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PART I - FINANCIAL INFORMATION
Item 1. Condensed Consolidated Financial Statements.

WORLD SURVEILLANCE GROUP INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

March 31, December 31,
2014 2013
ASSETS (unaudited) (audited)
CURRENT ASSETS
Cash $ 56,286 $ 8,907
Accounts receivable 35,266 59,651
Accounts receivable from related party 53,043 59,833
Prepaid expenses 38,940 38,940
Current assets — discontinued operations 258,539 194,407
TOTAL CURRENT ASSETS 442,074 361,738
PROPERTY AND EQUIPMENT
Property and equipment, net of accumulated depreciation of $538,420
and $492,670, at
March 31, 2014 and December 31, 2013, respectively. 2,224,216 2,269,966
OTHER NONCURRENT ASSETS
Deferred financing costs 17,229 22,398
Other assets — discontinued operations 809,552 809,822
TOTAL NONCURRENT ASSETS 826,781 832,220
TOTAL ASSETS $ 3,493,071 $ 3,463,924
LIABILITIES AND STOCKHOLERS' DEFICIT
CURRENT LIABILITIES
Accounts payable $ 4,591,770 $ 4,520,662
Notes payable 9,608,539 9,501,083
Other accrued liabilities 2,920,186 2,795,027
Current liabilities — discontinued operations 214,076 143,252
TOTAL CURRENT LIABILITIES 17,334,571 16,960,024
COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS' DEFICIT
Common stock, $0.00001 par value, 1,000,000,000 shares authorized;
707,257,033 shares and 681,127,043 shares issued and 695,257,033
shares and 669,127,043 shares outstanding at March 31, 2014 and
December 31, 2013, respectively. 6,953 6,691
Additional paid-in capital 139,689,151 138,909,766
Accumulated deficit (153,537,604) (152,412,557)
TOTAL STOCKHOLDERS' DEFICIT (13,841,500) (13,496,100)
TOTAL LIABILITIES AND STOCKHOLDERS' DEFICIT $ 3,493,071 $ 3,463,924
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See accompanying notes to condensed consolidated financial statements
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WORLD SURVEILLANCE GROUP INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (UNAUDITED)

REVENUES
Net sales
Cost of sales
Gross profit

COSTS AND EXPENSES:

General and administrative

Professional fees

Depreciation expense

Research and development

TOTAL EXPENSES

LOSS FROM OPERATIONS

OTHER INCOME (EXPENSE)

Change in fair value of derivative liabilities
Loss from conversion agreement true-up
Interest expense, net

NET OTHER INCOME (EXPENSE)

NET LOSS FROM CONTINUING OPERATIONS

Net income (loss) from discontinued operations
NET LOSS

PER COMMON SHARE DATA (Note 12)
NET LOSS PER SHARE:

Basic and Diluted from continuing operations
Basic and Diluted from discontinued operations
WEIGHTED AVERAGE SHARES:

Basic and Diluted

Three Months Ended March
31,

2014

$331,153
302,549
28,604

865,512
124,170
45,750

1,035,432
(1,006,828

(114,062
(114,062
(1,120,890

(4,157
$(1,125,047

$(0.00
(0.00

579,797,908

See accompanying notes to condensed consolidated financial statements

)

)

)
)

2013

$454,877
322,669
132,208

380,816
76,784
45,750
136
503,486
(371,278

300
(21,597
(150,066
(171,363
(542,641

25,560
$(517,081

$(0.00
(0.00

489,871,669

~— N N
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WORLD SURVEILLANCE GROUP INC. AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF TOTAL STOCKHOLDERS' DEFICIT (UNAUDITED)
FOR THE THREE MONTHS ENDED MARCH 31, 2014

Description

BALANCE, DECEMBER 31,
2013

Shares issued for cash

Shares issued for legal settlement
Shares issued for services

Fair value of vested shares issued
as share-based compensation
Fair value of options issued for
services

Fair value of vested options
previously issued as share-based
compensation

Fair value of vested options
issued for employee and directors’
compensation

Net loss

BALANCE, MARCH 31, 2014

COMMON STOCK
SHARES AMOUNT
669,127,043
$ 6,691
6,500,000 65
15,696,758 157
3,933,232 40

695,257,033 $ 6,953 $ 139,689,151 $

ADDITIONAL
PAID-IN

CAPITAL DEFICIT

$ 138,909,766 $

64,935 -

151,117 -

39,200 -

95,200 -

22,006 -

33,993 -

372,934 -

- (1,125,047)
(153,537,604) $ (13,841,500)

See accompanying notes to condensed consolidated financial statements

TOTAL

ACCUMULATED STOCKHOLDERS'

DEFICIT

(152,412,557) $ (13,496,100)

65,000
151,274
39,240
95,200

22,006

33,993

372,934
(1,125,047)
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WORLD SURVEILLANCE GROUP INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (UNAUDITED)

Three
Months Ended March 31,
2014 2013
OPERATING ACTIVITIES IN CONTINUING OPERATIONS:
Net loss from continuing operations $(1,120,890) $ (542,641)
Adjustments to reconcile net loss to net cash used by operating activities in continuing
operations:
Depreciation expense 46,020 45,750
Share-based compensation 502,127 21,284
Loss on conversion of debt - 21,597
Change in fair value of derivative liabilities - (300)
Loan interest capitalized to debt 107,456 105,230
Amortized deferred financing costs 5,169 5,169
Shares issued as inducement for loans - 34,400
Change in operating assets and liabilities:
Accounts receivable 24,385 (274,875)
Accounts receivable from related party 6,790 -
Prepaid expenses - 7,194
Deposits - 50,000
Accounts payable 132,353 72,292
Other accrued liabilities 276,433 201,561
Deferred revenues (7,500)
NET CASH USED BY OPERATING ACTIVITIES IN CONTINUING OPERATIONS (20,157) (260,839)
INVESTING ACTIVITIES:
NET CASH PROVIDED BY INVESTING ACTIVITIES IN CONTINUING - -
OPERATIONS
FINANCING ACTIVITIES:
Proceeds from notes payable - 150,000
Proceeds from sale of common stock 65,000 65,000
NET CASH PROVIDED BY FINANCING ACTIVITIES IN CONTINUING 65,000 215,000
OPERATIONS
NET CASH PROVIDED BY (USED IN) CONTINUING OPERATIONS 44,843 (45,839)
Net cash provided by operating activities in discontinued operations 2,536 158,350
CASH BALANCE, BEGINNING OF PERIOD 8,907 49,343
CASH BALANCE, END OF PERIOD $ 56,286 $ 161,854
SUPPLEMENTAL INFORMATION:
Interest paid $ - $ -
SCHEDULE OF NON-CASH INVESTING AND FINANCING ACTIVITIES
Reclassification of long-term convertible notes payable to current notes payable
Common stock issued for services 39,240 75,000
Common stock issued for settlements 151,274 99,000
Common stock issued for acquisition - 672,500
Options issued for services 22,006 -
LTAS acquisition payable - 250,000

8
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See accompanying notes to condensed consolidated financial statements
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WORLD SURVEILLANCE GROUP INC. AND SUBSIDIARIES

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING PRINCIPLES
DESCRIPTION OF BUSINESS

World Surveillance Group Inc. (the “Company”) designs, develops, markets, and sells, autonomous lighter-than-air
(LTA) unmanned aerial systems (UAS) designed to carry payloads that provide semi-persistent intelligence,
surveillance and reconnaissance (ISR), security and/or wireless communications from air to ground solutions at low
and mid altitudes. The Company’s business focuses primarily on the design and development of innovative UAS that
provide situational awareness and other communications capabilities via the integration of wireless capabilities and
customer payloads. The Company’s airships, when integrated with cameras, electronics systems and other high
technology payloads, are designed for use by government-related and commercial entities that require real-time ISR or
communications support for military, homeland defense, border control, drug interdiction, natural disaster relief,
maritime and environmental missions.

The Company’s wholly owned subsidiary Global Telesat Corp. (GTC), provides mobile voice and data
communications services globally via satellite to the U.S. government, defense industry and commercial users. GTC

specializes in services related to the Globalstar satellite constellation, including satellite telecommunications voice

airtime, tracking devices and services, and ground station construction. GTC has an e-commerce mobile satellite

solutions portal and is an authorized reseller of satellite telecommunications equipment and services offered by other

leading satellite network providers such as Inmarsat, Iridium, Globalstar and Thuraya. GTC also has a new

subscription based online tracking portal called GTCTrack, designed to attract new satellite and GSM tracking

customers by offering an easy-to-use interface and compatibility with a wide range of devices. GTC’s equipment is
installed in various ground stations across Africa, Asia, Australia, Europe and South America.

The Company’s wholly owned subsidiary Lighter Than Air Systems Corp. (LTAS), provides critical aerial and
land-based surveillance and communications solutions to government and commercial customers. LTAS systems are
designed and developed in-house utilizing proprietary technologies and processes that result in compact, rapidly
deployable aerostat solutions and mast-based ISR systems. The LTAS systems have been proven to fulfill critical
requirements of the military and law enforcement in the U.S. and internationally. On May 5, 2014, the Company
exchanged 100% of the outstanding stock of LTAS for a cash payment of $335,000 and 10,000,000 shares of common
stock of Drone Aviation Corp. For purposes of this Form 10-Q, the Company’s financial statements reflect the
accounts and operations of LTAS as discontinued operations — See Note 3 and Note 13.

BASIS OF PRESENTATION

The accompanying unaudited condensed consolidated financial statements include the accounts of World Surveillance
Group Inc. and its subsidiaries (“WSGI” or the “Company”) and have been prepared in accordance with generally
accepted accounting principles in the United States of America (“U.S. GAAP”) for interim financial information and
reports and pursuant to the requirements for reporting on Form 10-Q and Regulation S-X for scaled disclosures for
smaller reporting companies. Accordingly, they do not include all, or include a condensed version of, the information

and footnotes required by U.S. GAAP for complete financial statements. The Company believes, however, that the
disclosures are adequate to make the information presented not misleading. Therefore, the Company’s condensed
consolidated financial statements reflect all adjustments (consisting solely of normal recurring adjustments), which
are, in the opinion of management, necessary for the fair presentation of the consolidated financial position and the

10
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consolidated results of operations of the Company for the periods shown. Results shown for interim periods are not
necessarily indicative of the results to be obtained for a full fiscal year or for any future period. The preparation of
financial statements in conformity with U.S. GAAP requires us to make estimates, judgments and assumptions that
affect the amounts reported in the condensed consolidated financial statements. Actual results may differ from
management’s estimates.

The consolidated balance sheet information as of December 31, 2013 was derived from the audited consolidated
financial statements included in the Company's Annual Report on Form 10-K filed with the Securities and Exchange
Commission (“SEC”) for the fiscal year ended December 31, 2013. These interim condensed consolidated financial
statements should be read in conjunction with the Company’s most recently audited financial statements and the notes
thereto included in such above referenced Annual Report on Form 10-K.

RECLASSIFICATIONS

Certain 2013 amounts have been reclassified to conform to the 2014 presentation.

11
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GOING CONCERN

The accompanying condensed consolidated financial statements have been prepared on a going concern basis, which
contemplates the realization of assets and the settlement of liabilities and commitments in the normal course of
business. However, as reflected in the accompanying condensed consolidated financial statements, the Company
incurred a loss from operations of $1,006,828 for the three months ended March 31, 2014. The Company also had a
working capital deficit of $16,892,497 and total stockholders' equity of $13,841,500, as well as an accumulated deficit
for $153,537,604 at March 31, 2014. These factors raise substantial doubt about the Company’s ability to continue as
a going concern. The Company’s ability to continue as a going concern is dependent upon its ability to raise additional
funds either through investments or by generating revenue from the sale of the Company’s products to continue its
business operations and implement its strategic plan, which includes, among other things, continued development of
its UAS, the pursuit or continued development of strategic relationships and expansion of the Company’s subsidiaries’
businesses. The Company’s business plan, which if successfully implemented, will allow it to sell UAS and other
products for a profit, which in turn will reduce the Company’s dependence on raising additional funds from outside
sources. The condensed consolidated financial statements do not include any adjustments that might be necessary if
the Company is unable to continue as a going concern. The Company anticipates a net loss to continue for the next
several quarters.

Additional cash will be needed to support our ongoing operations until such time that operations provide sufficient

cash flow to cover expenditures. We are currently pursuing both short and long-term financing options from private

investors as well as through institutional investors. We are also working to commercialize our Argus One airship, and

our subsidiaries’ products to generate revenues from customers. While we have not yet sold any of our Argus One
airships, we are already generating revenue from our subsidiaries’ products. The costs associated with our strategic
plan are variable and contingent on our ability to raise capital or generate revenue from customer contracts, but we

expect to need funding of approximately $3 million over the next 12 months. We are currently in litigation with La

Jolla Cove Investors and do not expect any future funding under those agreements. We continue to have discussions

with various entities relating to funding, but there can be no assurance that such funding will be received in the

amounts required, on a timely basis, or at all. While we believe we will be able to continue to raise capital from

various funding sources in such amounts sufficient to sustain operations at our current levels through the next several

quarters, if we are not able to do so and if we are not able to generate sufficient revenue through the sale of our

products, we would likely need to modify our strategy or cut back or terminate some of our operations. If we are able

to raise additional funds through the issuance of equity securities, substantial dilution to existing shareholders may

result. However, if our plans are not achieved, if significant unanticipated damaging events occur, or if we are unable

to obtain the necessary additional funding on favorable terms or at all, we will likely have to modify our business plan

and reduce, delay or discontinue some or all of our operations to continue as a going concern or seek a buyer for all or

a portion of our assets. As of the date hereof, we continue to raise capital to sustain our current operations.

REVENUE RECOGNITION

The Company recognizes revenue when all four of the following criteria are met: 1) persuasive evidence of an
arrangement exists; 2) delivery has occurred and title has transferred or services have been rendered; 3) our price to
the buyer is fixed or determinable; and 4) collectability is reasonably assured. The Company records unearned
contract revenues and subscription fees as deferred revenues and their associated costs of sales as prepaid expenses.
Deferred revenues from subscription fees and their related costs are amortized pro-ratable over the subscription term.
Deferred revenues from contracts and their related costs are recognized upon completion and fulfillment of the
contractual obligation using the completed contract method.

INCOME TAXES

12
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The Company accounts for income taxes using the asset and liability approach. Under this approach, deferred income
taxes are recognized based on the tax effects of temporary differences between the financial statement and tax bases of
assets and liabilities, as measured by current enacted tax rates. Valuation allowances are recorded to reduce the
deferred tax assets to an amount that will more likely than not be realized.

U.S. GAAP requires that, in applying the liability method, the financial statement effects of an uncertain tax position
be recognized based on the outcome that is more likely than not to occur. Under this criterion the most likely
resolution of an uncertain tax position should be analyzed based on technical merits and on the outcome that will
likely be sustained under examination. There were no adjustments related to uncertain tax positions recognized during
the three months ended March 31, 2014 and 2013, respectively.

FAIR VALUE MEASUREMENTS

U.S. GAAP includes a framework for measuring fair value, which also addresses disclosure requirements for fair
value measurements. Fair value is the price that would be received upon sale of an asset or paid upon transfer of a
liability in an orderly transaction between market participants at the measurement date and in the principal or most
advantageous market for that asset or liability. The fair value, in this context, should be calculated based on
assumptions that market participants would use in pricing the asset or liability, not on assumptions specific to the
entity. In addition, the fair value of liabilities should include consideration of non-performance risk, including the
Company’s own credit risk.

13
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Under the measurement framework, a fair valuation hierarchy for disclosure of the inputs to valuation used to measure

fair value has been established. This hierarchy prioritizes the inputs into three broad levels that reflect the degree of

subjectivity necessary to determine fair value measurements, as follows. Level 1 inputs are based on unadjusted

quoted prices in active markets for identical assets or liabilities. Level 2 inputs are based on quoted prices for similar

assets and liabilities in active markets or inputs that are observable for the asset or liability, either directly or

indirectly, through market corroboration, for substantially the full term of the asset or liability. Level 3 inputs are

unobservable inputs and reflect the Company’s estimates of assumptions that market participants would use to measure
assets and liabilities at fair value. The fair values are therefore determined using model-based techniques that include

option pricing models and discounted cash flow models. A financial asset or liability’s classification within the
hierarchy is determined based on the lowest level input that is significant to the fair value measurement.

DISCLOSURES ABOUT FAIR VALUE OF FINANCIAL INSTRUMENTS

The Company’s financial instruments include cash, accounts payable and notes payable. The carrying values for the
current financial assets and liabilities approximate fair value due to their short maturity.

USE OF ESTIMATES

The process of preparing financial statements in conformity with U.S. GAAP requires the use of estimates, judgments
and assumptions regarding certain types of assets, liabilities, revenues, and expenses. These estimates, judgments and
assumptions are evaluated on an ongoing basis. The Company bases its estimates on historical experience and on
various other assumptions that it believes are reasonable at that time, the results of which form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Such
estimates primarily relate to unsettled transactions and events as of the date of the financial statements. Accordingly,
upon settlement, actual results may differ from the Company’s estimated amounts.

BASIC AND DILUTED NET LOSS PER COMMON SHARE

Basic and diluted net loss per common share has been computed by dividing the net loss by the weighted average
number of shares of common stock outstanding during each period. Whenever losses are reported, the weighted
average number of common shares outstanding excludes common stock equivalents because their inclusion would
result in a diluted loss per share less than the basic loss per share and therefore would be anti-dilutive. Whenever net
income is reported, the weighted average number of common shares outstanding will include common stock
equivalents that are in-the-money. If all outstanding options, warrants and convertible shares were converted or
exercised at March 31, 2014, the shares outstanding would be 872,535,405.

PROPERTY AND EQUIPMENT

Property and equipment are carried at cost less accumulated depreciation. Depreciation is based on the estimated

service lives of the depreciable assets and is calculated using the straight-line method. Expenditures that increase the

value or productive capacity of assets are capitalized. Fully depreciated assets are retained in property and

accumulated depreciation accounts until they are removed from service. When property and equipment are retired,

sold or otherwise disposed of, the asset’s carrying amount and related accumulated depreciation are removed from the
accounts and any gain or loss is included in operations. Repairs and maintenance are expensed as incurred.

The estimated useful lives of property and equipment are generally as follows:

Appliques 15 — 25 years
Machinery and equipment 3 —12 years

14
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Office furniture and fixtures 3 —10 years
Computer hardware and software 3 — 7 years

Assets held for sale are separately presented on the balance sheet and are no longer depreciated.
LONG-LIVED ASSETS

The Company evaluates the fair value of long-lived assets on an annual basis or whenever events or changes in
circumstances indicate that its carrying amounts may not be recoverable. Accordingly, any impairment of value is
recognized when the carrying amount of a long-lived asset exceeds its fair value. The Company’s evaluations have not
indicated any impairment of fair values.

15
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SHARE-BASED COMPENSATION

The Company offers share-based compensation programs to its officers, directors and employees that consist of
employee stock options, common stock and restricted stock awards. Common stock and restricted stock awards are
issued at the closing price of the Company’s common stock on the date of grant. The Company recognizes
compensation expense ratably over the vesting periods for restricted stock awards using the fair value of the stock on
the vest date. The Black-Scholes option pricing model is used to value stock options, and compensation expense is
recognized ratably over the requisite service period. Stock options typically have contractual terms of three to seven
years. Share-based compensation for employees and non-employees is included in general administrative expense.
Share-based compensation incurred during the three-months ended March 31, 2014 and 2013 was $502,127 and
$21,284 respectively.

NOTE 2. ACQUISITIONS

On March 28, 2013, the Company consummated a Stock Purchase Agreement (the “Agreement”) by and among the
Company, Lighter Than Air Systems Corp. (“LTAS”), Felicia Hess (the “Shareholder”) and Kevin Hess (“KHess”) pursuant
to which the Company acquired 100% of the outstanding shares of capital stock of LTAS, thereby making LTAS a
wholly-owned subsidiary of the Company.

The purchase price paid by the Company for LTAS consisted of $250,000 in cash payable on or before the date that is
30 days after the closing of the acquisition (the “Closing”), 25,000,000 shares of the Company’s common stock valued at
the acquisition date based on the market price of $0.0269 per share, and an earn-out based on varying percentages of
the gross revenues based on the level of revenue from contracts with an identified group of potential customers. No
value was ascribed to the earn-out because future revenues, if any, cannot be reliably predicted. Pursuant to the
Agreement and an Escrow Agreement, 7,500,000 shares of common stock out of the 25,000,000 shares issued by the
Company have been placed in escrow for one year to satisfy possible indemnification claims of the Company. Felicia
Hess, the President of LTAS, has entered into an employment agreement to continue in her role as President of LTAS.
The Agreement also includes restrictions on the sale of the Company’s securities issued as the purchase price by the
Shareholder for a one-year period following the Closing.

The Shareholder has the right pursuant to the Agreement to nominate one member of the Company’s Board of
Directors, and as a result, the size of the Company’s Board of Directors has been increased and Felicia Hess has been
appointed as a Class I director as of March 28, 2013. Since Ms. Hess would not be an “independent” director pursuant
to the rules of the Securities and Exchange Commission, it is not expected that she will be appointed to any
committees.

In connection with the Closing, LTAS, the Shareholder and the Company also entered into an Option Agreement

dated March 28, 2013 pursuant to which the Shareholder was granted an exclusive option to purchase the shares of

LTAS held by WSGI on the occurrence of (i) a WSGI bankruptcy event, or (ii) a decrease in the daily volume of

WSGI's common stock to below 50,000 shares for 30 consecutive days, occurring within 18 months of the Closing at a
purchase price equal to the fair market value of the LTAS stock at the time of such triggering event, as determined by

an independent valuation firm.

The common stock of the Company issued as purchase price pursuant to the Agreement was issued as restricted
securities under an exemption provided by Section 4(2) of the Securities Act of 1933, as amended. The Agreement,

however, provides the Shareholder with certain piggyback registration rights.

On December 31, 2013, the Company entered into a First Amendment to Agreement (the “First Amendment”) by and
among the Company, Lighter Than Air Systems Corp. (“LTAS”), Felicia Hess (the “Shareholder”’) and Kevin Hess

16
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(“KHess”), which amended and restated various terms and conditions of the Agreement and revised the purchase price
from 25 million shares plus $250,000 cash payment to 45 million shares and no cash payment due the selling
shareholder and deleted the earn-out payment provisions in their entirety.

10
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The following table summarizes the allocation of the LTAS acquisition purchase price, which has been accounted at
the fair values of the assets acquired and liabilities assumed under the acquisition method of accounting:

Original Allocation Revised
Allocation  Adjustment  Allocation
Current assets $ 703,220 $ 7,195 $ 710,415
Property and equipment 1,357 2,556 3,913
Goodwill 479,585 328,239 807,824
Due to selling shareholder 0 (350,000) (350,000)
Current liabilities assumed (261,662) 12,010 (249,652)
Total Purchase Price $ 922,500 $ 0 $ 922,500

NOTE 3. DISCONTINUED OPERATIONS

On May 5, 2014, World Surveillance Group Inc. entered into a Securities Exchange Agreement by and among the
Company, Lighter Than Air Systems Corp. (“LTAS”), and Drone Aviation Corp. (“Drone”) pursuant to which the
Company exchanged 100% of the outstanding shares of capital stock of LTAS for a cash payment of $335,000 and
10,000,000 shares of common stock, par value $0.0001 per share, of Drone. Please refer to the disclosure in Note 13.
Subsequent Events for additional details on this transaction.

The Company’s Condensed Consolidated Balance Sheets at March 31, 2014 and December 31, 2013 reflect the
accounts of LTAS as discontinued operations, carried at fair value as follows:

March 31, December 31,
2014 2013
(Unaudited)

Cash $ 56,741 $ 109,825
Accounts receivable 135,050 8,085
Inventories 65,122 75,311
Prepaid expenses 1,626 1,186
Current assets of discontinued operations $ 258,539 $ 194,407
Property and equipment, net 1,728 1,998
Goodwill 807,824 871,256
Other assets of discontinued operations $ 809,552 $ 873,254
Accounts payable 98,625 72,985
Accounts payable due related party 51,998 160,691
Accrued liabilities 63,453 81,358
Deferred revenues - 1,650
Current liabilities of discontinued operations $ 214,076 $ 316,684
Net assets of discontinued operations $ 854,014 $ 750,977

18
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The operating results of LTAS since the acquisition date of March 28, 2013 are also reflected in the Company’s
Condensed Consolidated Statements of Operations as discontinued operations.

March 31, March 31,

2014 2013
(Unaudited)

Net sales $ 229,350 ) 71,300
Cost of sales 140,159 41,640
General and administrative 88,974 4,100
Professional fees 3,603 -
Depreciation 270 -
Interest expense 501 -

Net income (loss) from discontinued operations $ 4,157 ) $ 25,560

NOTE 4. RELATED PARTY TRANSACTIONS

The accounts receivable from related party at March 31, 2014 reflects trade receivables from Global Telesat
Communications, Ltd. (“GTCL”) of $53,043. GTCL is a related party based in the United Kingdom and controlled by a
current officer of GTC. Total sales to GTCL for the three -months ended March 31, 2014 were $114,906, and account
for 32% of GTC’s total sales during the period.

The accounts payable due to related party of the discontinued operations at March 31, 2014, includes allocated rent
charges, aerostat envelopes, and labor charges due to Aerial Products Corp (“APC”) of $51,998. APC is a related party,
controlled by a current employee of the Company. APC shares the manufacturing facilities with LTAS and provides
aerostat envelopes and manufacturing labor to LTAS. Total charges from APC to LTAS during the three-month
period ended March 31, 2014 were $114,906.

NOTE 5. PROPERTY AND EQUIPMENT

Property and equipment consisted of the following:

March 31,
2014 December 31,
(Unaudited) 2013
Appliques $ 2,755,732 $ 2,755,732
Office furniture and fixtures 6,904 6,904
2,762,636 2,762,636
Less: accumulated depreciation (538,420) (492,670)

$ 2224216 $ 2,269,966
NOTE 6. OTHER ACCRUED LIABILITIES

Accrued liabilities consisted of the following:

March 31,
2014 December 31,
(Unaudited) 2013
Payroll liabilities $ 2133452 $ 1,890,245
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Professional fees

Accrued legal claims payable
Accrued cash true-up from conversion
Accrued interest on debenture

GTC acquisition payable

Other

OTHER ACCRUED LIABILITIES

12

10,000
260,934
353,873

34,260

75,000

52,667

$ 2,920,186

10,000
354,684
353,873

31,133

75,000

80,092

$ 2,795,027
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NOTE 7. NOTES PAYABLE

Notes payable consisted of the following:

March 31,
2014 December 31,
(Unaudited) 2013
Unsecured promissory notes $5,997,030 $ 5,997,030
Unsecured short-term promissory notes 150,000 150,000
Convertible notes payable 267,000 267,000
Accrued interest 3,194,509 3,087,053
NOTES PAYABLE $ 9,608,539 $ 9,501,083

At March 31, 2014 and December 31, 2013, notes payable included two unsecured promissory notes aggregating
$5,997,030 with no stated interest rate or terms of repayment. The Company has accrued interest at 7% per annum on
both notes since their inception and includes the notes in current liabilities.

On February 1, 2013, the Company issued a $100,000 75-day unsecured 10% promissory note to an individual
investor for funds received. On March 18, 2013, the Company issued a $50,000 60-day unsecured 12% promissory
note to the same investor for funds received. The Company issued 2 million common shares to the investor as an
inducement for the loans, which was amortized as financing fees. As of March 31, 2014, the Company is in default
and has not repaid these notes.

On February 2, 2012, the Company closed on a Securities Purchase Agreement with a California-based institutional
investor (the “Investor”) for an aggregate of $5.5 million. The $500,000 initial tranche was funded at the closing in
connection with a Convertible Debenture due in February 2015 and an Equity Investment Agreement (the “EIA”). The
Debenture was converted by the Investor into shares of common stock beginning on May 3, 2012.

The Debenture grants the Investor with a right of first refusal on future financings of the Company subject to certain
terms and conditions and contains acceleration provisions requiring 120% of the principal amount, accrued and unpaid
interest, to become immediately due and payable on certain events of default described therein.

Pursuant to the EIA, the Investor agreed to invest an additional $5.0 million in monthly tranches beginning on May 3,
2012. The Investor also has the right to purchase an additional $5.0 million of the Company’s common stock at an
exercise price of $0.21 per share for a period of three years.

The Company incurred customary closing costs including attorney’s fees, commissions and closing costs of $62,027,
which are recorded as deferred financing costs to be amortized as additional interest expense on a straight-line basis
over the 3-year term of the Debenture and EIA.

On July 25, 2013, the Company filed a lawsuit against La Jolla Cove Investors, Inc. in the United States District Court
for the Northern District of California relating to the finance documents entered into by the Company and La Jolla in
January 2012. In the lawsuit, the Company alleges breach of contract and other causes of action. The Company has
reclassified the convertible notes payable from long-term to current notes payable and continues to accrue interest at
the stated interest rate and amortize the deferred financing costs.

NOTE 8. DERIVATIVE LIABILITIES

The Company accounts for derivative instruments at fair value. Gains and losses from changes in the fair value of
derivatives are recognized in interest expense. The Company’s derivative instruments consist of stock warrants that
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contained anti-dilution provisions that were issued with certain debt and equity financings. During 2013, all financial
instruments that gave rise to the derivative liabilities expired.

Warrants

In the past, the Company entered into financing agreements for convertible promissory notes and stock purchase
agreements, which included Class A and Class B warrants. Both Class A and Class B warrants contained anti-dilution
rights and were considered to be derivative liabilities under U.S. GAAP. All of the Class A and Class B warrants
expired during 2013. Beginning in 2010, the Company entered into new stock purchase agreements and issued an
aggregate of 9,677,167 warrants under the 2010 and 2011 stock purchase agreements. Warrants issued under the 2010
and 2011 stock purchase agreements have no anti-dilution rights and are not considered derivative liabilities. All
warrants and purchase rights have 3-year terms and are exercisable for a purchase price of $0.21 per share.

The following table summarizes certain information about the Company’s warrants and purchase rights:

Warrants Average
& Purchase Rights  Exercise Price

Outstanding at December 31, 18,628,235 $ 0.21
2013

Warrants Granted 0 0
Warrants Expired (2,333,334 ) 0.21
Outstanding at March 31, 16,294,901 $ 0.21
2014

The warrants outstanding and exercisable at March 31, 2014 and December 31, 2013 had no intrinsic value. All
warrants were fully exercisable and there was no unamortized cost to be recognized in future periods.

NOTE 9. LITIGATION AND CONTINGENCIES

In the ordinary conduct of business, we are subject to periodic lawsuits, investigations and litigation claims, which we
account for where appropriate. We cannot predict with certainty the ultimate resolution of such lawsuits,
investigations and claims asserted against us. As of the date hereof, we had the following material contingencies:

13
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Brio Capital

Brio Capital, the holder of a warrant, filed an action against us on February 25, 2011 in the New York Supreme Court,

County of New York, for the issuance of approximately 6.2 million shares of common stock upon the exercise of
certain warrants. The Court granted a non-final Summary Judgment Order on a portion of the action in favor of Brio

in December 2011 requiring us, among other things, to issue 6.2 million shares of common stock. We have issued the

shares required by the Court order. We also entered into a settlement agreement to pay $57,661 in legal fees as

required by the Court order, which has been satisfied. We reached a settlement with Brio resolving all remaining

matters. Under the terms of the settlement, we are required to issue a number of shares of common stock in twelve

(12) monthly installments equal to $31,250 divided by the average of the closing bid prices of our common stock for

the last three (3) trading days of the month immediately preceding the month in which the shares are due to be issued.

Pursuant to the Court’s Section 3(a) (10) approval, the shares of common stock issued to Brio shall be freely tradeable
upon issuance. All shares issued are subject to a leak-out provision contained in the settlement agreement. The

Company issued its final share settlement payment to Brio in May 2014.

The DeCarlo Group

A lawsuit was filed by the DeCarlo Group on November 24, 2010 in Miami-Dade County Courthouse for over
$400,000 claimed in connection with CFO and accounting services allegedly rendered to the Company. It is our
position that we were overcharged in connection with the services rendered and that no amounts are due. DeCarlo has
now filed a second amended complaint that we have responded to and intend to otherwise defend ourselves vigorously
in this matter, but the outcome of the action cannot be predicted.

La Jolla Cove Investors, Inc.

On July 25, 2013, we filed a lawsuit against La Jolla Cove Investors, Inc. in the United States District Court for the
Northern District of California relating to the finance documents entered into by us and La Jolla in January 2012. In
the lawsuit, we allege breach of contract and other causes of action. We are seeking injunctive relief in addition to
unspecified monetary damages as well as other relief. La Jolla has made counterclaims against us and is defending
against our complaint. We intend to otherwise pursue this matter vigorously, but the outcome of the action cannot be
predicted.

IRS

During 2010 and 2009, we, under our former name Sanswire Corp., incurred and reported to the Internal Revenue
Service (“IRS”) payroll tax liabilities (and deposited the appropriate withholding amounts) during the normal course of
business at each payroll cycle. We reported payroll tax liabilities for all the tax periods in 2007 and 2008, however,
we failed to deposit the appropriate withholding amounts for those periods. We recognized this issue and, accordingly,
contacted the IRS to make arrangements to pay any taxes due. One such matter has been resolved with the IRS, and
we currently estimate the amount involved in the second matter to be approximately $200,000. We may be subject to
additional penalties and interest from the IRS in connection with these payroll tax matters. We are engaged in
discussions and continue to cooperate with the IRS to resolve this matter.

The Company provides indemnification, to the extent permitted by law, to its’ officers, directors, employees and agents
for liabilities arising from certain events or occurrences while the officer, director, employee, or agent is or was
serving at the Company’s request in such capacity.

NOTE 10. SHARE-BASED COMPENSATION
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The Company issues stock-based compensation that consists of common stock, restricted stock and stock options to its
directors, officers, employees and consultants. All common stock and restricted stock awards are subject to the
securities law restrictions of Rule 144 as promulgated under the Securities Act of 1933, as amended, unless covered
by a registration statement.

Common Stock

The Company recognizes the cost of the common stock issued to directors, officers, and employees as compensation
expense at the closing market price on the grant date. All common stock awards are fully vested on the date of grant,
therefore there is no unrecognized compensation

associated with these awards. During the three-months ended March 31, 2014, there were no share-based
compensation awards of common stock.

Restricted Stock

Awards of restricted stock are independent of stock option grants and are generally subject to forfeiture if employment

terminates prior to vesting. Prior to vesting, ownership of the restricted stock cannot be transferred. The restricted

stock has the same voting rights as the common stock. The Company recognizes the grant date fair value of restricted

stock awards ratably over the vesting period as compensation expense based upon the stock’s closing market price on
the vest date. Restricted stock that vested during the three-months ended March 31, 2014 totaled $95,200. There is

approximately $24,000 in unrecognized compensation relating to unvested restricted stock at March 31, 2014.

14
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Stock Options

The Company has issued stock options at exercise prices equal to the Company’s common stock market price on the
date of grant with contractual terms of three to seven years. Historically, the stock options were fully vested and

expensed as compensation on the grant date. During 2010, the Company began issuing stock options with vesting

schedules and such stock options are generally subject to forfeiture if employment terminates prior to vesting. During

the three-months ended March 31, 2014, the Company awarded 37 million fully-vested options totaling $370,000 as

retention bonuses; 400,000 fully-vested options totaling $2,934 as directors’ fees; and issued 3 million options totaling
$22,006 to consultants. The fair value of options issued in a previous period that vested during the quarter were

$33,993. At March 31, 2014, there is approximately $45,000 in unrecognized compensation expense relating to

unvested stock options.

The Company uses the Black-Scholes option pricing model to estimate the fair value of stock options. The principal
assumptions utilized in valuing stock options include the expected stock price volatility based on the most recent
historical period equal to the expected life of the option; an estimate of the expected option life based upon historical
experience; no expected dividend yield; and the risk-free interest rate based upon on the yields of Treasury constant
maturities for the remaining term of the option.

The following table summarizes information about stock options outstanding and exercisable at March 31, 2014:

Options Outstanding and Exercisable

Weighted average

remaining Weighted

contractual Average

Number terms Exercise

Exercise prices outstanding (years) price
$ .0083 3,400,000 3.00 $ .0083
.0096 12,000,000 6.76 .0096

.010 37,000,000 6.91 .010
011 400,000 2.62 011
.013 40,355,693 6.49 013
015 11,000,000 5.51 015
016 250,000 1.93 016
017 2,000,000 5.86 017
021 250,000 2.12 021
023 22,316,667 5.62 023
024 12,000,000 6.33 024
.028 400,000 2.33 028
.045 4,444,444 0.10 045
075 7,750,000 4.00 075
.080 1,500,000 0.02 .080
.090 2,916,667 0.02 .090
157,983,471 5.80 $ .020

No options were in-the-money on March 31, 2014.
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NOTE 11. INCOME TAXES

The Company has federal and state net operating loss (NOL) carryforwards, which can be used to offset future
earnings. Accordingly, no provision for income taxes is recorded in these consolidated financial statements. A
deferred tax asset for the future benefits of net operating losses and other differences is offset by a 100% valuation
allowance due to the uncertainty of the Company's ability to realize future tax benefits from the losses. These net
operating losses will expire in the years 2021 through 2031.

Certain income and expenses are recognized in different periods for tax and financial reporting purposes. The items
that give rise to these temporary differences at the Company consist of its NOL carryforwards and the related
valuation allowances. The resulting deferred tax assets and liabilities consist of the tax effects (computed at 15%) of
the temporary differences and are listed below:

March 2014 December
31, 2014 Changes 31, 2013
Deferred tax assets:

Net operating loss carry-forwards $ 18,414,667 $ 168,757 $ 18,245910
Valuation allowance (18,414,667) (168,757) (18,245,910)
Net deferred tax asset $ — $ — $—

A reconciliation of income benefit provided at the federal statutory rate of 15% to income tax benefit is as follows:

March 31, March
2014 31,2013
Income tax benefit computed at federal statutory rate $ (168,757) $ (77,562)
Deferred income taxes 168,757 77,562
$— $—

The Company also had net operating loss carry-forwards of its predecessor, related to its reincorporation and
reorganization under the Internal Revenue Code, available to offset future taxable income. These NOL carryforwards
total approximately $81,429,083 and expire at various dates through 2022.

The Company operated in multiple tax jurisdictions within the United States of America. Although management does
not believe that the Company is currently under examination in any major tax jurisdiction in which it operates other
than for the issues with the IRS as described in Note 15, the Company remains subject to examination in all of those
tax jurisdictions until the applicable statute of limitations expire. As of March 31, 2014, 2008 and subsequent tax
years remain subject to examination by the Internal Revenue Service (“IRS”) and in the Company’s major state tax
jurisdictions. The Company does not expect to have a material change to unrecognized tax positions within the next
twelve months.

15
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NOTE 12. PER SHARE INFORMATION:

Basic earnings per share (“Basic EPS”) of common stock is computed by dividing the net loss by the weighted-average
number of shares of common stock outstanding. Diluted earnings per share of common stock (“Diluted EPS”) is
computed by dividing the net loss by the weighted-average number of shares of common stock, and dilutive common
stock equivalents and convertible securities then outstanding. U.S. GAAP requires the presentation of both Basic EPS
and Diluted EPS on the face of the Company’s Condensed Consolidated Statements of Operations. There were no
dilutive common stock equivalents.

Three-Months Ended March

31,
2014 2013

Numerator:
Net loss from continuing operations $(1,120,890 ) $(542,640 )
Net income (loss) from discontinued operations $(4,157 ) $25,560
Denominator:
Weighted-average common shares outstanding 579,797,908 489,871,669
Dilutive effect of stock warrants and stock options 0 0
Weighted-average common shares outstanding, assuming dilution 579,797,908 489,871,669
Net loss per share:
Basic and diluted for continuing operations $(0.00 ) $(0.00 )
Basic and diluted for discontinued operations $(0.00 ) $(0.00 )

NOTE 13. SUBSEQUENT EVENTS
On May 1, 2014, the Company’s stock began trading on the OTC Pink Marketplace.

On May 5, 2014 (the “Closing Date”), World Surveillance Group Inc. (the “Company”) entered into a Securities Exchange
Agreement (the “Agreement”) by and among the Company, Lighter Than Air Systems Corp. (“LTAS”), and Drone
Aviation Corp. (“Drone”) pursuant to which the Company exchanged 100% of the outstanding shares of capital stock of
LTAS for a cash payment of $335,000 and 10,000,000 shares of common stock, par value $0.0001 per share, of Drone
(the “Shares”). WSGI signed a Lock-Up Agreement that includes restrictions on the sale of the Shares by WSGI for a
fifteen-month period following the Closing Date, although WSGI will be able to sell a certain volume of shares in the
thirteenth through fifteenth month following the Closing Date. Following the Closing Date, the Company will focus

on its Argus airship program which is currently being worked on by the Ohio Lighter Than Air UAS Consortium

created by the Company and several other companies in August 2013 and the business of our Global Telesat Corp.
(“GTC”) subsidiary.

As of the Closing Date, Felicia Hess, Kevin Hess and Dan Erdberg have each terminated his or her employment
agreements with the Company. As part of the transaction, the Hesses waived certain bonuses, options and accrued
wages owing to them from the Company. Effective as of the Closing Date, Felicia Hess resigned as a director of
WSGL

On May 5, 2014, the Company entered into a Securities Purchase Agreement (the “SPA”) for the sale and purchase of
$150,000 of common stock, par value $0.00001 per share, of the Company (the “Common Stock™) at a purchase price of
$0.007 per share. Pursuant to the SPA, in addition to shares of Common Stock, the purchaser received (i) a right of

first refusal on certain future financings, (ii) piggyback registration rights and (iii) certain anti-dilution rights.
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On May 5, 2014, the Company also entered into a non-binding term sheet for a registered direct offering of up to
$1,000,000 (the “Offering”) of Common Stock with an investor. The Offering is subject to, among other things, the
filing and effectiveness of a Registration Statement under the Securities Act of 1933, as amended, registering the
shares of Common Stock sold in the Offering and the parties’ agreement to the price per share, which has not been
negotiated by the parties, prior to the time the Company’s Registration Statement goes effective.

On May 5, 2014, the Company also simultaneously entered into two Consulting Agreements to assist the Company

with restructuring its balance sheet and identifying potential acquisition targets for the Company. The Company
issued an aggregate of 15,000,000 shares of Common Stock in connection with such Agreements.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This Quarterly Report on Form 10-Q, including this Management’s Discussion and Analysis of Financial Condition
and Results of Operations, contains forward-looking statements regarding future events and our future results. All
statements other than statements of historical facts are statements that could be deemed forward-looking statements.

99 ¢ 99 <6

Certain statements in this Quarterly Report on Form 10-Q may contain words such as “anticipates,” “expects,” “intends,”
“plans,” “believes,” “seeks,” “estimates,” “may,” “could,” “would” and other similar language and are considered forward |
statements or information. In addition, any information or statements that refer to expectations, beliefs, plans,
projections, objectives, performance or other characterizations of future events or circumstances, including any
underlying assumptions, are forward-looking, and based on our current expectations, estimates, forecasts and
projections about the operating environment, economies and markets in which we operate. Such forward-looking
information or statements are subject to important assumptions, risks and uncertainties that are difficult to predict, and

the actual outcome may be materially different. Our assumptions, although considered reasonable by us at the date of

this Report, may prove to be inaccurate and consequently our actual results could differ materially from the
expectations set out herein.

L INT3

We undertake no obligation to revise or publicly release the results of any revisions to these forward-looking
statements or information. You should carefully review documents we file from time to time with the Securities and
Exchange Commission. A number of factors may materially affect our business, financial condition, operating results
and prospects. These factors include but are not limited to those set forth in our Annual Report on Form 10-K and
elsewhere in this Quarterly Report on Form 10-Q. Any one of these factors may cause our actual results to differ
materially from recent results or from our anticipated future results. You should not rely too heavily on the
forward-looking statements contained in this Quarterly Report on Form 10-Q, because these forward-looking
statements are relevant only as of the date they were made.
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The following MD&A is intended to help readers understand the results of our operation and financial condition, and
is provided as a supplement to, and should be read in conjunction with, our condensed consolidated financial
statements and the accompanying Notes to Condensed Consolidated Financial Statements under Part I, Item1 of this
Quarterly Report on Form 10-Q.

Growth and percentage comparisons made herein generally refer to the three and nine months ended March 31, 2014
compared with the three months ended March 31, 2013 unless otherwise noted. Unless otherwise indicated or unless

the context otherwise requires, all references in this document to “we,” “us,” “our,” the “Company” and similar expressions ar
references to World Surveillance Group Inc. and, depending on the context, its subsidiaries.

General

We design, develop, market, and sell, autonomous lighter-than-air (LTA) unmanned aerial systems (UAS) designed to
carry payloads that provide semi-persistent intelligence, surveillance and reconnaissance (ISR), security and/or
wireless communications from air to ground solutions at low and mid altitudes. Our business focuses primarily on the
design and development of innovative UAS that provide situational awareness and other communications capabilities
via the integration of wireless capabilities and customer payloads. Our airships when integrated with cameras,
electronics systems and other high technology payloads, are designed for use by government-related and commercial
entities that require real-time ISR or communications support for military, homeland defense, border control, drug
interdiction, natural disaster relief, maritime and environmental missions.

Through our wholly owned subsidiary Global Telesat Corp. (GTC), we provide mobile voice and data
communications services globally via satellite to the U.S. government, defense industry and commercial users. GTC
specializes in services related to the Globalstar satellite constellation, including satellite telecommunications voice
airtime, tracking devices and services, and ground station construction. GTC has an e-commerce mobile satellite
solutions portal and is an authorized reseller of satellite telecommunications equipment and services offered by other
leading satellite network providers such as Inmarsat, Iridium, Globalstar and Thuraya. GTC also has a new
subscription based online tracking portal called GTCTrack, designed to attract new satellite and GSM tracking
customers by offering an easy-to-use interface and compatibility with a wide range of devices. GTC’s equipment is
installed in various ground stations across Africa, Asia, Australia, Europe and South America.

Through our wholly owned subsidiary Lighter Than Air Systems Corp. (LTAS), we provide critical aerial and
land-based surveillance and communications solutions to government and commercial customers. LTAS systems are
designed and developed in-house utilizing proprietary technologies and processes that result in compact, rapidly
deployable aerostat solutions and mast-based systems. The LTAS systems have been proven to fulfill critical
requirements of the military and law enforcement in the U.S. and internationally. On May 5, 2014, the Company
exchanged 100% of the outstanding stock of LTAS for a cash payment of $335,000 and 10,000,000 shares of common
stock of Drone Aviation Corp. For purposes of this Form 10-Q, the Company’s financial statements reflect the
accounts and operations of LTAS as discontinued operations.

On September 22, 2008 we filed a Certificate of Merger with the Secretary of State of the State of Delaware pursuant
to which our newly formed wholly-owned subsidiary, Sanswire Corp., a Delaware corporation, was merged into us
and our corporate name was changed from GlobeTel Communications Corp. to Sanswire Corp. Effective April 19,
2011, we merged a newly created, wholly-owned Delaware subsidiary, World Surveillance Group Inc., with and into
the Company, with the Company being the surviving corporation. Our Restated Certificate of

Incorporation is the charter of the surviving corporation except that our name has been changed to World Surveillance
Group Inc. In connection with the change of our corporate name, effective April 25th our stock ticker symbol, under
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which our common stock is now traded, was changed to “WSGI”.

On May 25, 2011 we completed our acquisition of privately-held Global Telesat Corp. We acquired 100% of the
issued and outstanding securities of GTC, making GTC a wholly owned subsidiary of the Company. GTC supplies
satellite based tracking and communication solutions to government, defense and commercial customers.

On March 28, 2013 we completed our acquisition of privately-held Lighter Than Air Systems Corp. We acquired
100% of the issued and outstanding securities of LTAS, making LTAS a wholly owned subsidiary of the
Company. LTAS provides critical aerial and land-based surveillance and communications solutions to government
and commercial customers.

On May 5, 2014, the Company exchanged 100% of the outstanding stock of LTAS for a cash payment of $335,000
and 10,000,000 shares of common stock of Drone Aviation Corp. For purposes of this Form 10-Q, the Company’s
financial statements reflect the accounts and operations of LTAS as discontinued operations. As a result of the LTAS
sale and the related transactions, WSGI now has capital to run its business in the near term and to refocus our efforts
on our Argus One program and GTC’s business. Also the shares of Drone received by the Company as purchase price
in the sale of LTAS are now a significant asset and could become more valuable based on the value of the Drone
common stock going forward, which will be partly a result of the success of LTAS.
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Our current principal office is at State Road 405, Building M6-306A, Room 1400, Kennedy Space Center, FL 32815,
and our telephone number at that location is (321) 452-3545. Our internet address is www.wsgi.com. Information
contained on our website is not a part of this report and the inclusion of our website address in this report is an
inactive textual reference only.

Results of Operations
Comparison of Three Months Ended March 31, 2014 and 2013

Revenues. Revenues for the three months ended March 31, 2014 were $331,153 compared to $454,877 for the three
months ended March 31, 2013 reflecting a decrease of $123,724 or 27.2 %. Revenues during the three-months ended
March 31, 2013 included the sale of a BiB aerostat system by GTC for $302,703. Revenues for the same period of
2014 were primarily derived from increased GTC website sales reflecting an increase of $178,979 or 118% compared
to the same period during 2013.

Cost of Sales. The cost of sales for the three months ended March 31, 2014 was $302,549 compared to $322,669 for
the three months ended March 31, 2013 reflecting a decrease of $20,120 or 6.2%. The lower cost of sales as a
percentage of net sales and therefore larger gross profit during the first quarter of 2013 is attributed primarily to the
BiB aerostat system sold by GTC during the period.

Operating Expenses. Operating expenses consist primarily of compensation, professional fees, research and
development, as well as expenses for executive and administrative personnel, insurance, facilities expenses, travel and
related expenses, depreciation and amortization and other general corporate expenses. Operating expenses for the
three months ended March 31, 2014 were $1,035,432 compared to $503,486 for the three months ended March 31,
2013. The increase of $531,946, or 105.7%, resulted primarily from increases in general and administrative expenses
of $484,696 and professional fees of $47,386 compared to the first quarter of 2013. The $484,696 increase in general
and administrative expense during the first quarter of 2014, is primarily attributed to share-based compensation
awarded or vested which totaled $502,127 during the quarter as compared to $21,824 for the same period of 2013.
The $47,386 increase in professional fees during the three months ended March 31, 2014 reflect higher legal and
consultant fees incurred than during the same period of 2013.

Loss From Operations. The loss from operations of $1,006,828 for the three months ended March 31, 2014 compares
to an operating loss of $371,278 for the three months ended March 31, 2013. The increased loss of $635,550 or
171.2%, is primarily attributable to the increased operating expenses and in particular the share-based compensation
during the three months ended March 31, 2014, described above.

Net Other Income (Expense). Net other expense totaled $114,062 for the three months ended March 31, 2014
compared to net other expense of $171,363 for the three months ended March 31, 2013. Net other expenses for the
three months ended March 31, 2013 included $21,597 loss from conversion agreement true-up which is no longer
being incurred in 2014. The increased interest expense during the period ended 2013 also includes a $34,400
share-based incentive to obtain debt financing during the period.

Net Loss from Continuing Operations. The net loss from continuing operations of $1,120,890 for the three months
ended March 31, 2014 compared to net loss of $542,640 for the three months ended March 31, 2013, or an increased
net loss of $578,250, which resulted from the increased operating expenses and reduced gross profit margins during
the three months ended March 31, 2014, as described above.

Liquidity and Capital Resources
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Assets. Our cash balance was $56,286 at March 31, 2014 compared to $8,907 at December 31, 2013, reflecting an
increase of $47,379. Accounts receivable decreased $24,385 at March 31, 2014 compared to March 31, 2013
reflecting a higher volume of credit card sales from the GTC internet website. Total assets at March 31, 2014
including the discontinued operations were $3,493,071 compared to $3,463,924 at December 31, 2013, an increase of
$29,147 or 0.8%.

Liabilities. At March 31, 2014, we had total current liabilities including the discontinued operations of $17,334,571
compared to $16,960,024 at December 31, 2013, an increase of $374,547 or 2.2 %. This increase is primarily

attributable to the $96,747 increase in accounts payable and $107,456 increase in other accrued liabilities at March 31,
2014.
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Cash Flows. Net cash used by operating activities in continuing operations during the three-months ended March 31,
2014 was $20,157 compared to net cash used by operating activities of $260,839 for the same period in 2013, a
decrease of $240,682, primarily reflecting the $299,260 difference in accounts receivable attributed primarily to the
invoicing of the BiB aerostat system during the first quarter of 2013 and its subsequent collection.

There were no cash flows from investing activities from continuing operations for the three months ended March 31,
2014 and 2013.

Net cash provided by financing activities in continuing operations was $65,000 and $215,000 during the first three
months of 2014 and 2013, respectively, reflecting a decrease of $150,000 or 69.8 %. During the three-months ended
March 31, 2014 and 2013, we received $65,000 in proceeds from the sale of common stock. During the three-months
ended March 31, 2013, we also received $150,000 from the issuance of two short-term unsecured promissory notes.

Pursuant to a Stock Purchase Agreement relating to our acquisition of GTC in May 2011, the purchase price includes
an earn-out equal to 5% of the gross revenues related to the construction by GTC of certain potential satellite ground
stations. These earn-out payments are unlikely to materially impact our liquidity and capital resources since payments
are required to be made to the former shareholder of GTC by us only upon the actual receipt of cash from a customer
related to a ground station construction contract. The earn-out payments would have the effect of reducing our margin
on any such contract. We are obligated to make these earn-out payments until the earlier of May 25, 2036 or the date
on which GTC no longer has the right to construct ground stations under the applicable agreement with Globalstar.

The accompanying condensed consolidated financial statements have been prepared on a going concern basis, which
contemplates the realization of assets and the settlement of liabilities and commitments in the normal course of
business. However, as reflected in the accompanying condensed consolidated financial statements, the Company
incurred a loss from operations of $1,006,828 for the three months ended March 31, 2014. The Company also had a
working capital deficit of $16,892,497 and total stockholders’ deficit of $13,841,500, as well as an accumulated deficit
of $153,537,604 at March 31, 2014. These factors raise substantial doubt about the Company’s ability to continue as a
going concern. The Company’s ability to continue as a going concern is dependent upon its ability to raise additional
funds either through investments or by generating revenue from the sale of the Company’s products to continue its
business operations and implement its strategic plan, which includes, among other things, continued development of
its UAS, the pursuit or continued development of strategic relationships and expansion of the Company’s subsidiaries’
businesses. The Company’s business plan, which if successfully implemented, will allow it to sell UAS and other
products for a profit, which in turn will reduce the Company’s dependence on raising additional funds from outside
sources. The condensed consolidated financial statements do not include any adjustments that might be necessary if
the Company is unable to continue as a going concern. The Company anticipates a net loss to continue for at least the
next several quarters.

Additional cash will be needed to support our ongoing operations until such time that operations provide sufficient
cash flow to cover expenditures. We are currently pursuing both short and long-term financing options from private
investors as well as through institutional investors. We are also working to commercialize our aerostats, Argus One
airship, and our subsidiaries’ products to generate revenues from customers. While we have not sold any of our Argus
One airships, we are already generating revenue from our subsidiaries’ product. The costs associated with our strategic
plan are variable and contingent on our ability to raise capital or generate revenue from customer contracts, but we
expect to need funding of approximately $3 million over the next 12 months. We are currently in litigation with La
Jolla Cove Investors and do not expect any future funding under those agreements. We continue to have discussions
with various entities relating to funding, but there can be no assurance that such funding will be received in the
amounts required, on a timely basis, or at all. While we believe we will be able to continue to raise capital from
various funding sources in such amounts sufficient to sustain operations at our current levels through at least the next
several quarters, if we are not able to do so and if we are not able to generate sufficient revenue through the sale of our
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products, we would likely need to modify our strategy or cut back or terminate some of our operations. If we are able
to raise additional funds through the issuance of equity securities, substantial dilution to existing shareholders may
result. However, if our plans are not achieved, if significant unanticipated damaging events occur, or if we are unable
to obtain the necessary additional funding on favorable terms or at all, we will likely have to modify our business plan
and reduce, delay or discontinue some or all of our operations to continue as a going concern or seek a buyer for all or
a portion of our assets. As of the date hereof, we continue to raise capital to sustain our current operations.

Off-Balance Sheet Arrangements
We do not enter into off-balance sheet financing as a matter of practice except for the use of operating leases for office
space; none of which have, or potentially may have, a material effect on our financial condition, revenue, expenses,

results of operations, liquidity, capital expenditures or capital resources. In accordance with U.S. GAAP, these leases
do not meet the criteria for capitalization and are recorded as operating leases.
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Critical Accounting Policies and Use of Estimates

Our Management’s Discussion and Analysis of Financial Condition and Results of Operation is based upon our
condensed consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States of America (U.S. GAAP). The preparation of our condensed consolidated
financial statements in accordance with U.S. GAAP requires us to make certain estimates, judgments and assumptions
that affect the reported amounts of assets and liabilities as of the date of the financial statements, the reported amounts
and classification of revenues and expense during the periods presented, and the disclosure of contingent assets and
liabilities. We evaluate our estimates and assumptions on an ongoing basis and material changes in these estimates or
assumptions could occur in the future. Changes in estimates are recorded in the period in which they become known.
We base our estimates on historical experience and various other assumptions that we believe to be reasonable under
the circumstances and at that time, the results of which form the basis for
making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources.
Actual results may differ materially from these estimates if past experience or other assumptions do not turn out to be
substantially accurate.

Please refer to our Note 1 of our condensed consolidated financial statements contained in this Quarterly Report on

Form 10-Q, and our Management’s Discussion and Analysis of Financial Condition and Results of Operation
contained in Part II, Item 7 of our Annual Report on Form 10-K for our fiscal year ended December 31, 2013 and

Note 1 of our consolidated financial statements contained therein for a more complete discussion of our critical

accounting policies and use of estimates.

Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and procedures (as that term is defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934, as amended (Exchange Act)) that are designed to ensure that information required to
be disclosed in our reports under the Exchange Act is recorded, processed, summarized and reported within the time
periods specified in the Securities and Exchange Commission’s rules and forms, and that such information is
accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial
Officer, as appropriate, to allow timely decisions regarding required disclosures. Any controls and procedures, no
matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives. Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, has
evaluated the effectiveness of the design and operation of our disclosure controls and procedures as of March 31,
2014. Based upon that evaluation and subject to the foregoing, our Chief Executive Officer and Chief Financial
Officer concluded that, as of March 31, 2014, the design and operation of our disclosure controls and procedures were
effective to accomplish their objectives at the reasonable assurance level.

Changes in Internal Control Over Financial Reporting
There were no changes in the Company’s internal control over financial reporting during the first quarter of 2014,
which were identified in connection with management’s evaluation required by paragraph (d) of Rules 13a-15 and

15d-15 under the Exchange Act, that have materially affected, or are reasonably likely to materially affect, the
Company’s internal control over financial reporting.
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PART II - OTHER INFORMATION
Item 1. Legal Proceedings

In the ordinary conduct of business, we are subject to periodic lawsuits, investigations and litigation claims, which we
account for where appropriate. We cannot predict with certainty the ultimate resolution of such lawsuits,
investigations and claims asserted against us. As of the date hereof, we had the following material contingencies:

Brio Capital

Brio Capital, the holder of a warrant, filed an action against us on February 25, 2011 in the New York Supreme Court,

County of New York, for the issuance of approximately 6.2 million shares of common stock upon the exercise of
certain warrants. The Court granted a non-final Summary Judgment Order on a portion of the action in favor of Brio

in December 2011 requiring us, among other things, to issue 6.2 million shares of common stock. We have issued the

shares required by the Court order. We also entered into a settlement agreement to pay $57,661 in legal fees as

required by the Court order, which has been satisfied. We reached a settlement with Brio resolving all remaining

matters. Under the terms of the settlement, we are required to issue a number of shares of common stock in twelve

(12) monthly installments equal to $31,250 divided by the average of the closing bid prices of our common stock for

the last three (3) trading days of the month immediately preceding the month in which the shares are due to be issued.

Pursuant to the Court’s Section 3(a) (10) approval, the shares of common stock issued to Brio shall be freely tradeable
upon issuance. All shares issued are subject to a leak-out provision contained in the settlement agreement. The

Company issued its final share settlement payment to Brio in May 2014.

The DeCarlo Group

A lawsuit was filed by the DeCarlo Group on November 24, 2010 in Miami-Dade County Courthouse for over
$400,000 claimed in connection with CFO and accounting services allegedly rendered to the Company. It is our
position that we were overcharged in connection with the services rendered