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USA Technologies, Inc.
Consolidated Balance Sheets

 
   September 30,         June 30,  
   2006    2006  
Assets   (Unaudited)     
Current assets:       
   Cash and cash equivalents  $ 1,461,059  $ 2,866,801 
   Accounts receivable, less allowance for uncollectible accounts       
         of approximately $292,000 at September 30, 2006 and        
         $229,000 at June 30, 2006   1,207,660   1,022,114 
   Finance receivables   426,832   418,184 
   Inventory   1,469,298   1,410,812 
   Prepaid expenses and other current assets   239,875   209,108 
Total current assets   4,804,724   5,927,019 
 
Finance receivables, less current portion   289,762   289,389 
Property and equipment, net   1,095,105   1,119,304 
Intangibles, net   8,049,482   8,358,632 
Goodwill   7,663,208   7,663,208 
Other assets   61,914   61,914 
Total assets  $ 21,964,195  $ 23,419,466 
 
Liabilities and shareholders’ equity       
Current liabilities:       
   Accounts payable  $ 2,359,433  $ 2,448,611 
   Accrued expenses   2,049,406   2,012,938 
   Current obligations under long-term debt   67,369   89,917 
   Convertible Senior Notes   884,122   851,486 
Total current liabilities   5,360,330   5,402,952 
 
Convertible Senior Notes, less current portion   6,917,702   6,805,403 
Long-term debt, less current portion   28,387   34,047 
Total liabilities   12,306,419   12,242,402 
 
Commitments and contingencies (Note 6)       
 
Shareholders’ equity:       
   Preferred Stock, no par value:       
         Authorized shares- 1,800,000       
         Series A Convertible Preferred- Authorized shares-900,000       
             Issued and outstanding shares- 520,392 as of September       
             30, 2006 and 521,542 as of June 30, 2006 (liquidation       
             preference of $13,806,338 at September 30, 2006   3,686,218   3,694,360 
   Common Stock, no par value:       
         Authorized shares- 640,000,000       
         Issued and outstanding shares- 6,614,569 September 30,       
             2006 and 6,327,175 at June 30, 2006   140,294,294   138,110,126 
   Accumulated deficit   (134,322,736)   (130,627,422) 
Total shareholders’ equity   9,657,776   11,177,064 
Total liabilities and shareholders’ equity  $ 21,964,195  $ 23,419,466 
 
See accompanying notes.       
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USA Technologies, Inc.
Consolidated Statements of Operations

(Unaudited)
 
   Three months ended  
   September 30,  
   2006    2005  
Revenues:       
   Equipment sales  $ 1,670,807  $ 1,072,370 
   License and transaction fees   338,090   291,516 
Total revenues   2,008,897   1,363,886 
 
   Cost of equipment   1,131,159   845,372 
   Cost of services   262,202   203,587 
Cost of sales   1,393,361   1,048,959 
Gross profit   615,536   314,927 
 
Operating expenses:        
   General and administrative   1,425,868   1,107,503 
   Compensation   1,921,188   1,353,596 
   Depreciation and amortization   426,972   409,793 
Total operating expenses   3,774,028   2,870,892 
Operating loss   (3,158,492)   (2,555,965) 
 
Other income (expense):       
   Interest income   32,543   20,492 
   Interest expense:       
         Coupon or stated rate   (297,380)   (345,002) 
         Non-cash interest and amortization of debt       
          discount   (256,985)   (316,397) 
   Total interest expense   (554,365)   (661,399) 
Total other income (expense)   (521,822)   (640,907) 
Net loss   (3,680,314)   (3,196,872) 
Cumulative preferred dividends   (391,157)   (392,057) 
Loss applicable to common shares  $ (4,071,471)  $ (3,588,929) 
 
Loss per common share (basic and diluted)  $ (0.63)  $ (0.89) 
 
Weighted average number of common shares       
   outstanding (basic and diluted)   6,451,553   4,027,657 
 
See accompanying notes.       
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USA Technologies, Inc.
Consolidated Statement of Shareholders’ Equity

(Unaudited)
 
  Series A        
  Convertible        
  Preferred   Common  Accumulated    
   Stock    Stock   Deficit    Total  
Balance, June 30, 2006  $ 3,694,360  $138,110,126  $ (130,627,422)  $11,177,064 
Issuance of 285,818 shares of Common         
   Stock to an accredited investor at varying         
   prices per share  -  1,803,500  -  1,803,500 
Conversion of 1,150 shares of Preferred         
Stock to 11 shares of Common Stock  (8,142)  8,142  -  - 
Conversion of $15,000 of cumulative         
   preferred dividends into 15 shares of         
   Common Stock at $1,000 per share  -  15,000  (15,000)  - 
Issuance of 50 shares of Common Stock         
   from the conversion of Senior Notes  -  500  -  500 
Charges incurred in connection with the         
   issuance of Common Stock for employee         
   compensation  -   262,683  -  262,683 
Charges incurred in connection with stock         
   options  -  94,343  -  94,343 
Net loss   -   -   (3,680,314)   (3,680,314) 
Balance, September 30, 2006  $ 3,686,218  $140,294,294  $ (134,322,736)  $ 9,657,776 
  
See accompanying notes.         
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USA Technologies, Inc.
Consolidated Statements of Cash Flows

(Unaudited)
 
   Three months ended  
   September 30,  
   2006    2005  
Operating activities       
Net loss  $ (3,680,314)  $ (3,196,872) 
Adjustments to reconcile net loss to net cash used in operating activities:       
             Charges incurred in connection with the issuance of Common Stock for       
                   employee compensation   262,683   7,200 
             Charges incurred in connection with stock options   94,343   3,511 
             Non-cash interest and amortization of debt discount   256,985   316,397 
             Gain on repayment of senior notes   (22,310)   -- 
             Amortization   309,150   309,150 
             Depreciation   117,822   100,643 
             Changes in operating assets and liabilities:       
                     Accounts receivable   (185,546)   (135,007) 
                     Finance receivables   (9,021)   19,972 
                     Inventory   (58,486)   130,505 
                     Prepaid expenses and other assets   (30,767)   51,321 
                     Accounts payable   (89,178)   (471,547) 
                     Accrued expenses   36,468   (36,106) 
Net cash used in operating activities   (2,998,171)   (2,900,833) 
 
Investing activities       
Purchase of property and equipment, net   (93,623)   (165,495) 
Net cash used in investing activities   (93,623)   (165,495) 
 
Financing activities       
Net proceeds from the issuance of Common Stock   1,803,500   1,807,990 
Collection of subscriptions receivable   -   35,723 
Repayment of senior notes   (89,240)   (12,000) 
Repayment of long-term debt   (28,208)   (34,018) 
Net cash provided by financing activities   1,686,052   1,797,695 
 
Net decrease in cash and cash equivalents   (1,405,742)   (1,268,633) 
Cash and cash equivalents at beginning of period   2,866,801   2,097,881 
Cash and cash equivalents at end of period  $ 1,461,059  $ 829,248 
 
Supplemental disclosures of cash flow information:       
     Cash paid for interest  $ 286,022  $ 355,039 
     Conversion of Senior Notes to Common Stock  $ 500  $ 197,143 
     Conversion of Convertible Preferred Stock to Common Stock  $ 8,142  $ 7,788 
     Conversion of Convertible Preferred Dividends to Common Stock  $ 15,000  $ 17,320 
 
See accompanying notes.       
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1. Accounting Policies

Interim Financial Information

The accompanying unaudited consolidated financial statements of USA Technologies, Inc. (the “Company”) have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q.
Accordingly, they do not include all of the information and footnotes required by generally accepted accounting principles for
complete financial statements and therefore should be read in conjunction with the Company’s Annual Report on Form 10-K for
the year ended June 30, 2006. In the opinion of management, all adjustments considered necessary, consisting of normal recurring
adjustments, have been included. Operating results for the three-month period ended September 30, 2006 are not necessarily
indicative of the results that may be expected for the year ending June 30, 2007. The balance sheet at June 30, 2006 has been
derived from the audited financial statements at that date but does not include all of the i nformation and footnotes required by
generally accepted accounting principles for complete financial statements.

The Company continues to incur operating losses and has a working capital deficiency. These factors raise doubt about the
Company’s ability to continue as a going concern. Management believes that the actions presently considered or being taken, as
described in the liquidity section of Item 2, will allow the Company to continue as a going concern.

For further information, refer to the financial statements and footnotes thereto included in the Company’s Annual Report on Form
10-K for the year ended June 30, 2006.

Consolidation

The accompanying consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries,
Stitch Networks Corporation ("Stitch") and USAT Capital Corp LLC (“USAT Capital”). All significant intercompany accounts and
transactions have been eliminated in consolidation.

Use of Estimates

The preparation of the consolidated financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect the amounts reported in the financial statements and accompanying
notes. Actual results could differ from those estimates.

Reclassification

Certain amounts in the prior period financial statements have been reclassified to conform to the current period presentation.
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1. Accounting Policies (Continued)

Inventory

Inventory consists of finished goods and packaging materials. Through November 30, 2005, inventory was stated at the lower of
cost (first-in, first-out basis) or market. Due to the implementation of a new accounting system on December 1, 2005, the
Company's inventory is stated at the lower of cost (average cost basis) or market. The Company determined that the change in
accounting principle was not material and therefore have excluded the current and cumulative effect of the change and pro forma
disclosures.

Income Taxes

No provision for income taxes has been made in the three months ended September 30, 2006 and 2005 given the Company’s losses
in 2006 and 2005 and available net operating loss carryforwards. A benefit has not been recorded as the realization of the net
operating losses is not assured and the timing in which the Company can utilize its net operating loss carryforwards in any year or
in total may be limited by provisions of the Internal Revenue Code regarding

changes in ownership of corporations.

Loss Per Common Share

Basic earnings per share is calculated by dividing income (loss) applicable to common shares by the weighted average common
shares outstanding for the period. Diluted earnings per share is calculated by dividing income (loss) applicable to common shares
by the weighted average common shares outstanding for the period plus the dilutive effect (unless such effect is anti-dilutive) of
potential common shares. No exercise of stock options, purchase rights, stock purchase warrants, or the conversion of senior notes,
debentures, preferred stock, or cumulative preferred dividends was assumed during the periods presented because the assumed
exercise of these securities would be anti-dilutive.

Shared-Based Payment

On July 1, 2005, the Company adopted FAS123(R) “Share-Based Payment” which establishes standards for transactions in which
an entity exchanges its equity instruments for goods or services. This standard requires a public entity to measure the cost of
employee services received in exchange for an award of equity instruments based on the grant-date fair value of the award. There
were no common stock options granted during the quarter ended September 30, 2006. The Company recorded stock compensation
expense of $262,683 related to Common Stock grants to employees and $94,343 related to the vesting of Common Stock options
during the quarter ended September 30, 2006.

7



2. Accrued Expenses       
 
 Accrued expenses consist of the following:       
  September 30  June 30 
  2006  2006
   (unaudited)    
 Accrued compensation and related sales commissions  $ 423,296  $ 384,256 
 Accrued interest   392,598   381,240 
 Accrued professional fees   92,051   162,051 
 Accrued taxes and filing fees   108,464   100,573 
 Advanced customer billings   75,349   109,007 
 Accrued legal settlement   270,000   270,000 
 Accrued other   687,648   605,811 
  $ 2,049,406  $    2,012,938 

3. Senior Notes

As of September 30, 2006, the outstanding balance of Senior Notes was $7,801,824. This is comprised of notes with a face amount
of $9,783,211 less unamortized debt discount of $1,981,387.

Debt discount and other issuance costs associated with the Senior Notes are amortized to interest expense over the remaining life of
the Senior Notes. Upon conversion of Senior Notes into Common Stock, unamortized costs relating to the notes converted are
charged to interest expense. Total charges to interest for amortization of debt discount and other issuance costs were $256,985 for
the three months ended September 30, 2006 and $316,397 for the three months ended September 30, 2005.

During the three months ended September 30, 2006 and 2005, Senior Notes totaling $500 and $197,143, respectively, were
converted into 50 and 11,857 shares, respectively, of the Company's Common Stock.
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4. Common Stock

During the three months ended September 30, 2006, the Company issued shares of Common Stock under the 2006 Common Stock
Agreement for total gross proceeds of $1,803,500.

On September 25, 2006, the Company entered into a Common Stock Purchase Agreement (the “2006-B Common Stock
Agreement”) with Steve Illes. Mr. Illes agreed to purchase shares of the Company's Common Stock with an aggregate purchase
price not to exceed $15,000,000. Under the 2006-B Common Stock Agreement, the Company has the right at any time to require
Mr. Illes to purchase Common Stock from the Company at the lower of: (i) $30.00 per share; or (ii) 90% of the closing bid price
per share on the date prior to the date of the delivery by the Company to Mr. Illes of notice of his obligation to purchase. The
Company can require Mr. Illes to purchase shares only if the shares have been registered by the Company for resale by Mr. Illes
under the Securities Act of 1933, as amended. The agreement also states that no additional shares shall be registered under the 2006
Common Stock Agreement. During any calendar month, Mr. Illes cannot be required by the Company to purchase Com mon Stock
for an aggregate purchase price in excess of $800,000. The 2006-B Common Stock Agreement terminates August 30, 2009. The
initial number of shares of Common Stock subject to this agreement is 1,000,000. On October 20, 2006 the Company filed a
registration statement under the 1933 Act that included these 1,000,000 shares of Common Stock. The Company has the right in the
future, if necessary, to register additional shares for resale by Mr. Illes in order to ensure that a sufficient number of shares are
available for purchase by Mr. Illes under the 2006-B Common Stock Agreement. The Company agreed to issue to Mr. Illes 20,000
shares of Common Stock as a due diligence fee in connection with this transaction, and to register these shares for resale by Mr.
Illes under the 1933 Act. As of November 14, 2006, no shares have been purchased by Mr. Illes under the 2006-B Common Stock
Agreement.

5. Common Stock Warrants

As of September 30, 2006, there were 202,923 Common Stock warrants outstanding, all of which were exercisable at exercise
prices ranging from $7 to $20 per share.

6. Commitments and Contingencies

Various legal actions and claims occurring in the normal course of business are pending or may be instituted or asserted in the
future against the Company. The Company does not believe that the resolution of these matters will have a material effect on the
financial position or results of operations of the Company.

In February 2005, a Complaint was filed against the Company by Swartz Private Equity, LLC (“Swartz”) alleging that the
Company breached various agreements entered into with Swartz in August and September 2000 in connection with the so-called
equity line of credit provided by Swartz to the Company. The Complaint requests money damages of $4,350,381 representing the
alleged value of the warrants currently held by or claimed to be due to Swartz, money damages of $196,953 representing a
termination fee allegedly due in connection with the termination of the agreements, and unspecified money damages relating to the
alleged breach of the rights of first refusal.
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6. Commitments and Contingencies (Continued)

The Company’s response to the Complaint denied any liability to Swartz and asserted various counterclaims against Swartz that
seek money damages and other affirmative relief against Swartz. The Company’s response, among other things, stated that the
entire transaction was void and unenforceable because Swartz had failed to register as a broker-dealer under applicable Federal and
state securities laws as required in order for Swartz to be engaged in the business of providing equity line products.

On September 20, 2006, the parties agreed to fully settle this litigation. In this regard, the Company agreed to issue to Swartz
33,184 shares of our Common Stock. We also agreed to honor the cashless exercise of warrants by Swartz in 2003 for 6,816 shares
of Common Stock. We had previously disputed that Swartz had validly exercised those warrants. We have granted to Swartz certain
registration rights in connection with the 33,184 shares. The settlement agreement and release implementing the settlement was
signed by the parties on October 12, 2006. The Company had recorded a liability of $270,000 as of June 30 and September 30,
2006 to accrue for the value of the 40,000 shares of Common Stock that were issued in October under the settlement agreement.

7. Subsequent Events

From October 1, 2006 through November 3, 2006, the Company issued an additional 222,472 shares of Common Stock under the
2006 Common Stock Agreement for total gross proceeds of $990,000.

During October 2006, the Company entered into a loan agreement with a financial institution bearing interest at 18% and secured
by $470,000 of the Finance Receivables. The Company received $470,000 in proceeds and agreed to make 12 monthly payments of
$25,000 followed by 18 monthly payments of $15,000 from the proceeds received from the finance receivables.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

Forward Looking Statements

This Form 10-Q contains certain forward looking statements regarding, among other things, the anticipated financial and operating
results of the Company. For this purpose, forward looking statements are any statements contained herein that are not statements of
historical fact and include, but are not limited to, those preceded by or that include the words, “believes,” “expects,” “anticipates,”
or similar expressions. Those statements are subject to known and unknown risks, uncertainties and other factors that could cause
the actual results to differ materially from those contemplated by the statements. The forward looking information is based on
various factors and was derived using numerous assumptions. Important factors that could cause the Company’s actual results to
differ materially from those projected, include, for example (i) the ability of the Company to generate sufficient sales to generate
operating profits, or to sell products at a profit, (ii) the ability of the Company to raise funds in the future through sales of
securities, (iii) whether the Company is able to enter into binding agreements with third parties to assist in product or network
development, (iv) the ability of the Company to commercialize its developmental products, or if actually commercialized, to obtain
commercial acceptance thereof, (v) the ability of the Company to compete with its competitors to obtain market share, (vi) the
ability of the Company to obtain sufficient funds through operations or otherwise to repay its debt obligations, including but not
limited to Senior Notes, or to fund development and marketing of its products, (vii) the ability of the Company to obtain approval
of its pending patent applications or the risk that its technologies would infringe patents owned by others, (viii) the ability of the
Company to satisfy its trade obligations included in accounts payable and accrued liabilities, (ix) the ability of the Company to
predict or estimate its future quarterly or annual revenues given the developing and unpredictable market for its products and the
lack of established revenues, (x) the ability of the Company to retain key customers as a significant portion of its revenues is
derived from a limited number of key customers, and (xi) the ability of a key customer to reduce or delay purchasing products from
the Company. Although the Company believes that the forward looking statements contained herein are reasonable, it can give no
assurance that the Company’s expectations will be met.

Results of Operations

Three months ended September 30, 2006

Revenues for the three months ended September 30, 2006 were $2,008,897 compared to $1,363,886 for the corresponding three-
month period in the previous fiscal year. This $645,011 or 47% increase was primarily due to an increase in equipment sales of
approximately $598,000 and license and transaction fees of approximately $47,000. The increase in equipment sales was due to an
increase in sales of approximately $150,000 of energy conservation equipment, approximately $56,000 in sales of business centers,
and approximately $482,000 in e-Port vending equipment sales, primarily to MasterCard International in connection with the
Philadelphia Coke initiative, offset by a decrease of approximately $90,000 in laundry equipment.
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Cost of sales for the period consisted of equipment costs of $1,131,159 and network and transaction related costs of $262,202. The
increase in total cost of sales of $344,402 or 33% over the prior year period was due to an increase in equipment costs of
approximately $286,000 and network and transaction related costs of approximately $58,000.

Gross profit for the three months ended September 30, 2006 was $615,536, compared to gross profit of $314,927 for the
corresponding three-month period in the previous fiscal year. This 95% increase is primarily due to the increased margins on our
energy equipment sales due to the reduced costs of producing the equipment overseas.

General and administrative expense of $1,425,868 increased by $318,365 or 29% primarily due to an increase in legal fees of
approximately $134,000, an increase in public relations expenses of approximately $74,000, an increase in product development
costs of approximately $56,000 and an increase in consultant costs of approximately $44,000.

Compensation expense of $1,921,188 increased by $567,592 or 42% primarily due to an increase in salaries expense of
approximately $199,000 due to an increase in the number of employees, an increase in bonus expense of approximately $301,000
due to non-cash charges from common stock and common stock option grants to our executive officers, and an increase in sales
commissions of $87,000 due to an increase in equipment sales.

Interest expense of $554,365 decreased by $107,034 or 16% due to a reduction in conversions to senior notes of approximately
$197,000 and a reduction in total senior note debt outstanding due to principal repayments.

The quarter ended September 30, 2006 resulted in a net loss of $3,680,314 (approximately $1.0 million of non-cash charges)
compared to a net loss of $3,196,872 (approximately $0.7 million of non-cash charges) for the quarter ended September 30, 2005.

Three months ended September 30, 2005

Revenues for the three months ended September 30, 2005 were $1,363,886 compared to $1,032,578 for the corresponding three-
month period in the previous fiscal year. This $331,308 or 32% increase was primarily due to an increase in equipment sales of
approximately $307,000 and license and transaction fees of approximately $24,000. The increase in equipment sales was due to an
increase in sales of approximately $64,000 of energy conservation equipment, approximately $149,000 in laundry equipment, and
approximately $135,000 in e-Port vending equipment sales, offset by a decrease of approximately $36,000 in sales of business
centers.

Cost of sales for the period consisted of equipment costs of approximately $856,000 and network and transaction related costs of
$193,000. The increase in cost of sales of $146,915 or 16% over the prior year period was due to an increase in equipment costs of
approximately $414,000, offset by a decrease of approximately $267,000 of network and transaction related costs.
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Gross profit for the three months ended September 30, 2005 was $314,927, compared to gross profit of $130,534 for the
corresponding three-month period in the previous fiscal year. This 141% increase is due to the combined effect of the increase in
energy, laundry and vending equipment sales and the decrease in network and transaction related costs.

General and administrative expense of $1,107,503 decreased by $334,675 or 23% primarily due to a reduction in consulting fees of
approximately $250,000 and a reduction in public relations fees of approximately $56,000.

Compensation expense of $1,353,596 increased by $53,574 or 4% primarily due to an increase in salaries expense of approximately
$40,000 due to an increase in the number of employees and annual salary increases.

The quarter ended September 30, 2005 resulted in a net loss of $3,196,872 (approximately $0.7 million of non-cash charges)
compared to a net loss of $3,640,637 (approximately $0.8 million of non-cash charges) for the quarter ended September 30, 2004.

Liquidity and Capital Resources

For the three months ended September 30, 2006, net cash of $2,998,171 was used by operating activities, primarily due to the net
loss of $3,680,314 offset by non-cash charges totaling $1,018,673 for transactions involving the issuance of Common Stock for
services, depreciation and amortization of assets, and amortization of debt discount. In addition to these non-cash charges, the
Company’s net operating assets decreased by $336,530 primarily due to increases in accounts receivable and inventory offset by a
decrease in accounts payable.

Proceeds from financing activities for the three months ended September 30, 2006 provided $1,686,052 of funds, which were
necessary to support cash used in operating and investing activities. Net proceeds of $1,803,500 were realized from the issuance of
Common Stock, offset by cash used to repay long-term debt ($28,208) and Senior Notes ($111,550).

The Company has incurred losses since inception. Cumulative losses through September 30, 2006 amounted to approximately
$134,000,000. The Company has continued to raise capital through equity and debt offerings to fund operations.

During the year ended June 30, 2006, cash used in operating activities was approximately $925,000 per month. Using the prior
fiscal year as a basis for estimating cash requirements for the year ending June 30, 2007 (which assumes a static level of revenues),
cash requirements for the fiscal year 2007, including requirements for capital expenditures and repayments of long-term debt,
would be approximately $11,600,000.

As of September 30, 2006 the Company had approximately $1,461,000 of cash and cash equivalents on hand.
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From October 1 to November 3, 2006 the Company issued 222,472 shares of Common Stock under the 2006 Common Stock
Agreement for total gross proceeds of $990,000. As of November 3, 2006, 207,281 registered shares remain issuable under this
agreement. The 2006-B Common Stock Agreement referred to below replaced the 2006 Common Stock Agreement and provided
that no further shares are to be registered under the 2006 Common Stock Agreement.

On September 25, 2006, the Company entered into the 2006-B Common Stock Agreement with Mr. Illes, as more fully disclosed in
the Condensed Consolidated Financial Statements, pursuant to which he agreed to purchase shares with an aggregate purchase
price not to exceed $15,000,000.

Funding sources in place to meet the Company's cash requirements for the year ending June 30, 2007 are primarily comprised of
approximately $1,461,000 in cash and cash equivalents on hand as of September 30, 2006 and the proceeds that are available under
the 2006 and 2006-B Common Stock Agreements referred to above. The Company believes these existing sources will provide
sufficient funds to meet its cash requirements through at least June 30, 2007.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The Company’s exposure to market risks for interest rate changes is not significant. Interest rates on its Senior Notes and long-term
debt are generally fixed and its investments in cash equivalents and other securities are not significant. Market risks related to
fluctuations of foreign currencies are not significant and the Company has no derivative financial instruments.

Item 4. Controls and Procedures

(a) Evaluation of disclosure controls and procedures.

The principal executive officer and principal financial officer have evaluated the Company’s disclosure controls and procedures as
of September 30, 2006. Based on this evaluation, they conclude that the disclosure controls and procedures effectively ensure that
the information required to be disclosed in our filings and submissions 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.

(b) Changes in internal controls.

There have been no changes during the quarter ended September 30, 2006 in the Company’s internal controls over financial
reporting that have materially affected, or are reasonably likely to materially affect, internal control over financial reporting.
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Part II - Other Information

Item 1. Legal Proceedings

See Note 6 to the accompanying Condensed Consolidated Financial Statements, which is incorporated herein by reference.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

During the quarter ended September 30, 2006, the Company issued to Steve Illes 285,818 shares of Common Stock for an
aggregate purchase price of $1,803,500 pursuant to the 2006 Common Stock Purchase Agreement dated February 17, 2006,
between Mr. Illes and the Company. The offer and sale of the shares were exempt from registration under Rule 506 promulgated
under Section 4(2) of the Securities Act of 1933, as amended. Mr. Illes is an accredited investor, made appropriate investment
representations, was afforded access to all public filings and all other information that the Company could reasonably obtain. As
agreed between Mr. Illes and the Company, the shares issued to Mr. Illes were registered for resale by Mr. Illes under the 1933 Act.

Item 3. Defaults Upon Senior Securities

There were no defaults on any senior securities. However, on August 1, 2006, an additional $391,157 of dividends accrued on our
cumulative Series A Convertible Preferred Stock. The total accrued and unpaid dividends on our Series A Convertible Preferred
Stock as of November 3, 2006 are $8,602,418. The dividend accrual dates for our Preferred Stock are February 1 and August 1.
The annual cumulative dividend on our Preferred Stock is $1.50 per share.

Item 6. Exhibits

31.1     Certifications of Chief Executive Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.
 
31.2     Certifications of Chief Financial Officer pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934.
 
32     Certifications by the Chief Executive Officer and Chief Financial Officer pursuant to 18 USC Section 1350, as adopted

pursuant to Section 906 of the Sarbanes- Oxley Act of 2002.
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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.

    USA TECHNOLOGIES, INC. 
 
Date:  November 14, 2006  /s/ George R. Jensen, Jr. 
    George R. Jensen, Jr., Chairman and 
    Chief Executive Officer 
 
Date:  November 14, 2006  /s/ David M. DeMedio 
    David M. DeMedio, 
    Chief Financial Officer 
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Exhibit 31.1

CERTIFICATIONS

I, George R. Jensen, Jr., Chief Executive Officer of the registrant, certify that:

1. I have reviewed this quarterly report on Form 10-Q of USA Technologies, Inc.;

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)) 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. 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 upon such evaluation; and

c. 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 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:

a. all significant deficiencies and material weaknesses in the design or operation of internal controls 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: November 14, 2006  /s/ George R. Jensen, Jr. 
  George R. Jensen, Jr., 
  Chief Executive Officer 



Exhibit 31.2

CERTIFICATIONS

I, David M. DeMedio, Chief Financial Officer of the registrant, certify that:

1. I have reviewed this quarterly report on Form 10-Q of USA Technologies, Inc.;

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)) 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. 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 upon such evaluation; and

c. 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 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:

a. all significant deficiencies and material weaknesses in the design or operation of internal controls 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: November 14, 2006  /s/ David M. DeMedio 
  David M. DeMedio, 
  Chief Financial Officer 



 Exhibit 32

CERTIFICATION PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

      In connection with the Quarterly Report of USA Technologies, Inc., (the "Company") on Form 10-Q for the period ended September 30, 2006 (the "Report"),
I, George R. Jensen, Jr., Chief Executive Officer of the Company, hereby certify pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section
1350), that to my knowledge:

(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 results of operations of the Company.

/s/ George R. Jensen, Jr. 
George R. Jensen, Jr. 
Chief Executive Officer 



CERTIFICATION PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

      In connection with the Quarterly Report of USA Technologies, Inc., (the "Company") on Form 10-Q for the period ended September 30, 2006 (the "Report"),
I, David M. DeMedio, Chief Financial Officer of the Company, hereby certify pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (18 U.S.C. Section
1350), that to my knowledge:

(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 results of operations of the Company.

/s/ David M. DeMedio 
David M. DeMedio 
Chief Financial Officer 


