upon exercise, the holder or any of its affiliates would
beneficially own more than 4.9% of our common stock.
We agreed with each of the purchasers that, subject to certain exceptions, we will not, within the 30 trading days following the closing of the Offering (which
period may be extended in certain circumstances), enter into any agreement to issue or announce the issuance or proposed issuance of any securities.
We also agreed with each of the purchasers that while the warrants are outstanding, we will not affect or enter into an agreement to affect a “Variable Rate
Transaction,” which means a transaction in which we:
·

Issue or sell any convertible securities either (A) at a conversion, exercise or exchange rate or other price that is based upon and/or varies
with the trading prices of, or quotations for, the shares of our common stock at any time after the initial issuance of such convertible
securities, or (B) with a conversion, exercise or exchange price that is subject to being reset at some future date after the initial issuance of
such convertible securities or upon the occurrence of specified or contingent events directly or indirectly related to our business or the
market for our common stock, other than pursuant to a customary “weighted average” anti-dilution provision; or

·

Enter into any agreement (including, without limitation, an equity line of credit) whereby we may sell securities at a future determined price
(other than standard and customary “preemptive” or “participation” rights).

We also agreed with each of the purchasers if we issue securities within the 12 months following the closing of the Offering, the purchasers shall have the
right to purchase all of the securities on the same terms, conditions and price provided for in the proposed issuance of securities.
We also agreed to indemnify each of the purchasers against certain losses resulting from our breach of any of our representations, warranties, or covenants
under agreements with each of the purchasers, as well as under certain other circumstances described in the Purchase Agreement.
May 2014 Offering - On May 9, 2014 the Company entered into an At-the-Market Issuance Sales Agreement (the “ATM Agreement”) with MLV & Co. LLC
(“MLV”). Under this sales agreement, BSD could issue and sell from time to time, up to $8,000,000 of common stock. These shares are registered under the
universal shelf registration filed with the SEC on September 28, 2012. MLV would act as sales agent, using commercially reasonable efforts consistent with
its normal trading and sales practices. The Agreement provided that BSD common shares will be sold at market prices prevailing at the time of the sale of its
common stock, at no discount to market and no warrants attached. BSD was not obligated to make any sales under the sales agreement. The Company would
pay MLV a commission rate of 3.0% of the gross proceeds from the sale of any common stock sold through MLV as sales agent under the sales agreement,
reimburse MLV for certain expenses incurred in connection with entering into the sales agreement, and provide MLV with customary indemnification rights.
The full terms and text of the sales agreement was filed by the Company on a Current Report on Form 8-K on May 9, 2014. Through May 31, 2014, the
Company sold 25,200 shares of its common stock at an average price per share of $1.093, for gross proceeds of $27,545. From June 1 through June 22, 2014,
an additional 21,422 shares were sold, at an average price per share of $1.051, for gross proceeds of $22,523. The At-the-Market Sales Agreement was
terminated on June 22, 2014 (see Note 10. Subsequent Events – At-the-Market Offering).
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June 2014 Offering - On June 25, 2014, the Company and certain institutional investors entered into a securities purchase agreement (the “Offering”) in
which the Company agreed to sell an aggregate of 5,500,000 shares of its common stock and warrants to purchase a total of 4,400,000 shares of its common
stock to such investors for aggregate gross proceeds of approximately $5.2 million, and net proceeds of approximately $4.7 million, after deducting
placement agency fees and other costs associated with the transaction. The common stock and warrants were sold in fixed combinations, with each
combination consisting of one share of common stock and a warrant to purchase 0.8 shares of common stock. The purchase price was $0.95 per fixed
combination. The warrants will become exercisable six months and one day following the closing date of the Offering and will remain exercisable for five
years thereafter at an exercise price of $1.10 per share. The exercise price of the warrants is subject to adjustment in the case of stock splits, stock dividends,
combinations of shares and similar recapitalization transactions. The exercisability of the warrants may be limited if, upon exercise, the holder or any of its
affiliates would beneficially own more than 4.99% of the Company’s common stock.
Under the Purchase Agreement, the Company has agreed with each of the purchasers that, subject to certain exceptions, it will not, within the 75 days
following the closing of the Offering enter into any agreement to issue or announce the issuance or proposed issuance of any securities. The Company also
agreed with each of the purchasers that for a period of four years from the date of the Purchase Agreement, the Company will not effect or enter into an
agreement to effect a “Variable Rate Transaction,” which means a transaction in which it:
·

issues or sells any convertible securities either (A) at a conversion, exercise or exchange rate or other price that is based upon and/or varies
with the trading prices of, or quotations for, the shares of common stock of the Company at any time after the initial issuance of such
convertible securities, or (B) with a conversion, exercise or exchange price that is subject to being reset at some future date after the initial
issuance of such convertible securities or upon the occurrence of specified or contingent events directly or indirectly related to the business
of the Company or the market for the Company’s common stock, other than pursuant to a customary “weighted average” anti-dilution
provision; or

·

enter into any agreement (including, without limitation, an equity line of credit) whereby the Company may sell securities at a future
determined price.

The Company has also agreed to indemnify each of the purchasers against certain losses resulting from its breach of any of its representations, warranties, or
covenants under agreements with each of the purchasers, as well as under certain other circumstances described in the Purchase Agreement. The transaction
closed on July 1, 2014 and the net proceeds were transferred to the Company.
Cash Flows from Operating, Investing and Financing Activities
During the nine months ended May 31, 2014, we used net cash of $4,194,419 in operating activities, primarily as a result of our net loss of $4,971,814,
decreased by non-cash expenses totaling $908,181, including depreciation and amortization and stock-based compensation. Net cash used in operating
activities also included decreases in receivables of $298,009, inventories of $202,785, and other current assets of $80,814. Cash used in operating activities
also included reductions in accounts payable of $21,678, accrued liabilities of $142,195, customer deposits of $217,830 and deferred revenue of $330,661.
During the nine months ended May 31, 2013, we used net cash of $4,785,751 in operating activities, primarily as a result of our net loss of $6,049,807,
decreased by non-cash expenses totaling $1,143,969, comprised of depreciation and amortization and stock-based compensation. Net cash used in operating
activities also included increases in receivables of $901,822 and other current assets of $81,540 and decreases in accrued liabilities of $1,279 and deferred
revenue of $30,760, partially offset by a decrease in inventories of $94,658 and increases in accounts payable of $189,580 and customer deposits of
$851,250.
Net cash used in investing activities, resulting mainly from the purchase of property and equipment, was $65,626 and $18,072 for the nine months ended
May 31, 2014 and 2013, respectively.
During the nine months ended May 31, 2014 net cash used in financing activities was $15,881. During the nine months ended May 31, 2013 net cash
provided by financing activities was $4,583,437 comprised of the net proceeds from the sale of common stock.
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Although we believe that our current cash and cash equivalents are sufficient to fund our operations for the next twelve months, it is likely that we will need
to raise additional capital in the future. We have considered and will continue to consider and evaluate financing options.
We cannot be certain or provide any assurance that any financing will be available when needed or will be available on terms acceptable to us. If we raise
equity capital, our stockholders will be diluted. Insufficient funds may require us to delay, scale back or eliminate some or all of our programs designed to
facilitate the commercialization of our systems or entry into new markets.
As of May 31, 2014, we had no significant commitments for the purchase of property and equipment.
We had no material off balance sheet arrangements as of May 31, 2014.
Critical Accounting Policies
The following is a discussion of our critical accounting policies and estimates that management believes are material to an understanding of our results of
operations and which involve the exercise of judgment or estimates by management.
Revenue Recognition: Revenue from the sale of cancer treatment systems is recognized when a purchase order has been received, the system has been
shipped, the selling price is fixed or determinable, and collection is reasonably assured. Most system sales are F.O.B. shipping point; therefore, shipment is
deemed to have occurred when the product is delivered to the transportation carrier. Most system sales do not include installation. If installation is included
as part of the contract, revenue is not recognized until installation has occurred, or until any remaining installation obligation is deemed to be
perfunctory. Some sales of systems may include training as part of the sale. In such cases, the portion of the revenue related to the training, calculated based
on the amount charged for training on a stand-alone basis, is deferred and recognized when the training has been provided. The sales of our cancer treatment
systems do not require specific customer acceptance provisions and do not include the right of return except in cases where the product does not function as
warranted by us, or are not within product specifications. To date, returns have not been significant.
Revenue from the sale of disposable devices is recognized when a purchase order has been received, the devices have been shipped, the selling price is fixed
or determinable, and collection is reasonably assured. Currently, our customers are not required to purchase a minimum number of disposable devices in
connection with the purchase of our systems.
Revenue from training services is recorded when an agreement with the customer exists for such training, the training services have been provided, and
collection is reasonably assured.
Revenue from service support contracts is recognized on a straight-line basis over the term of the contract, which approximates recognizing it as it is earned.
Revenue from equipment rental under an operating lease is recognized when billed in accordance with the lease agreement.
Our revenue recognition policy is the same for sales to both related parties and non-related parties. We provide the same products and services under the
same terms for non-related parties as with related parties.
Sales to distributors are recognized in the same manner as sales to end-user customers.
Deferred revenue and customer deposits include amounts from service contracts as well as cash received for the sales of products, which have not been
shipped.
Inventory Reserves: We maintain a reserve for obsolete inventories to reduce excess and obsolete inventories to their estimated net realizable value. This
reserve is a significant estimate and we periodically review our inventory levels and usage, paying particular attention to slower-moving items. If projected
sales do not materialize or if our systems do not receive increased market acceptance, we may be required to increase the reserve for obsolete inventories in
future periods.
Product Warranty: We provide limited product warranties on our systems. These warranties vary from contract to contract, but generally consist of parts and
labor warranties for one year from the date of installation. To date, expenses resulting from such warranties have not been material. We record a warranty
expense at the time of each sale. This reserve is estimated based on prior history of service expense associated with similar units sold in the past.
Allowance for Doubtful Accounts: We maintain an allowance for doubtful accounts for estimated losses resulting from the inability of our customers to
make required payments. This allowance is a significant estimate and is regularly evaluated by us for adequacy by taking into consideration factors such as
past experience, credit quality of the customer base, age of the receivable balances, both individually and in the aggregate, and current economic conditions
that may affect a customer’s ability to pay. If the financial condition of our customers were to deteriorate, resulting in an impairment of their ability to make
payments, additional allowances may be required.
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Stock-based Compensation: Stock-based compensation cost of stock options and other stock-based awards to employees and directors is measured at the
grant date based on the estimated value of the award granted, using the Black-Scholes option pricing model, and recognized over the period in which the
award vests. For stock awards no longer expected to vest, any previously recognized stock compensation expense is reversed in the period of
termination. The stock-based compensation expense has been allocated to the various categories of operating costs and expenses in a manner similar to the
allocation of payroll expense. The Black-Scholes valuation model utilizes inputs that are subject to change over time, including the volatility of the market
price of our common stock, risk free interest rates, requisite service periods and assumptions made by us regarding the assumed life and vesting of stock
options and stock-based awards. As new options or stock-based awards are granted, additional non-cash compensation expense will be recorded by us.
Income Taxes: We account for income taxes using the asset and liability method. Under the asset and liability method, deferred tax assets and liabilities are
recognized for the future consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those
temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income
in the period that includes the enactment date.
We maintain valuation allowances where it is more likely than not that all or a portion of a deferred tax asset will not be realized. Changes in valuation
allowances are included in our income tax provision in the period of change. In determining whether a valuation allowance is warranted, we evaluate factors
such as prior earnings history, expected future earnings and our ability to carry back reversing items within two years to offset income taxes previously paid.
To the extent that we have the ability to carry back current period taxable losses to offset income taxes previously paid, we record an income tax receivable
and a current income tax benefit.
Recent Accounting Pronouncements
No new accounting pronouncements were adopted during the quarter ended May 31, 2014 that had a material impact on our financial statements.
In May 2014, FASB issued ASU 2014-09 Revenue from Contracts with Customers. The amendments in ASU 2014-09 affects any entity that either enters into
contracts with customers to transfer goods or services or enters into contracts for the transfer of nonfinancial assets unless those contracts are within the scope
of other standards (e.g., insurance contracts or lease contracts). This ASU will supersede the revenue recognition requirements in Topic 605 Revenue
Recognition and most industry-specific guidance, and creates a Topic 606 Revenue from Contracts with Customers.
The core principle of the guidance is that an entity should recognize revenue to depict the transfer of promised goods or services to customers in an amount
that reflects the consideration to which the entity expects to be entitled in exchange for those goods or services. To achieve that core principle, an entity
should apply the following steps:
Step 1: Identify the contract(s) with a customer.
Step 2: Identify the performance obligations in the contract.
Step 3: Determine the transaction price.
Step 4: Allocate the transaction price to the performance obligations in the contract.
Step 5: Recognize revenue when (or as) the entity satisfies a performance obligation.
ASU 2014-09 is effective for annual reporting periods beginning after December 15, 2016, including interim periods within that reporting period. Early
application is not permitted. The Company has not yet determined how its financial statements will be affected by the adoption of ASU 2014-09.
Medical Device Excise Tax:
A Medical Device Excise Tax (MDET) was enacted into law as part of the Health Care Education Reconciliation Act of 2010 and imposes an excise tax on
medical device manufacturers on their sales in the U.S of certain devices after December 31, 2012. The tax is 2.3% of the taxable base.
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FORWARD-LOOKING STATEMENTS
With the exception of historical facts, the statements contained in “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and other parts of this quarterly report on Form 10-Q are forward-looking statements within the meaning of the Private Securities Litigation
Reform Act of 1995, which reflect our current expectations and beliefs regarding our future results of operations, performance and achievements. These
statements are subject to risks and uncertainties and are based upon assumptions and beliefs that may or may not materialize. These forward-looking
statements include, but are not limited to, statements concerning:
·

our belief about the market opportunities for our products;

·

our anticipated financial performance and business plan;

·

our expectations that we will continue and grow the successful results from our MicroThermX fee-per-use equipment rental program
throughout the U.S. that we have experienced to date;

·

our expectations that agreements with additional distribution firms will result in increased sales;

·

our belief that the level of our operating expenses, including selling, general and administrative expenses, will increase and that the
increase may be significant;

·

our belief that our operating results, revenue and operating expenses may fluctuate in the future from year to year as well as from quarter to
quarter; and

·

our belief that our current cash and cash equivalents will be sufficient to finance our operations for the next twelve months.

We wish to caution readers that the forward-looking statements and our operating results are subject to various risks and uncertainties that could cause our
actual results and outcomes to differ materially from those discussed or anticipated, including the factors set forth in Item 1A – “Risk Factors” in our Annual
Report on Forms 10-K, as amended for the year ended August 31, 2013 and our other filings with the Securities and Exchange Commission. We also wish to
advise readers not to place any undue reliance on the forward-looking statements contained in this report, which reflect our beliefs and expectations only as
of the date of this report. We assume no obligation to update or revise these forward-looking statements to reflect new events or circumstances or any
changes in our beliefs or expectations, other than as required by law.
Item 3. Quantitative and Qualitative Disclosures About Market Risk
There are no material changes to our market risk as described in our annual report on Form 10-K, as amended, for the year ended August 31, 2013, and in our
Form 8-K filed on June 27, 2014.
Item 4. Controls and Procedures
Evaluation of disclosure controls and procedures.
As of the end of the period covered by this report, we conducted an evaluation, under the supervision and with the participation of our management,
including our principal executive officer and principal financial officer, of the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in Rule 13a-15(e) or 15d-15(e) under the Securities Exchange Act of 1934 (“Exchange Act”). Based on this evaluation, the principal
executive officer and principal accounting officer concluded that, as of the end of the period covered by this report, our disclosure controls and procedures
were effective in ensuring that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in applicable rules and forms and that such information is accumulated and communicated to our
management, including our principal executive officer and principal financial officer, in a manner that allows timely decisions regarding required disclosure.
Changes in internal controls over financial reporting.
There was no change in our internal control over financial reporting (as defined in Rule 13a-15(f) under the Exchange Act) during our most recently
completed fiscal quarter that has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II – OTHER INFORMATION
Item 1A. Risk Factors
In addition to the other information set forth in this report, you should carefully consider the risk factors reported in our Annual Report on Forms 10-K, as
amended for the year ended August 31, 2013, and those disclosed on BSD Medical Corporation Form 8-K filed June 27, 2014.
Item 6. Exhibits
The following exhibits are filed as part of this report:
Exhibit No.

Description of Exhibit

1.1

Engagement Agreement, dated as of June 20, 2014, by and among the Company and Maxim Group LLC. Incorporated
by reference to Exhibit 1.1 to the BSD Medical Corporation Form 8-K, filed June 26, 2014

4.1

Form of Common Stock Purchase Warrant. Incorporated by reference to Exhibit 4.1 to the BSD Medical Corporation
Form 8-K, filed June 26, 2014

10.1

Letter Agreement, dated April 28, 2014, between the company and Harold R. Wolcott. Incorporated by reference to
Exhibit 10.1 to the BSD Medical Corporation Form 8-K, filed April 29, 2014.

10.2

At-the-Market Issuance Sales Agreement between BSD Medical Corporation and MLV & Co. LLC, dated May 9,
2014. Incorporated by reference to Exhibit 10.1 to the BSD Medical Corporation Form 8-K, filed May 9, 2014

10.3

Termination of At-the-Market Issuance Sales Agreement, dated June 22, 2014, by and between BSD Medical
Corporation and MLV & Co. LLC. Incorporated by reference to Exhibit 10.1 to the BSD Medical Corporation Form 8-K,
filed June 23, 2014

10.4

Settlement Agreement, dated as of June 20, 2014, by and between BSD Medical Corporation and Cranshire Capital
Master Fund, Ltd. Incorporated by reference to Exhibit 10.1 to the BSD Medical Corporation Form 8-K, filed June 23,
2014

10.5

Securities Purchase Agreement, dated as of June 25, 2014, by and among the Company and each of the purchasers
identified on the signature pages thereto. Incorporated by reference to Exhibit 10.1 to the BSD Medical Corporation
Form 8-K, filed June 26, 2014

31.1

Certification of the Principal Executive Officer Required Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2

Certification of the Principal Financial Officer Required Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1

Certification of Principal Executive Officer Required Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

32.2

Certification of Principal Financial Officer Required Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

101.INS*

XBRL Instance Document

101.SCH*

XBRL Taxonomy Extension Schema

101.CAL*

XBRL Taxonomy Extension Calculation Linkbase

101.DEF*

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB*

XBRL Taxonomy Extension Label Linkbase

101.PRE*

XBRL Taxonomy Extension Presentation Linkbase

* The XBRL related information in Exhibit 101 shall not be deemed “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended,
or otherwise subject to liability of that section and shall not be incorporated by reference into any filing or other document pursuant to the Securities Act of
1933, as amended, except as shall be expressly set forth by specific reference in such filing or document.
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SIGNATURES
Pursuant to the requirements 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.
BSD MEDICAL CORPORATION
Date: July 10, 2014

/s/ Harold R. Wolcott
Harold R. Wolcott
President (Principal Executive Officer)

Date: July 10, 2014

/s/ William S. Barth
William S. Barth
Chief Financial Officer (Principal Accounting Officer)
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Exhibit 31.1
Certification of the Principal Executive Officer
Pursuant to Section 302 of the Sarbanes – Oxley Act of 2002
I, Harold R. Wolcott, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of BSD Medical Corporation;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d15(f)) for the registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by
others within those entities, particularly during the period in which this report is being prepared;

b.

Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

c.

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures as of the end of the period covered by this report based on such evaluation; and

d.

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely
to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: July10, 2014
By:

/s/ Harold R. Wolcott
Harold R. Wolcott
President
(Principal Executive Officer)

Exhibit 31.2
Certification of the Principal Accounting Officer
Pursuant to Section 302 of the Sarbanes – Oxley Act of 2002
I, William S. Barth, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of BSD Medical Corporation;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d15(f)) for the registrant and have:
a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;
b. Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;
c. Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures as of the end of the period covered by this report based on such evaluation; and
d. Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5.

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and
b. Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal
control over financial reporting.

Date: July 10, 2014
By:

/s/ William S. Barth
William S. Barth
Chief Financial Officer
(Principal Financial Officer)

EXHIBIT 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of BSD Medical Corporation (the “Company”) on Form 10-Q for the quarterly period ended May 31, 2014, as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, Harold R. Wolcott, President (Principal Executive Officer) of the
Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operations of the Company.

/s/ Harold R. Wolcott
Harold R. Wolcott
President (Principal Executive Officer)
July 10, 2014

EXHIBIT 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of BSD Medical Corporation (the “Company”) on Form 10-Q for the quarterly period ended May 31, 2014, as filed
with the Securities and Exchange Commission on the date hereof (the “Report”), I, William S. Barth, Chief Financial Officer (Principal Accounting and
Financial Officer) of the Company, hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
that:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and result of operatons of the Company.

/s/ William S. Barth
William S. Barth
Chief Financial Officer
(Principal Accounting and Financial Officer)
July 10, 2014

