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Explanatory Note
 
As previously disclosed in its Current Report on Form 8-K filed with the Securities and Exchange
Commission (the “Commission”) on November 15, 2017 (the “Closing 8-K”),  USA Technologies,
Inc. (the “Company”) completed its acquisition of  Cantaloupe Systems, Inc. (“Cantaloupe”) on
November 9, 2017, pursuant to an Agreement and Plan of Merger dated November 6, 2017 (the
“Merger Agreement”) by and among the Company, USAT, Inc., a wholly owned subsidiary of the
Company, Cantaloupe,  and Shareholder Representative Services LLC, as stockholders’
representative.
 
The above description of the Merger Agreement does not purport to be complete and is subject to,
and qualified in its entirety by, the full text of the Merger Agreement, a copy of which is filed as
Exhibit 2.1 to the Current Report on Form 8-K of the Company that was filed with the Commission
on November 7, 2017.
 
The Company is filing this Amendment to the Closing 8-K to provide the financial statements of
Cantaloupe required under Item 9.01(a) and the pro forma financial information required under Item
9.01(b).
 
Item 9.01. Financial Statements and Exhibits
 
(a)    Financial statements of business acquired.
 
Included herein as Exhibit 99.1.
 
(b)    Pro forma financial information.
 
Included herein as Exhibit 99.2.
 
(d)   Exhibits.
 
Exhibit No.    Description
   
23.1  Consent of Independent Auditors (Moss Adams LLP)
   
99.1  Audited financial statements of Cantaloupe Systems, Inc. as of and for the years ended

December 31, 2016 and 2015, and unaudited financial statements of Cantaloupe Systems, Inc.
as of September 30, 2017 and for the nine months ended September 30, 2017 and 2016

   
99.2  Unaudited Pro Forma Combined Consolidated Balance Sheet of USA Technologies, Inc. as of

September 30, 2017, and Unaudited Pro Forma Combined Consolidated Statements of
Operations of USA Technologies, Inc. for the fiscal year ended June 30, 2017 and the three
months ended September 30, 2017
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SIGNATURES
 
Pursuant to the Securities Exchange Act of 1934, the Company has duly caused this report to be
signed on its behalf by the undersigned hereunto duly authorized.
 
 

h b USA TECHNOLOGIES, INC.
  
 By: /s/ Stephen P. Herbert
Dated: January 24, 2018  Stephen P. Herbert,

Chief Executive Officer
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Exhibit 23.1

Consent of Independent Auditors

We consent to the incorporation by reference in the Registration Statements on Form S-8  (Nos. 333-
217818, 333-199009, and 333-198049) of USA Technologies, Inc., of our report dated September 11,
2017, relating to the financial statements of Cantaloupe Systems, Inc., appearing in this Current Report
on Form 8-K/A of USA Technologies, Inc.

/s/ Moss Adams LLP
Campbell, California
January 24, 2018
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Report of Independent Auditors
To the Board of Directors
and Stockholders
Cantaloupe Systems, Inc.

Report on Financial Statements

We have audited the accompanying financial statements of Cantaloupe Systems, Inc. (the Company), which
comprise the balance sheets as of December 31, 2016 and 2015, and the related statements of operations,
of redeemable convertible preferred stock and stockholders’ deficit, and of cash flows for the years then
ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair presentation
of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audits to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence obtained is sufficient and appropriate to provide a basis for our audit
opinion.
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Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of the Company as of December 31, 2016 and 2015, and the results of its operations and its cash
flows for the years then ended, in accordance with accounting principles generally accepted in the United
States of America.

/s/ Moss Adams LLP
Campbell, California

September 11, 2017

 
 

 
Page 3

 



CANTALOUPE SYSTEMS, INC.
BALANCE SHEETS

(In thousands, except share and per share amounts)
September 30, 2017 (unaudited) and December 31, 2016 and 2015

 
          

  September 30,  December 31,  December 31,
  2017  2016  2015
  (unaudited)       

Assets          
          
Cash and cash equivalents  $ 1,350  $ 1,930  $ 1,698
Accounts receivable, net   4,748   2,723   1,718
Inventories   851   537   501
Deferred costs, current portion   2,720   2,058   1,799
Prepaid expenses and other current assets   788   461   370
          
Total current assets   10,457   7,709   6,086
          
Property and equipment, net   6,687   7,016   5,651
Intangible assets, net   528   611   659
Goodwill, net   162   181   206
Deferred costs, noncurrent   6,540   3,893   2,915
Other assets   50   50   50
          
Total assets  $ 24,424  $ 19,460  $ 15,567
          

Liabilities, redeemable convertible preferred stock,          
and stockholders' deficit          

          
Borrowings under line of credit  $ 500  $ 1,000  $ 1,490
Current portion of long-term debt   585   680   648
Current portion of capitalized lease obligations    -    -    -
Accounts payable   2,898   1,424   1,033
Accrued expenses   2,314   2,073   1,888
Deferred revenue, current portion   3,559   2,778   1,856
Related party promissory notes, current portion   666   575    -
          
Total current liabilities   10,522   8,530   6,915
          
Warrant liability    2    2    2
Long-term debt, less current portion    -   412   1,091
Deferred revenue, noncurrent   7,243   4,491   2,896
Related party promissory notes, less current portion   1,288   1,739   765
          
Total liabilities   19,055   15,174   11,669
          
Commitments and contingencies (Note 8)          
          
Redeemable convertible preferred stock, $0.001 par value per share;
20,127,332 shares authorized at September 30, 2017 (unaudited),
December 31, 2016 and 2015.  19,610,224 shares issued and outstanding
at September 30, 2017 (unaudited), December 31, 2016 and 2015
(aggregate liquidation preference of $32,351,465, $32,298,916 and
$32,228,724 at September 30, 2017 (unaudited), December 31, 2016 and
2015, respectively)   32,442   31,890   31,154
Stockholders' deficit          
Common stock, $0.001 par value per share; 36,090,428 shares authorized
at September 30, 2017 (unaudited), December 31, 2016 and
2015.  12,202,532, 11,569,116 and 9,633,020 shares issued and
outstanding at September 30,  2017 (unaudited), December 31, 2016 and
2015, respectively   12   12   10
Additional paid-in capital   684   619   530
Accumulated deficit   (27,769)  (28,235)  (27,796)
          
Total stockholders' deficit   (27,073)  (27,604)  (27,256)
          
Total liabilities, redeemable convertible preferred stock, and stockholders'
deficit  $ 24,424  $ 19,460  $ 15,567
 
 
 

See accompanying notes.
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CANTALOUPE SYSTEMS, INC.
 
 

STATEMENTS OF OPERATIONS
(In thousands)

Nine-Months Ended September 30, 2017 (unaudited) and 2016 (unaudited) and Years
Ended December 31, 2016 and 2015

 
             

  Nine-Months Ended  Years Ended
  September 30,  December 31,
  2017  2016  2016  2015
  (unaudited)  (unaudited)       
             
Revenue  $ 16,100  $ 13,107  $ 17,961  $ 14,522
Cost and expenses             

Cost of revenue   6,000   5,309   7,229   6,386
Research and development   2,580   2,442   3,508   2,766
Sales and marketing   2,421   1,998   2,480   2,073
General and administration   3,867   2,915   4,199   4,036

Total costs and expenses   14,868   12,664   17,416   15,261
Income (loss) from operations   1,232   443   545   (739)
Interest and other expense, net   (213)  (167)  (244)  (216)
Income (loss) before income taxes   1,019   276   301   (955)
Income tax provision   (1)  (2)  (3)  (1)
Net income (loss)  $ 1,018  $ 274  $ 298  $ (956)
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

See accompanying notes.
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CANTALOUPE SYSTEMS, INC.

STATEMENTS OF REDEEMABLE CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS’ DEFICIT
(In thousands, except for shares amount)

Nine-Months Ended September 30, 2017 (unaudited) and Years Ended December 31, 2016 and 2015
 
 
                     

  Convertible        Additional    Total

  preferred stock   
Common
stock     paid-in  Accumulated stockholders'

  Shares  Amount   Shares  Amount  capital  deficit  deficit
                     
Balance at December 31, 2014  16,884,128  $26,019   9,633,020  $ 10  $ 492  $ (25,705) $ (25,203)
                     
Issuance of Series C-1 redeemable convertible preferred stock, for
cash  2,726,096   4,000    -    -    -    -    -
                     
Accretion of redeemable convertible preferred stock redemption
value   -   1,135    -    -    -   (1,135)  (1,135)
                     
Stock-based compensation   -    -    -    -   38    -   38
                     
Net loss for the year   -    -    -    -    -   (956)  (956)
                     
Balance at December 31, 2015  19,610,224   31,154   9,633,020   10   530   (27,796)  (27,256)
                     
Accretion of redeemable convertible preferred stock redemption
value   -   736    -    -    -   (737)  (737)
                     
Issuance of common stock on exercise of stock options   -    -   1,936,096    2   56    -   58
                     
Stock-based compensation   -    -    -    -   33    -   33
                     
Net income for the year   -    -    -    -    -   298   298
                     
Balance at December 31, 2016  19,610,224   31,890   11,569,116   12   619   (28,235)  (27,604)
                     
Accretion of redeemable convertible preferred stock redemption
value†   -   552    -    -    -   (552)  (552)
                     
Stock options exercised†   -    -   633,416    -   27    -   27
                     
Stock-based compensation†   -    -    -    -   38    -   38
                     
Net income for the period†   -    -    -    -    -   1,018   1,018
                     
Balance at September 30, 2017†  19,610,224  $32,442   12,202,532  $ 12  $ 684  $ (27,769) $ (27,073)
                     

† Unaudited interim reporting                     
 
 
 
 
 

See accompanying notes.
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CANTALOUPE SYSTEMS, INC.
STATEMENTS OF CASH FLOWS

(In thousands)
Nine-Months Ended September 30, 2017 (unaudited) and 2016 (unaudited) and Years Ended December 31, 2016 and 2015
 
             

  Nine-Months Ended  Years Ended
  September 30,  December 31,
  2017  2016  2016  2015
  (unaudited)  (unaudited)       
Cash flows from operating activities:             

Net income (loss)  $ 1,018  $ 274  $ 298  $ (956)
Adjustments to reconcile net income (loss) to net cash provided (used) by
operating activities:             

Loss on disposal of property and equipment    -    -    -    1
Bad debt expense    -    -   142   115
Depreciation and amortization   1,767   1,476   1,994   1,262
Stock-based compensation   38   29   33   38
Change in fair value of warrant liability    -    -    -   33
Changes in assets and liabilities:             

Accounts receivable   (2,025)  (453)  (1,147)  392
Inventories   (314)  (402)  (35)  (225)
Deferred costs   (3,309)  (348)  (1,237)  561
Prepaid expenses and other current assets   (328)  (114)  (90)  102
Other assets    -    -    -   (33)
Accounts payable   1,716   158   391   (1,234)
Accrued expenses    -    -   184   159
Deferred revenue   3,533   1,633   2,517   (313)

Net cash provided by (used in) operating activities   2,096   2,253   3,050   (98)
             
Cash flows from investing activities:             

Purchase of property and equipment   (1,330)  (2,852)  (3,250)  (3,767)
Payment for intangible assets   (6)  (22)  (37)  (52)

Net cash used in investing activities   (1,336)  (2,874)  (3,287)  (3,819)
             
Cash flows from financing activities:             

Net payments on line of credit   (916)  (760)  (490)  (2,650)
Proceeds from related party promissory notes    -   1,336   1,550   2,000
Repayment of term debt   (451)   -   (649)  (678)
Proceeds from the sale of redeemable convertible preferred stock    -    -    -   4,000
Proceeds from issuance of common stock on exercise of stock options   27   48   58    -

Net cash (used in) provided by financing activities   (1,340)  624   469   2,672
             
Net (decrease) increase in cash and cash equivalents   (580)   3   232   (1,245)
             
Cash and cash equivalents at beginning of year   1,930   1,698   1,698   2,943
             
Cash and cash equivalents at end of period and year  $ 1,350  $ 1,701  $ 1,930  $ 1,698
             
Supplemental disclosure of cash flow information:             
Cash paid for interest  $ 215  $ 167  $ 196  $ 244
Cash paid for income taxes  $  -  $  -  $  1  $  1
Non-cash investing and financing items:             

Accretion of redeemable convertible preferred stock redemption value  $ 552  $ 552  $ 736  $ 1,135
 
 
 
 
 

See accompanying notes.
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CANTALOUPE SYSTEMS, INC.
NOTES TO FINANCIAL STATEMENTS

 
 
 

NOTE 1 –  THE COMPANY AND ITS SIGNIFICANT ACCOUNTING POLICIES

Cantaloupe Systems, Inc. (the Company), was incorporated in the state of Delaware in 2010.  The Company is a leading provider of enterprise
cloud computing applications and related devices for the vending machine and unattended retail industry and is based in San Francisco,
California. The Company provides a comprehensive web-based application that captures vending machine and unattended retail transactions
from embedded devices using wireless technology communicating with the Company’s servers. This data, along with analytical tools, are then
made available over the internet to vending machine and unattended retail location owners on a subscription basis. The Company’s customers
are primarily based in the United States and Australia.

The Company also manufactures hardware used to transmit data from the customer’s location to the Company’s servers.  This hardware is either
sold directly to the customer, sold to third party leasing partners, or provided to the customers under certain service plans that include the use of
the hardware.  Revenue recognition of these hardware sales are more fully described in the revenue recognition paragraph below.

Unaudited interim financial information - The accompanying interim balance sheet as of September 30, 2017, the statements of operations
and cash flows for the nine-months ended September 30, 2017 and 2016, and the statements of redeemable convertible preferred stock and
stockholders’ deficit for the nine-months ended September 30, 2017, are unaudited. This unaudited interim financial information has been
prepared in accordance with accounting principles generally accepted in the United States of America. In the opinion of the Company’s
management, the unaudited interim financial information has been prepared on the same basis as the audited financial statements and includes
all adjustments, which include only normal recurring adjustments necessary for the fair presentation of the Company’s financial position as of
September 30, 2017, and its results of its operations and its cash flows for the nine-months ended September 30, 2017 and 2016. The financial
data and other financial information disclosed in these notes to financial statements related to September 30, 2017 and the nine-months ended
September 30, 2017 and 2016 are also unaudited. The results for the nine-months ended September 30, 2017 and 2016 are not necessarily
indicative of the results expected for the full fiscal year.

Liquidity –The Company was profitable and generated positive cash flow during 2016 and for the nine-months ended September 30, 2016
(unaudited) and was profitable for the nine-months ended September 30, 2017 (unaudited).  Through December 31, 2015, the Company had
incurred recurring operating losses resulting in an accumulated deficit at December 31, 2016, of approximately $28,235,000.  Management
believes the Company will continue to be profitable and generate positive cash flow; however, any changes could have a material adverse effect
on the Company’s business and results of operations.

Estimates – The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America (U.S. GAAP) requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities at the
date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from
those estimates.

Fair value of financial instruments – The Company applies the fair value measurement accounting standard (“Accounting Standards
Codification 820 - Fair Value Measurement”) whenever other accounting pronouncements require or permit fair value measurements. Fair value
is defined in the accounting standard as the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. The fair value hierarchy under current accounting guidance prioritizes the inputs to
valuation techniques used to measure fair value into three broad levels (Level 1, Level 2, and Level 3). Level 1 inputs are unadjusted quoted
prices in active markets (as defined) for identical assets or liabilities that the Company has the ability to access at the measurement date. Level 2
inputs are inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly. Level
3 inputs are unobservable inputs for the asset or liability.

Cash equivalents – The Company considers all highly liquid investments with an original maturity from the date of purchase of three months or
less to be cash equivalents.  As of September 30,  2017,  December 31, 2016,  and December 31, 2015, cash and cash equivalents consist of cash
deposited with banks and money market funds.  The recorded carrying amount of cash equivalents, which is cost plus accrued interest,
approximates fair value.  The Company has determined that its investment in a money market account of approximately $84,000 (unaudited),
 $83,000, and $100,000 at September 30,  2017,  December 31, 2016 and December 31, 2015, respectively, is a Level 1 asset in the fair value
measurements hierarchy.  The Company made this determination after considering that inputs to the valuation methodology are unadjusted
quoted prices for identical assets or liabilities in active markets that the Company has the ability to access.

Concentrations of credit risk – The Company’s product revenues are concentrated in enterprise cloud computing applications and related
devices for the vending machine industry which is highly competitive and rapidly changing.  Significant technological changes in the industry or
customer requirements, or the emergence of competitive products with new capabilities or technologies, could adversely affect the Company’s
operating results.
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CANTALOUPE SYSTEMS, INC.
NOTES TO FINANCIAL STATEMENTS

 
 
 

Financial instruments that potentially subject the Company to credit risk consist primarily of cash and cash equivalents and accounts receivable.
 Cash and cash equivalents are deposited with federally insured commercial banks in the United States and at times cash balances may be in
excess of federal insurance limits.  Accounts receivable are stated at the amount the Company expects to collect. The Company generally does
not require collateral or other security in support of accounts receivable.  To reduce credit risk, management considers the following factors
when determining the collectability of specific customer accounts: past transaction history with the customer, the number of days that billings
are past due, and changes in customer payment terms. Past due balances over 62 days and other higher risk amounts are reviewed individually
for collectability.  Based on management’s assessment, the Company provides for estimated uncollectible amounts through a charge to earnings
and a credit to a valuation allowance. Balances that remain outstanding after the Company has used reasonable collection efforts are written off
through a charge to the valuation allowance and a credit to accounts receivable.  As of September 30,  2017,  December 31, 2016,  and
December 31, 2015, the Company has reserves of approximately $146,000 (unaudited),  $118,000 and $205,000, respectively, for estimated
credit losses. To date, the Company has not had significant write-offs of bad debt.

One customer accounted for approximately 21%  (unaudited) and two customers accounted for approximately 20% (unaudited) of total accounts
receivable at September 30,  2017 and 2016, respectively, and approximately 16%  (unaudited) and 23% (unaudited) of net revenue for the nine-
months ended September 30, 2017 and 2016, respectively.  During the year ended December 31, 2016, one customer accounted for
approximately 22% of net revenue and two customers accounted for approximately 25%  of total accounts receivable at December 31,  2016.  
 During the year ended December 31, 2015, no customer accounted for more than 10% of net revenue, but one customer accounted for
approximately 16% of total accounts receivable at December 31, 2015. 

Net purchases include purchases from one vendor of approximately $7,206,000 (unaudited) and two vendors of approximately $4,800,000
(unaudited) for the nine-months ended September 30, 2017 and 2016, respectively.  Net purchases include purchases from one vendor of
approximately $6,176,000 and two vendors of approximately $6,175,000 for the years ended December 31, 2016 and 2015,
respectively.  Accounts payable to these vendors were approximately $2,314,000 (unaudited), $556,000 (unaudited), $839,000 and $572,000 as
of September 30, 2017 and 2016 and December 31, 2016 and 2015, respectively.

Inventories – Inventories are stated at the lower of cost, using a first-in, first-out, method or market.  The Company principally contracts for the
manufacture of its products from other vendors. The Company periodically reviews its inventories for potential slow-moving or obsolete items
and writes down specific items to net realizable value as appropriate. At September 30,  2017 (unaudited) and December 31, 2016 and 2015,
inventory consisted primarily of finished goods.

Property and equipment – Property and equipment are stated at cost, less accumulated depreciation and amortization.  Depreciation and
amortization are computed using the straight-line method over the estimated useful lives of the respective assets, generally 36 to 60 months.
 Leasehold improvements are amortized over the shorter of estimated useful lives of the assets or the lease term.  Expenditures for repairs and
maintenance are charged to expense as incurred.  Upon disposition, the cost and related accumulated depreciation and amortization are removed
from the accounts and the resulting gain or loss is reflected in the statement of operations.

Goodwill and intangible assets – Goodwill represents the difference between the fair value of the consideration transferred (purchase price) for
an acquired business,  and the fair value of the net tangible and identifiable intangible assets acquired and liabilities assumed in the business
combination. Goodwill is amortized on a straight-line basis over ten years and is assessed for impairment if an event or circumstances indicate
that the fair value of the Company may be less than its carrying amount. A goodwill impairment loss is recognized to the extent the carrying
amount of the Company including goodwill exceeds its fair value. The Company has determined that there is no impairment as of September 30,
2017 (unaudited),  December 31, 2016 and 2015.  

Intangible assets are presented at cost, net of accumulated amortization. Amortization of intangible assets is computed on a straight-line method
over the estimated useful lives ranging from three to ten years. Intangible assets primarily include customer lists, patent and trademark costs and
are stated at cost less accumulated amortization. Patent cost amortization begins as of the application date and is calculated using the straight-
line method over the remaining lives of the granted patents. Patents and trademarks pending represent the legal cost associated with filing of
various patents and trademarks pending issuance. No assurance can be given that such patents or trademarks, upon issuance, will not be
challenged by competitors.    Costs deferred are written off if, and when, a patent application is abandoned or allowed to expire.

Long-lived assets – The Company reviews long-lived assets for impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable.  No such impairments have been identified to date.
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CANTALOUPE SYSTEMS, INC.
NOTES TO FINANCIAL STATEMENTS

 
 
 

Warranty – The Company provides standard warranty coverage on its systems for 12 months, providing labor and parts necessary to repair the
systems during the warranty period.  The Company accounts for the estimated warranty cost as a charge to cost of revenues when revenue is
recognized.  The estimated warranty cost is based on historical product performance and field expenses.  Utilizing actual service records, the
Company calculates the average service hours and parts expense per system and applies the actual labor and overhead rates to determine the
estimated warranty charge.  The Company updates these estimated charges every year.  The actual product performance and/or field expense
profiles may differ, and in those cases the Company adjusts warranty accruals accordingly.

Revenue recognition – The Company provides its on-demand software application as a service under hosting arrangements in which the client
cannot take possession of the software. As a result, in accordance with Financial Accounting Standards Board (FASB) Accounting Standards
Codification (ASC) 985-605-55, Application of AICPA Statement of Position 97-2 to Arrangements That Include the Right to Use Software
Stored on Another Entity’s Hardware, these arrangements are outside the scope of FASB ASC 985-605-25, Software Revenue Recognition. The
Company, therefore, recognizes revenue under the provisions of FASB ASC 605-25, Revenue Arrangements with Multiple Deliverables.

The Company derives its revenues primarily from the sale and lease of devices at a fixed price and monthly service fees for access to the
Company’s proprietary web application that allows vending machine owners to view data generated from devices and use various analytical
tools. The Company also provides certain training and installation services when requested by customers. The Company recognizes revenue
when all the following conditions are met:

· There is persuasive evidence of an arrangement;
· Delivery of devices has occurred, or services have been provided to the customer;
· Collectability is reasonably assured; and
·  The amounts to be paid are fixed or determinable.

The Company recognizes the sale of devices and related subscription services as a single unit of accounting. Therefore, revenues related to
device sales are deferred and are recognized ratably over the period that the related subscription services are expected to be provided.

Stock-based compensation – The Company uses the estimated grant-date fair value method of accounting for stock-based compensation.  The
Company recognizes these compensation costs on a straight-line basis over the requisite service period of the award, which is generally the
option vesting term of four to five years.

Research and development – Research and development costs incurred to establish the technological feasibility of computer software products
are charged to operations as incurred.

Advertising – The Company expenses the costs of advertising, including promotional expenses, as incurred.  Advertising expenses for the nine-
months ended September 30,  2017 and 2016 was approximately $67,000 (unaudited) and $56,000 (unaudited), respectively.  Advertising
expenses for the years ending December 31, 2016 and 2015 was approximately $67,000 and $49,000, respectively.

Sales taxes – Sales taxes collected from customers and remitted to governmental authorities are not included in revenue.  

Deferred revenue and costs – Deferred revenue consists of unearned billings for the Company’s device sales that are recognized over the
estimated life of a customer of 60 months. Deferred costs consist of the cost of devices sold in advance of revenue recognition and are
recognized in conjunction with the applicable deferred revenue.

Deferred activation fees consist of fees charged to customers for activating devices on the network and are recognized over the life of the
contract. These one-time fees vary by customer and by contract.

Income taxes – Deferred tax liabilities and assets are recognized for the expected future tax consequences of temporary differences between
financial statement carrying amounts and the tax basis of assets and liabilities and net operating loss (NOL) and tax credit carryforwards.
 Valuation allowances are established when necessary to reduce deferred tax assets to the amount expected to be realized.
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The Company accounts for uncertainty in income taxes using a two-step approach to recognizing and measuring uncertain tax positions. The
first step is to evaluate the tax position for recognition by determining if the weight of available evidence indicates that it is more likely than not
that the position will be sustained on audit, including resolution of related appeals or litigation processes, if any. The second step is to measure
the tax benefit as the largest amount that is more than 50% likely of being realized upon settlement. The Company classifies any liabilities for
unrecognized tax benefits as current to the extent that the Company anticipates payment (or receipt) of cash within one year. Interest and
penalties related to uncertain tax positions are recognized in the provision for income taxes.  The Company had no liabilities for unrecognized
tax benefits at December 31, 2016, 2015 and September 30,  2017 (unaudited).

New accounting pronouncements – In March 2016, the FASB issued Accounting Standards Update (ASU) No. 2016-09, Compensation –
 Stock Compensation (Topic 718), which is seeking to simplify the accounting for share-based payment transactions, including the income tax
consequences and classification of awards as neither equity nor liabilities. The standard will be effective for nonpublic business entities
beginning after December 15, 2017. Early adoption is permitted. The Company is currently evaluating this new standard and the impact it will
have on its financial statements, information technology systems, processes, and internal controls.

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842), which requires lessees to recognize a liability associated with
obligations to make payments under the terms of the arrangement in addition to a right-of-use asset representing the lessee’s right to use, or
control the use of the given asset assumed under the lease. The standard will be effective for nonpublic business entities for annual periods
beginning after December 15, 2019. Early adoption is permitted. The Company is currently evaluating this new standard and the impact it will
have on its financial statements and processes.

In August 2014, the FASB issued ASU No. 2014-15, Presentation of Financial Statements – Going Concern (Subtopic 205-40), which addresses
management's responsibility to evaluate whether there is substantial doubt about an entity's ability to continue as a going concern and to provide
related footnote disclosures. Management's evaluation should be based on relevant conditions and events that are known and reasonably
knowable at the date that the financial statements are issued. The Company adopted the amended guidance for the year ended December 31,
2016. The adoption of the amended guidance did not impact the Company’s financial statements.

In May 2014, the FASB issued ASU No. 2014‐09, Revenue from Contracts with Customers (Topic 606), which is a new standard on revenue
recognition. The new standard contains principles that an entity will need to apply to determine the measurement of revenue and timing of when
revenue is recognized. The underlying principle is to recognize revenue to depict the transfer of goods or services to customers at an amount that
the entity expects to be entitled to in exchange for those goods or services. The standard has a five‐step approach which includes identifying the
contract or contracts, identifying the performance obligations, determining the transaction price, allocating the transaction price, and recognizing
revenue. The standard also significantly expands the quantitative and qualitative disclosure requirements for revenue, which are intended to help
users of financial statements, understand the nature, amount, timing, and uncertainty of revenue and the related cash flows. The standard is
effective for annual periods beginning after December 15, 2018, for nonpublic entities and early application is only permitted in certain
circumstances. The Company is currently evaluating this new standard and the impact it will have on its financial statements, information
technology systems, processes, and internal controls.

Reclassifications – Certain reclassifications were made to the 2015 financial statements to conform them to the 2016 financial statements. 
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NOTE 2 –  SIGNIFICANT BALANCE SHEET COMPONENTS

Property and equipment – Property and equipment consisted of approximately the following (in thousands):

 
          

  September 30,  December 31,
  2017  2016  2015
  (unaudited)      
          
Computers and equipment  $ 650  $ 590  $ 553
Hardware deployed at a customer site   11,415   10,169   6,957
Furniture and fixtures   124   110   109
Leasehold improvements   94   94   94
Factory tooling   158   148   147
   12,441   11,111   7,860
Less: accumulated depreciation and amortization   (5,754)  (4,095)  (2,209)
Property and equipment, net  $ 6,687  $ 7,016  $ 5,651
 
Depreciation and amortization expense of property and equipment for the nine-months ended September 30,  2017 and 2016 and the years ended
December 31, 2016 and 2015 was approximately $1,659,000 (unaudited),  $1,372,000 (unaudited), $1,886,000 and $1,151,000, respectively.

Accrued expenses – Accrued expenses consisted of approximately the following (in thousands):

 
          

  September 30,  December 31,
  2017  2016  2015
  (unaudited)       
          
Employee-related liabilities  $ 1,085  $ 1,084  $ 967
Warranty reserve   11   11   11
Professional and other fees   1,218   978   910
  $ 2,314  $ 2,073  $ 1,888

NOTE 3 –  GOODWILL AND INTANGIBLE ASSETS

Intangible assets consist principally of pre-existing intellectual property and customer lists and other intangible assets purchased during 2016
and 2015.  Both goodwill and intangible assets are being amortized using the straight-line method over their estimated useful lives of ten years.
Amortization expense of goodwill and intangible assets was approximately $40,000 (unaudited) and $36,000 (unaudited) during the nine-
months ended September 30,  2017 and 2016, respectively.  Amortization expense of goodwill and intangible assets was $110,000 for both years
ended December 31, 2016 and 2015. Future amortization is not expected to be significant in any future period.

NOTE 4 –  FINANCING ARRANGEMENTS

On December 19, 2012, the Company entered into a loan and security agreement (the Original Loan Agreement) with a bank that included both
a $1,000,000 term loan and a $5,000,000 revolving line of credit, all of which were collateralized by the Company’s cash, trade receivables,
inventory, and personal property.

On July 24, 2015, the Company amended and restated the loan agreement (the Restated Loan Agreement) with the bank. The Restated Loan
Agreement provides for borrowings of up to $2,000,000 for equipment advances and increasing the available amount on the revolving line of
credit to $6,000,000, all of which are collateralized by substantially all assets of the Company.

Term debt – Under the Original Loan Agreement, the full amount allowed under the term loan was borrowed on December 19, 2012, at 6%
interest, with interest-only payments due through June 30, 2013, and thereafter thirty (30) equal monthly payments of principal and accrued
interest.  Approximately $418,000 was outstanding at December 31, 2014.  The remaining balance was fully paid as of December 31, 2015. 
Under the Restated Loan Agreement, this term loan may not be re-borrowed.
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Under the Restated Loan Agreement, the Company was eligible to make up to six equipment advances, not to exceed $2,000,000, in aggregate,
to finance eligible equipment as defined by the Restated Loan Agreement until May 31, 2016. Each equipment advance shall immediately
amortize and be payable in thirty-six (36) equal installments of principal, plus accrued interest. Borrowings bear interest at the prime rate plus
1.5%. After repayment, no equipment advances may be re-borrowed. There are no outstanding borrowings under this agreement at September
30, 2017 (unaudited), December 31, 2016 and 2015. 

Under the Restated Loan Agreement, $2,000,000 of the remaining balance under the line of credit available under the Original Loan Agreement
described below was converted into a new term loan. Commencing on July 1, 2015, the new term loan is payable in thirty-six (36) equal
installments of principal, plus accrued interest. After repayment, the term loan may not be reborrowed.    Approximately $585,000 (unaudited),
$1,091,000 and $1,738,000 was outstanding at September 30,  2017 and December 31, 2016 and 2015, respectively.

Line of credit – Under the Original Loan Agreement and the Restated Loan Agreement, the revolving line of credit is subject to an interest rate
of prime plus 1.5% that is due monthly  (5.25% (unaudited), 5.25% and 5.00% at September 30,  2017, December 31, 2016 and 2015,
respectively). Availability under the revolving line of credit is based on total Software-as-a-Service (SaaS) revenue times a multiplier, with 4.5x
being the largest multiplier. The available multiplier is in turn driven by the renewal rate of service-related revenue, with 95% being the largest
threshold. The Company had outstanding borrowings of  $500,000 (unaudited), $1,000,000 and $1,490,000 against the line of credit at
September 30,  2017 and December 31, 2016 and 2015, respectively.

In conjunction with the Original Loan Agreement, the Company issued a warrant to purchase 138,009 shares of Series C redeemable convertible
preferred stock (Series C) at a purchase price of $1.4673 per share that expires on December 19, 2022. Using the Black-Scholes option pricing
model with the following assumptions to estimate fair value: term of seven years, average volatility of 85%, and risk-free interest rate of 2.46%,
the Company estimated the fair value of these warrants to be approximately $20,000, which was recorded as a discount on the long-term loan
and was amortized as interest expense through December 1, 2015.  As of September 30, 2017 (unaudited), December 31, 2016 and 2015, the
warrant was outstanding and classified as a liability with a fair value determined using the Black-Scholes option pricing model of approximately
$1,000.

Under the Original Loan Agreement, an additional warrant to purchase 85,190 shares of Series C at a purchase price of $1.4673 per share was to
be granted if the Company’s borrowings under the revolving line of credit reached or exceeded $3,000,000. During July 2014, the Company’s
borrowings under the line of credit reached $3,000,000 and the additional warrant to purchase 85,190 shares of Series C was granted. Using the
Black-Scholes option pricing model with the following assumptions to estimate fair value: term of seven years, average volatility of 85%, and
risk-free interest rate of 2.73%, the Company estimated the fair value of these warrants to be approximately $14,000, which was recorded as a
discount on the long-term loan and will be amortized as interest expense through December 19, 2014. As of September 30, 2017 (unaudited),
December 31, 2016 and 2015, the warrant was outstanding and classified as a liability with a fair value determined using the Black-Scholes
option pricing model of approximately $1,000. The warrant expires on December 19, 2024.

Effective May 2017, the Company amended the loan and security agreement to extend the revolving line of credit maturity date to May 17,
2018.

Related party note payable – In connection with the 2014 acquisition of CompuVend Systems, Inc. (CompuVend), the Company entered into a
note in favor of CompuVend for $765,000. The note bears an interest rate at 5% per annum with interest only payments due through May 5,
2017. Commencing on May 5, 2017, principal payments equal to 0.02777 of the principal balance plus interest will be due monthly through
April 5, 2020.

The Company would have been required to make a prepayment of $250,000 if the Company had obtained the following milestones i) trailing
twelve-month CompuVend revenue as defined by the agreement (CompuVend revenue) of $1,250,000,  ii) trailing twelve‑month CompuVend
revenue of $2,000,000, iii) trailing twelve-month CompuVend revenue of $2,750,000. Milestones were not met as of December 31,  2016, and
the prepayment was not made. The balance of $618,000 (unaudited), $765,000 and $765,000 was outstanding at September 30,  2017,
 December 31, 2016 and 2015, respectively.

Related party promissory notes payable – On July 1, 2016, the Company entered into promissory note agreements totaling approximately
$1,550,000 with a group of investors. These promissory notes are unsecured and subordinate to the Restated Loan Agreement with the
bank. There are two tranches as described below.

The Series A promissory notes total $1,075,000 and mature on September 30, 2021. These Series A notes accrue interest at 10% and scheduled
payments are made quarterly. The first two quarterly payments of approximately $27,000 are interest only and the remaining 16 quarterly
payments include interest and approximately $67,000 of principal.
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The Series B promissory notes total $475,000 and mature on December 15, 2019. These Series B notes accrue interest at 12% and scheduled
payments are made quarterly. The first two quarterly payments of approximately $14,000 are interest only and the remaining 16 quarterly
payments include interest and $40,000 of principal.

In connection with the promissory note agreements, the Company issued a warrant to purchase 139,667 shares of common stock at a purchase
price of $0.25 per share that expires on various dates in 2026. The warrants remain outstanding at September 30,  2017.  The value of the
warrants at the date of grant at September 30, 2017 (unaudited) and December 31, 2016 was not significant.

Future aggregate annual principal payments on term debt, CompuVend note payable and 2016 promissory notes, are as follows:

 
       

  As of  As of
  September 30, 2017  December 31, 2016
  (unaudited)    
       
2017  $  -  $ 1,256
2018   1,251   1,009
2019   666   682
2020   487   393
2021   135   66
  $ 2,539  $ 3,406

NOTE 5 – REDEEMABLE CONVERTIBLE PREFERRED STOCK

At December 31, 2016, the authorized capital stock of the Company consisted of 36,090,428 shares of common stock and 20,127,332 shares of
redeemable convertible preferred stock (Preferred Stock).  All classes of the Company’s stock have a $0.001 par value per share.

At December 31,  2016,  Preferred Stock consisted of the following (in thousands, except share amounts):
 
           

  Shares authorized  
Shares issued and

outstanding  Liquidation amount  Gross proceeds
           
Series A  1,000,000  1,000,000  $ 1,840  $ 1,840
Series B  6,624,526  6,624,526   7,701   7,674
Series C  9,482,801  9,259,602   16,757   16,645
Series C-1  3,020,005  2,726,096   6,000   4,000
  20,127,332  19,610,224  $ 32,298  $ 30,159

 
 
The significant features of the Company’s Preferred Stock are as follows:

Dividend provisions – Effective January 23, 2015, the holders of Series C-1 are entitled to receive in preference to the holders of shares of
Series C, Series B, Series A and common stock, when and if declared by the Board of Directors, noncumulative dividends at an annual rate of
8%. The holders of Series C are entitled to receive in preference to the holders of shares of Series B, Series A and common stock, when and if
declared by the Board of Directors, noncumulative dividends at an annual rate of 8% and cumulative dividends at a rate of $0.2219 per shares,
per annum, adjustable for certain events such as stock splits and combinations. The holders of Series B are entitled to receive in preference to
the holders of shares of Series A and common stock, when and if declared by the Board of Directors, noncumulative dividends at an annual rate
of 8% and cumulative dividends at a rate of $0.1243 per shares, per annum, adjustable for certain events such as stock splits and
combinations. The holders of Series A are entitled to receive in preference to the holders of shares of common stock, when and if declared by the
Board of Directors of the Company, cumulative dividends that accrued at an annual rate of 7%. The Company has not declared any
noncumulative dividends to date.

Dividend rights percentages are based on the original issue price of the underlying shares of: (i) $1.4673 as to the shares of Series C-1
(ii) $1.4673 as to the shares of Series C, (iii) $0.822 as to the shares of Series B, and (iv) $1.00 as to the shares of Series A.

Prior to January 23, 2015, the holders of Series B and C were entitled to receive, when and if declared by the Board of Directors, cumulative
dividends at an annual rate of 8%. The holders of Series A were entitled to receive in preference to the holders of shares of common stock, when
and if declared by the Board of Directors of the Company, cumulative dividends that accrued at an annual rate of 7%. The Company has not
declared any noncumulative dividends to date.
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Liquidation preference – In the event of liquidation, the holders of Series C-1 then outstanding are entitled to be paid first from the assets and
funds available for a distribution by the Company at an amount equal to one and one-half (1.5) times the original issue price, plus declared but
unpaid non-cumulative dividends.  If assets are not sufficient to permit such payment, payment will be made on a pari passu basis, in proportion
to the preferential amount each such holder is entitled to receive.

Upon the completion of the distribution described above, the holders of Series C then outstanding are entitled to be paid, from the assets and
funds available for a distribution by the Company at an amount equal to the original issue price, plus any cumulative dividends accrued but
unpaid, whether or not declared, together with any declared but unpaid non-cumulative dividends. If assets are not sufficient to permit such
payment, payment will be made on a pari passu basis, in proportion to the preferential amount each such holder is entitled to receive.

Upon the completion of the distribution described above, the holders of Series B then outstanding are entitled to be paid, from the assets and
funds available for a distribution by the Company at an amount equal to the original issue price plus $0.2160 per share, any cumulative
dividends accrued but unpaid, whether or not declared, together with any declared but unpaid non-cumulative dividends. If assets are not
sufficient to permit such payment, payment will be made on a pari passu basis, in proportion to the preferential amount each such holder is
entitled to receive.

Upon the completion of the distribution described above, the holders of Series A then outstanding are entitled to be paid, from the assets and
funds available for a distribution by the Company at an amount equal to the original issue price, plus any cumulative dividends accrued but
unpaid, whether or not declared. If assets are not sufficient to permit such payment, payment will be made on a pari passu basis, in proportion to
the preferential amount each such holder is entitled to receive.

Conversion rights – Each holder of shares of Preferred Stock, except for Series A, may, at any time, convert any or all of such shares of
Preferred Stock into fully-paid and nonassessable shares of common stock by dividing the applicable original issue price for such series of
Preferred Stock by the applicable conversion price for such series of Preferred Stock.  The Series C-1, Series C, Series B conversion price will
initially be the original issue price for each Series.  Each holder of shares of Series A may, at any time, convert any or all of such shares of
Series A into fully-paid and nonassessable shares of common stock by dividing the Series A adjustment price by the Series A conversion price.
The Series A conversion price will be $0.739 per share.

Automatic conversion rights – Each share of Preferred Stock will automatically be converted into common stock of the corporation at the then
effective conversion prices: (i) upon the closing of a firmly underwritten public offering in which common stock is sold by the corporation
pursuant to an effective registration statement under the securities act registration statement with respect to either: (a) an employee benefit plan,
or (b) a transaction described prior to underwriter discounts, and a price per share of not less than three times the Series C-1 original issue price
or (ii) in the event that holders of at least 70% of the Preferred Stock consent to such conversion.

Redemption rights – On or after January 23, 2018, the holders of at least a majority of Series C-1 then outstanding will have the right to
compel the Company to redeem all the shares of Series C-1 then outstanding in three equal tranches. The first tranche of one third shall be
redeemed within 60 days of receiving such notice; one third of all such shares will be redeemed within one year of the notice, and the balance
one year thereafter. The redemption amount will be equal to the liquidation preference then in effect.

On or after 75 days following January 23, 2018, provided the Company has not received a redemption notice from the holders of Series C-1, the
holders of at least a majority of Series C-1 and Series C then outstanding, voting as a single class and the holders of at least a majority of Series
B then outstanding, voting as a single class, will have the right to compel the Company to redeem all shares of Series C then outstanding in three
equal tranches. The first tranche of one third shall be redeemed within 60 days of receiving such notice; one third of all such shares will be
redeemed within one year of the notice, and the balance one year thereafter. The redemption amount will be equal to the liquidation preference
then in effect.

On or after 120 days following January 23, 2018, provided the Company has not received a redemption notice from the holders of Series C-1
or Series C,  the holders of at least a majority of Series C-1 and Series C then outstanding, voting as a single class and the holders of at least a
majority of Series B then outstanding, voting as a single class, will have the right to compel the Company to redeem all of their shares then
outstanding in two equal tranches. The first half will be redeemed within 60 days of receiving such notice, and the remaining half of all such
shares will be redeemed one year later. The redemption amount will be equal to the liquidation preference then in effect.

On or after 150 days following January 23, 2018, provided the Company has not received a redemption notice from the holders of Series C-1,
Series C, or Series B, the holders of at least a majority of Series A then outstanding, voting as a single class and at least 70% of the holders of
Series C-1, Series C, and Series B then outstanding, voting as a single class, will have the right to compel the Company to redeem all of their
shares then outstanding in two equal tranches. The first half will be redeemed within 60 days of receiving such notice, and the remaining half of
all such shares will be redeemed one year later. The redemption amount will be equal to the liquidation preference then in effect.
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Prior to January 23, 2015, the following redemption provisions were in effect. The Company did not receive a redemption notice from the
holders of Series C during the nine-months ended September 30,  2017 (unaudited).

On or after March 4, 2015, the holders of at least a majority of Series C then outstanding had the right to compel the Company to redeem all the
shares of Series C then outstanding in three equal tranches. The first tranche could have been redeemed within 60 days of receiving such notice;
half of all such shares redeemed within one year of the notice, and the balance one year thereafter. The redemption amount would have been
equal to the liquidation preference then in effect.

On or after 75 days following March 4, 2015, provided the Company had not received a redemption notice from the holders of Series C, the
holders of at least a majority of Series B, Series B-1, and Series B-2 then outstanding would have had the right to compel the Company to
redeem all of their shares then outstanding in two equal tranches. The first half could have been redeemed within 60 days of receiving such
notice, and the remaining half of all such shares will be redeemed one year later. The redemption amount would have been equal to the
liquidation preference then in effect.

On or after 120 days following March 4, 2015, provided the Company had not received a redemption notice from the holders of Series C or
Series B, the holders of at least a majority of Series A then outstanding could have had the right to compel the Company to redeem all of their
shares then outstanding in two equal tranches. The first half could have been redeemed within 60 days of receiving such notice, and the
remaining half of all such shares redeemed one year later. The redemption amount would have been equal to the liquidation preference then in
effect.

The Company accretes the carrying value of Preferred Stock to the redemption amount through periodic charges to accumulated deficit. The
Company recorded approximately $552,000 (unaudited) of accretion charges during the nine-months ended September 30,  2017 and $737,000
and $1,135,000 of accretion charges for the years ended December 31, 2016 and 2015, respectively.

Voting rights – The holders of each share of Preferred Stock are entitled to the number of votes equal to the number of shares of common stock
into which such share is convertible. The holders of common stock will have one vote per share of common stock.

The consent of at least 70% of the holders of Series C-1, Series C, Series B will be required for any action that: (i) alters or changes the rights,
preferences, or privileges of the Preferred Stock adversely, (ii) increase the authorized number of shares of Preferred Stock, (iii) creates any
class or series of stock having preference over the existing Preferred Stock, (iv) amends the Company’s certificate of incorporation or bylaws,
(v) effects a merger, reorganization or sale of the Company or substantially all of its assets, (vi) increase indebtedness in excess of $250,000,
(vii) effects a reclassification or recapitalization of the outstanding capital stock of the Company, (viii) effects the repurchase of any shares of
stock other than pursuant to redemption provisions; or (ix) effects a transaction with employees, officers, directors, or affiliates of the Company.

The consent of at least 50% of the holders of Series A will be required for any action that: (i) alters or changes the rights, preferences, or
privileges of the Series A adversely, (ii) effects the repurchase of any shares of stock other than pursuant to redemption provisions.

NOTE 6 –  STOCK-BASED COMPENSATION

In December 2004, the Company’s Board of Directors approved the adoption of the Cantaloupe Systems 2004 Stock Option Plan (the 2004
Option Plan).  As amended, the 2004 Option Plan permitted the Company to grant up to 4,050,000 shares of the Company’s common stock. The
2004 Option Plan expired in December 2014. No further grants of equity awards were made under the 2004 Option Plan.    

In January 2016, the Company’s Board of Directors approved a new stock option plan, the 2016 Option Plan (the Option Plan). The Option Plan
permits the Company to grant up to 2,206,980 shares of stock options, plus any outstanding options under the Company’s 2004 Option Plan that
were subsequently forfeited or terminated for any reason before being exercised, for a total of 4,050,000 shares.

The Option Plan provides for the grant of incentive and nonstatutory stock options to employees, nonemployee directors and consultants of the
Company.  Options granted under the Option Plan generally become exercisable ratably over a four to five-year period following the date of
grant and expire ten years from the date of grant. The exercise price of incentive stock options granted under the Option Plan must be at least
equal to 100% of the fair value of the Company’s common stock at the date of grant, as determined by the Board of Directors. The exercise price
of nonstatutory options granted under the Option Plan must be at least equal to 100% of the fair value of the Company’s common stock at the
date of grant, as determined by the Board of Directors.
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Stock option activity for the nine-months ended September 30, 2017 (unaudited) and the years ended December 31,  2016 and 2015,  is as
follows:

 
       

  Shares  
Weighted average

exercise price per share  

Weighted average
remaining contractual

life (in years)
       
Outstanding at December 31, 2014  3,502,794  $ 0.22  6.0
       
Options granted   -  $ -   
Options exercised   -  $ -   
Options canceled/forfeited/expired  (618,572) $ 0.13   
       
Outstanding at December 31, 2015  2,884,222  $ 0.03 * 5.2
       
Options granted  1,692,500  $ 0.04   
Options exercised  (1,936,096) $ 0.03   
Options canceled/forfeited/expired  (163,334) $ 0.03   
       
Outstanding at December 31, 2016  2,477,292  $ 0.04  7.1
       
Options granted  1,080,000  $ 0.11   
Options exercised  (633,416) $ 0.05   
Options canceled/forfeited/expired  (52,000) $ 0.03   
       
Outstanding at September 30, 2017  2,871,876  $ 0.07  8.0
       
Vested and expected to vest at       
September 30, 2017  (unaudited)  2,467,698  $ 0.04  6.8
       
Exercisable and vested at September 30, 2017 (unaudited)  1,397,975  $ 0.04  6.8
       
       
* All options in 2016 were revalued to $0.03 per share.       
 Unaudited interim reporting       

       
 The expected to vest options are the result of applying the pre-vesting forfeiture rate assumptions to total outstanding options

 

Stock-based compensation expense for all share-based payment awards granted and for previous awards modified, repurchased or cancelled is
based on the grant-date fair value. The Company recognizes these compensation costs, net of an estimated forfeiture rate, and recognizes the
compensation costs for only those shares expected to vest on a straight-line basis over the requisite service period of the award, which is
generally the option vesting term of four or five years. The Company estimated the forfeiture rate for the nine-months ended September 30,
2017 and 2016 and years ended December 31, 2016 and 2015, based on its historical experience for annual grant years where the majority of the
vesting terms have been satisfied.

For the nine-months ended September 30, 2017 and 2016, the Company recorded stock-based compensation of approximately $38,000
(unaudited) and $29,000 (unaudited), respectively.  For the years ended December 31, 2016 and 2015, the Company recorded stock-based
compensation of approximately $33,000 and $38,000, respectively.    

As of September 30, 2017, December 31, 2016 and December 31, 2015, there was approximately $83,000 (unaudited),  $51,000 and $44,000 of
unamortized stock-based compensation cost related to unvested stock options which is expected to be recognized over a weighted average
period of 2.0 years (unaudited),  1.8 years and 1.9 years, respectively.

Cash received from option exercises and purchases of shares under the Option Plan for the nine-months ended September 30, 2017 and 2016
was approximately $27,000 (unaudited) and $56,000 (unaudited), respectively.    Cash received from the option and purchases of shares under
the Option Plan for the year ended December 31, 2016 was $55,000.  The weighted average grant date fair value of options granted during the
nine-months ended September 30, 2017 was $0.04 (unaudited) and for the year ended December 31, 2016 was $0.03.
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CANTALOUPE SYSTEMS, INC.
NOTES TO FINANCIAL STATEMENTS

 
 
 

The fair value of option grants was estimated using the Black-Scholes option pricing model with the following weighted average assumptions:
         

  Nine-Months Ended  Years Ended
  September 30,  December 31,
  2017  2016  2016  2015
  (unaudited)  (unaudited)     
         
Expected dividend yield (1)  0.0%  0.0%  0.0%  N/A
Risk-free interest rate (2)  2.1% - 1.89%  1.48% - 1.68%  1.45% - 1.68%  N/A
Expected volatility (3)  66.0%  66.0%  66.0%  N/A
Expected life (in years) (4)  6.0  6.0  6.0  N/A
 

(1) The Company has no history or expectation of paying cash dividends on its common stock.

(2) The risk-free interest rate is based on the U.S. Treasury yield for a term consistent with the expected life of the awards in effect at the
time of grant.

(3) The Company identified similar entities that are publicly traded to determine the volatility summarized above while applying an
additional risk factor based on the Company’s limited period of operations.

(4) The expected life represents the period of time that options are expected to be outstanding.

NOTE  7 –  INCOME TAXES

At September 30,  2017, December 31, 2016 and 2015, the Company had a net deferred tax asset of approximately $6,477,000 (unaudited),
 $6,413,000 and $7,277,000, respectively. Utilization of the NOL carryforwards and credits may be subject to a substantial annual limitation due
to the ownership change limitations provided by the Internal Revenue Code of 1986 and similar state provisions. The annual limitations may
result in the expiration of NOL and credits before utilization.  The Company has not evaluated its ability to realize the benefits of these assets to
determine whether it is more likely than not that such benefits will be realized.    Accordingly, the net deferred tax asset has been fully offset by
a valuation allowance. The deferred tax asset primarily relates to the NOL carryforward.

As of September 30,  2017 and 2016, the Company had NOL carryforwards for federal and state tax purposes of approximately
$27,222,000 (unaudited) and $29,207,000 (unaudited), respectively.  If not utilized, the NOL carryforwards will expire at various dates
beginning in the years 2022 (federal) and 2016 (state).

As of December 31,  2016 and 2015, the Company had NOL carryforwards for federal and state tax purposes of approximately $29,501,000 and
$30,480,000, respectively.  If not utilized, the NOL carryforwards will expire at various dates beginning in the years 2022 (federal) and 2016
(state).

NOTE 8 –  COMMITMENTS AND CONTINGENCIES

Operating leases –  The Company leases its facilities under noncancelable operating leases expiring on  January 31, 2020.  The Company also
leases certain office equipment under operating lease agreements.  Rent expense related to the Company’s operating leases was approximately
 $413,000 (unaudited) and $401,000 (unaudited) for the nine-months ended September 30,  2017 and 2016, respectively, and $561,000 and
$555,000 for the years ended December 31, 2016 and 2015, respectively. 
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CANTALOUPE SYSTEMS, INC.
NOTES TO FINANCIAL STATEMENTS

 
 
 

Future minimum payments under noncancelable leases are approximately as follows (in thousands):

 
       

  As of  As of
  September 30, 2017  December 31, 2016
  (unaudited)   
       

2017  $  -  $ 549
2018   553   552
2019   557   561
2020   188   47

  $ 1,298  $ 1,709

 
Purchase commitments – As of September 30,  2017,  December 31, 2016 and 2015, the Company has outstanding purchase commitments for
inventory to be delivered of approximately $827,000 (unaudited), $1,106,000 and $1,084,000, respectively.

NOTE 9 –  SUBSEQUENT EVENTS

The Company has evaluated subsequent events through September 11, 2017, the date at which the audited financial statements were available to
be issued.

 

NOTE 10 – SUBSEQUENT EVENTS (UNAUDITED)

The Company has evaluated subsequent events through January 24, 2018, the date at which the unaudited interim financial information was
available to be issued. 

On November 9, 2017, USA Technologies, Inc. (“USAT”) and the Company closed under an Agreement and Plan of Merger (the “Merger
Agreement”) pursuant to which the Company became a wholly owned subsidiary of USAT (the “Merger”).  In connection with the Merger,
USAT paid $65 million in cash and issued 3,423,367 shares of USAT common stock valued at $19.81 million as determined under the Merger
Agreement.

In connection with the Merger, the bank term loan and line of credit described in Note 4 above, was fully paid on November 9, 2017. 
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Exhibit 99.2

Unaudited Pro Forma Combined Consolidated Financial Statements of USA Technologies,  Inc.

Pursuant to the Agreement and Plan of Merger dated November 6, 2017 (“Merger Agreement”), USA Technologies, Inc.
(the “Company”) completed its  acquisition of Cantaloupe Systems, Inc. (“Cantaloupe”) for approximately $85.0 million
in aggregate consideration, net of cash acquired (the “Acquisition”) on November 9, 2017.

The Company paid $65.2 million in cash (“Cash Consideration”) and issued 3,423,367 shares of the Company’s
common stock (“USAT Shares”) with a fair value as determined under the Merger Agreement of $19.8 million
(collectively, “Merger Consideration”) as consideration for all of the issued and outstanding shares of stock, options, and
warrants of Cantaloupe. The Cash Consideration is subject to certain post-closing adjustments, including with respect to
the Company’s net working capital, as set forth in the Merger Agreement. Pursuant to an Escrow Agreement, 1,496,707
of the USAT Shares, with a value of $8.7 million as determined under the Merger Agreement, were not delivered to the
former stockholders or warrantholders of Cantaloupe but are to be held in escrow for a minimum of fifteen months
following the Acquisition as partial security for certain indemnification obligations of the former stockholders and
warrantholders of Cantaloupe under the Merger Agreement. 

In order to partially finance the Acquisition, the Company entered into a credit agreement with JPMorgan Chase Bank,
N.A. (the “Financing” and together with the Acquisition, the “Transactions”), as the lender and administrative agent for
the lender, pursuant to which the JPMorgan Chase Bank (i) made a $25.0 million term loan to the Company (“Term
Loan”) and (ii) provided the Company with a revolving line of credit (“Line of Credit”) under which the Company may
borrow revolving credit loans in an aggregate principal amount not to exceed $12.5 million at any time.  The proceeds of
the Term Loan ($25.0 million) and borrowings under the Line of Credit ($10.0 million), in an aggregate principal
amount equal to $35.0 million, were used by the Company to finance a portion of the purchase price for the acquisition
of Cantaloupe  and repay the Company’s existing indebtedness to Heritage Bank of Commerce (the “Heritage Line of
Credit”).

As used herein, the terms the “Company”, “USAT”, “we”, and “our” refer to USA Technologies, Inc., and where
applicable, its consolidated subsidiaries. The unaudited combined consolidated pro forma financial statements presented
in this Form 8-K/A should be read in conjunction with the accompanying notes. In addition, the unaudited pro forma
combined consolidated financial statements were based on and should be read in conjunction with:

· USAT audited consolidated financial statements and related notes thereto as of June 30, 2017 and for the year
ended June 30, 2017 as reported on Form 10-K;

· USAT unaudited consolidated financial statements and related notes thereto as of September 30, 2017 and for
the three months ended September 30, 2017 as reported on Form 10-Q;

· Cantaloupe audited financial statements and related notes thereto as of December 31, 2016 and 2015 and for the
years ended December 31, 2016 and 2015 as contained in this Form 8-K/A; and

· Cantaloupe unaudited financial statements and related notes thereto as of September 30, 2017  and for the nine
months ended September 30, 2017 and 2016 as contained in this Form 8-K/A.

The Company and Cantaloupe have different fiscal year ends. To meet the Securities and Exchange Commission’s
(“SEC”) pro forma requirements of combining operating results for an annual period that ends within 93 days of the end
of our latest annual fiscal period as filed with the SEC, we adjusted Cantaloupe’s historical financial information for the
year ended December 31, 2016 to include the interim period ended June 30, 2017 and subtracted the comparable interim
period ended June 30, 2016. The Cantaloupe revenue and net income for the six months ended June 30, 2017 were $10.6
million and $664 thousand, respectively; and, the Cantaloupe revenue and net income for the six months ended June 30,
2016 were $8.5 million and $66 thousand, respectively. We combined this Cantaloupe unaudited historical financial
information for the twelve months ended June 30, 2017 with our fiscal year ended June 30, 2017 financial information to
prepare the unaudited pro forma combined consolidated statement of operations.

The unaudited pro forma combined consolidated balance sheet combines the historical balance sheets of USAT and
Cantaloupe as of September 30, 2017, giving effect to the Transactions as if each had occurred on September 30, 2017.
The unaudited pro forma combined consolidated statements of operations for the twelve months ended June 30, 2017
and the three months ended September 30, 2017 combines the historical consolidated statements of operations of
USAT and Cantaloupe, giving effect to the Transactions as if each occurred on July 1, 2016. The unaudited pro forma
combined consolidated statement of operations does not purport to represent the actual results of operations

1
 

 



that would have occurred if the Acquisition had taken place on the date specified and are not necessarily indicative of the
results of operations that may be achieved in the future.

The historical combined financial information has been adjusted to give effect to events that are (i) directly attributable
to the Acquisition, (ii) factually supportable, and (iii) with respect to the statements of operations, expected to have a
continuing impact on the combined results. The detailed assumptions used to prepare the pro forma financial information
are contained in the notes to the unaudited pro forma combined consolidated financial statements. Items not adjusted for
in the unaudited pro forma combined consolidated financial statements include the following:

· Operating synergies that we may realize as a result of the Acquisition;
· Any potential impact related to our assessment of the realizability of deferred tax assets acquired; and
· Non-recurring expenses expected to be incurred in connection with the Acquisition, as it relates to the

unaudited pro forma combined consolidated statement of operations.

The Acquisition has been accounted for as a business combination (in accordance with ASC 805, Business
Combinations) and, as such, Cantaloupe’s assets acquired and liabilities assumed have been recorded at their respective
fair values. The determination of fair value for the identifiable tangible and intangible assets acquired and liabilities
assumed requires extensive use of accounting estimates and judgments. Significant estimates and assumptions include,
but are not limited to, estimating future cash flows and determining the appropriate discount rate. The estimated fair
values of the assets acquired and liabilities assumed on the Acquisition date included in the unaudited pro forma
combined consolidated financial statements are provisional and subject to change. Any changes to the final fair values
could be material.
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USA TECHNOLOGIES, INC.
UNAUDITED PRO FORMA COMBINED CONSOLIDATED BALANCE SHEET

AS OF SEPTEMBER 30, 2017
 

  
USA

Technologies,  

Cantaloupe
Systems, Inc.
Reclassified  

Conforming
Accounting

Policy
Adjustments   

Financing
Adjustments   

Acquisition
Adjustments   

USA
Technologies,

Inc. Pro
Forma

($ in thousands, except shares)  Inc.  (Note 3)  (Note 4)   (Note 5)   (Note 6)   Combined
Assets                      
Current Assets:                      
Cash and cash equivalents  $ 51,870  $ 1,350  $  -   $ 27,444  $ (69,292)  $ 11,372

Accounts receivable, net   10,288   4,748    -     -     -    15,036
Finance receivables, net   3,082    -   1,566    -     -    4,648
Inventory   8,240   851    -     -    23   9,114
Deferred costs, current portion    -   2,720   (2,720)    -     -     -
Prepaid expenses and other current
assets   1,122   788    -     -     -    1,910

Total current assets   74,602   10,457   (1,154)   27,444    (69,269)   42,080
                      
Non-current assets:                      
Finance receivables, less current portion   7,742    -   3,436    -     -    11,178

Other assets   750   50    -     -     -    800
Property and equipment, net   11,850   6,687   (4,903)    -     -    13,634
Deferred income taxes   28,205    -    -     -     -    28,205
Intangibles, net   578   528    -     -    30,272   31,378
Goodwill   11,492   162    -     -    59,001   70,655
Deferred costs, noncurrent    -   6,540   (6,540)    -     -     -

Total non-current assets   60,617   13,967   (8,007)    -    89,273    155,850
Total assets  $ 135,219  $ 24,424  $ (9,161)  $ 27,444   $ 20,004   $ 197,930
                      
Liabilities and Shareholders' Equity                      
Current liabilities                      

Accounts payable  $ 14,211  $ 2,898  $  -   $  -   $  -   $ 17,109
Accrued expenses   3,795   2,314    -     -    (3)   6,106
Deferred revenue, current portion    -   3,559   (2,851)    -    (708)    -
Line of credit, net   7,051   500    -    2,801   (500)   9,852
Capital lease obligations and current
obligations under long-term debt   2,649   1,251    -    2,420   (739)   5,581
Income taxes payable   10    -    -     -     -    10
Deferred gain from sale-leaseback
transactions   197    -    -     -     -    197

Total current liabilities   27,913   - 10,522   (2,851)   5,221    (1,950)   38,855
                      
Long-term liabilities                      

Warrant liability    -    2    -     -    (2)    -
Accrued expenses, less current
portion   62    -    -     -     -    62
Deferred revenue, noncurrent    -   7,243   (7,110)    -    (133)    -
Capital lease obligations and long-
term debt, less current portion   1,049   1,288    -    22,283    -    24,620
Deferred income tax liabilities    -    -    -     -    11,209   11,209
Deferred gain from sale-leaseback
transactions, less current portion   99    -    -     -     -    99

Total long-term liabilities   1,210   8,533   (7,110)   22,283    11,074    35,990
Total liabilities  $ 29,123  $ 19,055  $ (9,961)  $ 27,504   $ 9,124   $ 74,845
                      
Redeemable convertible preferred stock    -   32,442    -     -    (32,442)    -

Shareholders' equity                      
Series A convertible preferred stock   3,138    -    -     -     -    3,138
Common stock   286,463   12    -     -    19,798   306,273
Additional paid in capital    -   684    -     -    (684)    -
Accumulated deficit   (183,505)  (27,769)  800   (60)   24,208   (186,326)

Total shareholders' equity (deficit)  $ 106,096  $ (27,073) $ 800   $ (60)  $ 43,322   $ 123,085
                      
Total liabilities, redeemable convertible
preferred stock, and shareholders' equity  $ 135,219  $ 24,424  $ (9,161)   $ 27,444   $ 20,004   $ 197,930
 

See accompanying notes.
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USA TECHNOLOGIES, INC.
UNAUDITED PRO FORMA COMBINED CONSOLIDATED STATEMENT OF OPERATIONS

FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2017
 

  
USA

Technologies,  

Cantaloupe
Systems, Inc.
Reclassified  

Conforming
Accounting

Policy
Adjustments   

Financing
Adjustments   

Acquisition
Adjustments   

USA
Technologies,

Inc. Pro Forma
($ in thousands, except shares)  Inc.  (Note 3)  (Note 4)   (Note 5)   (Note 6)   Combined
Revenues:                      

License and transaction fees  $ 19,944  $ 4,552  $  -   $  -   $  -   $ 24,496
Equipment sales   5,673   977   1,745    -     -    8,395

Total revenues   25,617   5,529   1,745     -     -    32,891
                      
Cost of sales:                      

Cost of services   13,326   970   (373)    -     -    13,923
Cost of equipment   5,090   1,064   1,571    -     -    7,725

Total cost of sales   18,416   2,034   1,198     -     -    21,648
                      
Gross profit   7,201   3,495   547     -     -    11,243
                      
Operating expenses:                      

Selling, general and
administrative   6,746   3,042    -     -     -    9,788
Integration and acquisition
costs   762    -    -     -    (762)    -
Depreciation and amortization  245   37    -     -    721   1,003

Total operating expenses   7,753   3,079    -     -    (41)   10,791
                      
Operating (loss) income   (552)  416   547     -    41    452
                      
Other income (expense):                      

Interest income   80    2    -     -     -    82
Interest expense   (209)  (64)   -    (390)   17   (646)

Total other expense, net   (129)  (62)   -    (390)   17    (564)
                      
(Loss) income before income
taxes   (681)  354   547    (390)   58    (112)
Benefit (provision) for income
taxes   468    -        -    (80)   388
                      
Net (loss) income   (213)  354   547    (390)   (22)   276
Preferred dividends   (334)   -    -     -     -    (334)
Net (loss) income applicable to
common shares  $ (547) $ 354  $ 547   $ (390)  $ (22)  $ (58)
Net (loss) income per common
share (Note 7):                      

Basic and diluted  $ (0.01)                $ (0.00)
                      
Weighted average number of
common shares outstanding
(Note 7):                      

Basic and diluted   47,573,364                  53,548,814
 

See accompanying notes.
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USA TECHNOLOGIES, INC.
UNAUDITED PRO FORMA COMBINED CONSOLIDATED STATEMENT OF OPERATIONS

FOR THE TWELVE MONTHS ENDED JUNE 30, 2017
 

  
USA

Technologies,  

Cantaloupe
Systems, Inc.
Reclassified  

Conforming
Accounting

Policy
Adjustments   

Financing
Adjustments   

Acquisition
Adjustments   

USA
Technologies,

Inc. Pro Forma
($ in thousands, except shares)  Inc.  (Note 3)  (Note 4)   (Note 5)   (Note 6)   Combined
Revenues:                      

License and transaction fees  $ 69,142  $ 16,773  $  -   $  -   $  -   $ 85,915
Equipment sales   34,951   3,285   4,035    -     -    42,271

Total revenues   104,093   20,058   4,035     -     -    128,186
                      
Cost of sales:                      

Cost of services   47,053   3,941   (1,307)    -     -    49,687
Cost of equipment   30,394   3,827   3,346    -     -    37,567

Total cost of sales   77,447   7,768   2,039     -     -    87,254
                      
Gross profit   26,646   12,290   1,996     -     -    40,932
                      
Operating expenses:                      

Selling, general and
administrative   25,493   10,920    -     -     -    36,413
Depreciation and
amortization   1,018   172    -     -    2,875   4,065

Total operating expenses   26,511   11,092    -     -    2,875    40,478
                      
Operating loss (income)   135   1,198   1,996     -    (2,875)   454
                      
Other income (expense):                      

Interest income   482    1    -     -     -    483
Interest expense   (892)  (300)   -    (1,612)   103   (2,701)
Change in fair value of
warrant liabilities   (1,490)   -    -     -     -    (1,490)

Total other expense, net   (1,900)  (299)   -    (1,612)   103    (3,708)
                      
(Loss) income before income
taxes   (1,765)  899   1,996    (1,612)   (2,772)   (3,254)
Benefit (provision) for income
taxes   (87)  (4)       -    884   793
                      
Net (loss) income   (1,852)  895   1,996    (1,612)   (1,888)   (2,461)
Preferred dividends   (668)   -    -     -     -    (668)
Net loss applicable to common
shares  $ (2,520) $ 895  $ 1,996   $ (1,612)  $ (1,888)  $ (3,129)
                      
Net loss per common share
(Note 7):                      

Basic and diluted  $ (0.06)                $ (0.06)
                      
Weighted average number of
common shares outstanding                      

Basic and diluted   39,860,335                  52,849,217
 

See accompanying notes. 
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USA TECHNOLOGIES, INC.
 

NOTES TO UNAUDITED PRO FORMA COMBINED CONSOLIDATED
FINANCIAL STATEMENTS

 
Note 1. Basis of presentation
 
The unaudited pro forma combined consolidated balance sheet combines the historical balance sheets of USAT and
Cantaloupe as of September 30, 2017, giving effect to the Transactions as if each had occurred on September 30, 2017.
 
The unaudited pro forma combined consolidated statement of operations for the twelve months ended June 30, 2017
combines the historical year ended June 30, 2017 results for USAT and the historical twelve months ended June 30, 2017
for Cantaloupe to conform to USAT’s fiscal year-end. The unaudited pro forma combined consolidated statement of
operations for the three months ended September 30, 2017 combines the historical first quarter ended September 30,
2017 results for USAT and the historical three month period ended September 30, 2017 for Cantaloupe. The unaudited
pro forma combined consolidated statements of operations give effect to the Transactions as if each occurred on July 1,
2016.
 
The unaudited pro forma combined consolidated statements of operations do not reflect the non-recurring expenses that
we incurred in connection with the Transactions, including fees to financing sources, attorneys, accountants and other
professional advisors, the write-off of deferred financing costs, and other transaction-related costs that will not be
capitalized. Additionally, the unaudited pro forma combined consolidated statements of operations do not reflect the
effects of any anticipated cost savings and any related non-recurring costs to achieve those cost savings. The unaudited
pro forma combined consolidated statements of operations do not purport to represent our actual results of operations
that would have occurred if the acquisitions had taken place on the dates specified, nor are they necessarily indicative of
the results of operations that may be achieved in the future. The unaudited pro forma financial statements includes
certain reclassifications to conform the historical financial information of Cantaloupe to our financial presentation as
discussed in Note 3, Reclassifications.
 
Note 2. Preliminary consideration transferred
 
USAT completed the acquisition of 100% of the outstanding shares of Cantaloupe on November 9, 2017, upon which
Cantaloupe became a wholly-owned subsidiary of USAT. As part of the transaction and pursuant to the Merger
Agreement, all of the outstanding options and warrants to acquire the stock of Cantaloupe were cancelled.
 
The following table summarizes the preliminary fair value of total consideration transferred to Cantaloupe stockholders,
warrantholders, and option holders at the Acquisition date of November 9, 2017:
 
    

($ in thousands)    
Cash consideration  $ 65,181
USAT shares issued as stock consideration   19,810
Total consideration  $ 84,991
 

(1) Represents the stock consideration amount pursuant to the terms and conditions of the Merger Agreement equal to the
3,423,367 USAT Shares issued by the Company, multiplied by the fair market value per share of the USAT common
stock, as determined by the Merger Agreement. Pursuant to an Escrow Agreement, 1,496,707 of the USAT Shares,
with a value of $8.7 million as determined under the Merger Agreement, were not delivered to the former stockholders
or warrantholders of Cantaloupe but are to be held in escrow for a minimum of fifteen months following the
Acquisition as partial security for certain indemnification obligations of the former stockholders and warrantholders of
Cantaloupe under the Merger Agreement. 
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The purchase price of Cantaloupe is allocated to the following assets acquired and liabilities assumed as if the
Acquisition occurred on September 30, 2017:
    

($ in thousands)    
Accounts receivable, net  $ 4,748
Finance receivable, net   1,566
Inventory   874
Prepaid expense and other current assets   788
Finance receivables, less current portion   3,436
Other assets   50
Property, plant and equipment   1,784
Intangibles, net   30,800
Goodwill   59,163

Total assets acquired   103,209
Accounts payable   (2,898)
Accrued expenses   (2,311)
Deferred income tax liabilities   (11,209)
Capital lease obligations and current obligations under long-term debt   (512)
Capital lease obligations and long-term debt, less current portion   (1,288)

Total net assets acquired  $ 84,991
 
Note 3. Reclassifications
 
The following identifies the reclassifications made to Cantaloupe’s historical financial statements in order to conform to
our financial statement presentation:
 
Cantaloupe reclassifications in the unaudited pro forma combined consolidated balance sheet as of September 30, 2017
 
           

  
Cantaloupe

Systems, Inc.  
Cantaloupe

Systems, Inc.   
Cantaloupe

Systems, Inc.
($ in thousands)  Historical  Reclassifications   Reclassified
Current portion of long‐term debt  $ 585  $ (585)  $  -
Current portion of related party promissory notes   666   (666)    -
Capital lease obligations and current obligations under long-term
debt    -   1,251   1,251
Related party promissory notes, less current portion   1,288   (1,288)    -
Capital lease obligations and long-term debt, less current portion    -   1,288   1,288
 
(a) Represents the reclassification of current portion of long-term debt on Cantaloupe’s balance sheet into capital lease

obligations and current obligations under long-term debt to conform to USAT’s balance sheet presentation.
 

(b) Represents the reclassification of current portion of related party promissory notes on Cantaloupe’s balance sheet
into capital lease obligations and current obligations under long-term debt to conform to USAT’s balance sheet
presentation.
 

(c) Represents the reclassification of related party promissory notes, less current portion on Cantaloupe’s balance sheet
into capital lease obligations and long-term debt, less current portion to conform to USAT’s balance sheet
presentation.

 
 
 
 

7
 

 

(a)

(b)

(a)(b)

(c)

(c)



Cantaloupe reclassifications in the unaudited pro forma combined consolidated statements of operations

Three months ended September 30, 2017:
           

  
Cantaloupe

Systems, Inc.  
Cantaloupe

Systems, Inc.   
Cantaloupe

Systems, Inc.
($ in thousands)  Historical  Reclassifications   Reclassified
Revenue  $ 5,529  $ (5,529)  $  -
Equipment sales    -   977   977
License and transaction fees    -   4,552   4,552
Cost of revenue   2,033   (2,033)    -
Cost of equipment    -   1,064   1,064
Cost of services    -   970   970
Depreciation and amortization    -   37   37
Research and development   896   (896)    -
Sales and marketing   893   (893)    -
General and administration   1,291   (1,291)    -
Selling, general and administrative    -   3,042   3,042
Interest and other expense, net   (62)  62    -
Interest expense    -   (64)   (64)
Interest income    -    2    2
 
Twelve months ended June 30, 2017:
           

  
Cantaloupe

Systems, Inc.  
Cantaloupe

Systems, Inc.   
Cantaloupe

Systems, Inc.
($ in thousands)  Historical  Reclassifications   Reclassified
Revenue  $ 20,058  $ (20,058)  $  -
Equipment sales    -   3,285   3,285
License and transaction fees    -   16,773   16,773
Cost of revenue   7,768   (7,768)    -
Cost of equipment    -   3,827   3,827
Cost of services    -   3,941   3,941
Depreciation and amortization    -   172   172
Research and development   3,584   (3,584)    -
Sales and marketing   2,092   (2,092)    -
General and administration   5,416   (5,416)    -
Selling, general and administrative    -   10,920   10,920
Interest and other expense, net   (299)  299    -
Interest expense    -   (300)   (300)
Interest income    -    1    1
 
(d) Represents the reclassification of Cantaloupe revenue on Cantaloupe’s statement of operations into equipment sales

to conform to USAT’s statement of income presentation.
 

(e) Represents the reclassification of Cantaloupe revenue on Cantaloupe’s statement of operations into license and
transaction fees to conform to USAT’s statement of income presentation.
 

(f) Represents the reclassification of Cantaloupe cost of revenue on Cantaloupe’s statement of operations into cost of
equipment to conform to USAT’s statement of income presentation.
 

(g) Represents the reclassification of Cantaloupe cost of revenue on Cantaloupe’s statement of operations into cost of
services to conform to USAT’s statement of income presentation.
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(h) Represents the reclassification of Cantaloupe general and administration on Cantaloupe’s statement of operations
into depreciation and amortization to conform to USAT’s statement of income presentation.
 

(i) Represents the reclassifications of Cantaloupe research and development, sales and marketing, and general and
administration, respectively, on Cantaloupe’s statement of operations into selling, general and administrative to
conform to USAT’s statement of income presentation.
 

(j) Represents the reclassification of Cantaloupe interest and other expense, net on Cantaloupe’s statement of
operations into interest expense, and income, respectively, to conform to USAT’s statement of income presentation.

 
Note 4. Accounting Policies
 
Management performed a review of Cantaloupe’s significant accounting policies for the purpose of identifying any
material differences and noted an accounting policy difference related to multiple element arrangements, whereby
Cantaloupe historically recognized the sale of its cashless payment devices and the related services as one unit of
accounting (over the length of the contract) and USAT recognizes these elements as separate deliverables (with
equipment sales recognized up-front for outright sales or for leases determined to qualify as sales-type in accordance
with ASC 840 Leases).  As a result, the pro forma financial statements include the following adjustments to recognize
Cantaloupe revenue related to the sale of equipment up-front:
 
(a) Adjustment to record the remaining finance receivable balance at September 30, 2017 for sales-type leases.
 
(b) Adjustment to eliminate deferred revenue and deferred cost of equipment at September 30, 2017 related to the sale

of cashless payment hardware.
 
(c) Adjustment to eliminate cashless payment hardware assets and related accumulated depreciation at September 30,

2017 for sales-type leases:
 

    

  As of
($ in thousands)  September 30, 2017
Cashless payment hardware assets  $ (7,693)
Accumulated depreciation   2,790
Total adjustment to property and equipment, net  $ (4,903)

 
(d) Refer to the table below for adjustments to equipment revenue:
 
       

  Three months ended  Twelve months ended
($ in thousands)  September 30, 2017  June 30, 2017
Record revenue for equipment sales  $ 2,721  $ 7,320
Eliminate revenue for previously deferred equipment sales   (976)  (3,285)
Total adjustment  $ 1,745  $ 4,035
 

(1) Adjustment to recognize revenue for cashless payment hardware related to new contracts comprising outright sales or
sales-type leases during the three months ended September 30, 2017 and twelve months ended June 30, 2017.

(2) Adjustment to eliminate revenue for three months ended September 30, 2017 and twelve months ended June 30, 2017
related to the deferred portion of previous sales which were being recognized ratably over the contract.
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(e) Refer to the table below for adjustments to cost of equipment sales:
 
       

  Three months ended  Twelve months ended
($ in thousands)  September 30, 2017  June 30, 2017
Record cost of sales for equipment sales  $ 2,544  $ 6,767
Eliminate cost of equipment sales for previously deferred
equipment sales   (973)  (3,421)
Total adjustment  $ 1,571  $ 3,346
 

(1) Adjustment to recognize cost of sales for cashless payment hardware related to new contracts comprising outright sales
or sales-type leases during the three months ended September 30, 2017 and twelve months ended June 30, 2017.

(2) Adjustment to eliminate cost of equipment for three months ended September 30, 2017 and twelve months ended June
30, 2017 related to the deferred portion of previous sales which were being recognized ratably over the contract.

 
(f) Adjustment to eliminate depreciation expense for the three months ended September 30, 2017 and the twelve

months ended June 30, 2017 related to cashless payment hardware considered to be sales-type leases.
 
 
Note 5. Pro forma adjustments related to the Financing
 
The unaudited pro forma combined consolidated financial statements reflect the following adjustments related to the
Financing:
 

(a) Adjustment to cash represents the following:
 

    

  As of
($ in thousands)  September 30, 2017
Repayment of the Heritage Line of Credit  $ (7,111)
Amount borrowed under the Term Loan   25,000
Amount borrowed under the Line of Credit   10,000
Cash paid for fees related to the Term Loan   (297)
Cash paid for fees related to the Line of Credit   (148)

Total adjustment to cash  $ 27,444

(b) Adjustment to line of credit, net represents the following:

 
    

  As of
($ in thousands)  September 30, 2017
Repayment of the Heritage Line of Credit  $ (7,111)
Eliminate deferred financing fees related to the Heritage Line of Credit   60
Record amounts borrowed under the Line of Credit   10,000
Record deferred financing fees related to the new Line of Credit   (148)

Total adjustment to Line of Credit, net  $ 2,801
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(c) Adjustment to capital lease obligations and long-term debt represents the following:

 
    

  As of
($ in thousands)  September 30, 2017
Record current portion of the Term Loan, gross  $ 2,500
Less: deferred financing fees, current portion   (80)

Total adjustment to capital lease obligations and current obligations under long-
term debt  $ 2,420

    
Record long-term portion of the Term Loan, gross   22,500
Less: deferred financing fees, non-current portion   (217)

Total adjustment to capital lease obligations and long-term debt, less current
portion  $ 22,283

(d) Represents the write-off of unamortized deferred financing fees related to the Heritage Line of Credit through
accumulated deficit.

(e) Adjustment to interest expense consists of the following:
 

       

  Three months ended  Twelve months ended
($ in thousands)  September 30, 2017  June 30, 2017
Eliminate interest expense associated with the Heritage Line of Credit  $ 118  $ 495
Record interest expense associated with the Term Loan   (352)  (1,491)
Record interest expense associated with the Line of Credit   (148)  (586)
Record amortization of deferred financing fees   (8)  (30)

Pro forma adjustment to interest expense  $ (390) $ (1,612)
 
A 0.125% change in the estimated interest rates on the variable rate indebtedness at the closing of the Transactions,
would result in an increase or decrease in the pro forma annual interest expense of approximately $31 thousand annually
and $7 thousand for a three month period.
 
Note 6. Pro forma adjustments related to the Acquisition
 
The unaudited pro forma combined consolidated financial statements reflect the following adjustments related to the
Acquisition:
 
(a) Adjustment to cash and cash equivalents represents the following:
 
    

  As of
($ in thousands)  September 30, 2017
Consideration transferred to Cantaloupe stockholders, warrantholders and option holders  $ (63,267)

Less: Cantaloupe settlement of debt   (269)
Estimated working capital adjustment   (181)
Working capital held in escrow   (300)
Change in control paid by USAT   (200)
Payment by USAT to settle outstanding Cantaloupe debt at close   (1,246)
Transaction costs paid by USAT on behalf of Cantaloupe at close   (1,068)

Cash paid for additional Acquisition costs expected to be incurred by USAT through close   (2,761)
Pro forma adjustment  $ (69,292)
 

(1) Represents adjustment for Cantaloupe’s payment of $269 thousand to settle debt not assumed in the Acquisition.
(2) Represents the estimated working capital adjustment pursuant to the terms and conditions of the Merger Agreement.
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(3) Represents amounts for the purpose of compensating the Company in the event of a post-closing negative adjustment
to certain items, including Cantaloupe’s working capital, pursuant to the terms and conditions of the Merger
Agreement.

(4) Represents a change in control payment by USAT on behalf of Cantaloupe, pursuant to the terms and conditions of the
Merger Agreement.
 

(b) Adjustment to record the acquired inventory at its estimated fair value. USAT will recognize the increased value of
inventory in cost of sales as the inventory is sold. As there is no continuing impact of the inventory adjustment to
USAT’s results, the cost of sales associated with the increase in inventory value is not reflected in the unaudited pro
forma combined consolidated statements of operations.
 

(c) Adjustment to record the estimated deferred tax impacts of acquisition accounting adjustments primarily related to
intangible assets. The $11.2 million of incremental deferred tax liabilities were calculated based on the tax effect of
the estimated step-up in basis of the net assets of Cantaloupe, excluding the amount attributable to goodwill, using
an estimated statutory rate of 37.0%.

 
(d) Adjustment to record the acquired identifiable intangible assets and the related amortization expense. The estimated

fair values of developed technology and trade names were determined using the relief from royalty method, a form
of the income approach, which estimates the fair value of an asset by quantifying the cost savings derived from
owning the asset instead of paying a royalty to license the asset from a third party. The estimated fair value of
customer relationships was determined using the multi-period excess earnings method, a form of the income
approach. The principle behind this method is that the value of the intangible asset is equal to the present value of
the after-tax cash flows attributable to the intangible asset only. Contributory asset charges are taken for all other
assets that contribute to the generation of the customer relationship’s cash flows.
 
The following tables represent information related to the intangible assets and the related amortization expense:

 
      

  Estimated  Estimated
($ in thousands)  Fair Value  Useful Lives
Customer relationships  $ 18,900  18 years
Developed technology   10,300  6 years
Trade names   1,600  7 years
Total acquired intangible assets  $ 30,800   
Less: Cantaloupe’s historical intangible assets   (528)  
Pro forma adjustment  $ 30,272   
 
       

  Three months ended  Twelve months ended
($ in thousands)  September 30, 2017  June 30, 2017
Eliminate Cantaloupe’s historical amortization expense  $ (28) $ (121)
Record amortization expense for the acquired intangible assets   749   2,996
Pro forma adjustment  $ 721  $ 2,875
 
 
(e) Goodwill is calculated as the difference between the estimated purchase price and the fair value of identifiable

tangible and intangible assets acquired net of liabilities assumed. The adjustment is preliminary and subject to
change based upon final determination of the fair value of assets acquired and liabilities assumed and finalization of
working capital adjustments to the purchase price. 
 

(f) Adjustment to represent USAT repaying Cantaloupe’s historical Silicon Valley Bank loan and line of credit in the
amount of $470 thousand related to capital lease obligations and current obligations under long-term debt, $500
thousand related to line of credit, net, and $3 thousand related to accrued expenses, as part of the closing of the
Acquisition.
 

(g) Adjustment to settle outstanding warrant liabilities at close pursuant to the terms and conditions in the Merger
Agreement.
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(h) Adjustment to eliminate Cantaloupe’s historical deferred revenue balances for which no remaining performance
obligations exist.
 

(i) Adjustment to eliminate $269 thousand of Cantaloupe’s historical debt settled by Cantaloupe prior to the
Acquisition.
 

(j) Refer to the table below for a summary of adjustments to shareholders’ equity and redeemable convertible preferred
stock:

 
    

  As of
($ in thousands)  September 30, 2017
Eliminate historical redeemable convertible preferred stock  $ (32,442)
Eliminate historical common stock   (12)
Eliminate historical additional paid in capital   (684)
Eliminate accumulated deficit   27,769
Issuance of USAT common stock as Stock Consideration   19,810
Accounting policy adjustment to historical equity   (800)
Record additional Acquisition costs expected to be incurred by USAT through close (1)   (2,761)
Pro forma adjustment  $ 10,880
 

(1) Adjustment for estimated additional Acquisition costs is included in retained earnings for presentation purposes only
because the costs are non-recurring and therefore only presented on the unaudited pro forma combined consolidated
balance sheet.
 

(k) Adjustment to eliminate $762 thousand of non-recurring transaction-related expenses incurred by USAT through
September 30, 2017 in connection with the Acquisition.
 

(l) Adjustment to eliminate Cantaloupe’s historical interest expense related to Silicon Valley Bank loan and line of
credit that were settled by USAT as part of the Acquisition. 
 

(m) An estimated income tax rate of approximately 37.0% has been used for the pro forma adjustments, including the
adjustments for the Acquisition, the Financing and conforming accounting policies for the year ended June 30, 2017
and the three months ended September 30, 2017. The estimated income tax rate is based on the applicable enacted
statutory rates for the period. The rate is an estimate and does not reflect the Company’s effective tax rate, which
includes other items and may be significantly different than the rates assumed for purposes of preparing these
unaudited pro forma financial statements.

 
Note 7. Earnings per share information
 
The unaudited pro forma combined basic and diluted earnings per share for the period presented are based on the basic
and diluted weighted-average number of common shares outstanding.  The pro forma combined shares outstanding for
the twelve months ended June 30, 2017 and the three months ended September 30, 2017 are impacted by the July 19,
2017 offering of 9,583,332 shares, and the 3,423,367 shares which were issued by the Company as stock consideration
in connection with the Acquisition.
 
The unaudited pro forma basic and diluted EPS are calculated as follows:
 
       

  Three months ended  Twelve months ended
($ in thousands, except share and per share data)  September 30, 2017  June 30, 2017
Pro forma net income (loss)  $ (58) $ (3,129)
Pro forma basic weighted-average common stock outstanding   53,548,814   52,849,217

Pro forma basic and diluted EPS  $ (0.00) $ (0.06)
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