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USA TECHNOLOGIES, INC.
PART I
ITEM 1. DESCRIPTION OF BUSINESS
OVERVIEW

USA Technologies, Inc. ("USAT" or the "Company") was incorporated in the
Commonwealth of Pennsylvania in January 1992. The Company offers a suite of
networked devices and associated wireless non-cash payment, control/access
management, remote monitoring and data reporting services, as well as energy
management products. Our networked devices and associated services enable the
owners and operators of everyday, stand-alone, distributed assets, such as
vending machines, personal computers, copiers, faxes, kiosks and laundry
equipment, the ability to remotely monitor, control and report on the results of
these distributed assets, as well as the ability to offer their customers
alternative cashless payment options. As a result of the acquisition of the
assets of Bayview Technology Group, LLC ("Bayview") in July 2003, our Company
also manufactures and sells energy management products which reduce the power
consumption of various equipment, such as refrigerated vending machines and
glass front coolers, thus reducing the energy costs associated with operating
this equipment.

Our customers fall into the following categories; vending machine owners and/or
operators, business center operators which include hotels and audio visual
companies, commercial laundry operators servicing colleges and universities,
brand marketers wishing to provide their products or services via kiosks or
vending machines and equipment manufacturers such as consumer electronics,
appliances, building control systems, factory equipment and computer peripherals
that would like to incorporate the technological features of our networked
devices (i.e. remote monitoring, reporting and control as well as cashless
payments) into their products. Customers for our energy management products also
include energy utility companies, schools and operators of glass front coolers.

THE TECHNOLOGY

The Company offers an end-to-end solution for control/access management, remote
monitoring, turnkey cashless payment processing and data reporting for
distributed assets such as vending machines, office equipment and laundry
equipment. This solution consists of a device (thin-client hardware or firmware)
that controls the distributed asset, a connectivity medium, and our network that
includes server-based software applications for remote monitoring and cashless
transaction processing and a central database for web-based reporting of sales,
inventory, machine diagnostic and other supply chain data.

THE CLIENT DEVICES

As part of its end-to-end solution, the Company offers its customers several
different client devices. These client devices range from software, or dynamic
link libraries ("DLLs"), to hardware devices consisting of control boards,
magnetic strip card readers, barcode and RFID readers, LCD screen and/or receipt
printers. The client device can be embedded inside the host equipment, such as
software residing in the central processing unit of a Kiosk; it can be
integrated as part of the host equipment, such as our e-Port(TM) hardware that
can be attached to the door of a vending machine; or it can be a peripheral,
stand-alone terminal, such as our TransAct(TM) terminal for Business Express(R).



e-Port(TM) is the Company's core client device, which is currently being
utilized in vending and commercial laundry applications. Our e-Port(TM) product
facilitates cashless payments by capturing the payment media and transmitting
the information to our network for authorization with the payment authority
(e.g. credit card processors). Additional capabilities of our e-Port(TM) consist
of control/access management by authorized users, collection of audit
information (e.g. product or service sold, date and time of sale and sales
amount), diagnostic information of the host equipment, and transmission of this
data back to our network for web-based reporting.

TransAct(TM) is the Company's original cashless, transaction-enabling device
developed for self-service business center equipment such as PC's, fax machines
and copiers. Similar to e-Port(TM), the TransAct(TM) capabilities include
control/access management, collection of sales data (e.g. date and time of sale,
sales amount and product or service purchased), and transmission back to our
network for reporting to customers.

THE NETWORK

USALive(TM) is the network component of our end-to-end solution to which the
Company's devices transmit their cashless payment information for processing as
well as the valuable sales and diagnostic data for storage and reporting to our
customers. Also, the network, through server-based software applications,
provides remote management information and enables control of the networked
device's functionality.

USALive(TM) is the enabler of turnkey cashless payment processing for our
customers. The network is certified with several cashless payment authorities,
such as credit card processors and property management systems, facilitating the
authorization and settlement of credit cards, debit cards, hotel room keys and
student ids. The network can also act as its own payment processing authority
for other cashless payment media, such as on-line stored value or employee
payroll deduction. The network authorizes transactions, occurring at the host
equipment, with the appropriate payment authority and sends approval or decline
responses back to the networked device to allow or terminate the transaction for
the purchase of the product or service. The network consolidates successfully
approved transactions from multiple devices, batches, and then transmits these
batched transactions to the payment authority for settlement. By bundling and
batching transactions from multiple networked devices and connecting to the
appropriate payment authorities through one central dedicated processing medium,
it reduces the fees charged by the payment authority.

USALive On-1line(TM) is the web based reporting system that customers use to gain
access to the valuable business information collected from the networked
devices. The website's functionality includes: management of the distributed
assets deployed in the field, such as new activations and location
redeployments; user-defined reporting for miscellaneous payment types (e.g.
cash, credit, etc), date and time product sold, and sales amount; and detailed
bank account deposit information, by device, for easier bank reconciliation.



THE CONNECTIVITY MEDIUMS

Connectivity of our client devices (e-Port(TM) and TransAct(TM)) to the
USALive(TM) network is another component of the Company's end-to-end solution.
The reliable, cost effective transfer of customer's business critical data is
paramount to the services we deliver. Due to the importance of connectivity, and
realizing that every customer's connectivity needs may be different (e.g.
access, or lack thereof, to phone lines, local area networks ("LAN"s), wide area
networks ("WAN"s) and wireless data networks), the Company offers multiple
connectivity solutions - phone line, Ethernet and wireless.

Increasing wireless connectivity options, coverage and reliability and
decreasing costs, over the past few years have allowed us to service a greater
number of customer locations, since many of our customer's host equipment,
particularly within the vending industry, do not have access to any other
communication medium. Additionally, we make it easy for our customers to deploy
wireless solutions by being a single point of contact. By aggregating different
wireless networks, we ensure our customers have reliable, cost effective
nationwide coverage without the hassles of certification and administration of
multiple wireless suppliers.

ENERGY MANAGEMENT PRODUCTS

with the acquisition of Bayview in July 2003, our Company offers energy
conservation products ("Miser"s) that reduce the power consumption of various
types of equipment, such as vending machines, glass front coolers and other
"always-on" appliances by allowing the equipment to selectively operate in a
power saving mode when the full power mode is not necessary. Each of the
Company's Miser products utilizes occupancy sensing technology to determine when
the surrounding area is vacant or occupied. The Miser then utilizes occupancy
data, room and product temperatures, and an energy saving algorithm to
selectively control certain high-energy components (e.g. compressor and fan) to
realize power savings over the long-term use of the equipment.

Customers of our VendingMiser(TM) product benefit from reduced energy
consumption and costs of up to 46% per machine, depending on regional energy
costs, machine type, and utilization of the machine. Our Misers also reduce the
overall stress loads on the equipment, helping to reduce associated maintenance
costs. In addition, customers could play an important role in helping to improve
our environment, since our Miser products have been demonstrated to reduce the
emission of Greenhouse gases of up to 2200 lbs. of C02 and 3600g of NO, per
machine per year. The foregoing discussion of greenhouse gases assumes that the
energy savings, resulting from our product, resulted in a corresponding
reduction of energy produced by the energy production plant.

THE OPPORTUNITY

Everyday devices from vending machines and logistics equipment to steam valves,
refrigerators, security systems, and countless other devices can be better
managed by embedding thin-client computing technology with network connectivity
into each unit. Using wired and/or wireless networks and centralized,
server-based software applications, managers can remotely monitor, control, and
optimize a network of devices regardless of where they are located, resulting in
a host of benefits including lower maintenance costs, improved inventory and
transaction management, and increased operating efficiency.



This market opportunity is known by several different names, including
Machine-to-Machine ("M2M") networking, Device Relationship Management ("DRM"),
the Pervasive Internet and Device Networking. This industry is the convergence
of computer-enabled devices and embedded systems, the Internet or other
networking mediums, and centralized enterprise data-management tools. By
connecting stand-alone devices into large-scale networks, new opportunities
emerge between brand marketers, service providers, and their customers.
Networked devices enable remote monitoring, cashless transactions, sales
analysis, and optimized machine maintenance - all yielding higher return on
investment for operators while increasing consumer satisfaction with improved
and expanded services.

Brand marketers will be able to provide their products and services to customers
wherever and whenever the need arises. They will no longer be limited to
existing distribution channels and outlets. Just as beverage vending machines
bring bottlers' products beyond the supermarket to the location where and when
the customer wants them, a vast range of products and branding opportunities can
be made available to customers at the point-of-need. In laundry, makers of
detergent and fabric softener can have their products injected directly into a
consumer's laundry, again putting their products at the point-of-need.

The market for networked device solutions is projected to be large and growing
rapidly and includes a wide variety of segments such as the security and alarm,
automated meter reading, fleet and asset management, and consumer telemetry
markets. Networked devices will include personal devices (e.g. cell phones,
PDAs), vehicles, containers, supply chain assets, medical devices, HVAC units,
industrial machinery, home appliances, energy, accelerometers, pressure gauges,
flow control indicators, biosensors, and countless other applications. According
to an article, "Pervasive Internet", in M2M Magazine (Fall 2003), a minimum of
1.5 billion devices will be connected to the Internet worldwide by 2010. This
represents a $700 billion total opportunity including device enabling,
monitoring, and providing value-added services made available by the M2M
network, according to M2M Magazine.

We believe that an opportunity exists to combine our technology with world-class
partners in order to deliver a best-in-class solution and emerge as a leader in
the Device Networking industry. Our Company has begun addressing this
opportunity by working in several initial verticals, which include vending,
commercial laundry, self-service business centers and self-service kiosks. These
services share several key attributes, specifically, they are all self-service,
cash-based businesses that are distributed across broad geographic areas. We
address the extremely broad range of Device Networking opportunities by
licensing our technologies to equipment makers throughout a variety of market
segments. Equipment makers will be able to merge our technology with their
in-depth market expertise.

THE INDUSTRY

Our current customers are primarily in the vending, commercial laundry, business
center and kiosk industry sectors. While these industry sectors represent only a
small fraction of the total Device Networking market, these are the areas where
we have gained the most traction. In addition to being our primary markets,
these sectors serve as a compelling proof-of-concept for other Device Networking
industry applications.

VENDING

Annual worldwide sales in the vending industry sector are estimated to be
approximately $143.5 billion, according to Vending Times Census of the Industry
2002. According to this Census, there are an estimated 8 million vending
locations in the United States, and 30 million locations worldwide. The market
segment that can be addressed by our end-to-end solution consists primarily of
vended products retailing for $1 or greater, which represents a Company
estimated vended volume of approximately $28 billion. Per census statistics, the
overall market growth is 5% to 6% annually, while the addressable market segment
for our end-to-end solution is growing more rapidly at 9% annually. Our
VendingMiser (TM) energy conservation product can serve the entire vending
market.



COMMERCIAL LAUNDRY

The domestic commercial laundry industry is estimated to be $5 billion in annual
sales and 3.5 million commercial laundry machines in operation, according to
Coin Laundry Association, October 2000 edition. The average annual growth rate
for the commercial laundry sector is estimated to be between 10% and 12%. The
Company believes the inline sale of additives (i.e. push-button selections for
detergent and softener) may lead to a significant increase in this figure due to
larger net margins over traditional industry standards. The addressable market
is primarily the seven largest laundry operators, as well as several other small
operators. These operators own and manage the equipment that is installed in
multi-housing and college and university locations. The addressable market
excludes those who own single laundromats.

BUSINESS CENTERS

There are currently 52,000 hotels in the United States and 300,000 worldwide,
per American Hotel & Lodging Association's website, www.ahma.com. There is
demand for business center availability in hotels, with ever-greater percentages
of travelers needing and expecting use of computers, printers, fax machines,
copiers, and other business services. We believe that there are 5,900 hotels in
the primary addressable market - business oriented hotels with over 150 rooms -
and 13,900 in the secondary market, hotels with 75 to 150 rooms. The growth rate
for the overall market is 5% annually, with the addressable market gaining 8%
annually.

KIOSK

According to a report by Frost and Sullivan Consulting, Kiosks represent a $500
million market. Kiosks are becoming increasingly popular as self-service
"specialty" shops within larger retail environments. Value-added services, such
as photo enlargement and custom imaging are a prominent example, located within
many major retailers. Since pricing on these products is generally higher than
$1 or $2, cashless payment options are essential.

OUR SUITE OF PRODUCTS AND SERVICES
INTELLIGENT VENDING(TM)

Developed for the vending industry, Intelligent Vending(TM) is our end-to-end
vending solution. This system bundles e-Port(TM), USALive(TM), and its web-based
remote monitoring, management, reporting and turnkey payment processing. Our
latest improvement to Intelligent Vending(TM) is the introduction of our
e-Port(TM) G-5. This device is smaller due to its one-piece design and costs
less to manufacture, as compared to our e-Port(TM) G-4 device. These features
make it more affordable and easier to install, improving our customers' rate of
return.



Vending operators purchasing our Intelligent Vending(TM) products and services
will have the capability: to conduct cashless transactions via credit cards,
debit cards and other payment mediums such as employee/student ids and hotel
room keys; to offer improved and expanded customer services by utilizing
'real-time', web-based reporting to keep machine inventory at a desirable level
and consumer access to our 1-800 help-desk center for customer purchasing
inquiries, both providing the end-user a more consistent user experience; to
reduce operational costs through utilization of our remote monitoring
technology, thereby maximizing the scheduling of service visits and limiting
'out-of-stock' machines; and to reduce theft and vandalism by providing 100%
accountability of all sales transactions and reducing the cash reserves inside
the machine.

eSUDS(TM)

eSuds(TM) is our end-to-end solution developed for the commercial laundry
industry. The eSuds(TM) system bundles e-Port(TM) and USALive(TM) to offer a
cash-free payment option, web-based remote monitoring and management, an e-mail
alert system to notify users regarding machine availability, cycle completion,
and other events. The Company is also in the process of developing an injectable
detergent and fabric softener system which will allow users to inject and pay
for detergent and softener directly into their wash cycle, as well as allow
laundry operators to benefit from additional revenue through the sale of
detergent automatically added to the wash cycle. eSuds(TM) also supports a
variety of value-added services such as custom advertising or subscription-based
payments.

Laundry operators purchasing our eSuds(TM) system will have the capability: to
conduct cashless transactions via credit cards, debit cards and other payment
mediums such as student ids; to reduce operational costs through utilization of
our remote monitoring technology, thereby maximizing the scheduling of service
visits and increasing machine up-time. The system can also increase customer
satisfaction through improved maintenance, higher machine availability,
specialized services (i.e. email alerts to indicate that laundry cycle is
finished) and value-added services such as pay-injection laundry detergent and
fabric softener, and the convenience of non-cash transactions. Installations
have been completed at Carnegie Mellon University, Cedarville College, and
Bluffton College. We are working with distributors to install eSuds(TM) at other
colleges and universities based on the positive results of these installations.

TRANSACT(TM) AND BUSINESS EXPRESS(R)

TransAct(TM), our original payment technology system developed for self-service
business center devices, such as PCs, fax machines, and copiers, is a cashless
transaction-enabling terminal that permits customers to use office equipment
quickly and simply with the swipe of a major credit card. The TransAct(TM)
device can be sold as a stand-alone unit for customers wishing to integrate it
with their own office equipment.

Business Express(R) is a bundled solution comprised of the TransAct(TM) payment
terminal and a suite of office equipment (i.e. PC, fax and copier). Business
Express(R) enables hoteliers and others to offer unmanned business services
24/7/365. In addition, the Company offers the Public PC(TM), the Public Fax(TM)
and the Public Copier(TM) to customers wishing to purchase a specific
self-service product versus a complete bundled Business Center(R). The Company
also provides additional value-added service and revenue generating
opportunities with BEXPrint(TM), our proprietary technology that allows users,
without access to a printer, to send a document to a secure web-site for
storage, and then password retrieval of the document for printing at our
Business Center locations, and our Kinko's relationship, which gives our
Business Center users access to the nearest, convenient Kinko's center for their
more advance business center needs.



Although larger hotels are expected to provide business centers to its guests,
operation of the center can be costly. In addition to the cost of operating a
supervised business center, operating hours usually are limited due to staff
availability. Business Express(R) provides a cost-effective solution.

KIOSK

We provide an end-to-end solution that utilizes e-Port(TM) and USALive(TM) to
offer a cash-free payment option and web-based remote monitoring and management
for all kiosk types. Kiosks permit a host of new services to become available at
the point-of-demand, such as Sony's self-service, PictureStation kiosks, where
consumers can produce prints from their own digital media. Our solution also
enables Kiosks to sell a variety of more expensive items.

Sony's PictureStation kiosks, which use our e-Port(TM) software solution, have
been installed in approximately 60 locations across the US.

ENERGY MANAGEMENT PRODUCTS
The Miser family of energy-control devices, include:

VendingMiser(TM) - installs in a cold drink vending machine and can reduce the
power consumption of the vending machine by an average of 50%.

CoolerMiser(TM) - reduces the energy used by sliding glass or pull open
glass-front coolers that contain non-perishable goods.

SnackMiser (TM) - reduces the amount of electricity used by non-refrigerated
snack vending machines.

PlugMiser(TM) - reduces the amount of electricity used by all types of plug
loads including those found in personal or modular offices (printers, personal
heaters, and radios), video arcade games, and more.

The Company has completed the development of the Internal VendingMiser(TM) and
Internal CoolerMiser(TM). The second generation of these devices is installed
directly inside the machine and has the capability to control the cooling system
and the advertising lights separately.

SALES AND MARKETING

The Company's sales strategy includes both direct sales and channel development,
depending on the particular dynamics of each of our markets. Our marketing
strategy is diversified and includes media relations, direct mail, conferences
and client referrals. As of June 30, 2004, the Company was marketing and selling
its products through its full time staff consisting of thirteen people.

DIRECT SALES

We sell directly to the major operators in each of our target markets. Each of
our target markets is dominated by a handful of large companies, and these
companies comprise our primary customer base. In the vending sector,
approximately ten large operators dominate the sector; in the commercial laundry
sector, seven operators own the majority of the market. We also work directly
with hoteliers for our TransAct(TM) and Business Express(R) products.



Within the vending industry, our customers include soft drink bottlers and
independent vending operators throughout the United States. On the soft drink
bottler side, heavy effort is being put into securing initial distribution
agreements. Three of the premier national independent vending operators, the
Compass Group (Canteen, Flik, Eurest, Restaurant Associates and other
affiliates), ARAMARK and Sodexho, have already installed approximately 140
e-Port(TM) devices.

CHANNEL SALES

We currently engage in channel sales for our TransAct(TM) and Business
Express(R) products. We have established traction by working with audio-visual
companies that service major hotels.

MARKETING

Our marketing strategy consists of building our brand by creating a company and
product presence at industry conferences and events, in order to raise
visibility within our industry, create opportunity to conduct product
demonstrations and consult with potential customers one-on-one; sponsoring of
education workshops with trade associations such as National Automated
Merchandiser Association (NAMA), to educate the industry on the importance and
benefits of our solution and establish our position as the industry leader;
develop several one-sheet case studies to demonstrate real-life success stories
to dramatically illustrate the value of our products; the use of direct mail
campaigns; advertising in vertically-oriented trade publications such as Vending
Times, Automatic Merchandiser and Energy User News; and cultivate a network of
State governments and utility companies to provide incentives or underwriting
for our energy management products.

STRATEGIC RELATIONSHIPS
IBM CORPORATION

We are an official "preferred" hardware, software, and services solution for IBM
Corporation. Together with IBM, we market and sell combined information
technology solutions to customers in the intelligent vending, retail point of
sale, and networked home applications markets. The proposed combined product
offerings include the e-Port(TM) terminal and related network, and IBM's
products and services, including but not limited to systems integration and
logistics support and delivery services.

Zil0G, INC.

In October 2002, we signed a strategic alliance with ZilL0G, a leader in the
8-bit microprocessor market to co-develop an e-Port(TM) enabled chip, which the
Company currently uses in its eSuds(TM) and Intelligent Vending(TM) solutions,
and to co-market a joint product that combines ZilLOG's Web-enabled
microprocessor, the eZ80(R) Webserver, with the benefits of our wireless device
networking, cashless transactions processing, and remote control and monitoring
capabilities.

During August 2004, the Company and ZilLOG(R) announced the completion of the
combination of ZiLOG's ezAcclaim!(TM) Family of Flash microcontrollers and
e-Port(TM), enabling businesses to install networking capability into every day
commercial applications at an affordable price. Our new eSuds(TM) solution
incorporates this new microcontroller. As of September 2004, the Company has not
yet earned revenues from this agreement.
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MARS ELECTRONICS INC. (MEI)

In March 2002, we signed an agreement with MEI, a world leader in the
manufacture of electronic dollar bill and coin mechanisms found in vending
machines, coin telephones, and other equipment, to jointly develop a cashless
payment system.

In September 2004, MEI and the Company signed a technology licensing and sales
agreement to bring a turnkey cash and credit card payment system to the vending
market. Under the agreement, MEI licensed our intellectual property so operators
can connect to USALive(TM), our network for services and credit card transaction
capability. As of September 2004, the Company has not yet earned revenues from
these agreements.

UNILEVER

In October 2003, the Company signed a strategic alliance agreement with Conopco,
Inc. dba Unilever Home & Personal Care North America to be the exclusive
provider of laundry detergent for the eSuds(TM) program to be used in colleges
and universities located in the United States. Under the terms of the agreement,
the Company agrees to be a reseller of Unilever Products that are dispensed
through the USA eSuds(TM) System and the Company will also receive fees from
Unilever based on the number of injections of Unilever Products through the USA
eSuds(TM) System. As of September 2004, the Company has not yet earned revenues
from product sales under this agreement.

AT&T WIRELESS

In July 2004, we signed an agreement to use AT&T Wireless' digital wireless wide
area network for transport of data, including credit card transactions and
inventory management data. AT&T Wireless is a provider of advanced wireless
voice and data services for consumers and businesses, operating one of the
largest digital wireless networks in North America and the fastest nationwide
wireless data network in the United States.

MANUFACTURING

The Company utilizes independent third party companies for the manufacturing of
its products. The Company purchases other components of its business center
(computers, printers, fax and copy machines) through various manufacturers and
resellers. Our manufacturing process mainly consists of quality assurance of
materials and testing of finished goods received from our contract
manufacturers. We have not entered into a long-term contract with our contract
manufacturers, nor have we agreed to commit to purchase certain quantities of
materials or finished goods beyond those submitted under routine purchase
orders, typically covering short-term forecasts.

11



COMPETITION

Although the industries we operate in are established, the technology we provide
is new and emerging. As such, we expect increasing competition in the future.
While there are a number of companies providing certain limited aspects of our
offering (i.e. raw network connectivity for client devices), few companies offer
an end-to-end solution similar to our suite of products and services. To be
successful, the Company must offer the highest quality products and services,
and maintain the following advantages over its competitors:

SUPERIOR PRODUCT OFFERING

While some companies offer either reporting systems or cashless transaction
processing capability, we believe we are the only provider offering both
capabilities. We have developed an efficient solution for facilitating cashless
payments for low cost vended goods and services and for transporting inventory
and machine data, both through wire and wireless means. Additionally, we believe
no reporting system provides the depth of functionality that our system
provides. Our system goes beyond simple data reporting to analyze, organize, and
streamline that data into actionable information.

RELATIONSHIPS WITH BEST-IN-CLASS STRATEGIC PARTNERS

We have established partnerships with leading providers in our industry such as
IBM, Mars Electronics, and ZiLOG. Our partnerships are designed to extend our
reach and enable us to service the largest industry segments.

MULTI-VERTICAL EXPERTISE

We believe that none of our competitors serve the broad range of industry
verticals that we do. As such, we are able to leverage insights and best
practices from one industry sector for use in a new sector.

We are aware of three competitors who offer unattended business centers in the
hospitality industry in competition with Business Express(TM). We are aware of
one competitor for our e-Port(TM) control system, which is being used in the
beverage vending industry. We believe that there are very few installations of
this product at the present time.

In addition, the businesses which have developed unattended, credit card
activated control systems currently in use in connection with gasoline
dispensing, public telephones, prepaid telephone cards, ticket dispensing
machines, vending machines, or facsimile machines, are capable of developing
products or utilizing their existing products in direct competition with our
e-Port control systems targeted to the beverage vending industry. Many of these
businesses are well established, have substantially greater resources than the
Company and have established reputations for success in the development, sale
and service of high quality products. Any such increased competition may result
in reduced sales and/or lower percentages of gross revenues being retained by
the Company in connection with its licensing arrangements, or otherwise may
reduce potential profits or result in a loss of some or all of its customer
base. The Company is also aware of several businesses that make available use of
the Internet and use of personal computers to hotel guests in their hotel rooms.
Such services might compete with the Company's Business Express, and the
locations may not order the Business Express, or if ordered, the hotel guest may
not use it.
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CUSTOMER CONCENTRATIONS

Approximately 39% and 57% of the Company's accounts receivable at June 30, 2004
and 2003, respectively, were concentrated with two customers. Approximately 13%
and 35% of the Company's revenues for the years ended June 30, 2004 and 2003,
respectively, were concentrated with one and two customers, respectively.

TRADEMARKS, PROPRIETARY INFORMATION AND PATENTS

The Company received federal registration approval of the following trademarks:
Business Express, Express Solutions, C3X, TransAct, Public PC, PC Express, Copy
Express, Credit Card Copy Express, Credit Card Computer Express, Credit Card
Printer Express, Credit Card Microfiche Express, Credit Card Debit Express, The
Office That Never Sleeps, Intelligent Vending, e-Port, Dial-A-Vend,
Dial-A-Snack, and Dial-A-Vend.com. The following trademarks are pending federal
registration: USALive and e-Port The Next Generation in Vending. Through its
wholly owned subsidiary, Stitch Networks, the Company has secured one registered
trademark eVend.net and three trademarks that are pending registration:
eSuds.net, E-ppliance and Stitch Networks. In addition, due to the July 2003
acquisition of Bayview, the Company has secured the VendingMiser trademark and
the trademark SnackMiser is pending federal registration.

Much of the technology developed or to be developed by the Company is subject to
trade secret protection. To reduce the risk of loss of trade secret protection
through disclosure, the Company has entered into confidentiality agreements with
its key employees. There can be no assurance that the Company will be successful
in maintaining such trade secret protection, that they will be recognized as
trade secrets by a court of law, or that others will not capitalize on certain
aspects of the Company's technology.

Through July 28, 2004, 49 United States patents and 2 Canadian patents have been
issued to the Company (including 4 patents acquired in July 2003 from Bayview).
Thirty-four patents are pending (including 2 Canadian and 5 acquired from
Bayview) and 3 patents have received notices of allowance as of July 28, 2004.
The list of issued patents is as follows:

o U.S. Patent No. 5,619,024 entitled "Credit Card and Bank Issued Debit Card
Operating System and Method for Controlling and Monitoring Access of Computer
and Copy Equipment";

o U.S. Patent No. 5,637,845 entitled "Credit and Bank Issued Debit Card
Operating System and Method for Controlling a Prepaid Card Encoding/Dispensing
Machine";

o U.S. Patent No. D423,474 entitled "Dataport";

o U.S. Patent No. D415,742 entitled "Laptop Dataport Enclosure";

o U.S. Patent No. D418,878 entitled "Sign Holder";

o U.S. Patent No. 6,056,194 entitled "System and Method for Networking and
Controlling Vending Machines";

o U.S. Patent No. D428,047 entitled "Electronic Commerce Terminal Enclosure";
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o U.S. Patent No. D428,444 entitled "Electronic Commerce Terminal Enclosure for
a Vending Machine";

o U.S. Patent No. 6,119,934 entitled "Credit Card, Smart Card and Bank Issued
Debit Card Operated System and Method for Processing Electronic Transactions";

o U.S. Patent No. 6,152,365 entitled "Credit and Bank Issued Debit Card Operated
System and Method for Controlling a Vending Machine";

o U.S. Patent No. D437,890 entitled "Electronic Commerce Terminal Enclosure with
a Hooked Fastening Edge for a Vending Machine";

0 U.S. Patent No. D441,401 entitled "Electronic Commerce Terminal Enclosure with
Brackets";

o U.S. Patent No. 6,321,985 entitled "System and Method for Networking and
Controlling Vending Machines";

o U.S. Patent No. 6,505,095 entitled "System for Providing Remote Audit,
Cashless Payment, and Interactive Transaction Capabilities in a Vending Machine"
(Stitch);

o U.S. Patent No. 6,389,337 entitled "Transacting e-commerce and Conducting
e-business Related to Identifying and Procuring Automotive Service and Vehicle
Replacement Parts" (Stitch);

o U.S. Patent No. 6,021,626 entitled "Forming, Packaging, Storing, Displaying
and Selling Clothing Articles"; and

o U.S. Patent No. 6,152,845 entitled "Credit and Bank Issued Debit Card Operated
System and Method for Controlling a Prepaid Card Encoding/Dispensing Machine";

o U.S Patent No. 6,622,124 entitled "Method of transacting an electronic mail,
an electronic commerce, and an electronic business transaction by an electronic
commerce terminal operated on a transportation vehicle";

o U.S. Patent No. 6,615,186 entitled "Communicating interactive digital content
between vehicles and internet based data processing resources for the purpose of
transacting e-commerce or conducting e-business";

0 U.S. Patent No. 6,615,183 entitled "Method of warehousing user data entered at
an electronic commerce terminal";

o U.S. Patent No. 6,611,810 entitled "Store display window connected to an
electronic commerce terminal";

o U.S. Patent No. 6,609,103 entitled "Electronic commerce terminal for
facilitating incentive-based purchasing on transportation vehicles";

o U.S. Patent No. 6,609,102 entitled "Universal interactive advertising and
payment system for public access electronic commerce and business related
products and services";

o U.S. Patent No. D478,577 entitled "Transceiver base unit";

o U.S. Patent No. 6,606,605 entitled "Method to obtain customer specific data
for public access electronic commerce services";
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o U.S. Patent No. 6,606,602 entitled "Vending machine control system having
access to the internet for the purposes of transacting e-mail, e-commerce, and
e-business, and for conducting vending transactions";

o U.S. Patent No. 6,604,087 entitled "Vending access to the internet, business
application software, e-commerce, and e-business in a hotel room";

o U.S. Patent No. 6,604,086 entitled "Electronic commerce terminal connected to
a vending machine operable as a telephone";

o0 U.S. Patent No. 6,604,085 entitled "Universal interactive advertising and
payment system network for public access electronic commerce and business
related products and services";

o U.S. Patent No. 6,601,040 entitled "Electronic commerce terminal for
wirelessly communicating to a plurality of communication devices";

o U.S. Patent No. 6,601,039 entitled "Gas pump control system having access to
the Internet for the purposes of transacting e-mail, e-commerce, and e-business,
and for conducting vending transactions";

o U.S. Patent No. 6,601,038 entitled "Delivery of goods and services resultant
from an electronic commerce transaction by way of a pack and ship type company";

o U.S. Patent No. 6,601,037 entitled "System and method of processing credit
card, e-commerce, and e-business transactions without the merchant incurring
transaction processing fees or charges worldwide";

o U.S. Patent No. D477,030 entitled "Vending machine cashless payment terminal";

o U.S. Patent No. D476,037 entitled "User interface bracket for a point of sale
terminal";

o0 U.S. Patent No. D476,036 entitled "Printer bracket for point of sale
terminal";

0 U.S. Patent No. D475,751 entitled "User interface bracket for a point of sale
terminal";

0 U.S. Patent No. D475,750 entitled "Paper guide for a point of sale terminal";

0 U.S. Patent No. D475,414 entitled "Printer bracket for point of sale
terminal";

o U.S. Patent No. 5,844,808 entitled "Apparatus and methods for monitoring and
communicating with a plurality of networked vending machines";

o U.S. Patent No. 6,581,396 entitled "Refrigerated vending machine exploiting
expanded temperature variance during power-conservation mode";

o U.S. Patent No. 6,389,822 entitled "Refrigerated vending machine exploiting
expanded temperature variance during power-conservation mode";
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o0 U.S. Patent No. 6,243,626 entitled "External power management device with
current monitoring precluding shutdown during high current"; and

o U.S. Patent No. 5,477,476 entitled "Power conservation system for computer
peripherals";

o U.S. Patent No. 6,629,080 entitled "Transaction processing method of
fulfilling an electronic commerce transaction by an electronic commerce terminal
system";

0 U.S. Patent No. D480,948 entitled "Mounting bracket for mounting a cashless
payment terminal to a vending machine";

o U.S. Patent No. 6,643,623 entitled "A method of transacting an electronic
mail, an electronic commerce, and an electronic business transaction by an
electronic commerce terminal using a gas pump";

o U.S. Patent No. 6,684,197 entitled "Method of revaluing a private label card
using an electronic commerce terminal (as amended)";

o U.S. Patent No. 6,763,336 entitled "Method of transacting an e-mail, an
e-commerce, and an e-business transaction by an electronic commerce terminal
using a wirelessly networked plurality of portable devices";

o Canadian Patent No. D199-1014 entitled "Sign holder";
o Canadian Patent No. D199-1038 entitled "Laptop data port enclosure".

The Company believes that the U.S. patent No. 6,505,095 entitled "System for
providing remote audit, cashless payment, and interactive transaction
capabilities in a vending machine" is very important in protecting its
intellectual property used in its e-Port(TM) control system targeted to the
vending industry. The patent expires in July 2021.

RESEARCH AND DEVELOPMENT

Research and development expenses, which are included in general and
administrative and compensation expense in the Consolidated Statements of
Operations, were $688,000 and $1,505,000 for the years ended June 30, 2004 and
2003, respectively.

EMPLOYEES
On June 30, 2004, the Company had 46 employees, all of whom were full-time.
ITEM 2. DESCRIPTION OF PROPERTY

In March 2003, the Company entered into a lease for 12,864 square feet of space
located in Malvern, Pennsylvania for its principal executive office and used for
general administrative functions, sales activities, and product development. The
lease term extends through December 31, 2008 and provides for escalating rent
payments and a period of free rent prior to the commencement of the monthly
lease payment in January 2004 of approximately $25,000 per month.

The Company also leases 9,084 square feet of space, located in Malvern,
Pennsylvania, on a month-to-month basis for a monthly payment of approximately
$8,000. During prior years, the facility was solely used to warehouse product.
All product warehousing, shipping and customer support was transferred to this
location from the executive office location during the first quarter of fiscal
year 2005.
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In connection with the acquisition of the energy conservation product line in
July 2003 from Bayview Technology Group, LLC, the Company assumed leases for
6,384 square feet of space located in Denver, CO used for administrative
functions, sales activities and product warehousing associated with the our
Miser products. The lease terms extend through June 30, 2005 and provide for
escalating rent payments currently at $8,200 per month. The lease provides for
additional rent for a prorated share of operating costs for the entire facility.

ITEM 3. LEGAL PROCEEDINGS
None
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
Not Applicable
PART II
ITEM 5. MARKET FOR COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

The Common Stock of the Company is currently traded on the OTC Electronic
Bulletin Board under the symbol USTT.

The high and low bid prices on the OTC Electronic Bulletin Board for the Common
Stock were as follows. These quotations reflect inter-dealer prices, without
retail mark-up, mark-down or commission and may not represent actual
transactions.

Year ended June 30, 2003 High Low
First Quarter (through September 30, 2002) $ 0.39 $ 0.14
Second Quarter (through December 31, 2002) $ 0.23 $ 0.13
Third Quarter (through March 31, 2003) $ 0.22 $ 0.16
Fourth Quarter (through June 30, 2003) $ 0.64 $ 0.17
Year ended June 30, 2004

First Quarter (through September 30, 2003) $ 0.54 $ 0.34
Second Quarter (through December 31, 2003) $ 0.42 $ 0.12
Third Quarter (through March 31, 2004) $ 0.29 $ 0.15
Fourth Quarter (through June 30, 2004) $ 0.34 $ 0.17

On June 30, 2004 there were 1,510 record holders of the Common Stock and 544
record holders of the Preferred Stock.
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The holders of the Common Stock are entitled to receive such dividends as the
Board of Directors of the Company may from time to time declare out of funds
legally available for payment of dividends. Through the date hereof, no cash
dividends have been declared on the Company's Common Stock or Preferred Stock.
No dividend may be paid on the Common Stock until all accumulated and unpaid
dividends on the Preferred Stock have been paid. As of June 30, 2004, such
accumulated unpaid dividends amounted to $6,677,180.

As of June 30, 2004, equity securities authorized for issuance by the Registrant
with respect to compensation plans were as follows:

Number of
securities Weighted Number of
to be issued average securities
upon exercises exercise price remaining
of outstanding of outstanding available
options and options and for future
Plan category warrants warrants issuance
Equity compensation
plans approved by
security holders None Not applicable None
Equity compensation
plans not approved
by security holders 1,897,472(a) $0.25 14,409,273(b)

a)

b)

Represents stock options outstanding as of June 30, 2004 for the purchase
of shares of Common Stock of the Company expiring at various times from
February 2006 through May 2007. These options were granted to employees and
directors of the Company, former option holders of Stitch Networks
Corporation and consultants to the Company. Exercise prices for all the
options outstanding were at prices that were either equal to or greater
than the market price of the Company's Common Stock on the dates the
options were granted.

Represents 14,000,000 shares of Common Stock issuable to the Company's
Chief Executive Officer under the terms of his employment agreement plus
409,273 shares of Common Stock issuable under the Company's 2004-A Stock
Compensation Plan.
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In July 2003 the Company and the Company's Chief Executive Officer (CEO) amended
the terms of his employment agreement (expiring June 2005). Under the terms of
the previous Executive Employment Agreement, the CEO would have been granted
seven percent (non-dilutive) of all the then issued and outstanding shares of
the Company's Common Stock in the event a "USA Transaction" (as defined) occurs,
which among other events includes a change in control of the Company. The
amended terms of the Executive Employment Agreement, eliminated the seven
percent (non-dilutive) right to receive Common Stock upon a "USA Transaction",
and granted the CEO an aggregate of 14,000,000 shares of Common Stock in the
event a "USA Transaction" occurs. In exchange for the amendment of these terms,
the Company issued an aggregate of 10,500,000 shares of

its Common Stock to the CEO. In connection with this amendment, the CEO also
entered into a lock-up agreement pursuant to which he shall not sell 2,500,000
of these shares for a one-year period and 8,000,000 of these shares for a
two-year period. The CEO will not be required to pay any additional
consideration for these shares of Common Stock. At the time of a "USA
Transaction", all of the 14,000,000 shares to be issued to the CEO in connection
with this amendment are automatically deemed to be issued and outstanding, and
will be entitled to be treated as any other issued and outstanding shares of
Common Stock. These shares will be irrevocable and fully vested, and have no
expiration date and will not be affected by the termination of the CEO with the
Company for any reason whatsoever.

The Company's Board of Directors established and authorized the 2004-A Stock
Compensation Plan in April 2004 for use in compensating employees, directors and
consultants through the issuance of shares of Common Stock of the Company. There
were 500,000 shares authorized under the Plan. The underlying shares for the
Plan have been registered with the Securities and Exchange Commission as an
employee benefit plan under Form S-8. As of June 30, 2004 there were 409,273
shares available for future issuance under the plan.

On April 28, 2004 the Company issued its Chief Financial Officer, Mary West
Young, options to purchase 300,000 shares of Common Stock for $.30 per share,
which vest ratably over a two-year period. The issuance of all of the foregoing
options was made in reliance upon the exemption provided by Section 4(2) of the
Act as all of the options were issued to an executive officer and did not
involve any general solicitation or advertising.

As of June 30, 2004, shares of Common Stock reserved for future issuance were as
follows:

1,897,472 shares issuable upon the exercise of stock options at exercise
prices ranging from $.165 to $2.00 per share

33,457,191 shares issuable upon the exercise of common stock warrants at
exercise prices ranging from $.07 to $1.25 per share

522,742 shares issuable upon the conversion of outstanding Preferred Stock

667,718 shares issuable upon the conversion of unpaid cumulative preferred
dividends

47,351,320 shares issuable upon the conversion of Senior Notes having an
aggregate face value of $9,695,840

RECENT SALES OF UNREGISTERED SECURITIES

In February 2004, the Company initiated a private placement offering (the
"2004-A" offering), consisting of up to 35,000,000 shares of restricted Common
Stock at $0.15 per share to accredited investors. The securities were offered
and sold pursuant to the exemption from registration set forth in Section 4(2)
of the Act and Rule 506 promulgated thereunder. All of the investors were either
pre-existing security holders or business associates. The offer and sale thereof
did not involve any general advertising or solicitation and the securities
contained appropriate restrictive legends under the Act. The Company agreed at
its cost and expense to use its best efforts to register the Common Stock for
resale by the holder under the Act. During the quarter ended June 30, 2004, the
Company sold 27,740,833 shares to 34 accredited investors for gross proceeds of
$4,161,125. These shares were registered with the Securities and Exchange
Commission for resale under Form SB-2 that became effective August 11, 2004.
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In June 2004, we issued warrants to purchase up to 3,716,496 shares of Common
Stock to the holders of our senior notes who elected to receive warrants in lieu
of the cash interest payment due for the quarters ended June 30, 2002, September
30, 2002, December 31, 2002, March 31, 2003, June 30, 2003, September 30, 2003
and December 31, 2003. The warrants are exercisable at $.20 per share at any
time through December 31, 2004. We have agreed to register the shares underlying
the warrants under the Act for resale for a period of 2 years. The securities
were offered and sold under the exemption from registration set forth in Rule
506 promulgated under the Act. All of the noteholders are accredited investors
and existing security holders of the Company. There was no general solicitation
or advertising involved.

ITEM 6. MANAGEMENT'S DISCUSSION AND ANALYSIS OR PLAN OF OPERATION
CRITICAL ACCOUNTING POLICIES
GENERAL

The preparation of consolidated financial statements in conformity with
accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the amounts reported in
the financial statements and the accompanying notes. Actual results could differ
from those estimates. We believe the policies and estimates related to revenue
recognition, software development costs, impairment of long-lived assets,
goodwill and intangible assets, and investments represent our critical
accounting policies and estimates. Future results may differ from our estimates
under different assumptions or conditions.

REVENUE RECOGNITION

Revenue from the sale of equipment is recognized on the terms of
freight-on-board shipping point, or upon installation and acceptance of the
equipment if installation services are purchased for the related equipment.
Transaction processing revenue is recognized upon the usage of the Company's
cashless payment and control network. License fees for access to the Company's
devices and network services are recognized on a monthly basis. Product revenues
are recognized for the sale of products from Company owned vending machines when
there is purchase and acceptance by the vending customer. The Company estimates
an allowance for product returns at the date of sale.

SOFTWARE DEVELOPMENT COSTS

The Company capitalizes software development costs pursuant to Statement of
Financial Accounting Standards No. 86, "Accounting for the Costs of Computer
Software to be Sold, Leased or Otherwise Marketed", after technological
feasibility of the software is established and through the product's
availability for general release to the Company's customers. All costs incurred
in the research and development of new software and costs incurred prior to the
establishment of technological feasibility are expensed as incurred.
Amortization of software development costs commences when the product becomes
available for general release to customers. Amortization of software development
costs is calculated as the greater of the amount computed using (i) the ratio
that current gross revenues for a product bear to the total of current and
anticipated future gross revenues of that product or (ii) the straight-1line
method over the remaining estimated economic life of the product. The Company
reviews the unamortized software development costs at each balance sheet date
and, if necessary, will write down the balance to net realizable value if the
unamortized costs exceed the net realizable value of the asset.
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Software development costs related to the development of the multi-media e-Port
drink product and related internal network were capitalized and have been
amortized over a useful life of two-years that ended during the year ended June
30, 2004. Amortization expense, reflected in cost of sales, was approximately
$999,000 and $1,331,000 during the years ended June 30, 2004 and 2003,
respectively.

IMPAIRMENT OF LONG LIVED ASSETS

In accordance with Statement of Financial Accounting Standards No. 144,
"Accounting for the Impairment or Disposal of Long-lived Assets" ("FAS 144"),
the Company reviews its long-lived assets whenever events or changes in
circumstances indicate that the carrying amount of such assets may not be
recoverable. If the carrying amount of an asset or group of assets exceeds its
net realizable value, the asset will be written down to its fair value. In the
period when the plan of sale criteria of FAS 144 are met, long-lived assets are
reported as held for sale, depreciation and amortization cease, and the assets
are reported at the lower of carrying value or fair value less costs to sell.

During the fourth quarter of fiscal year 2003, the Company reviewed certain
long-lived assets (vending machines) and determined that such assets were
impaired. These vending machines were used in connection with the Company's
program with Kodak to sell disposable cameras and film pursuant to the Kodak
Vending Placement Agreement. Management determined that it was more likely than
not that these vending machines would be disposed of before the end of their
previously estimated useful lives. The estimated undiscounted cash flows for
this group of assets was less than the carrying value of the related assets. As
a result, the Company recorded a charge of approximately $321,000 representing
the difference between the fair value as determined from a quoted market price
and the carrying value of the group of assets. Such amount is reflected in
depreciation expense in the 2003 Consolidated Statement of Operations.

Effective December 31, 2003, the Kodak Vending Placement Agreement was
terminated. As a result, the carrying value of the vending machines were further
impaired and a charge of approximately $367,000 was recorded as a component of
the gain on contract settlement in the June 30, 2004 Consolidated Statement of
Operations to reflect these assets at their realizable value. The remaining
value of these vending machines is reported as assets held for sale in the
Consolidated Balance Sheet as of June 30, 2004.

GOODWILL AND INTANGIBLE ASSETS

Goodwill represents the excess of cost over fair value of the net assets
purchased in acquisitions. The Company accounts for goodwill in accordance with
Statement of Financial Accounting Standards No. 142, "Goodwill and other
Intangible Assets" ("FAS 142"). Under FAS 142, goodwill is not amortized to
earnings, but instead is subject to periodic testing for impairment. The Company
tests goodwill for impairment using a two-step process. The first step screens
for potential impairment, while the second step measures the amount of
impairment. The Company uses a discounted cash flow analysis to complete the
first step in this process. Testing for impairment is to be done at least
annually and at other times if events or circumstances arise that indicate that
impairment may have occurred. The Company has selected April 1 as its annual
test date. The Company has concluded there was no impairment of goodwill as a
result of its testing on July 1, 2002 (the transitional test date upon adopting
FAS 142), April 1, 2003 and April 1, 2004.
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Intangible assets include patents, trademarks and non-compete arrangements

purchased in acquisitions. Amortization expense related to these intangible
assets was $1,208,668 and $292,000 during the years ended June 30, 2004 and
2003, respectively.

INVESTMENTS

The Company's accounts for investments in accordance with Statement of Financial
Accounting Standards No. 115, "Accounting for Certain Investments in Debt and
Equity Securities" ("FAS 115"). Management determines the appropriate
classifications of securities at the time of purchase and reevaluates such
designation as of each balance sheet date. Available for sale securities are
carried at fair value, with the unrealized gains and losses reported as a
separate component of stockholders' equity in other comprehensive income (loss).
A judgmental aspect of accounting for investments involves determining whether
an other-than-temporary decline in value of the investment has been sustained.
If it has been determined that an investment has sustained an
other-than-temporary decline in its value, the investment is written down to its
fair value, by a charge to earnings. Such evaluation is dependent on the
specific facts and circumstances. Factors that are considered by the Company
each quarter in determining whether an other-than-temporary decline in value has
occurred include: the market value of the security in relation to its cost
basis; the financial condition of the investee; and the intent and ability to
retain the investment for a sufficient period of time to allow for recovery in
the market value of the investment. In evaluating the factors above for
available-for-sale securities, management presumes a decline in value to be
other-than-temporary if the quoted market price of the security is below the
investment's cost basis for a period of six months or more. However, the
presumption of an other-than-temporary decline in these instances may be
overcome if there is persuasive evidence indicating that the decline is
temporary in nature (e.g., strong operating performance of investee, historical
volatility of investee, etc.).

During the fiscal year ended June 30, 2003, the Company invested in the Jubilee
Investment Trust, PLC ("Jubilee"), a United Kingdom investment trust whose
shares trade on the London Stock Exchange. The investment in Jubilee has been
accounted for as "available for sale". At June 30, 2003, the Company determined
in accordance with FAS 115, that the decline in the market value of this
investment was "other than temporary" as the security's quoted market price was
below the investments' cost basis for a period of six months or more.
Accordingly, the Company wrote down the investment to its fair value of
$904,049, realizing an impairment loss of $1,945,951. During fiscal year 2004,
the Company sold 1,669,091 of its Jubilee shares for net proceeds of $1,471,140
and realized a gain of $603,480 from these sales. An unrealized gain of $32,249
on the remaining shares held by the Company is reflected in shareholders' equity
as accumulated other comprehensive income at June 30, 2004.
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FORWARD LOOKING STATEMENTS

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

RESULTS OF OPERATIONS
FISCAL YEAR ENDED JUNE 30, 2004

Revenues for the fiscal year ended June 30, 2004 were $5,632,815, an increase of
$2,779,747 or 97% from the fiscal year ended June 30, 2003. This increase was
primarily attributed to sales of the Company's energy management equipment
during the fiscal year ended June 30, 2004. Such revenues did not exist in
fiscal year ended June 30, 2003 since the acquisition of Bayview occurred in
July 2003. The increase was also due to increases in the sale of our networked
devices and related services. Revenues are discussed in more detail as follows:

Equipment sales: Revenues from equipment sales increased to $4,349,566 from
$1,034,427 in the prior fiscal year, an increase of $3,315,139 or 320%. This
increase is mainly due to sales of approximately $3,025,000 of the Company's
energy management equipment for the fiscal year ended June 30, 2004. As noted
above, such revenues did not exist in the prior fiscal year. In addition, sales
of the Company's cashless technology equipment, which includes e-Port, e-Suds
and Kiosk systems, increased to $736,000, approximately $349,000 or 90% over the
prior fiscal year. The increases in sales were offset by a decrease in Business
Center equipment sales of approximately $59,000.
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License and transaction fees: Revenues from license and transaction fees
decreased $395,922 or 29% from $1,373,573 to $977,651 for the fiscal years ended
June 30, 2003 and 2004, respectively. This decrease was primarily due to a
decrease in fees earned from the Kodak Vending Placement Agreement of
approximately $387,000, which resulted from the termination of the contract on
December 31, 2003.

Product sales and other: Revenues from product sales and other decreased to
$305,598 from $445,068, a decrease of $139,470 or 31% from the prior fiscal
year. This decrease was due to a decrease in camera and film sales from Company
owned vending machines of approximately $340,000 as a result of the termination
of the Kodak Vending Placement Agreement. This decrease was offset by $200,000
of revenue relating to the Strategic Alliance Agreement executed in October 2003
between the Company and Conopco, Inc dba Unilever Home & Personal Care North
America.

Cost of sales consisted of equipment, product and labor costs of approximately
$2,503,000 and $1,085,000 for the fiscal years ended June 31, 2004 and 2003,
respectively, an increase of $1,418,000; software development amortization of
approximately $999,000 and $1,331,000 for the fiscal years ended June 30, 2004
and 2003, respectively, a decrease of $332,000; and network and transaction
related costs of $828,000 and $555,000 for the years ended June 30, 2004 and
2003, respectively, an increase of $273,000. The total increase of $1,358,249 or
46% in cost of sales from $2,971,443 to $4,329,692 for the years ended June 30,
2003 and 2004, respectively, was principally attributable to the increase in
equipment sales.

Gross profit for the fiscal year ended June 30, 2004 was $1,303,123, compared to
a gross loss of $118,375 for fiscal year ended June 30, 2003. The increase of
$1,421,498 was due to increases in hardware sales, particularly the addition of
energy management equipment sales, which yield a higher profit margin and were
not present in the prior fiscal year, as well as a decrease of approximately
$332,000 related to the amortization of software development costs, which were
fully amortized as of March 31, 2004.

Total operating expenses for the fiscal year ended June 30, 2004 was
$18,770,423, an increase of $3,829,159 or 26% over the prior fiscal year. The
components of operating expenses (General and administrative, Compensation,
Depreciation and amortization and Loss on debt modification) and the causes of
this increase are explained in further detail, below:

General and administrative expenses decreased from $7,194,684 for the fiscal
year ended June 30, 2003 to $6,747,824 for the fiscal year ended June 30, 2004,
a decrease of $446,860 or 6%. The decrease is due to decreases of $1,717,000 of
professional fees, primarily related to business consulting, promotion and
public relations and decreases of $134,000 in IT consulting fees, offset by
increases in overall general and administrative expenses of approximately
$1,184,000 related to the acquired energy management operations, as such
expenses did not exist in the prior fiscal year, an increase of $118,000 in
expenses related to the recruitment of executive personnel, and an increase of
$164,000 in bad debt expense related to an increase in the allowance for
uncollectible accounts as a result of the increase in sales and accounts
receivable.

24



Compensation expense increased to $10,071,354 for the fiscal year ended June 30,
2004, a $5,098,144 or 103% increase over the prior fiscal year. This increase is
primarily due to the one-time issuance of 10,500,000 shares of Common Stock,
valued at $4,620,000, to the Company's Chief Executive Officer in connection
with the amendment of his employment agreement. Additionally, approximately
$845,000 and $376,000 of this increase relates to additional compensation,
including salaries, employee benefits and sales commissions, from the Bayview
acquisition in July 2003 and existing operations, respectively. These increases
were offset by a $742,000 reduction in compensation expense due to a reduction
in bonuses awarded during the fiscal year ended June 30, 2004 as compared to the
prior year.

Depreciation and amortization expense for the fiscal year ended June 30, 2004
was $1,632,330, compared to $1,251,716 for the prior fiscal year, a $380,614 or
30% increase. This increase was attributable to amortization of intangible
assets of $917,000 and depreciation of property and equipment of $122,000
acquired from Bayview in July 2003, offset by a decrease in depreciation of
approximately $337,000 related to existing assets that have reached the end of
their estimated useful life. Additionally there was an impairment charge of
$321,476 recorded on a group of vending machines during fiscal year 2003.

The Company incurred charges during the fiscal year ended June 30, 2004 and 2003
relating to the modification of debt terms for certain of the Senior Notes in
the amount of $318,915 and $1,521,654, respectively. This charge reflects the
write-off of the unamortized debt discount remaining for Senior Notes scheduled
to mature in December 2003 and December 2004, for which the conversion and
maturity terms were modified. The Company offered these note modifications to
manage short-term cash flows, which resulted in a non-cash charge.

During the fiscal year ended June 30, 2004, the Company sold 1,669,091 shares of
its investment in the Jubilee Investment Trust for net proceeds of $1,471,140,
resulting in a gain of $603,480. During the fiscal year ended June 30, 2003, the
Company determined that the decline in the market value of the investment in the
Jubilee Investment Trust was "other than temporary." Accordingly, the Company
recorded a loss of $1,945,951 on the investment during fiscal year 2003.

During the fiscal year ended June 30, 2004, a gain of $429,204 was recorded
relating to the termination of the Kodak Vending Placement Agreement. This gain
is comprised of the payment from Kodak of approximately $675,000 plus the
cancellation of Stitch's obligation to the supplier of the vending machines of
approximately $124,000 less a write down of the carrying value of vending
machines of approximately $367,000 and a net write-off of amounts due to and
from Kodak of $3,000.

Total interest expense increased from $4,978,600 to $5,032,351 for the fiscal
year ended June 30, 2003 and 2004, respectively, an increase of $53,751 or 1%.
Although the average principal balances were lower on the Company's 12% Senior
Notes during fiscal year ended June 30, 2004 versus 2003, as the result of
conversions of the Senior Notes into shares of the Company's Common Stock by
Senior Note Holders, interest expense increased due to the accelerated
amortization of debt discount charged to interest expense at the time of the
conversion of the Senior Notes.
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The fiscal year ended June 30, 2004 resulted in a net loss of $21,426,178
(approximately $10.9 million of non-cash charges) compared to a net loss of
$21,965,499 (approximately $12.6 million of non-cash charges) for the prior
fiscal year.

FISCAL YEAR ENDED JUNE 30, 2003

Revenues for the fiscal year ended June 30, 2003 were $2,853,068, an increase of
$1,170,367 or 70% from the fiscal year ended June 30, 2002. This increase in
revenues is primarily due to the inclusion of a full year of product revenues
and service and transaction fees relating to Stitch Networks Corporation, which
accounted for approximately $1,136,000 of the revenue increase. The remaining
increase was due to increased equipment sales of e-Port. Revenues are discussed
in more detail as follows:

Equipment sales: Revenues from equipment sales increased to $1,034,427 from
$795,938 in the prior fiscal year, an increase of $238,489 or 30%. This increase
was directly due to the increase in sales of the Company's e-Port equipment.

License and transaction fees: Revenues from license and transaction fees
increased $594,667 or 76% from $778,906 to $1,373,573 for the fiscal year ended
June 30, 2002 and 2003, respectively. This increase was due to the inclusion of
a full year of service fees earned on Company owned vending machines during
fiscal year ended June 30, 2003, as the acquisition of Stitch occurred in May
2002, the fourth quarter of fiscal year ended June 30, 2002.

Product sales and other: Revenues from product sales and other increased to
$445,068 from $107,857, an increase of $337,211 or 313% from the prior fiscal
year. This increase was due to the inclusion of a full year sales of camera and
film from Company owned vending machines during fiscal year ended June 30, 2003,
as the acquisition of Stitch occurred in May 2002, the fourth quarter of fiscal
year ended June 30, 2002.

Cost of sales consisted of equipment, product and labor costs of approximately
$1,085,000 and $695,000 for the fiscal years ended June 30, 2003 and 2002,
respectively, an increase of $390,000; software development amortization of
approximately $1,331,000 and $2,996,000 for the fiscal years ended June 30, 2003
and 2002, respectively, a decrease of $1,665,000; and network and transaction
related costs of $555,000 and $372,000 for the years ended June 30, 2003 and
2002, respectively, an increase of $183,000. The total decrease of $1,091,458 or
27% in cost of sales from $4,062,901 to $2,971,443 for the years ended June 30,
2002 and 2003, respectively, was principally attributable to the decrease in
software development amortization, offset by a full year of product costs
related to the Kodak Vending Placement Agreement acquired with Stitch.

Total operating expenses for the fiscal year ended June 30, 2003 was $14,941,264
(approximately $11.6 million of non-cash charges), an increase of $1,978,300 or
15% over the prior fiscal year. The components of operating expenses (General
and administrative, Compensation, Depreciation and amortization and Loss on debt
modification) and the causes of this increase are explained in further detail,
below:
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General and administrative expenses decreased from $7,868,064 for the fiscal
year ended June 30, 2002 to $7,194,684 for the fiscal year ended June 30, 2003,
a decrease of $673,380 or 9%. This decrease is due to changes in the following
expenses: consulting, advertising, public relations and promotion expense
decrease of $1,368,022 for reduced corporate and investor relations services
offset by increases in product development and outside services of $926,395 for
work on the network.

Compensation expense increased to $4,973,210 for the fiscal year ended June 30,
2003, a $318,548 or 7% increase over the prior fiscal year. This increase is due
to the inclusion of salaries of $136,000 related to the Stitch operations as
well as an increase of approximately $200,000 in bonus expense during the fiscal
year ended June 30, 2003 compared to the fiscal year ended June 30, 2002.

Depreciation and amortization expense for the fiscal year ended June 30, 2003
was $1,251,716, compared to $440,238 for the prior fiscal year, an $811,478 or
184% increase. This increase was attributable to increased depreciation expense
resulting from assets acquired in the Stitch acquisition, as well as the
impairment loss of $321,476 recorded on a group of vending machines during the
fiscal year in accordance with SFAS No. 144.

The Company incurred charges during the fiscal year ended June 30, 2003 relating
to the modification of debt terms for certain of the Senior Notes in the amount
of $1,521,654. There was no such comparable charge in the prior year. This
charge was for the write-off of the unamortized debt discount remaining for
Senior Notes scheduled to mature in December 2003 and December 2004 whose
conversion and maturity terms were modified. The Company offered these note
modifications to the Note holders, and recognized the related non-cash charge to
operations in order to manage short-term cash flows.

In June 2003, the Company determined that the decline in the market value of the
investment in the Jubilee Investment Trust was "other than temporary."
Accordingly, the Company recorded a loss of $1,945,951, which is reflected as a
loss on investment. No such comparable loss was recorded in the previous year.

Total interest expense increased by $2,991,166, due to the greater debt carried
by the Company to finance its operations. A significant portion of interest
expense is the amortization of non-cash debt discount.

The fiscal year ended June 30, 2003 resulted in a net loss of $21,965,499
(approximately $12.6 million of non-cash charges) compared to a net loss of
$17,314,807 (approximately $11.0 million of non-cash charges) for the prior
fiscal year.

LIQUIDITY AND CAPITAL RESOURCES

For the year ended June 30, 2004, net cash of $12,557,456 was used by operating
activities, primarily due to the net loss of $21,426,178 offset by non-cash
charges totaling $10,858,101 for transactions involving the issuance of Common
Stock (for services and in connection with the amendment to the CEO's Executive
Employment Agreement), depreciation and amortization of assets, amortization of
debt discount, loss on the Senior Note modifications, and Senior Note interest
expense paid through the issuance of Common Stock and Common Stock Warrants,
offset by a gain on the sale of investment and a gain on contract settlement. In
addition to these non-cash charges, the Company's net operating assets increased
by $1,989,379 (primarily inventory and accounts receivable), a substantial
portion of which relates to the Bayview acquisition.
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For the year ended June 30, 2004, net cash provided from investing activities
was $1,101,186, comprised of the proceeds received from the sales of
substantially all of the investment in the Jubilee Trust and proceeds from the
settlement of the Kodak Vending Placement Agreement, offset by purchases of
property and equipment and cash used in connection with the Bayview acquisition.

Proceeds from financing activities for the year ended June 30, 2004 provided
$12,091,029 of funds, which were necessary to support cash used in operating
activities. Proceeds of $12,903,135 were realized from several private placement
offerings of Common Stock, the exercise of Common Stock Warrants and the
collection of Common Stock subscriptions receivable. These proceeds were reduced
by payments of long-term debt and capital leases totaling $812,106.

The Company has incurred losses since inception. Cumulative losses through June
30, 2004 amounted to approximately $97,500,000. The Company has continued to
raise capital through equity and debt offerings to fund operations.

The impact of the Bayview acquisition on cash flows for the year ended June 30,
2004 was a net cash outflow of approximately $2,100,000 - $1,330,000 of cash
used in operations and $728,000 invested in assets and liabilities connected
with the purchase. The Bayview acquisition was structured such that it did not
include the working capital required to support future operations.

During the year ended June 30, 2004, cash used in operating activities was
approximately $1,050,000 per month. These cash flows were impacted by working
capital increases that were disproportionate to the increase in revenues. The
Company believes it can improve its management of working capital, specifically
as it relates to accounts receivable and inventory. Excluding the working
capital requirements related to the Bayview acquisition (approximately
$1,200,000) and existing operations (approximately $800,000), cash used in
operating activities would have been approximately $850,000 per month in fiscal
year 2004. Using that as a basis for estimating cash requirements for the year
ending June 30, 2005 (which assumes a static level of revenues), cash
requirements for fiscal year 2005, including requirements for capital
expenditures and repayment of long-term debt, would be approximately

$10, 500, 000.

As of June 30, 2004, the Company had approximately $3,000,000 of cash and cash
equivalents on hand, primarily as a result of proceeds from several private
placements of Common Stock during fiscal year 2004.

On August 6, 2004, the Company entered into a Common Stock Purchase Agreement
with an accredited investor to purchase shares of the Company's Common Stock,
provided that the aggregate purchase price does not exceed $7,500,000. Under
this agreement, the Company has the right at any time to require the investor to
purchase Common Stock from the Company at the lower of: (i) $0.30 per share; or
(ii) 90% of the closing bid price per share on the date prior to the date of the
delivery by the Company to the investor of notice of his obligation to purchase.
The Company can require the investor to purchase shares under this agreement
only if the shares have been registered by the Company for resale under the Act.
35,000,000 shares were registered, effective August 13, 2004. Additionally, the
shares are only available for purchase for a period of one year from the date
the shares are registered under the Act. During any calendar month, the investor
cannot be required by the Company to purchase Common Stock for an aggregate
purchase price in excess of $700,000. Subsequent to year end, the Company issued
5,632,275 shares under this agreement for total gross proceeds of $647,000.

28



Funding sources in place to meet the Company's cash requirements for the year
ending June 30, 2005 are primarily comprised of approximately $3,000,000 in cash
and cash equivalents on hand as of June 30, 2004 and the proceeds that are
available under the Common Stock Purchase Agreement detailed above. In order to
provide funds for substantially all of the cash needs as described above, the
market price for the Company's Common Stock will have to increase to $0.23 per
share and remain at that level, or higher, from a price of $0.15 per share as of
September 15, 2004, to maximize the proceeds available under the Common Stock
Purchase Agreement, without registering additional shares for resale under the
Act and increasing the number of authorized shares.

Other sources of capital include (i) future exercises of warrants for which
there are "in the money" warrants with exercise prices below $0.15 per share
that would yield approximately $800,000 (other warrants are outstanding with an
exercise price of $0.20 per share that would yield approximately $4,300,000 if
exercised) and (ii) the capital markets, which the Company believes are
available to raise funding as needed given its current product offerings and the
markets the Company addresses.

FUTURE REVENUE GUIDANCE

The Company is expecting and focused on increasing revenues over the long term.
We believe that we should measure progress as it is achieved, instead of
focusing on the establishment and attainment of public forecasts. Therefore, the
Company will no longer provide any quarterly or annual revenue guidance or
forecasts. Further, the Company will not update annual revenue forecasts for the
2005 fiscal year as the year progresses and any such forecasts are hereby
disclaimed.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

USA Technologies, Inc.
Board of Directors and Shareholders

We have audited the accompanying consolidated balance sheets of USA
Technologies, Inc. as of June 30, 2004 and 2003, and the related consolidated
statements of operations, shareholders' equity, and cash flows for each of the
two years in the period ended June 30, 2004. These financial statements are the
responsibility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company
Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in
all material respects, the consolidated financial position of USA Technologies,
Inc. at June 30, 2004 and 2003, and the consolidated results of its operations
and its cash flows for each of the two years in the period ended June 30, 2004,
in conformity with U.S. generally accepted accounting principles.

The accompanying financial statements have been prepared assuming that USA
Technologies, Inc. will continue as a going concern. As more fully described in
Note 2 to the financial statements, the Company has an accumulated deficit and
has incurred recurring operating losses. These conditions raise substantial
doubt about the Company's ability to continue as a going concern. Management's
plans in regard to these matters are also described in Note 2. The financial
statements do not include any adjustments to reflect the possible future effects
on the recoverability and classification of assets or the amounts and
classification of liabilities that might result from the outcome of this
uncertainty.

/s/ Ernst & Young LLP

Philadelphia, Pennsylvania
September 10, 2004



USA TECHNOLOGIES, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents $
Accounts receivable, less allowance for uncollectible accounts
of $240,000 and $65,000 in 2004 and 2003, respectively
Inventory
Prepaid expenses and other current assets
Subscriptions receivable
Investment
Assets held for sale

Total current assets

Property and equipment, net
Software development costs, net
Intangibles, net

Goodwill

JUNE 30
2004 2003

3,019,214 $ 2,384,455
1,075,858 414,796
1,707,684 457,900
234,448 201,383
300, 000 1,013,400
68,636 904, 049
46,200 --
6,452,040 5,375,983
602, 953 943,784
-- 998, 660
10,831,832 2,591,500
7,985,208 7,945,580
8,544 37,174

Other assets

Total assets $

25,880,577

$ 17,892,681

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable $
Accrued expenses
Current obligations under long-term debt
Convertible Senior Notes

2,929,491
1,569,368
240,764
401, 887

$ 2,266,156
2,720,743
830, 674
349,942

Total current liabilities

Convertible Senior Notes, less current portion
Long-term debt, less current portion

5,141,510

6,617,987
12,418

6,167,515

7,808, 469
224,614

Total liabilities

Shareholders' equity:
Preferred Stock, no par value:
Authorized shares--1,800,000
Series A Convertible Preferred--Authorized shares - 900,000
Issued and outstanding shares--522,742 and 524,492 at June 30,
2004 and 2003, respectively (liquidation preference of
$11,904,600 at June 30, 2004)
Common Stock, no par value:
Authorized shares--475,000,000 and 400,000,000 at
June 30, 2004 and 2003, respectively
Issued and outstanding shares--351,654,131 and 218,741,042 at
June 30, 2004 and 2003, respectively
Accumulated other comprehensive income
Accumulated deficit

11,771,915

3,702,856

110, 635, 743
32,249
(100, 262,186)

14,200,598

3,715, 246

78,790, 405

(78,813, 568)

Total shareholders' equity

Total liabilities and shareholders' equity $

25,880,577

$ 17,892,681

See accompanying notes.



USA TECHNOLOGIES, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS

Revenues:
Equipment sales
License and transaction fees
Product sales and other

Total revenues

Cost of sales (including amortization of software
development costs)

Gross profit (loss)

Operating expenses:
General and administrative
Compensation
Depreciation and amortization
Loss on debt modification

Total operating expenses
Operating loss
Other income (expense):
Interest income
Gain (loss) on investment
Gain on contract settlement
Interest expense:
Coupon or stated rate
Non-cash interest and amortization of debt discount

Total interest expense
Total other income (expense)

Net loss
Cumulative preferred dividends

Loss applicable to common shares

Loss per common share (basic and diluted)

Weighted average number of common shares outstanding
(basic and diluted)

See accompanying notes.

YEAR ENDED JUNE 30

2004

$ 4,349,566
977,651
305,598

5,632,815

4,329,692

1,303,123

6,747,824
10,071, 354
1,632,330

318,915

(17,467,300)

40,789
603, 480
429,204

(1,179, 322)
(3,853, 029)

(5,032,351)
(3,958,878)

(21, 426,178)
(786,513)

$ (22,212,691)

2003

$ 1,034,427
1,373,573
445,068

2,853,068

2,971,443

(118,375)

7,194,684
4,973,210
1,251,716
1,521,654

(15, 059, 639)

18,691
(1,945, 951)

(1,163,192)
(3,815, 408)

(4,978,600)
(6,905,860)

(21,965,499)
(793,586)

$ (22,759,085)

$ (0.08)

$ (0.20)

288,476,158

111,790, 358




USA TECHNOLOGIES, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Balance, June 30, 2002

Conversion of 4,790 shares of Preferred
Stock to 4,790 shares of Common Stock

Conversion of $56,050 of cumulative
preferred dividends into 5,605 shares
of Common Stock at $10.00 per share

Issuance of 5,749,442 shares of Common
Stock for professional services

Exercise of 17,686,489 Common Stock
Warrants at $0.10 per share

Issuance of 5,727,383 shares of Common
Stock from the conversion of 12%
Senior Notes

Issuance off 2,467,225 shares of Common
Stock from the conversion of $243,000
of 9-3/4% debentures, and the related
exercise of Common Stock Warrants at
varying prices per share to purchase
7,206,893 shares of Common Stock, net
of offering costs

Issuance of 89,207,511 shares of Common
Stock in connection with various
Private Placement Offerings at varying
prices per share

Issuance of 2,315,000 shares of Common
Stock in lieu of cash payments for
interest on the Convertible Senior
Notes and the issuance of 2,315,000
Common Stock Warrants

Debt Discount relating to beneficial
conversion feature on the various 12%
Senior Notes

Issuance of 8,031,516 shares of Common
Stock in connection with the issuance
of 12% Senior Notes

Issuance of 15,000,000 shares of Common
Stock for the investment in Jubilee

Other
Net loss and total comprehensive loss

Balance, June 30, 2003

See accompanying notes.

SERIES A
CONVERTIBLE

PREFERRED STOCK

COMMON STOCK

SUBSCRIPTIONS
RECEIVABLE

ACCUMULATED
DEFICIT

$ 3,749,158

(33,912)

$ 56,588,503

33,912

56, 050
1,245,631

1,768,650

1,145,442

873,000

8,750, 058

860, 250

2,947,130

1,664,819
2,850,000

6,960

$  (149,750)

149,750

$(56,792,019)

(56,050)

$ 3,395,892

1,395,381

1,768,650

1,145,442

873,000

8,750, 058

860, 250

2,947,130

1,664,819
2,850,000
6,960

(21,965, 499)



USA TECHNOLOGIES, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (CONTINUED)

ACCUMULATED
SERIES A OTHER
CONVERTIBLE COMPREHENSIVE ACCUMULATED
PREFERRED STOCK COMMON STOCK INCOME DEFICIT TOTAL

Issuance of 1,750 shares of Common

Stock from the conversion of 1,750

shares of Preferred Stock $ (12,390) $ 12,390 $ -- $ -- $ --

Stock from the conversion of

cumulative preferred dividends at

$10.00 per share -- 22,440 -- (22,440) --
Exercise of 32,179,321 Common Stock

Warrants and Options -- 2,800,472 -- -- 2,800,472

Issuance of 14,204,894 shares of Common

Stock from the conversion of 12%

Senior Notes -- 2,840,978 -- -- 2,840,978
Issuance of 1,615,727 shares of Common

Stock in exchange for salaries and

professional services -- 422,092 -- -- 422,092
Issuance of 10,500,000 shares of Common

Stock to executive in connection

with employment agreement -- 4,620,000 -- -- 4,620,000
Issuance of 53,177,869 shares of Common

Stock from various private placement

offerings at varying prices per share,

less issuance costs of $253,071 -- 9,389,263 -- -- 9,389,263

Issuance of 1,061,284 shares of Common

Stock and related Common Stock

Warrants in lieu of cash payment for

interest on the 12% Senior Notes -- 478,496 -- -- 478,496
Debt discount relating to beneficial

conversion feature on 12% Senior

Notes -- 1,981,007 -- -- 1,981,007
Issuance of 20,170,000 shares of Common

Stock in connection with the Bayview

acquisition -- 9,278,200 -- -- 9,278,200
Comprehensive loss:

Net loss (21,426,178) (21,426,178)

Unrealized gain on investment 32,249 32,249
Total comprehensive loss (21,393,929)
Balance, June 30, 2004 $ 3,702,856 $ 110,635,743 $ 32,249 $(100,262,186) $ 14,108,662

See accompanying notes.



USA TECHNOLOGIES, INC.

CONSOLIDATED STATEMENT OF CASH FLOWS

OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Charges incurred in connection with the issuance of Common Stock,
Common Stock Warrants and Senior Notes
Interest expense on the Senior Notes paid through the issuance of
Common Stock
Interest amortization related to Senior Notes and Convertible Debentures
Depreciation
Amortization
Loss (gain) on sale of investment
Gain on contract settlement
Loss on debt modification
Changes in operating assets and liabilities:
Accounts receivable
Inventory
Prepaid expenses and other assets
Accounts payable
Accrued expenses

Net cash used in operating activities

INVESTING ACTIVITIES:

Purchase of property and equipment

Cash paid in connection with Bayview acquisition

Cash received from the sale of investment

Cash received from contract settlement

Cash received from the sale of assets held for sale

Net cash provided by (used in) investing activities

FINANCING ACTIVITIES:

Net proceeds from the issuance of Common Stock and the exercise of Common
Stock Purchase warrants and Options

Collection of subscriptions receivable

Net proceeds from issuance of Senior Notes and Convertible Debenture

Repayment of long-term debt and Senior Notes

Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

Supplemental disclosures of cash flow information:

Cash paid for interest

Conversion of Convertible Preferred Stock to Common Stock

Conversion of Cumulative Preferred Dividends to Common Stock

Subscriptions receivable

Conversion of Senior Notes and Debenture to Common Stock

Issuance of Common Stock in connection with Bayview acquisition

Beneficial conversion feature related to Senior Notes and Convertible
Debenture

Purchase of investment through the issuance of Common Stock

Issuance of Common Stock in connection with Senior Note Conversions

See accompanying notes

YEAR ENDED JUNE 30

2004 2003
$(21,426,178) $(21,965,499)
5,042,092 2,573,301
478,496 860, 250
3,374,533 2,955,158
469, 418 1,119,536
2,207,329 1,623,547
(603, 478) 1,945,951
(429,204) --
318,915 1,521, 654
(785, 201) (74,503)
(1,249,784) 419,914
(1,732) (38,325)
843,680 (759,337)
(796,342) 589, 454
(12,557, 456) (9,228,899)
(358, 033) (186, 895)
(727,970) --
1,471,140 -
674,649 --
41, 400 --
1,101,186 (186, 895)
11,889,735 9,930, 879
1,013,400 35,000
-- 1,833,841
(812,106) (557, 441)
12,091,029 11,242,279
634, 759 1,826,485
2,384,455 557,970
$ 3,019,214 $ 2,384,455
$ 1,098,727 $ 1,479,984
$ 12,390 $ 33,912
$ 22,440 $ 56, 050
$ 300, 000 $ 1,013,400
$ 2,840,978 $ 1,388,442
$ 9,278,200 $ --
$ 1,981,007 $ 2,947,130
$ -- $ 2,850,000
$ -- $ 1,664,819




USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2004

1. BUSINESS

USA Technologies, Inc. ("USAT" or the "Company") was incorporated in the
Commonwealth of Pennsylvania in January 1992. The Company offers a suite of
networked devices and associated wireless non-cash payment, control/access
management, remote monitoring and data reporting services, as well as energy
management products. Our networked devices and associated services enable the
owners and operators of everyday, stand-alone, distributed assets, such as
vending machines, personal computers, copiers, faxes, kiosks and laundry
equipment, the ability to remotely monitor, control and report on the results of
these distributed assets, as well as the ability to offer their customers
alternative cashless payment options. As a result of the acquisition of the
assets of Bayview Technology Group, LLC ("Bayview") in July 2003(Note 4), our
Company also manufactures and sells energy management products which reduce the
power consumption of various equipment, such as refrigerated vending machines
and glass front coolers, thus reducing the energy costs associated with
operating this equipment.

2. ACCOUNTING POLICIES
BASIS OF FINANCIAL STATEMENT PRESENTATION

The financial statements of the Company have been prepared assuming the Company
will continue as a going concern, which contemplates the realization of assets
and the satisfaction of liabilities in the normal course of business.
Accordingly, the financial statements do not include any adjustments to recorded
asset values that might be necessary should the Company be unable to continue in
existence. The Company has incurred recurring operating losses of $21.4 million
and $21.9 million during each of the fiscal years ending June 30, 2004 and 2003,
respectively, and recorded cumulative losses from its inception through June 30,
2004 amounting to approximately $97.6 million. Losses have continued through
September 2004 and are expected to continue during fiscal year 2005. The
Company's ability to meet its future obligations is dependent upon the success
of its products in the marketplace. Until the Company's products can generate
sufficient operating revenues, the Company will be required to raise capital to
meet its cash flow requirements. These factors raise substantial doubt about the
Company's ability to continue as a going concern. Management believes that
actions presently being taken will allow for the Company to continue as a going
concern. Such actions include the generation of revenues from operations, the
issuance of Common Stock (Note 12), the exercise of outstanding Common Stock
warrants, and raising funds in the capital markets, as needed.

CONSOLIDATION

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



USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

2. ACCOUNTING POLICIES (CONTINUED)
RECLASSIFICATION

Certain amounts in the prior year financial statements have been reclassified to
conform to the current year presentation.

USE OF ESTIMATES

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

CASH EQUIVALENTS

Cash equivalents represent all highly liquid investments with original
maturities of three months or less. Cash equivalents are comprised of
certificates of deposit and a money market fund, of which $80,000 is on deposit
to support Automated Clearing House banking transactions and $30,000 to support
a letter of credit issued to a vendor as of June 30, 2004, and is therefore
restricted as to use.

INVENTORY

Inventory, which principally consists of finished goods, components, and
packaging materials, is stated at the lower of cost (first-in, first-out basis)
or market.

PROPERTY AND EQUIPMENT

Property and equipment are recorded at cost. Property and equipment are
depreciated on the straight-line basis over the estimated useful lives of the
related assets. Leasehold improvements are amortized on the straight-line basis
over the lesser of the estimated useful life of the asset or the respective
lease term.



USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

2. ACCOUNTING POLICIES (CONTINUED)
GOODWILL AND INTANGIBLE ASSETS

Goodwill represents the excess of cost over fair value of the net assets
purchased in acquisitions. The Company accounts for goodwill in accordance with
Statement of Financial Accounting Standards No. 142, "Goodwill and Other
Intangible Assets" ("FAS 142"). Under FAS 142, goodwill is not amortized to
earnings, but instead is subject to periodic testing for impairment. The Company
tests goodwill for impairment using a two-step process. The first step screens
for potential impairment, while the second step measures the amount of
impairment. The Company uses a discounted cash flow analysis to complete the
first step in this process. Testing for impairment is to be done at least
annually and at other times if events or circumstances arise that indicate that
impairment may have occurred. The Company has selected April 1 as its annual
test date. The Company has concluded there has been no impairment of goodwill as
a result of its testing on July 1, 2002 (the transitional test date upon
adopting FAS 142), April 1, 2003 and April 1, 2004.

SOFTWARE DEVELOPMENT COSTS

The Company capitalizes software development costs pursuant to Statement of
Financial Accounting Standards No. 86, "Accounting for the Costs of Computer
Software to be Sold, Leased or Otherwise Marketed", after technological
feasibility of the software is established and through the product's
availability for general release to the Company's customers. All costs incurred
in the research and development of new software and costs incurred prior to the
establishment of technological feasibility are expensed as incurred.
Amortization of software development costs commences when the product becomes
available for general release to customers. Amortization of software development
costs is calculated as the greater of the amount computed using (i) the ratio
that current gross revenues for a product bear to the total of current and
anticipated future gross revenues of that product or (ii) the straight-line
method over the remaining estimated economic life of the product. The Company
reviews the unamortized software development costs at each balance sheet date
and, if necessary, will write down the balance to net realizable value if the
unamortized costs exceed the net realizable value of the asset.

Software development costs related to the development of the multi-media e-Port
product and related internal network were fully amortized during the year ended
June 30, 2004. Accumulated amortization was $5,326,186 and $4,327,526 at June
30, 2004 and 2003, respectively. Amortization expense, reflected in cost of
sales, was approximately $999,000 and $1,331,000 during the years ended June 30,
2004 and 2003, respectively.



USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

2. ACCOUNTING POLICIES (CONTINUED)
INVESTMENT

The Company accounts for investments in accordance with Statement of Financial
Accounting Standards No. 115, "Accounting for Certain Investments in Debt and
Equity Securities". Management determines the appropriate classifications of
securities at the time of purchase and reevaluates such designation as of each
balance sheet date. Available-for-sale securities are carried at fair value,
with the unrealized gains and losses reported as a separate component of
shareholders' equity in accumulated other comprehensive income. If the
investment sustains an other-than-temporary decline in fair value, the
investment is written down to its fair value by a charge to earnings.

IMPAIRMENT OF LONG LIVED ASSETS

In accordance with Statement of Financial Accounting Standards No. 144,
"Accounting for the Impairment or Disposal of Long-lived Assets" ("FAS 144"),
the Company reviews its long-lived assets whenever events or changes in
circumstances indicate that the carrying amount of such assets may not be
recoverable. If the carrying amount of an asset or group of assets exceeds its
net realizable value, the asset will be written down to its fair value. In the
period when the plan of sale criteria of FAS 144 are met, long-lived assets are
reported as held for sale, depreciation and amortization cease, and the assets
are reported at the lower of carrying value or fair value less costs to sell.
During the fourth quarter of fiscal year 2003, the Company reviewed certain
long-lived assets (vending machines) and determined that such assets were
impaired. These vending machines were used and intended for use in connection
with the Company's program with Kodak to sell disposable cameras and film
pursuant to the Kodak Vending Placement Agreement. Management determined that it
was more likely than not that these vending machines would be disposed of before
the end of their previously estimated useful lives. The estimated undiscounted
cash flows for this group of assets was less than the carrying value of the
related assets. As a result, the Company recorded a charge of approximately
$321,000 representing the difference between the fair value as determined from a
qgquoted market price and the carrying value of the group of assets. Such amount
is reflected in depreciation expense in the 2003 Consolidated Statement of
Operations.

Effective December 31, 2003, the Kodak agreement was terminated (Note 14). As a
result, the carrying value of the vending machines were further impaired and a
charge of approximately $367,000 was recorded as a component of the gain on
contract settlement in the June 30, 2004 Consolidated Statement of Operations to
reflect these assets at their realizable value. The remaining value of these
vending machines is recorded as assets held for sale in the Consolidated Balance
Sheet as of June 30, 2004.



USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

2. ACCOUNTING POLICIES (CONTINUED)
FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying value of cash and cash equivalents, accounts receivable, other
current assets, accounts payable and accrued expenses reported in the
consolidated balance sheets equal or approximate fair value due to their short
maturities. The fair value of the Company's Senior Notes and Long-Term Debt
approximates book value as such notes are at market rates currently available to
the Company.

CONCENTRATION OF CREDIT RISK

Financial instruments that subject the Company to a concentration of credit risk
consist principally of cash and cash equivalents and accounts receivable. The
Company maintains cash and cash equivalents with various financial institutions.
The Company performs periodic evaluations of the relative credit standing of
those financial institutions, and the Company's policy is designed to limit
exposure to any one institution. The Company's accounts receivable are net of an
allowance for uncollectible accounts. The Company does not require collateral or
other security to support credit sales, but provides an allowance for
uncollectible accounts based on historical experience and specifically
identified risks. Accounts receivable are carried at fair value and charged off
against the allowance for uncollectible accounts when management determines that
recovery is unlikely and the Company ceases collection efforts. Approximately
39% and 57% of the Company's accounts receivable at June 30, 2004 and 2003,
respectively, were concentrated with two customers. Approximately 13% and 35% of
the Company's revenues for the years ended June 30, 2004 and 2003, respectively,
were concentrated with one and two customers, respectively. The Company's
customers are principally located in the United States.

REVENUE RECOGNITION

Revenue from the sale of equipment is recognized on the terms of
freight-on-board shipping point, or upon installation and acceptance of the
equipment if installation services are purchased for the related equipment.
Transaction processing revenue is recognized upon the usage of the Company's
cashless payment and control network. License fees for access to the Company's
devices and network services are recognized on a monthly basis. Product revenues
are recognized for the sale of products from Company owned vending machines when
there is purchase and acceptance of product by the vending customer. The Company
estimates an allowance for product returns at the date of sale.
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USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

2. ACCOUNTING POLICIES (CONTINUED)
RESEARCH AND DEVELOPMENT EXPENSES

Research and development expenses are expensed as incurred. Research and
development expenses, which are included in general and administrative and
compensation expense in the consolidated statements of operations, were
approximately $688,000 and $1,505,000 for the years ended June 30, 2004 and
2003, respectively.

ACCOUNTING FOR STOCK OPTIONS

Statement of Financial Accounting Standards No. 123, "Accounting for Stock-Based
Compensation" ("FAS 123"), provides companies with a choice to follow the
provisions of FAS 123 in determination of stock-based compensation expense or to
continue with the provisions of APB No. 25, "Accounting for Stock Issued to
Employees and Related Interpretations in Accounting for Stock-Compensation
Plans" ("APB 25") and the related FASB Interpretation No. 44. The Company has
elected to follow the provisions of APB 25. Under APB 25, if the exercise price
of the Company's stock options granted to employees and directors equals or
exceeds the market price of the underlying Common Stock on the date of grant, no
compensation expense is recognized. All stock options granted by the Company
have been at prices equal to the market price of the Company's Common Stock on
the date of grant. Under FAS 123, the fair value of stock options is estimated
at the date of grant using an option pricing model such as Black-Scholes and the
value determined is amortized to expense over the option vesting period.

LOSS PER COMMON SHARE

Basic earnings per share is calculated by dividing income (loss) applicable to
common shares by the weighted average common shares outstanding for the period.
Diluted earnings per share is calculated by dividing income (loss) applicable to
common shares by the weighted average common shares outstanding for the period
plus the dilutive effect (unless such effect is anti-dilutive) of equity
instruments. No exercise of stock options, purchase rights, stock purchase
warrants, or the conversion of senior notes, debentures, preferred stock, or
cumulative preferred dividends was assumed during the fiscal year 2004 or 2003
because the assumed exercise of these securities would be anti-dilutive.



USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

3. INVESTMENT IN JUBILEE INVESTMENT TRUST, PLC

During the year ended June 30, 2003, the Company issued 15,000,000 shares of its
Common Stock ($2,850,000) for an investment in 1,870,091 shares in the Jubilee
Investment Trust, PLC ("Jubilee"), a United Kingdom Investment Trust whose
shares trade on the London Stock Exchange. The Company agreed not to sell the
Jubilee shares for a period of 90 days from January 24, 2003 and to sell a
maximum of 10% of the Jubilee shares during each month thereafter. Jubilee
agreed not to sell the Company's shares of Common Stock for a period of two
years from the date of issuance unless agreed to by the Company. As this
investment declined in value below its cost basis for a period of six months or
more as of June 30, 2003, the Company determined that the decline in the market
value of this available for sale investment was "other than temporary" and,
accordingly, the Company wrote down the investment to its fair value, realizing
an impairment loss of $1,945,951 during fiscal year 2003.

During fiscal year 2004, the Company sold 1,669,091 of the Jubilee shares for
net proceeds of $1,471,140 and realized a gain of $603,480, with the cost of the
securities calculated by the specific identification method. An unrealized gain
of $32,249 on the remaining shares held by the Company is reflected in
shareholders' equity as accumulated other comprehensive income at June 30, 2004.
The 70,000 remaining shares have been provided as a security deposit for the
lease of the Company's corporate headquarters and are recorded at their fair
value of $68,636 at June 30, 2004.

4. ACQUISITIONS
BAYVIEW TECHNOLOGY GROUP, LLC

On July 11, 2003, the Company acquired substantially all of the assets of
Bayview. Under the terms of the asset purchase agreement, the Company issued to
Bayview 20,000,000 shares of its restricted Common Stock and cash of $631,247 to
settle an obligation of Bayview. The definitive agreement also provided for the
Company to assume certain obligations under a royalty agreement expiring May 31,
2006. Approximately $169,000 of royalty expense was recorded during fiscal year
2004 in connection with this agreement. In connection with this transaction, the
Company also agreed to issue 170,000 shares of its restricted Common Stock to a
consultant who provided certain services to the Company in connection with this
acquisition.

The acquisition allows the Company to offer energy conservation products that
reduce the power consumption of various types of equipment, such as vending
machines, glass front coolers and other "always-on" appliances by allowing the
equipment to operate in power saving mode when the full power mode is not
necessary.



USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

4. ACQUISITIONS (CONTINUED)

The acquisition cost of Bayview was $10,030,894, which principally was comprised
of the issuance of 20,000,000 shares of restricted Common Stock valued at

$9, 200,000 and a cash payment of $631,247. The value of the 20,000,000 shares of
Common Stock was determined based on the average market price of the Company's
Common Stock over the two-day period before and after the definitive agreement
date of July 11, 2003. The purchase price also included acquisition related
costs of $199,647.

The following table summarizes the final purchase price allocation to reflect
the fair values of the assets acquired and liabilities assumed at the date of
acquisition.

Current assets $ 7,628
Property and equipment 244,704
Intangible assets 9,449,000
Goodwill 329,562
Total assets acquired $ 10,030,894

of the $9,449,000 of Bayview acquired intangible assets, $7,424,000 was assigned
to patents that are subject to amortization over a 10-year period, $1,011,000
was assigned to a non-compete agreement that is subject to amortization over a
5-year period and $1,014,000 was assigned to trademarks and trade names that are
not subject to amortization.

The acquisition was accounted for using the purchase method and, accordingly,
the results of operations of Bayview have been included in the accompanying
consolidated statements of operations since the date of acquisition. Results of
operations of the Company for year ended June 30, 2004 would not have been
significantly different than reported had the acquisition taken place July 1,
2003 as the acquisition occurred on July 11, 2003. Pro-forma combined results
for the year ended June 30, 2003 would have been as follows had the acquisition
taken place July 1, 2002 - revenues of $8,487,190; net loss of $22,478,740; loss
applicable to common shares of $23,272,326; loss per common share (basic and
diluted) of $0.18.

STITCH NETWORKS CORPORATION

In connection with the acquisition of Stitch in May 2002, the Company determined
that it would vacate office space previously occupied by Stitch. Accordingly, in
connection with this acquisition, the Company accrued the remaining lease exit
costs relating to the lease in the amount of approximately $354,000 as part of
the cost of purchasing Stitch. In November 2003, Stitch and the lessor of the
office space reached an agreement that required Stitch to pay the lessor $55,000
as consideration to release Stitch from any further obligations under the lease.
In addition, a security deposit of approximately $9,000 was retained by the
lessor. Accordingly, the difference between estimated lease exit costs recorded
in conjunction with the acquisition and actual consideration paid was recorded
as a reduction of goodwill in the amount of $290,000 during the year ended June
30, 2004.
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USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

4. ACQUISITIONS (CONTINUED)

Amortization expense relating to all acquired intangible assets was $1,208,668
and $292,000 during the years ended June 30, 2004 and 2003, respectively. The
intangible asset balance and related accumulated amortization consisted of the
following:

JUNE 30, 2004

GROSS CARRYING ACCUMULATED NET CARRYING
AMOUNT AMORTIZATION VALUE
Intangible assets:
Trademarks $ 2,064,000 $ (223,125) $ 1,840,875
Patents 9,294,000 (1,117,822) 8,176,178
Non-Compete agreement 1,011,000 (196,221) 814,779
Total $12,369, 000 $(1,537,168) $ 10,831,832

June 30, 2003

GROSS CARRYING ACCUMULATED NET CARRYING
AMOUNT AMORTIZATION VALUE
Intangible assets:
Trademark $ 1,050,000 $ (118,125) $ 931,875
Patents 1,870,000 (210, 375) 1,659,625
Total $ 2,920,000 $ (328,500) $ 2,591,500

At June 30, 2004, the expected amortization of the intangible assets is as
follows: $1,200,000 per year in fiscal year 2005 through fiscal year 2008,
$1,000,000 per year in fiscal year 2009 through fiscal year 2012, $740,000 in
fiscal year 2013 and $22,000 in fiscal year 2014. The weighted average useful
life of these intangible assets is 9.55 years at June 30, 2004.
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USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

5. PROPERTY AND EQUIPMENT

Property and equipment consist of the following:

USEFUL JUNE 30
LIVES 2004 2003
Computer equipment and purchased
software 3 years $ 2,206,759 $ 1,931,912
Vending machines and related components 7 years 4,427 688,284
Control systems 3 years 479,530 980, 759
Furniture and equipment 5-7 years 745,341 532,570
Leasehold improvements Lease term 59,575 16,140
Vehicles 5 years -- 10, 258
3,495,632 4,159,923
Less accumulated depreciation (2,892,679) (3,216,139)
$ 602,953 $ 943,784

Assets under capital lease totaled approximately $113,000 and $180,000 as of
June 30, 2004 and 2003, respectively. Capital lease amortization of
approximately $20,000 and $46,000 is included in depreciation expense for the
years ended June 30, 2004 and 2003, respectively.

6. ACCRUED EXPENSES

Accrued expenses consist of the following:

JUNE 30
2004 2003

Accrued compensation and related sales commissions $ 444,302 $ 250, 808
Accrued interest 376,350 291,315
Accrued professional fees 192,633 650,974
Accrued taxes and filing fees 108, 362 94,529
Accrued consulting fees 104,438 662,010
Accrued rent 66,662 15,572
Advanced customer billings 58,811 62,540
Accrued lease termination payments, net -- 344,934
Accrued software license and support costs -- 125,385
Accrued other 217,810 222,676

$ 1,569,368 $ 2,720,743




USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

7. RELATED PARTY TRANSACTIONS

During the years ended June 30, 2004 and 2003, the Company incurred
approximately $391,000 and $305,000, respectively, in connection with legal
services provided by a member of the Company's Board of Directors. At June 30,
2004 and 2003, approximately $32,000 and $22,000, respectively, of the Company's
accounts payable and accrued expenses were due to this Board member. During the
years ended June 30, 2004 and 2003, certain Board members participated in
various debt or equity offerings of the Company for total investments of
approximately $266,250 and $661,500, respectively.

Stitch had purchased parts and services from Dixie-Narco, Inc. ("Dixie"), an
affiliate of a shareholder (Maytag Holdings, a subsidiary of Maytag Inc.) of the
Company. There were purchases from Dixie of $201,000 during the year ended June
30, 2003 and approximately $130,000 in payables to Dixie included in accounts
payable in the accompanying June 30, 2003 consolidated balance sheet. There were
no such purchases from Dixie during the year ended June 30, 2004 and no payables
to Dixie at June 30, 2004.

8. LONG-TERM DEBT

Long-term debt consists of the following:

JUNE 30

2004 2003
Bank facility $ 170,987 $ 828,466
Working capital loans 46,765 166, 765
Other, including capital lease obligations 35,430 60,057
253,182 1,055,288
Less current portion 240,764 830,674
$ 12,418 $ 224,614

The bank facility (the "Facility") was assumed as part of the fiscal year 2002
acquisition of Stitch and was used to fund the purchase of vending machines
placed at locations where Kodak film products were sold. Borrowings were made
from time to time under the Facility, with repayment schedules set at the time
of each borrowing, including equal monthly payments over 36 months and an
interest rate based upon 495 basis points over the three year U.S. Treasury
Notes. The Company granted the bank a security interest in the vending machines.
Repayment of principal was insured by a Surety Bond issued by a third-party
insurer in exchange for an initial fee paid by the Company. The Facility matures
during the year ending June 30, 2005, due to the termination of the vending
placement agreement and the sale of the vending machines (Note 14).
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

8. LONG-TERM DEBT (CONTINUED)

The Company also assumed working capital loans in connection with of the Stitch
acquisition. These loans are secured by certain assets of Stitch and bear
interest at 6.75% per annum. The working capital loans were payable on July 8,
2002, however, during fiscal year 2003, the bank extended the due date on these
loans on several occasions under forbearance agreements. On November 6, 2003,
the Company reached an agreement with the bank to repay these loans in monthly
installments through October 2004.

9. INCOME TAXES

At June 30, 2004 and 2003, the Company had net operating loss carryforwards of
approximately $84,097,000 and $76,211,000, respectively, to offset future
taxable income expiring through approximately 2024. In addition, the Company had
a capital loss carryforward of approximately $1,264,000 as of June 30, 2004 that
expires in 2009. At June 30, 2004 and 2003, the Company recorded a net deferred
tax asset of approximately $34,365,000 and $29,771,000, respectively, which was
reduced by a valuation allowance of the same amount as the realization of the
deferred tax asset is not likely, principally due to the lack of earnings
history.

The timing and extent to which the Company can utilize future tax deductions in
any year may be limited by provisions of the Internal Revenue Code regarding
changes in ownership of corporations. Stitch had net operating loss
carryforwards of approximately $11,800,000 at the acquisition date. Such net
operating loss carryforwards are limited under the same provisions as to the
amount available to offset future taxable income and to the extent used in any
given year, will result in decreases to goodwill as opposed to income tax
expense.

The deferred tax assets arose primarily from the use of different accounting
methods for financial statement and income tax reporting purposes as follows:

JUNE 30
2004 2003
Deferred tax assets:
Net operating loss and capital loss
carryforwards $ 32,447,000 $ 28,431,000

Deferred research and development costs 548,000 730,000
Software development costs 1,513,000 1,324,000
Other 790,000 338,000

35,298,000 30,823,000
Deferred tax liabilities:
Intangibles (933, 000) (1,052,000)

34,365,000 29,771,000
Valuation allowance (34,365,000) (29,771,000)
Deferred tax assets, net $ -- $ --
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

10. SENIOR NOTES

The Company has issued five series of Senior Notes each with an annual interest
rate of 12% and are convertible into shares of the Company's Common Stock. The
Senior Notes were scheduled to mature on December 31, 2003 ("2003 Senior
Notes"), December 31, 2004 ("2004 Senior Notes"), December 31, 2005 ('"2005
Senior Notes"), December 31, 2006 ("2006 Senior Notes"), and December 31, 2007
("2007 Senior Notes").

The 2003 Senior Notes were issued pursuant to a private placement offering
authorized during the year ended June 30, 2001 that included the issuance of
2,000 shares of Common Stock for each $10,000 of face amount of notes issued.
The 2003 Senior Notes were convertible into shares of Common Stock at $1.25 per
share at any time through December 31, 2003. The fair value of the Common Stock
issued and the intrinsic value of the beneficial conversion feature associated
with the 2003 Senior Notes created debt discount that was allocated to equity
and was amortized to interest expense through December 31, 2003.

The 2004 Senior Notes were issued pursuant to a private placement offering
authorized during the year ended June 30, 2002. The 2004 Senior Notes are
convertible into shares of Common Stock at $.40 per share at any time through
December 31, 2004. Certain shareholders of the Company who held warrants to
purchase shares of Common Stock exercisable at $.50 per share were offered the
opportunity to cancel those warrants and receive an equivalent number of new
warrants exercisable at $.10 per share if they invested in the 2004 Senior Note
offering. The fair value of the new warrants issued and the intrinsic value of
the beneficial conversion feature associated with the 2004 Senior Notes created
debt discount that was allocated to equity and is being amortized to interest
expense through December 31, 2004.

The 2005 Senior Notes were issued pursuant to a private placement offering
authorized during the year ended June 30, 2002 that included the issuance of
20,000 shares of Common Stock for each $10,000 of face amount of notes issued.
The 2005 Senior Notes are convertible into shares of Common Stock at $.20 per
share at any time through December 31, 2005. The fair value of the Common Stock
issued and the intrinsic value of beneficial conversion feature associated with
the 2005 Senior Notes created debt discount that was allocated to equity and is
being amortized to interest expense through December 31, 3005. During the years
ended June 30, 2004 and 2003, $514,359 and $489,608, respectively, of the 2005
Senior Notes converted into 2,571,797 and 2,448,215 shares of Common Stock,
respectively.
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10. SENIOR NOTES (CONTINUED)

In March 2003, the Company granted to the holders of the 2003 Senior Notes and
2004 Senior Notes the right to extend the maturity date of these Senior Notes to
December 31, 2006 and December 31, 2007, respectively, in exchange for reducing
the conversion rates from $1.25 to $0.20 per share for the 2003 Senior Notes and
from $0.40 to $0.20 per share for the 2004 Senior Notes. This offer expired on
December 31, 2003. During the years ended June 30, 2004 and 2003, Senior Note
holders agreed to exchange an aggregate of $2,303,953 and $6,911, 397,
respectively, of 2003 Senior Notes and 2004 Senior Notes for new notes maturing
in 2006 and 2007. The exchange of the 2003 Senior Notes and 2004 Senior Notes to
the 2006 Senior Notes and 2007 Senior Notes was deemed a significant
modification of the terms of the Senior Notes and, accordingly, the exchanged
2003 Senior Notes and 2004 Senior Notes have been extinguished. The unamortized
debt discount and other issuance costs remaining on the 2003 Senior Notes and
2004 Senior Notes exchanged and extinguished were expensed ($318,915 and
$1,521,654 for the years ended June 30, 2004 and 2003, respectively) and have
been reported as a loss on debt modification in the Consolidated Statements of
Operations.

During fiscal year 2003 and 2004, the Company's share price was often greater
than the conversion price at times when Senior Note holders exchanged their 2003
and 2004 Senior Notes for 2006 and 2007 Senior Notes. The intrinsic value of
this beneficial conversion feature created debt discount that was allocated to
equity and is being amortized to interest expense through December 31, 2006 and
2007, respectively.

During the years ended June 30, 2004 and 2003, $1,478,000 and $332,500,
respectively, of the 2006 Senior Notes were converted into 7,390,000 and
1,662,500 shares of Common Stock, respectively, and $848,619 and $323, 334,
respectively, of the 2007 Senior Notes were converted into 4,243,097 and
1,616,668 shares of Common Stock, respectively.
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10. SENIOR NOTES (CONTINUED)

A summary of the activity for the Senior Notes for the years ended June 30, 2004

and 2003 follows:

Face amount of Senior Notes
Balance, June 30, 2002
Issued (rescinded) for cash and services
2003 and 2004 Senior Notes exchanged

for 2006 and 2007 Senior Notes
Conversions to Common Stock

Balance, June 30, 2003

Repayment

2003 and 2004 Senior Notes exchanged
for 2006 and 2007 Senior Notes

Conversions to Common Stoc

Balance, June 30, 2004

Debt discount and other issuance costs

Unamortized costs at June 30, 2002

Debt discount (created) reduced for
(issuances) rescissions

Amortization and write-off of unamortized
costs upon conversions to Common
Stock

Loss on modification for exchanges of
2003 and 2004 Senior Notes for 2006
and 2007 Senior Notes

Unamortized costs at June 30, 2003

Debt discount from issuances

Amortization and write-off of unamortized
costs upon conversions to Common
Stock

Loss on modification for exchanges of
2003 and 2004 Senior Notes for 2006
and 2007 Senior Notes

Unamortized costs at June 30, 2004

Senior Notes Maturing December 31,

2003 2004 2005 2006 2007
(2003 Senior (2004 Senior (2005 Senior (2006 Senior (2007 Senior
Notes) Notes) Notes) Notes) Notes)
$ 5,034,000 $ 4,814,593 $ 444,083 $ -- $ --
-- (172,091) 3,571,675 -- --
(3,548,000) (3,363,397) -- 3,548,000 3,363,397
-- -- (489,608) (332,500) (323,334)
1,486,000 1,279,105 3,526,150 3,215,500 3,040,063
(10,000) -- -- -- --
(1,476,000) (827,953) -- 1,476,000 827,953
-- -- (514,359) (1,478,000) (848,619)
$ -- $ 451,152 $ 3,011,791 $ 3,213,500 $ 3,019,397
$ (750,295) $(2,928,567) $ (323,988) $ -- $ --
(2) 169, 365 (2,933,392) (1,287,749) (621, 459)
448,934 1,004,748 1,104,157 183,580 24,607
221,130 1,300,524 -- .- --
(80,233) (453,930) (2,153,223) (1,104,169) (596,852)
-- -- -- (1,155, 475) (825,532)
32,803 133,180 1,052,231 1,329,255 827,064
47,430 271,485 -- -- --
$ -- $ (49, 265) $(1,100,992) $ (930,389) $ (595,320)
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10. SENIOR NOTES (CONTINUED)

Senior Notes Maturing December 31,

2003 2004 2005 2006 2007
(2003 Senior (2004 Senior (2005 Senior (2006 Senior (2007 Senior
Notes) Notes) Notes) Notes) Notes)
Senior Notes reflected in the
Consolidated Balance Sheet:
June 30, 2003
Face amount $ 1,486,000 $ 1,279,105 $ 3,526,150 $ 3,215,500 $ 3,040,063
Unamortized costs (80, 233) (453,930) (2,153, 223) (1,104,169) (596, 852)
$ 1,405,767 $ 825,175 $ 1,372,927 $ 2,111,331 $ 2,443,211
June 30, 2004
Face amount $ -- $ 451,152 $ 3,011,791 $ 3,213,500 $ 3,019,397
Unamortized costs -- (49, 265) (1,100,992) (930, 389) (595, 320)
$ 401,887 $ 1,910,799 $ 2,283,111 $ 2,424,077

During the year ended June 30, 2003 and through December 31, 2003,

the holders

of the Senior Notes had the right to purchase shares of the Company's Common
Stock at $0.20 per share using quarterly interest payments that were due in lieu
of a cash payment of the interest. Additionally, for each share purchased, the
note holder was entitled to receive a warrant to purchase one share of the
Company's Common Stock at $0.20 per share exercisable at any time through June
30, 2004 (extended to August 30, 2004). For the years ended June 30, 2004 and
2003, 1,061,284 and 2,315,000 shares of Common Stock, respectively, were issued
(along with an identical number of warrants) for payment of interest due of
$212,238 and $448,647, respectively. The fair value of the warrants issued and
the beneficial conversion feature related to the $0.20 per share rate used to
convert the interest to shares of Common Stock totaled $266,258 and $411,603 for
the years ended June 30, 2004 and 2003, respectively, and have been recorded as
additional interest expense.

During the year ended June 30, 2002, the Company executed a Securities Purchase
Agreement with an investment company for the purchase of $325,000 (as amended)
of a 9.75% Convertible Debenture (the Debenture) due August 2004. Interest on
the Debenture was payable monthly in arrears and the Debenture was convertible
at a price equal to the lesser of $1.00 or 72% (80% prior to June 18, 2002) of
the lowest closing bid price of the Company's Common Stock during the 20 day
period prior to the conversion. At the time of conversion, the Company issued to
the Debenture holder warrants to purchase an amount of Common Stock equal to ten
times the number of shares issued upon the conversion of the Debenture. The
warrants were exercisable at the same conversion price as the Debenture. During
the year ended June 30, 2003 the investment company converted the remaining
$243,000 of the Debenture, resulting in the issuance of 2,467,225 shares of
Common Stock. The investment company also exercised warrants resulting in the
issuance of 17,465,469 and 7,206,893 shares of Common Stock and generating net
cash proceeds of $1,591,296 and $630,000 during the years ended June 30, 2004
and 2003, respectively.
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11. PREFERRED STOCK

The authorized Preferred Stock may be issued from time to time in one or more
series, each series with such rights, preferences or restrictions as determined
by the Board of Directors. Each share of Series A Preferred Stock shall have the
right to one vote and is convertible at any time into one share of Common Stock.
Each share of Common Stock entitles the holder to one voting right. Series A
Preferred Stock provides for an annual cumulative dividend of $1.50 per share
payable to the shareholders of record in equal parts on February 1 and August 1
of each year.

Cumulative unpaid dividends at June 30, 2004 and 2003 amounted to $6,677,180 and
$5,913,107, respectively. Cumulative unpaid dividends are convertible into
common shares at $10.00 per common share at the option of the shareholder.
During the years ended June 30, 2004 and 2003, certain holders of the Preferred
Stock converted 1,750 and 4,790 shares, respectively, into 1,750 and 4,790
shares of Common Stock, respectively. Certain of these shareholders also
converted cumulative preferred dividends of $22,440 and $56,050, respectively,
into 2,244 and 5,605 shares of Common Stock during the years ended June 30, 2004
and 2003, respectively. The Series A Preferred Stock may be called for
redemption at the option of the Board of Directors at any time on and after
January 1, 1998 for a price of $11.00 per share plus payment of all accrued and
unpaid dividends. No such redemption has occurred as of June 30, 2004. In the
event of any liquidation, the holders of shares of Series A Preferred Stock
issued shall be entitled to receive $10.00 for each outstanding share plus all
cumulative unpaid dividends. If funds are insufficient for this distribution,
the assets available will be distributed ratably among the preferred
shareholders.

12. COMMON STOCK

The Company's Board of Directors has authorized various Common Stock private
placement offerings. Activity for these offerings during the years ended June
30, 2004 and 2003 is as follows:

o The 2004-A Private Placement Offering was authorized during fiscal
year 2004 for the issuance of common stock at $0.15 per share.
During the year ended June 30, 2004, there were 28,290,833 shares
issued generating net proceeds of $4,207,080. Included in this
amount are subscriptions receivable of $300,000 at June 30, 2004,
which were collected by the Company during July 2004. Participants
in the offering were granted one warrant to purchase shares of
Common Stock for every two shares of Common Stock purchased and are
exercisable at $0.20 per share through December 31, 2004.
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o] The 2003-A Private Placement Offering was authorized during fiscal
year 2003 for the issuance of common stock at $0.10 per share.
During the years ended June 30, 2004 and 2003, there were 4,377,036
and 78,636,082 shares, respectively, issued generating net proceeds
of $432,754 and $7,792,133, respectively. The Company also issued
695,000 and 1,854,390 shares under this offering during the years
ended June 30, 2004 and 2003, respectively, for services rendered by
consultants amounting to $185,000 and $397,889, respectively.

o During the year ended June 30, 2004, 20,010,000 shares of Common
Stock were issued to accredited investors at $0.25 per share in four
private placement offerings generating net proceeds of $5,002,500.

(o] During the year ended June 30, 2003, 10,571,429 shares of Common
Stock were issued to accredited investors at per share prices
ranging from $0.07 to $0.12 in five private placement offerings
generating net proceeds of $957,925. These investors were also
granted warrants in connection with these private placement
offerings to purchase 18,892,858 shares of Common Stock at per share
prices ranging from $0.07 to $0.15 and expiring from May 2003 to
October 2007. None of these warrants were exercised during the year
ended June 30, 2003.

During the year ended June 30, 2004, the Company's Board of Directors granted
additional warrants to purchase shares of Common Stock to Senior Note holders
who chose to receive shares of Common Stock in lieu of being paid cash for
interest on their notes. The grant was one additional warrant for each warrant
previously granted in conjunction with receiving shares for interest and totaled
warrants to purchase 3,662,481 shares of Common Stock at $0.20 per share
expiring on December 31, 2004.

During the year ended June 30, 2003, the Company's Board of Directors granted
warrants to purchase shares of Common Stock to the holders of all Senior Notes
at the time of grant. The grant equaled 75% of the face amount of the Senior
Notes and totaled 10,306,026 warrants exercisable at $0.10 per share through
October 31, 2003. An additional warrant was granted for each of the initial
warrants exercised on the same terms and as a result, an additional 7,943,384
warrants to purchase Common Stock were granted.

During the year ended June 30, 2004, warrants and stock options were exercised
to purchase 32,179,321 shares of Common Stock at share prices ranging from $0.07
to $0.20, generating proceeds of $2,800,472. During the year ended June 30,
2003, warrants were exercised to purchase 17,686,489 shares of Common Stock at
$0.10 per share, generating proceeds of $1,768,651.
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In July 2003, the Company and the Company's Chief Executive Officer ("CEO0")
amended the terms of his Executive Employment Agreement (expiring June 2005).
Under the terms of the previous Executive Employment Agreement, the CEO would
have been granted seven percent (non-dilutive) of all the then issued and
outstanding shares of the Company's Common Stock in the event a "USA
Transaction" (as defined) occurs, which among other events includes a change in
control of the Company. The amended terms of the Executive Employment Agreement,
eliminates the seven percent (non-dilutive) right to receive Common Stock upon a
"USA Transaction" and granted the CEO an aggregate of 14,000,000 shares of
Common Stock (subject to adjustment for stock splits or combinations) in the
event a "USA Transaction" occurs. In exchange for the amendment of these terms,
the Company issued the CEO 10,500,000 shares of its Common Stock valued at
$4,620,000 or $0.44 per share representing the quoted market price of the
Company's Common Stock on the date the amendment was entered into and the shares
were granted. In connection with this amendment, the CEO also entered into a
lock-up agreement pursuant to which he can not sell 2,500,000 of these shares
for a one-year period and 8,000,000 of these shares for a two-year period. The
CEO is not required to pay any additional consideration for these shares of
Common Stock. At the time of a "USA Transaction", all of the 14,000,000 shares
are automatically deemed to be issued and outstanding, and will be entitled to
be treated as any other issued and outstanding shares of Common Stock. These
shares are irrevocable and fully vested, have no expiration date, and are not
affected by the termination of the CEO for any reason whatsoever.

In addition to the shares issued to the CEO, there were 920,727 and 3,895,052
shares of Common Stock issued to certain employees and officers for services and
for professional services during the years ended June 30, 2004 and 2003,
respectively. The value of these shares was based upon the fair value of the
Company's Common Stock on the dates the shares were granted and totaled $237,040
and $847,742 for the years ended June 30, 2004 and 2003, respectively.

During the year ended June 30, 2004, 500,000 shares of Common Stock were issued

to an accredited investor as settlement resulting from a non-registration event
as defined under the subscription agreement dated November 4, 2002.
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A Common Stock purchase agreement with an accredited investor was initially
executed in June 2004 and then replaced in August 2004 with a new agreement (the
"Common Stock Agreement"). Pursuant to the Common Stock Agreement, the investor
agreed to purchase shares of the Company's Common Stock, provided that the
aggregate purchase price does not exceed $7,500,000. Under the Common Stock
Agreement, the Company has the right at any time to require the investor to
purchase Common Stock from the Company at the lower of: (i) $0.30 per share; or
(ii) 90% of the closing bid price per share on the date prior to the date of the
delivery by the Company to the investor of notice of his obligation to purchase.
The Company can require the investor to purchase shares under the Common Stock
Agreement only if the shares have been registered by the Company for resale
under the Act. Such shares were registered effective August 13, 2004.
Additionally, the shares are only available for purchase for a period of one
year from the date the shares are registered under the Act. During any calendar
month, the investor cannot be required by the Company to purchase Common Stock
for an aggregate purchase price in excess of $700,000. Although the Company has
registered 35,000,000 shares for resale by the investor, the Company has the
right in the future, if necessary, to register additional shares in order to
ensure that a sufficient number of shares are available for purchase by the
investor. The Company has agreed to pay the investor a due diligence fee of
$45,000 in connection with this transaction. Subsequent to year end, the Company
issued 5,632,275 shares of Common Stock under the Common Stock Agreement for
total gross proceeds of $647,000.

As of June 30, 2004, the Company has reserved shares of Common Stock for future
issuance for the following:

Exercise of Common Stock Options 1,897,472
Exercise of Common Stock Warrants 33,457,191
Conversions of Preferred Stock and cumulative

Preferred Stock dividends 1,190,460
Conversions of Senior Notes 47,351,320
Total shares reserved for future issuance 83,896,443

13. COMMON STOCK WARRANTS AND OPTIONS

Common Stock Warrant activity for the years ended June 30, 2004 and 2003 was as
follows:

WARRANTS
Outstanding at June 30, 2002 6,839,820
Issued 76,286,145
Exercised (18,894,241)
Cancelled (2,104,000)
Outstanding at June 30, 2003 62,127,724
Issued 18,873,932
Exercised (32,060,459)
Cancelled (15,484,006)
Outstanding at June 30, 2004 33,457,191

F-26



USA TECHNOLOGIES, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)
JUNE 30, 2004

13. COMMON STOCK WARRANTS AND OPTIONS (CONTINUED)
All Common Stock warrants outstanding as of June 30, 2004 were exercisable. The

following table shows exercise prices and expiration dates for warrants
outstanding as of June 30, 2004:

WARRANTS EXERCISE PRICE
OUTSTANDING PER SHARE EXPIRATION DATE
3,600,607 $0.20 August 30, 2004
2,500, 000 $0.10 December 22, 2004
17,807, 898 $0.20 December 31, 2004
75,000 $1.25 June 30, 2006
7,142,858 $0.07 October 26, 2007
750,000 $0.07 November 15, 2007
1,200,000 $0.91 August 29, 2010
377,927 $1.00 April 24, 2011
2,901 $1.03 April 30, 2011
33,457,191

During the years ended June 30, 2004 and 2003, the Company's Board of Directors
amended the terms of certain outstanding Common Stock Warrants whereby the
exercise price was reduced and the expiration dates were extended. The above
table reflects the status of the warrants as of June 30, 2004.

The Company's Board of Directors has granted options to employees and Board

members to purchase shares of Common Stock at prices that were at or above fair
market value on the dates the options were granted. The option term and vesting
schedule were established by the contracts under which the options were granted.

In April 2004, the Company's Board of Directors established and authorized the
2004-A Stock Compensation Plan for use in compensating employees, directors and
consultants through the issuance of shares of Common Stock of the Company. There
were 500,000 shares authorized under the Plan. As of June 30, 2004 there were
90,727 shares issued under the Plan.
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Common Stock Option activity during the years ended June 30, 2004 and 2003 was
as follows:

OPTIONS EXERCISE PRICE
OUTSTANDING PER SHARE
Outstanding at June 30, 2002 5,290,485 $0.165-$5.00
Canceled or expired (2,383,000) $0.40-$5.00
Outstanding at June 30, 2003 2,907,485 $0.165-$2.50
Granted 300, 000 $0.30
Exercised (223,862) $0.165
Canceled or expired (1,086,151) $0.165-$2.50
Outstanding at June 30, 2004 1,897,472 $0.165-$2.00

The following table shows exercise prices and the weighted average remaining
contractual life for options outstanding as of June 30, 2004. All Common Stock
Options outstanding as of June 30, 2004 were exercisable except for the options
granted at an exercise price of $.30 per share, none of which were exercisable
as of June 30, 2004.

OPTIONS EXERCISE PRICE WEIGHTED AVERAGE REMAINING
OUTSTANDING PER SHARE CONTRACTUAL LIFE (YEARS)
1,465, 805 $0.165 2.92
300, 000 $0.30 2.96
125, 000 $1.00 1.67
6,667 $2.00 2.00
1,897,472

As there were no stock options granted during the year ended June 30, 2003 and
all options granted through June 30, 2002 were vested as of that date, pro-forma
net loss and pro-forma net loss per common share under FAS 123 for the year
ended June 30, 2003 would be the same as reported by the Company under APB 25.
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During the year ended June 30, 2004, stock options were granted to one
individual to purchase 300,000 shares of Common Stock of the Company at $0.30
per share. The pro-forma disclosures required by FAS 123 have not been included
for June 30, 2004 as the fair value of options granted for the year ended June
30, 2004 were not considered to be material. The fair value of the stock options
granted, $0.16, was estimated on the date of the grant using the Black-Scholes
option-pricing model with the following assumptions.

Dividend yield 0%
Expected stock price volatility 0.971
Risk-free interest rate 4.0%
Expected life, in years 3

14. TERMINATION OF KODAK VENDING PLACEMENT AGREEMENT

The Company's wholly owned subsidiary, Stitch, entered into a vending placement
agreement whereby Stitch agreed to purchase film and cameras directly from
Eastman Kodak Company and vending machines from a supplier. Stitch placed the
vending machines at numerous locations throughout the United States under
agreements negotiated with the location owners and derived revenues amounting to
$358,484 and $1,092,167 for the years ended June 30, 2004 and 2003,
respectfully.

During 2003, Stitch alleged that the supplier and another party to the vending
agreement breached the vending agreement and the supplier and the other party to
the vending agreement alleged that Stitch had breached the vending agreement.
Effective December 31, 2003, the parties finalized a settlement of this matter
which resulted in the termination of the vending agreement. Under the settlement
agreement, the Company received a payment from Kodak of approximately $675,000.
The agreement also provides for the Company to receive payments of $300 per
vending machine from the supplier of the vending machines, as the machines are
pulled from service at the supplier's sole cost and expense. Upon receipt of the
$300 per machine, title to the vending machine transfers from Stitch to the
supplier. Through June 30, 2004, the Company has received approximately $41, 400
for these machines. The agreement also provided that the supplier cancel a
$124,000 obligation of Stitch for the purchase of vending machines.

This termination agreement resulted in a gain of $429,204 during the year ended
June 30, 2004 and is reflected as Other income in the June 30, 2004 Consolidated
Statement of Operations. This gain is comprised of the payment from Kodak of
approximately $675,000 plus the cancellation of Stitch's obligation to the
supplier of the vending machines of approximately $124,000 less a write-down of
the carrying value of vending machines of approximately $367,000 and a net
write-off of amounts due to and from Kodak of $3,000. The remaining vending
machines are reported as assets held for sale in the June 30, 2004 Consolidated
Balance Sheet, as it was determined that the plan of sale criteria in FAS 144
was met in the termination agreement, at which time depreciation of these assets
ceased.
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15. RETIREMENT PLAN

The Company's Savings and Retirement Plan (the "Plan") allows employees who have
attained the age of 21 and have completed six months of service to make
voluntary contributions up to a maximum of 15% of their annual compensation, as
defined in the Plan. Through June 30, 2000, the Plan did not provide for any
matching contribution by the Company, however, starting at the beginning of
fiscal year 2001, the Company has amended the Plan to include a Company matching
contribution up to 10% of an employee's compensation. Effective January 1, 2003,
the matching contribution changed to a dollar-for-dollar matching contribution
on salary deferrals up to 3% of the employee's compensation then a fifty-cents
on the dollar matching contribution on salary deferrals from 3% to 5%. The
Company's contribution for the years ended June 30, 2004 and 2003 was
approximately $78,000 and $67,000, respectively.

16. LEASE COMMITMENTS

The Company conducts its operations from various facilities under operating
leases. In March 2003, the Company entered into a lease for 12,864 square feet
of space located in Malvern, Pennsylvania for its principal executive office and
used for general administrative functions, sales activities, and product
development. The lease term extends through December 31, 2008 and provides for
escalating rent payments and a period of free rent prior to the commencement of
the monthly lease payment in January 2004 of approximately $25,000 per month.

In connection with the acquisition of the energy conservation product line in
July 2003 from Bayview Technology Group, LLC, the Company assumed leases for
6,384 square feet of space located in Denver, CO used for administrative
functions, sales activities and product warehousing associated with our Miser
products. The lease terms extend through June 30, 2005 and provide for
escalating rent payments currently at $8,200 per month. The lease provides for
additional rent for a prorated share of operating costs for the entire facility.
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Rent expense under operating leases was approximately $450,000 and $292,000
during the years ended June 30, 2004 and 2003, respectively. Future minimum
lease payments subsequent to June 30, 2004 under capital and noncancelable
operating leases are as follows:

CAPITAL OPERATING

LEASES LEASES

2005 $ 5,622 $ 462,000
2006 1,060 339, 000
2007 -- 313, 000
2008 -- 319, 000
2009 and thereafter 0- 161,000
Total minimum lease payments 6,682 $ 1,594,000
Less amount representing interest 134

Present value of net minimum lease payments 6,548

Less current obligations under capital leases 5,491

Obligations under capital leases, less current portion $ 1,057

17. CONTINGENCIES

Various legal actions and claims occurring in the normal course of business are
pending or may be instituted or asserted in the future against the Company. The
Company does not believe that the resolution of these matters will have a
material effect on the financial position or results of operations of the
Company .
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ITEM 8. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

Not applicable
ITEM 8A. CONTROLS AND PROCEDURES
(a) Evaluation of disclosure controls and procedures.
The principal executive officer and principal financial officer have evaluated
the Company's disclosure controls and procedures as of June 30, 2004. Based on
this evaluation, they conclude that the disclosure controls and procedures
effectively ensure that the information required to be disclosed in the
Company's filings and submissions under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the Securities and
Exchange Commission's rules and forms.
(b) Changes in internal controls.
There have been no changes during the quarter ended June 30, 2004 in the
Company's internal controls over financial reporting that have materially
affected, or are reasonably likely to materially affect, internal control over
financial reporting.

PART III

ITEM 9. DIRECTORS, EXECUTIVE OFFICERS, PROMOTERS AND CONTROL PERSONS; COMPLIANCE
WITH SECTION 16(A) OF THE EXCHANGE ACT

MANAGEMENT
DIRECTORS AND EXECUTIVE OFFICERS

Our Directors and executive officers, on September 28, 2004, together with their
ages and business backgrounds were as follows:

Name Age Position(s) Held

George R. Jensen, Jr. 55 Chief Executive Officer,
Chairman of the Board of Directors

Stephen P. Herbert 41 President, Director

Haven Brock Kolls, Jr. 39 Vice President - Research and
Development

Mary West Young 49 Chief Financial Officer

wWilliam W. Sellers (1)(2) 83 Director

william L. Van Alen, Jr. (1)(2) 71 Director

Steven Katz (1) 56 Director

Douglas M. Lurio (2) 47 Director

(1) Member of Compensation Committee
(2) Member of Audit Committee
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Each Director holds office until the next Annual Meeting of shareholders and
until his successor has been elected and qualified.

George R. Jensen, Jr., has been our Chief Executive Officer and a Director since
our inception in January 1992. Mr. Jensen was Chairman, Director, and Chief
Executive Officer of American Film Technologies, Inc. ("AFT") from 1985 until
1992. AFT was in the business of creating color imaged versions of
black-and-white films. From 1979 to 1985, Mr. Jensen was Chief Executive Officer
and President of International Film Productions, Inc. Mr. Jensen was the
Executive Producer of the twelve hour miniseries, "A.D.", a $35 million dollar
production filmed in Tunisia. Procter and Gamble, Inc., the primary source of
funds, co-produced and sponsored the epic, which aired in March 1985 for five
consecutive nights on the NBC network. Mr. Jensen was also the Executive
Producer for the 1983 special for public television, "A Tribute to Princess
Grace". From 1971 to 1978, Mr. Jensen was a securities broker, primarily for the
firm of Smith Barney, Harris Upham. Mr. Jensen was chosen 1989 Entrepreneur of
the Year in the high technology category for the Philadelphia, Pennsylvania area
by Ernst & Young LLP and Inc. Magazine. Mr. Jensen received his Bachelor of
Science Degree from the University of Tennessee and is a graduate of the
Advanced Management Program at the Wharton School of the University of
Pennsylvania.

Stephen P. Herbert was elected a Director in April 1996, and joined USA on a
full-time basis on May 6, 1996. Prior to joining us and since 1986, Mr. Herbert
had been employed by Pepsi-Cola, the beverage division of PepsiCo, Inc. From
1994 to April 1996, Mr. Herbert was a Manager of Market Strategy. In such
position he was responsible for directing development of market strategy for the
vending channel and subsequently the supermarket channel for Pepsi-Cola in North
America. Prior thereto, Mr. Herbert held various sales and management positions
with Pepsi-Cola. Mr. Herbert graduated with a Bachelor of Science degree from
Louisiana State University.

Haven Brock Kolls, Jr., joined USA Technologies on a full-time basis in May 1994
and was elected an executive officer in August 1994. From January 1992 to April
1994, Mr. Kolls was Director of Engineering for International Trade Agency,
Inc., an engineering firm specializing in the development of control systems and
management software packages for use in the vending machine industry. Mr. Kolls
was an electrical engineer for Plateau Inc. from 1988 to December 1992. His
responsibilities included mechanical and electrical computer-aided engineering,
digital electronic hardware design, circuit board design and layout, fabrication
of system prototypes and software development. Mr. Kolls is a graduate of the
University of Tennessee with a Bachelor of Science Degree in Engineering.

Mary West Young joined USA in April 2004 and was named our Chief Financial
officer in May 2004. From 2001 to 2003, Ms. Young served as Senior Vice
President-Finance, Controller and Chief Accounting Officer of RCN Corporation,
and from 1998 to 2000 she served as Vice President - Finance and Corporate
Controller for De Lage Landen Financial Services, Inc. Ms. Young held several
management positions in International, Treasury and Accounting with Verizon from
1984 to 1992 and 1994 to 1998. Ms. Young received her Bachelor of Science and
Masters of Business Administration degrees from La Salle University and is a
Certified Public Accountant.

32



wWilliam W. Sellers joined the Board of Directors of USA in May 1993. Mr. Sellers
founded The Sellers Company in 1949, which has been nationally recognized as the
leader in the design and manufacture of state-of-the-art equipment for the
paving industry. Mr. Sellers has been awarded five United States patents and
several Canadian patents pertaining to this equipment. The Sellers Company was
sold to Mechtron International in 1985. Mr. Sellers is Chairman of the Board of
Sellers Process Equipment Company, which sells products and systems to the food
and other industries. Mr. Sellers is actively involved in his community. Mr.
Sellers received his undergraduate degree from the University of Pennsylvania.

wWilliam L. Van Alen, Jr., joined the Board of Directors of USA in May 1993. Mr.
Van Alen is President of Cornerstone Entertainment, Inc., an organization
engaged in the production of feature films of which he was a founder in 1985.
Since 1996, Mr. Van Alen has been President and a Director of The Noah Fund, a
publicly traded mutual fund. Prior to 1985, Mr. Van Alen practiced law in
Pennsylvania for twenty-two years. Mr. Van Alen received his undergraduate
degree in Economics from the University of Pennsylvania and his law degree from
Villanova Law School.

Steven Katz joined the Board of Directors in May 1999. He is President of Steven
Katz & Associates, Inc., a management consulting firm specializing in strategic
planning and corporate development for technology and service-based companies in
the health care, environmental, telecommunications and Internet markets. Mr.
Katz's prior experience includes five years with PriceWaterhouse & Co. in audit,
tax and management advisory services; two years of corporate planning with
Revlon, Inc.; five years with National Patent Development Corporation (NPDC) in
strategic planning, merger and acquisition, technology in-licensing and
out-licensing, and corporate turnaround experience as President of three NPDC
subsidiaries; and two years as a Vice President and General Manager of a
non-banking division of Citicorp, N.A.

Douglas M. Lurio joined the Board of Directors of USA in June 1999. Mr. Lurio is
President of Lurio & Associates, P.C., attorneys-at-law, which he founded in
1991. He specializes in the practice of corporate and securities law. Prior
thereto, he was a partner with Dilworth, Paxson LLP. Mr. Lurio received a
Bachelor of Arts Degree in Government from Franklin & Marshall College, a Juris
Doctor Degree from Villanova Law School, and a Masters in Law (Taxation) from
Temple Law School.

AUDIT COMMITTEE FINANCIAL EXPERT

The Board of Directors has determined that the Company does not have an audit
committee financial expert (as defined under the rules of the Securities and
Exchange Commission) serving on its audit committee. The Company believes that
the current members of the audit committee have sufficient knowledge,
background, and experience to fulfill their responsibilities, and at the present
time, it is not necessary to have such a financial expert serving on the audit
committee.
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CODE OF BUSINESS CONDUCT AND ETHICS

We have adopted a Code of Business Conduct and Ethics that applies to all
executive officers, directors and employees of the Company. The Code of Business
Conduct and Ethics is attached as an exhibit to this Annual Report on Form
10-KSB.

SECTION 16(A) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires the
Company's directors and executive officers, and persons who own more than 10% of
the Company's Common Stock, to file with the Securities and Exchange Commission
reports of ownership and changes in ownership of Common Stock. Officers,
directors and greater than 10% beneficial owners are required by Securities and
Exchange Commission regulation to furnish the Company with copies of all Section
16(a) forms they file.

George R. Jensen, Jr. did not timely report 4 transactions and filed 3 late
reports; Stephen P. Herbert did not timely report 5 transactions and filed 3
late reports; William Van Alen, Jr. did not timely report 18 transactions
(relating primarily to quarterly interest received for past quarters) and filed
2 late reports; Steven Katz did not timely report 1 transaction and filed 1 late
report; William W. Sellers did not timely reports 12 transactions (relating
primarily to quarterly interest received for past quarters) and filed 1 late
report; H. Brock Kolls did not timely report 2 transactions and filed 1 late
report; and Mary West Young did not timely file 3 transactions and filed 1 late
report.
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ITEM 10. EXECUTIVE COMPENSATION

The following table sets forth certain information with respect to compensation
paid or accrued by the Company during the fiscal years ended June 30, 2002, June
30, 2003 and June 30, 2004 to each of the executive officers and employee of the
Company named below:

SUMMARY COMPENSATION TABLE

Fiscal

Name and Principal Position Year Annual Compensation
Other Annual
Salary Bonus(1) Compensation(2)

George R. Jensen, Jr., 2004 $217,500  $4,870,000(4) $ 17,875
Chief Executive Officer, 2003 $189, 038 $250, 000 $223,211

2002 $135, 000 $288, 000 $ 80,000
Stephen P. Herbert, 2004 $192, 692 $225, 000 $ 17,875
President 2003 $183, 854 $225, 000 $185, 317

2002 $125, 000 $270, 000 $ 80,000
H. Brock Kolls, Senior Vice 2004 $156, 923 $ 60,000 $ 63,205
President, Research & 2003 $150, 000 $ 25,000 $ 64,493
Development 2002 $125, 769 $180, 000 $ 50,000
Adele H. Hepburn 2004 $130, 000 $167,075 --
Director of Investor 2003 $ 91,000 $282, 382 --
Relations 2002 $ 91,000 $472,609 --
Mary W. Young
Chief Financial Officer(5) 2004 $24,187 $33,636 --

(1) For fiscal year 2004 includes: 10,500,000 shares valued at $0.44 per share,
in connection with the amendment of his employment agreement, and a $250,000
cash bonus for Mr. Jensen; a $225,000 cash bonus for Mr. Herbert; a $60,000 cash
bonus for Mr. Kolls; a cashless exercise of 470,750 warrants into 470,750 shares
valued at $0.10 per share and a $120,000 cash bonus for Ms. Hepburn; and 200,000
shares valued at $0.168 per share for Ms. Young. For fiscal year 2003 includes:
a $100,000 Senior Note due 2005, including 2,000,000 shares valued at $0.20, and
$150,000 cash bonus for Mr. Jensen; a $100,000 Senior Note due 2005, 200,000
shares valued at $0.20 and a $125,000 cash bonus for Mr. Herbert; a $25,000 cash
bonus for Mr. Kolls; and a $100,000 Senior Note due 2005, including 200, 000
shares valued at $0.20 a share, $41,095 Senior Note due 2004, and a $100, 000
cash bonus for Ms. Hepburn. For fiscal year 2002, amount represents shares of
Common Stock issued to the executive officers valued at $0.45 per share, which
was the market value on the date of grant (Mr. Jensen-640,000 shares; Mr.
Herbert-600,000 shares; and Mr. Kolls-400,000 shares). For Adele Hepburn in
fiscal 2002, the bonus includes $408,267 of non-cash compensation, as follows:
435,334 shares of Common Stock at $0.60; 384,334 shares at $0.10; and a $108,834
2001 - D 12% Senior Notes due December 31, 2003.

(2) Represents cash payments authorized to reimburse certain executive officers
for tax payments incurred from the award of a previous bonus as well as car
allowance payments.

(3) In July 1999, the Company extended the expiration dates to June 30, 2001 for
the options to acquire Common Stock as held by the following directors,
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officers, and employee: Adele Hepburn - 77,000 options; H. Brock Kolls - 20,000
options; William Sellers - 15,500 options; and William Van Alen - 12,500
options. All of the foregoing options would have expired in the first two
calendar quarters of the year 2000 or the first calendar quarter of year 2001.
In February 2001, all these options were further extended until June 30, 2003,
and in addition the expiration dates of the following additional options were
also extended to June 30, 2003: H. Brock Kolls - 20,000 options; Stephen Herbert
- - 40,000 options; Michael Lawlor - 3,750 options; George Jensen - 200,000
options. In October 2000, the Company issued to George R. Jensen, Jr., fully
vested options to acquire up to 200,000 shares of Common Stock at $1.50 per
share. The options were exercisable at any time within two years following
issuance. In February 2001, the Company extended the expiration date of these
options until June 30, 2003. Effective December 31, 2002, all of the outstanding
options (whether vested or unvested) then held by each of Messrs. Jensen,
Herbert, Kolls, Maxwell, Sellers, Van Alen, Katz, Lurio and Boynton were
voluntarily canceled by each of the foregoing individuals.

(4) Prior to July 2003, Mr. Jensen's employment agreement provided that upon the
occurrence of a USA Transaction he would receive that number of shares equal to
seven percent of all of the then issued and outstanding shares on a fully
converted basis. During July 2003, the Company and Mr. Jensen agreed to amend
Mr. Jensen's employment agreement so that upon the occurrence of a USA
Transaction he would receive only four percent of the authorized shares as of
July 2003. Based upon the authorized shares as of July 2003 of 350,000,000, the
fixed number of shares to be issued to Mr. Jensen by the Company upon the
occurrence of a USA Transaction was now only 14,000,000 shares. Under the new
amended agreement, the 14,000,000 shares became subject to dilution (i.e., did
not increase in order to reflect subsequent issuances by the Company of its
shares). Under the prior agreement, the number of shares to be issued to Mr.
Jensen was not subject to dilution (i.e., would be increased in order to reflect
subsequent issuances by the Company of its shares) and was based upon the actual
total number of shares outstanding at the time of a USA Transaction.

For example, if a USA Transaction occurred while there were 475,000,000 shares
then outstanding on a fully converted basis, Mr. Jensen would have received
33,250,000 shares under his prior agreement rather than the fixed number of
14,000,000 shares under his new amended agreement.

During July 2003, the Company issued to Mr. Jensen an aggregate of 10,500,000
shares of restricted Common Stock, 2,500,000 shares of which were issued as
compensation to Mr. Jensen, and 8,000,000 shares of which were issued to Mr.
Jensen in connection with the employment agreement amendment described above. In
accordance with generally accepted accounting principles, the Company was
required to value these shares at $.44 per share or an aggregate of $4,620,000.

(5) Employment commenced on April 28, 2004.
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OPTION GRANTS IN LAST FISCAL YEAR
(Individual Grants)

Number of Percent of Exercise Expiration
securities total options base price date
underlying granted to ($/share)
options granted employees in

Name (#) fiscal year

Mary West Young 300,000 (1) 100% $.30 (2)

(1) Conditioned upon Ms. Young's employment, the options vest at a rate
of 37,500 per three-month period commencing on July 31, 2004 for an
aggregate of 300,000 options on April 30, 2006.

(2) The options expire two-years from the date of vesting.
TOTAL OPTIONS EXERCISED IN FISCAL YEAR ENDED JUNE 30, 2004 AND YEAR END VALUES
The following table gives information for options exercised by an executive

officer and an employee in fiscal year 2004, and the number of options held by
the executive officer and the employee at fiscal year end:

Number of
Securities Value of
Underlying Unexercised
Unexercised In-the-Money
Options at Options at
FY-End (#) FY-End($)

Name Shares Acquired Exercisable/ Exercisable/

On Exercise (#) Value Realized ($) Unexercisable/ Unexercisable/
Adele H. Hepburn o] o] 77,000/0 [¢]
Mary W. Young (¢} ¢} 0/300, 000 (¢}

EXECUTIVE EMPLOYMENT AGREEMENTS

The Company has entered into an employment agreement with Mr. Jensen, which
expires June 30, 2005, and is automatically renewed from year to year thereafter
unless canceled by Mr. Jensen or the Company. The agreement provides for an
annual base salary of $250,000 effective January 1, 2004. Mr. Jensen is entitled
to receive such bonus or bonuses as may be awarded to him by the Board of
Directors. In determining whether to pay such a bonus, the Board would use its
subjective discretion. The Agreement requires Mr. Jensen to devote his full time
and attention to the business and affairs of the Company, and obligates him not
to engage in any investments or activities which would compete with the Company
during the term of the Agreement and for a period of one year thereafter.

The agreement also grants to Mr. Jensen in the event a "USA Transaction" (as
defined below) occurs after the date thereof an aggregate of 14,000,000 shares
of Common Stock subject to adjustment for stock splits or combinations ("Jensen
Shares"). Mr. Jensen is not required to pay any additional consideration for the
Jensen Shares. At the time of any USA Transaction, all of the Jensen Shares are
automatically deemed to be issued and outstanding immediately prior to any USA
Transaction, and are entitled to be treated as any other issued and outstanding
shares of Common Stock in connection with such USA Transaction.
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The term USA Transaction is defined as (i) the acquisition of fifty-one percent
or more of the then outstanding voting securities entitled to vote generally in
the election of Directors of the Company by any person, entity or group, or (ii)
the approval by the shareholders of the Company of a reorganization, merger,
consolidation, liquidation, or dissolution of the Company, or the sale,
transfer, lease or other disposition of all or substantially all of the assets
of the Company. The Jensen Shares are irrevocable and fully vested, have no
expiration date, and will not be affected by the termination of Mr. Jensen’s
employment with the Company for any reason whatsoever. If a USA Transaction
shall occur at a time when there are not a sufficient number of authorized but
unissued shares of Common Stock, then the Company shall as a condition of such
USA Transaction promptly take any and all appropriate action to make available a
sufficient number of shares of Common Stock. In the alternative, the Company may
structure the USA Transaction so that Mr. Jensen would receive the same amount
and type of consideration in connection with the USA Transaction as any other
holder of Common Stock.

The Company has entered into an employment agreement with Mr. Herbert, which
expires on June 30, 2005, and is automatically renewed from year to year
thereafter unless canceled by Mr. Herbert or the Company. The Agreement provides
for an annual base salary of $230,000 per year effective January 1, 2004. Mr.
Herbert is entitled to receive such bonus or bonuses as the Board of Directors
may award to him. The Agreement requires Mr. Herbert to devote his full time and
attention to the business and affairs of the Company and obligates him not to
engage in any investments or activities which would compete with the Company
during the term of the agreement and for a period of one year thereafter. In the
event that a USA Transaction (as defined in Mr. Jensen's employment agreement)
shall occur, then Mr. Herbert has the right to terminate his agreement upon 30
days notice to USA.

Mr. Kolls has entered into an employment agreement with the Company, which
expires on June 30, 2005, and is automatically renewed from year to year
thereafter unless canceled by Mr. Kolls or the Company. The agreement provides
for an annual base salary of $165,000 per year effective January 1, 2004. Mr.
Kolls is entitled to a payment of $5,000 upon each of the following: (i) filing
of a new patent application by USA for which he is listed as the inventor; (ii)
granting of any such patent application; and (iii) issuance of a patent for any
patent application that had been filed prior to April 20, 2004. Mr. Kolls is
also entitled to receive such bonus or bonuses as may be awarded to him by the
Board of Directors. The Agreement requires Mr. Kolls to devote his full time and
attention to the business and affairs of the Company, and obligates him not to
engage in any investments or activities which would compete with the Company
during the term of his agreement and for a period of one year thereafter. In the
event that a USA Transaction (as defined in Mr. Jensen's employment agreement)
shall occur, then Mr. Kolls has the right to terminate his agreement upon 30
days notice to USA.
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Ms. Hepburn has entered into an employment agreement with the Company, which
expires on June 30, 2005, and is automatically renewed from year to year
thereafter unless canceled by Ms. Hepburn or the Company. The agreement provides
for an annual base salary of $130,000 per year effective January 1, 2004. Ms.
Hepburn is also entitled to receive such bonus or bonuses as the Board of
Directors may award to her. The Agreement requires Ms. Hepburn to devote her
full time and attention to the business and affairs of the Company, and
obligates her not to engage in any investments or activities which would compete
with the Company during the term of the agreement and for a period of one year
thereafter.

Ms. Young has entered into an employment agreement with the Company, which
expires on April 30, 2005, and is automatically renewed from year to year
thereafter unless canceled by Ms. Young or the Company. The agreement provides
for a base annual salary of $165,000 and a discretionary performance-based bonus
of up to 35% of her base salary. Ms. Young also received a $30,000 payment that
she used to purchase 200,000 shares of restricted Common Stock at $.15 per share
as part of the 2004-A private placement offering. Ms. Young was also granted
options to purchase up to 300,000 shares of Common Stock of the Company at $.30
per share. The options vest ratably over a two-year period and are exercisable
at any time during the two-year period following vesting. The agreement requires
Ms. Young to devote her full-time and attention to the business and affairs of
the Company, and obligates her not to engage in any investments or activities
which would compete with the Company during the term of her agreement and for a
period of one year thereafter.

COMPENSATION OF DIRECTORS

Members of the Board of Directors receive cash and equity compensation for
serving on the Board of Directors, as determined from time to time by the
Compensation Committee with subsequent approval thereof by the Board of
Directors.

The only compensation paid to our Directors during the fiscal year ended June
30, 2004 was during June 2004, when we paid $30,000 to each of Messrs. Sellers
and Van Alen for services as Chairperson of the Compensation Committee and the
Audit Committee, respectively, rendered during the two prior fiscal years. As a
condition of the payment, each agreed to purchase 200,000 shares of Common Stock
at $.15 per share as part of our 2004-A private placement.
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ITEM 11. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED SHAREHOLDER MATTERS

COMMON STOCK

The following table sets forth, as of June 30, 2004, the beneficial ownership of
the Common Stock of each of the Company's directors and executive officers, the
other employee named in the summary compensation table set forth above, as well
as by the Company's directors and executive officers as a group. Except as set
forth below, the Company is not aware of any beneficial owner of more than five
percent of the Common Stock. Except as otherwise indicated, the Company believes
that the beneficial owners of the Common Stock listed below, based on
information furnished by such owners, have sole investment and voting power with
respect to such shares, subject to community property laws where applicable:

Number of Shares

Name and Address of Common Stock Percent
of Beneficial Owner Beneficially Owned(1) of Class(2)
George R. Jensen, Jr. 10,821,000 shares(3) 2.48%

100 Deerfield Lane, Suite 140
Malvern, Pennsylvania 19355

Stephen P. Herbert 3,236,050 shares(4) *
100 Deerfield Lane, Suite 140
Malvern, Pennsylvania 19355

Haven Brock Kolls, Jr. 707,325 shares(5) *
100 Deerfield Lane, Suite 140
Malvern, Pennsylvania 19355

Adele H. Hepburn 9,112,859 shares(6) 2.09%
100 Deerfield Lane, Suite 140
Malvern, Pennsylvania 19355

Douglas M. Lurio 921,463 shares(7) *
2005 Market Street, Suite 2340
Philadelphia, Pennsylvania 19103

wWilliam W. Sellers 2,712,486 shares(8) *
701 Eagle Road
wWayne, Pennsylvania 19087

Steven Katz 535,000 shares *
440 South Main Street
Milltown, New Jersey 08850

wWilliam L. Van Alen, Jr. 2,773,269 shares(9) *
P.0. Box 727

Edgemont, Pennsylvania 19028

Mary West Young 200,000 shares *
100 Deerfield Lane, Suite 140

Malvern, Pennsylvania 19355

All Directors and Executive Officers
As a Group (8 persons) 21,906,593 shares(10) 5.03%

*Less than one percent (1%)
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(1)

(2)

(3)

(4)

(5)

Beneficial ownership is determined in accordance with the rules of the
Securities and Exchange Commission and derives from either voting or
investment power with respect to securities. Shares of Common Stock
issuable upon conversion of the Preferred Stock, shares issuable upon the
conversion of Convertible Senior Notes, or shares of Common Stock
issuable upon exercise of warrants and options currently exercisable, or
exercisable within 60 days of June 30, 2004, are deemed to be
beneficially owned for purposes hereof.

On June 30, 2004 there were 351,654,131 shares of Common Stock and
522,742 shares of Preferred Stock issued and outstanding. For purposes of
computing the percentages under this table, it is assumed that all shares
of issued and outstanding Preferred Stock have been converted into
522,742 shares of Common Stock, that all of the options to acquire Common
Stock which have been issued and are fully vested as of June 30, 2004 (or
within 60-days of June 30, 2004) have been converted into 1,897,472
shares of Common Stock. For purposes of computing such percentages it has
also been assumed that all of the remaining Common Stock Warrants have
been exercised for 33,457,191 shares of Common Stock; that all of the
Senior Notes have been converted into 47,351,320 shares of Common Stock;
and that all of the accrued and unpaid dividends on the Preferred Stock
as of June 30, 2004 have been converted into 667,718 shares of Common
Stock. Therefore, 435,550,574 shares of Common Stock were treated as
issued and outstanding for purposes of computing the percentages under
this table.

Includes 511,000 shares of Common Stock beneficially owned by his spouse.
Does not include the right granted to Mr. Jensen under his Employment
Agreement to receive Common Stock upon the occurrence of a USA
Transaction (as defined therein). See "Executive Employment Agreements".
Includes 6,000,000 shares owned by George R. Jensen, Jr. Grantor Retained
Unitrust dated July 14, 2003 over which Mr. Jensen retains beneficial
ownership.

Includes 250,000 shares issuable to Mr. Herbert upon the conversion of
Senior Notes, 1,050 shares of Common Stock beneficially owned by his
child, 600,000 shares of Common Stock beneficially owned by his spouse,
250,000 shares issuable upon the conversion of Senior Notes beneficially
owned by his spouse and 250,000 shares issuable to Mr. Herbert upon the
exercise of warrants.

Includes 12,000 shares of Common Stock owned by Mr. Kolls' spouse,
150,000 shares issuable to his spouse upon conversion of her Senior Note
and 3,600 shares issuable upon the exercise of warrants beneficially
owned by his spouse.
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(6) Includes 473,044 shares of Common Stock owned by her spouse, 5,150 shares
underlying Series A Preferred Stock held by her and her spouse, 1,615,418
shares issuable upon the conversion of her Senior Notes, 58,495 shares
issuable upon the conversion of Senior Notes beneficially owned by her
spouse, 212,025 shares issuable upon the exercise of her warrants, and
77,000 shares upon exercise of options.

(7) Includes 225,000 shares issuable upon conversion of Senior Notes and
13,500 shares issuable upon exercise of warrants.

(8) Includes 17,846 shares of Common Stock owned by the Sellers Pension Plan
of which Mr. Sellers is a trustee, 4,952 shares of Common Stock owned by
Sellers Process Equipment Company of which he is a Director, 10,423
shares of Common Stock owned by Mr. Seller's wife, 408,334 shares
issuable upon conversion of his Senior Notes and 143,366 shares issuable
upon the exercise of warrants.

(9) Includes 266,670 shares of Common Stock issuable to Mr. Van Alen upon
conversion of his Senior Notes, 548,566 shares issuable upon the exercise
of warrants and 4,000 shares of Common Stock beneficially owned by his
spouse.

(10) Includes all shares of Common Stock described in footnotes (3) through
(5) and (7) through (9) above.

PREFERRED STOCK

The following table sets forth, as of June 30, 2004 the beneficial ownership of
the Preferred Stock by the Company's directors and executive officers, the other
employee named in the Summary Compensation Table set forth above, as well as by
the Company's directors and executive officers as a group. Except as set forth
below, the Company is not aware of any beneficial owner of more than five
percent of the Preferred Stock. Except as otherwise indicated, the Company
believes that the beneficial owners of the Preferred Stock listed below, based
on information furnished by such owners, have sole investment and voting power
with respect to such shares, subject to community property laws where
applicable.

Number of Shares
Name and Address of of Preferred Stock Percent
Beneficial Owner Beneficially Owned of Class(1l)

Adele H. Hepburn
100 Deerfield Lane, Suite 140
Malvern, Pennsylvania 19355

5,150 shares (2) *
All Directors and
Executive Officers
As a Group (8 persons) 0 shares *

* Less than 1%

(1) There were 522,742 shares of Preferred Stock issued and outstanding as of
June 30, 2004.

(2) Ms. Hepburn is an employee of the Company.
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ITEM 12. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

During the fiscal years ended June 30, 2004 and June 30, 2003, the Company
incurred charges to Lurio & Associates, P.C., of which Mr. Lurio is President
and a shareholder, for professional fees of approximately $391,000 and $305,000
respectively, for legal services rendered to the Company by such law firm.
During the years ended June 30, 2004 and 2003, the Company accrued approximately
$32,000 and $22,000, respectively, for these services. Mr. Lurio is a Director
of the Company.

In October 2002, the Company approved the issuance to each of George R. Jensen,
Jr., our Chief Executive Officer, and Stephen P. Herbert, our President and
Chief Operating Officer, of $100,000 of the Senior Note offering. Pursuant
thereto, each of them received a $100,000 12% Senior Note due December 31, 2005,
and the related 200,000 shares of Common Stock. Both Mr. Jensen and Mr. Herbert
earned the Note and related shares in fiscal 2003 for services rendered. In
October 2002, the Company approved the issuance of $100,000 of the Senior Note
offering and 200,000 related shares of Common Stock to Adele Hepburn for
services rendered during the 2002 calendar year. Ms. Hepburn earned the Note and
related shares in fiscal 2003 for services rendered.

In April and May 2003, the Company authorized the payment of $420,000 over the
following six months to its five executive officers. The payments are to assist
in the 2002 tax liability incurred by the executives due to common stock bonuses
received by them during calendar year 2002.

During March through August, 2003, certain Directors, officers, an employee, and
members of their immediate family, invested in the 2003-A Private Placement of
USA shares at $.10 per share, as follows: Adele Hepburn purchased 5,422,000
shares ($543,200); Austin Hepburn purchased 30,000 shares ($3,000); Adele
Hepburn IRA purchased 415,000 shares ($41,500); Stephen Herbert purchased
1,000,000 shares ($100,000); Julie Herbert purchased 250,000 shares ($25,000);
Burton Jensen purchased 1,000,000 shares ($100,000); David Jensen purchased
1,000,000 shares ($100,000), Ron Jensen purchased 1,000,000 shares ($100,000);
George R. Jensen, Jr. purchased 1,000,000 shares ($100,000); Michael Lawlor
purchased 333,070 shares ($33,307); Douglas M. Lurio purchased 500,000 shares
($50,000); Steven Katz purchased 500,000 shares ($50,000); the william W.
Sellers Trust purchased 1,160,000 shares ($116,000); William Van Alen, Jr.,
purchased 90,000 shares ($9,000); and Leland P. Maxwell purchased 276,920 shares
($27,692).

During June 2003, the Company approved the following cash payments as a bonus
for services rendered to the Company by the named executive during the 2003
fiscal year: Mr. Jensen-$150,000; Mr. Herbert-$125,000; Ms. Hepburn-$100,000;
and Mr. Kolls- $25,000. The payment of the bonus was conditioned upon the
executive investing the entire cash bonus in common stock of the Company at $.10
per share.
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On July 10, 2003, USA and George R. Jensen, Jr., Chief Executive Officer and
Chairman of USA, agreed upon an amendment to Mr. Jensen's employment agreement.
Pursuant thereto, the number of shares of Common Stock of USA issuable to Mr.
Jensen by USA upon the occurrence of a "USA Transaction" (as such term is
defined in his employment agreement) was fixed at 14,000,000 shares rather than
seven percent of the then issued and outstanding shares as previously provided.
USA also issued to Mr. Jensen an aggregate of 10,500,000 shares of restricted
Common Stock, 2,500,000 shares of which were issued as compensation to Mr.
Jensen for future services, and 8,000,000 shares of which will be issued to Mr.
Jensen in connection with the employment agreement amendment. Mr. Jensen has
entered into a lock up agreement pursuant to which he shall not sell 2,500,000
of the shares for a one-year period and 8,000,000 of the shares for a two-year
period.

During April through June, 2004, certain Directors and officers, members of
their immediate family, and an employee, invested in the 2004-A Private
Placement of USA shares at $.15 per share and received a warrant to purchase an
additional fifty-percent of such shares at $.20 per share at any time before
December 31, 2004. The foregoing individuals invested as follows: Stephen P.
Herbert purchased 500,000 shares ($75,000) and received a warrant to purchase an
additional 250,000 shares; William W. Sellers purchased 200,000 shares ($30,000)
and received a warrant to purchase an additional 100,000 shares; William L. Van
Alen, Jr., purchased 1,025,000 ($153,750) and received a warrant to purchase an
additional 512,500 shares; Mary West Young purchased 200,000 shares ($30,000)
and received a warrant to purchase an additional 100,000 shares; Adele Hepburn
purchased 333,333 shares ($50,000) and received a warrant to purchase an
additional 166,667 shares; Burton Jensen purchased 733,333 shares ($110,000) and
received a warrant to purchase an additional 366,667 shares; David Jensen
purchased 733,333 shares ($110,000) and received a warrant to purchase an
additional 366,667 shares; Ronald Jensen purchased 733,333 shares ($110,000) and
received a warrant to purchase an additional 366,667 shares; and Lucas Post Van
Alen purchased 125,000 shares ($18,750) and received a warrant to purchase an
additional 62,500 shares.

Our Code of Business Conduct and Ethics prohibits us from entering into any
related party transaction with an officer or director where such transaction
would interfere with the exercise of the independent judgment of such officer or
director or materially impair the performance of the responsibilities of any
such officer or director.

PART IV
ITEM 13. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits.

Exhibit

Number Description

2.1 Asset Purchase Agreement dated July 11, 2003 by and between USA and
Bayview Technology Group LLC (Incorporated by reference to Exhibit
2.1 to Form 8-K filed July 14, 2003)

3.1 Amended and Restated Articles of Incorporation of USA filed January

26, 2004 (Incorporated by reference to Exhibit 3.1.19 to Form 10-QSB
filed on February 12, 2004).
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.10

.11

.12

.13

By-Laws of USA (Incorporated by reference to Exhibit 3.2 to Form
SB-2 Registration Statement No. 33-70992).

Form of 12% Senior Note (Incorporated by reference to Exhibit 4.6 to
Form SB-2 Registration Statement No. 333-81591).

Registration Rights Agreement dated August 3, 2001 by and between
the Company and La Jolla Cove Investors, Inc. (Incorporated by
reference to Exhibit 4.9 to Form 10-KSB filed on October 1, 2001).

Securities Purchase Agreement dated August 3, 2001 between the
Company and La Jolla Cove Investors, Inc. (Incorporated by reference
to Exhibit 4.10 to Form 10-KSB filed on October 1, 2001).

Form of Conversion Warrants to be issued by the Company to La Jolla
Cove Investors, Inc. (Incorporated by reference to Exhibit 4.11 to
Form 10-KSB filed on October 1, 2001).

Addendum to Warrant to Purchase Common Stock dated April 21, 2004,
between the Company and La Jolla Cove Investors, Inc. (Incorporated
by reference to Exhibit 4.1 to Form 10-QSB filed on May 17, 2004).

Addendum to Warrant to Purchase Common Stock dated May 11, 2004,
between the Company and La Jolla Cove Investors, Inc. (Incorporated
by reference to Exhibit 4.2 to Form 10-QSB filed on May 17, 2004).

August 2, 2001 letter from La Jolla Cove Investors, Inc. to the
Company (Incorporated by reference to Exhibit 4.14 to Form 10-KSB
filed on October 1, 2001).

Stock Purchase Agreement dated October 26, 2002 by and between the
Company and Kazi Management VI, Inc. (Incorporated by reference to
Exhibit 4.17 to Form SB-2 Registration Statement No. 333-101032).

wWarrant Certificate (no. 189) dated October 26, 2002 in favor of
Kazi Management VI, Inc. (Incorporated by reference to Exhibit 4.18
to Form SB-2 Registration Statement No. 333-101032).

Registration Rights Agreement dated October 26, 2002 by and between
the Company and Kazi Management, Inc. (Incorporated by reference to
Exhibit 4.19 to Form SB-2 Registration Statement No. 333-101032).

wWarrant Certificate (no. 190) dated October 26, 2002 in favor of
Kazi Management VI, Inc. (Incorporated by reference to Exhibit 4.20
to Form SB-2 Registration Statement No. 333-101032).

Subscription Agreement dated November 4, 2002 by and between the
Company and Alpha Capital Aktiengesellschaft (Incorporated by
reference to Exhibit 4.21 to Form SB-2 Registration Statement No.
333-101032).

Form of Common Stock Purchase Warrant dated November 4, 2002 in
favor of Alpha Capital Aktiengesellschaft (Incorporated by reference
to Exhibit 4.22 to Form SB-2 Registration Statement No. 333-101032).

Form of 2004 Senior Note (Incorporated by reference to Exhibit 4.24
to Form SB-2 Registration Statement No. 333-101032).

Form of 2005 Senior Note (Incorporated by reference to Exhibit 4.25
to Form SB-2 Registration Statement No. 333-101032).
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**4.14

**4.15

4.16

10.1

10.1.1

10.2

Addendum to 2006 Senior Note.
Addendum to 2007 Senior Note.

Stock Purchase Agreement dated May 2, 2003 by and between USA and
Providence Investment Management (Incorporated by reference to
Exhibit 4.26 to Form SB-2 Registration Statement No. 333-101032).

Stock Purchase Agreement dated March, 2003 by and between USA and
Steve Illes (Incorporated by reference to Exhibit 4.27 to Form SB-2
Registration Statement No. 333-101032).

Stock Purchase Agreement dated September 23, 2003 by and between USA
and Wellington Management Company, LLC. (Incorporated by reference
to Exhibit 4.28 to Form 10-KSB filed on October 14, 2003).

Stock Purchase Agreement dated September 26, 2003 by and between USA
and George 0'Connell. (Incorporated by reference to Exhibit 4.29 to
Form 10-KSB filed on October 14, 2003).

Stock Purchase Agreement dated September 24, 2003 by and between USA
and Fulcrum Global Partners, LLC. (Incorporated by reference to
Exhibit 4.30 to Form 10-KSB filed on October 14, 2003).

Stock Purchase Agreement dated September 2003 by and between USA and
Prophecy Asset Management, Inc. (Incorporated by reference to
Exhibit 4.31 to Form 10-KSB filed on October 14, 2003).

Letter Agreement between USA and La Jolla Cove Investors dated
October 9, 2003. (Incorporated by reference to Exhibit 4.32 to Form
SB-2 Registration Statement No. 333-101032).

Letter Agreement between USA and Alpha Capital Atkiengesellschaft
dated October 3, 2003. (Incorporated by reference to Exhibit 4.33 to
Form SB-2 Registration Statement No. 333-101032).

Form of Subscription Agreement for 2004-A Offering. (Incorporated by
reference to Exhibit 4.3 to Form 10-QSB filed on May 17, 2004).

Form of 2004-A Warrant Certificate. (Incorporated by reference to
Exhibit 4.34 to Form SB-2 Registration Statement No. 333-116977).

Common Stock Purchase Agreement between the Company and Steve Illes
dated June 18, 2004. (Incorporated by reference to Exhibit 4.35 to
Form SB-2 Registration Statement No. 333-116977).

Common Stock Purchase Agreement between the Company and Steve Illes
dated August 6, 2004 (Incorporated by reference to Exhibit 4.35 to
Form S-2 Registration Statement No. 333-118072).

Employment and Non-Competition Agreement between USA and Adele
Hepburn dated as of January 1, 1993 (Incorporated by reference to
Exhibit 10.7 to Form SB-2 Registration Statement No. 33-70992).

First Amendment to Employment and Non-Competition Agreement between
USA and Adele Hepburn dated as of February 4, 2004. (Incorporated by
reference to Exhibit 10.1.1 to Form 10-QSB filed on February 12,
2004).

Certificate of Appointment of American Stock Transfer & Trust
Company as Transfer Agent and Registrar dated October 8, 1993
(Incorporated by reference to Exhibit 10.23 to Form SB-2
Registration Statement No. 33-70992).
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10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

Employment and Non-Competition Agreement between USA and H. Brock
Kolls dated as of May 1, 1994 (Incorporated by reference to Exhibit
10.32 to Form SB-2 Registration Statement No. 33-70992).

First Amendment to Employment and Non-Competition Agreement between
USA and H. Brock Kolls dated as of May 1, 1994 (Incorporated by
reference to Exhibit 10.13.1 to Form SB-2 Registration Statement No.
333-09465).

Third Amendment to Employment and Non-Competition Agreement between
USA and H. Brock Kolls dated February 22, 2000 (Incorporated by
reference to Exhibit 10.3 to Form S-8 Registration Statement No.
333-341006) .

Fourth Amendment to Employment and Non-Competition Agreement between
USA and H. Brock Kolls dated April 15, 2002. (Incorporated by
reference to Exhibit 10.4.3 to Form 10-QSB filed on February 12,
2004).

Fifth Amendment to Employment and Non-Competition Agreement between
USA and H. Brock Kolls dated April 20, 2004 (Incorporated by
reference to Exhibit 10.4 to Form SB-2 Registration Statement No.
333-116977).

H. Brock Kolls Common Stock Options dated as of May 1, 1994
(Incorporated by reference to Exhibit 10.42 to Form SB-2
Registration Statement No. 33-70992).

H. Brock Kolls Common Stock Options dated as of March 20, 1996
(Incorporated by reference to Exhibit 10.19 to Form SB-2
Registration Statement No. 33-70992)

Employment and Non-Competition Agreement between USA and Stephen P.
Herbert dated April 4, 1996 (Incorporated by reference to Exhibit
10.30 to Form SB-2 Registration Statement No. 333-09465).

First Amendment to Employment and Non-Competition Agreement between
USA and Stephen P. Herbert dated February 22, 2000 (Incorporated by
reference to Exhibit 10.2 to Form S-8 Registration Statement No.
333-34106).

Second Amendment to Employment and Non-Competition Agreement between
Stephen P. Herbert and the Company dated April 15, 2002
(Incorporated by reference to Exhibit 10.9.2 to Form SB-2
Registration Statement No. 333-101032).

Third Amendment to Employment and Non-Competition Agreement between
Stephen P. Herbert and USA dated July 25, 2003 (Incorporated by
reference to Exhibit 10.9.3 to Form SB-2 Registration Statement No.
333-101032).

Fourth Amendment to Employment and Non-Competition Agreement between
USA and Stephen P. Herbert dated February 4, 2004. (Incorporated by
reference to Exhibit 10.9.4 to Form 10-QSB filed on February 12,
2004).

Employment and Non-competition Agreement between USA and George R.
Jensen, Jr. dated November 20, 1997 (Incorporated by reference to
Exhibit 10.1 to Form 8-K filed on November 26, 1997).

First Amendment to Employment and Non-Competition Agreement between
USA and George R. Jensen, Jr., dated as of June 17, 1999.
(Incorporated by reference to Exhibit 4.21.1 to Form SB-2
Registration Statement No. 333-94917)

a7



10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10.

10

11

12

13

14

Second Amendment to Employment and Non-Competition Agreement between
USA and George R. Jensen, Jr. dated February 22, 2000 (Incorporated

by reference to Exhibit 10.1 to Form S-8 Registration Statement No.

333-34106).

Third Amendment to Employment and Non-Competition Agreement between
USA and George R. Jensen, Jr. dated January 16, 2002 (Incorporated
by reference to Exhibit 10.21.3 to Form SB-2 Registration Statement
No. 333-101032).

Fourth Amendment to Employment and Non-Competiton Agreement between
USA and George R. Jensen, Jr., dated April 15, 2002(Incorporated by
reference to Exhibit 10.21.4 to Form SB-2 Registration Statement No.
333-101032).

Fifth Amendment to Employment and Non-Competition Agreement between
USA and George R. Jensen, Jr., dated July 16, 2003 (Incorporated by
reference to Exhibit 10.21.5 to Form SB-2 Registration Statement No.
333-101032).

Sixth Amendment to Employment and Non-Competition Agreement between
USA and George R. Jensen, Jr. dated February 4, 2004. (Incorporated
by reference to Exhibit 10.21.6 to Form 10-QSB filed on February 12,
2004) .

Letter agreement between USA and George R. Jensen, Jr. dated July
16, 2003 (Incorporated by reference to Exhibit 10.21.7 to Form
10-QSB filed on November 19, 2003).

Lock-Up Agreement dated July 16, 2003 by George R. Jensen, Jr. in
favor of USA (Incorporated by reference to Exhibit 10.21.6 to Form
SB-2 Registration Statement No. 333-101032).

Agreement between USA and PNC Merchant Services dated July 18, 1997
(Incorporated by reference to Exhibit 10.51 to Form SB-2
Registration Statement No. 333-38593, filed on February 4, 1998).

Investment Agreement between USA and Swartz Private Equity, LLC
dated September 15, 2000 (incorporated by reference to Exhibit 10.1
to Form 8-K dated September 21, 2000).

Commitment Warrant issued to Swartz Private Equity LLC dated August
23, 2000 (incorporated by reference to Exhibit 10.2 to Form 8-K
dated September 21, 2000).

Warrant Anti-Dilution Agreement between USA and Swartz Private
Equity, LLC dated September 15, 2000 (incorporated by reference to
Exhibit 10.3 to Form 8-K dated September 21, 2000).

Registration Rights Agreement between USA and Swartz Private Equity
dated September 15, 2000 (incorporated by reference to Exhibit 10.4
to Form 8-K dated September 21, 2000).

Agreement and Plan of Merger dated April 10, 2002, by and among the
Company, USA Acquisitions, Inc., Stitch Networks Corporation, David
H. Goodman, Pennsylvania Early Stage Partners, L.P., and Maytag
Holdings, Inc. (Incorporated by reference to Exhibit 2.1 to Form
10-QSB for the quarter ended March 31, 2002).

Agreement between USA and Mars Electronics, Inc. dated March 8, 2002
(Incorporated by reference to Exhibit 10.38 to Form SB-2
Registration Statement No. 333-101032).

Strategic Alliance Agreement between USA and ZilLOG Corporation dated

October 15, 2002 (Incorporated by reference to Exhibit 10.39 to Form
SB-2 Registration Statement No. 333-101032).
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10.

10.

10.

10.

10.

10.

**10.21

**10.22

10.

**14.1

15

16

17

18

19

20

23

**93

**31.1

**31.2

**39

Vending Placement, Supply and Distribution Agreement between Stitch
Networks Corporation, Eastman Kodak Company, Maytag Corporation and
Dixie-Narco, Inc. dated December 2000 (Incorporated by reference to
Exhibit 10.40 to Form SB-2 Registration Statement No. 333-101032).

Design and Manufacturing Agreement between USA and RadiSys dated
June 27, 2000 (Incorporated by reference to Exhibit 10.41 to Form
SB-2 Registration Statement No. 333-101032).

Loan Agreement between Stitch Networks Corporation and US Bancorp
dated May 22, 2001 (Incorporated by reference to Exhibit 10.42 to
Form SB-2 Registration Statement No. 333-101032).

Termination Agreement dated December 31, 2003 by and between Eastman
Kodak Company, Maytag Corporation, Dixie-Narco, Inc. and Stitch
Networks Corporation. (Incorporated by reference to Exhibit 10.6 to
Form 10-QSB filed on February 12, 2004).

Option Certificate (No. 198) dated April 28, 2004 in favor of Mary
West Young. (Incorporated by reference to Exhibit 10.45 to Form SB-2
Registration Statement No. 333-116977)

Employment and Non-Competition Agreement between USA and Mary West
Young dated April 28, 2004. (Incorporated by reference to Exhibit
10.46 to Form SB-2 Registration Statement No. 333-116977).

Agreement of Lease between Pennswood Spring Mill Associates, as
landlord, and the Company, as tenant, dated September 2002, and the
Rider thereto

Agreement of Lease between Deerfield Corporate Center 1 Associates
LP, as landlord, and the Company, as tenant, dated March 2003

Adele Hepburn Common Stock Options dated as of July 1, 1993
(Incorporated by reference to Exhibit 10.12 to Form SB-2
Registration Statement No. 33-70992).

Code of Business Conduct and Ethics.

Consent of Independent Registered Public Accounting Firm.
Certification by the Chief Executive Officer Pursuant to 18 USC
Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-0Oxley Act of 2002.

Certification by the Chief Financial Officer Pursuant to 18 USC
Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-0Oxley Act of 2002.

Certifications of Chief Executive Officer and Chief Financial
officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.

** Filed herewith

(b) Reports on Form 8-K.

During the quarter ended June 30, 2004, the Company filed a Form 8-K dated May

24, 2004,

reporting information under Item 5 thereof relating to the appointment

of Mary West Young as Chief Financial Officer of the Company.
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
AUDIT AND NON-AUDIT FEES
During the fiscal years ended June 30, 2004 and 2003, fees in connection with

services rendered by Ernst & Young LLP, the Company's independent auditors were
as set forth below:

Fiscal 2003 Fiscal 2004
Audit Fees $410, 700 $299, 869
Audit-Related Fees -- --
Tax Fees $ 83,097 $ 65,321
All Other Fees -- --
TOTAL $493, 797 $365,190

Audit fees consisted of fees for the audit of our annual financial statements
and review of quarterly financial statements as well as services normally
provided in connection with statutory and regulatory filings or engagements,
consents and assistance with and review of Company documents filed the
Securities and Exchange Commission.

Tax fees consisted primarily of fees for tax compliance, tax advice and tax
planning services.

There were no fees categorized as Audit-related or Other fees during fiscal
years 2003 and 2004.

AUDIT COMMITTEE PRE-APPROVAL POLICY

The Audit Committee's policy is to pre-approve all audit and permissible
non-audit services provided by the independent auditors on a case-by-case basis.

SIGNATURES
In accordance with Section 13 or 15(d) of the Exchange Act, the registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto
duly authorized.

USA TECHNOLOGIES, INC.

By: /s/ George R. Jensen, Jr.

George R. Jensen, Jr., Chairman
and Chief Executive Officer
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In accordance with the Exchange Act, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the

dates indicated.

SIGNATURES

/s/ George R. Jensen, Jr.

George R. Jensen, Jr.
/s/ Mary West Young
Mary West Young

/s/ William W. Sellers

Douglas M. Lurio
/s/ Steven Katz

Steven Katz

Chairman of the Board of Directors,
Chief Executive Officer
(Principal Executive Officer)

Chief Financial Officer (Principal

Accounting Officer)

Director

Director

Director

Director

Director
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Exhibit Index

Exhibit

Number Description

4.14 Addendum to 2006 Senior Note

4.15 Addendum to 2007 Senior Note

10.21 Agreement of Lease between Pennswood Spring Mill Associates, as
landlord, and USA, as tenant, Dated September 2002, with Rider
thereto.

10.22 Agreement of Lease between Deerfield Corporate Center I Associates,
L.P., as landlord, and USA, as tenant, Dated March 28, 2003.

14.1 Code of Business Conduct and Ethics

23 Consent of Independent Registered Public Accounting Firm.

31.1 Certification by the Chief Executive Officer Pursuant to 18 USC
Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-0Oxley Act of 2002.

31.2 Certification by the Chief Financial Officer Pursuant to 18 USC
Section 1350, as adopted pursuant to Section 302 of the
Sarbanes-0Oxley Act of 2002.

32 Certifications of Chief Executive Officer and Chief Financial

officer Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.



EXHIBIT 4.14
ADDENDUM TO 2003 SENIOR NOTE

This Addendum shall be a part of and incorporated by reference into the
12% Convertible Senior Note, due December 31, 2003, made by USA in favor of the
undersigned ("Senior Note"). All capitalized terms used herein shall have the
meanings ascribed to them in the Senior Note.

The undersigned, , is the holder of a $
principal amount Senior Note. The undersigned agrees and confirms that the
Maturity Date of the Senior Note is hereby extended from December 31, 2003 until
December 31, 2006. The undersigned further agrees and acknowledges that the
Conversion Price of the Senior Note is hereby reduced from $1.25 per share to
$.20 per share.

Except as expressly set forth herein, all the terms and conditions of the
Senior Note from USA in favor of the undersigned shall remain in full force and
effect.

IN WITNESS WHEREOF, the undersigned has executed this Addendum to 2003

Senior Note on this day of 2003.

#1 #2
Signature Signature
#1 #2
Witness witness

AGREED TO AND ACCEPTED:
USA TECHNOLOGIES, INC.

By:
George R. Jensen, Jr.
Chairman and CEO




EXHIBIT 4.15
ADDENDUM TO 2004 SENIOR NOTE

This Addendum shall be a part of and incorporated by reference into the
12% Convertible Senior Note, due December 31, 2004, made by USA in favor of the
undersigned ("Senior Note"). All capitalized terms used herein shall have the
meanings ascribed to them in the Senior Note.

The undersigned, , is the holder of a $
principal amount Senior Note. The undersigned agrees and confirms that the
Maturity Date of the Senior Note is hereby extended from December 31, 2004 until
December 31, 2007. The undersigned further agrees and acknowledges that the
Conversion Price of the Senior Note is hereby reduced from $.40 per share to
$.20 per share.

Except as expressly set forth herein, all the terms and conditions of the
Senior Note from USA in favor of the undersigned shall remain in full force and
effect.

IN WITNESS WHEREOF, the undersigned has executed this Addendum to 2004

Senior Note on this day of 2003.

#1 #2
Signature Signature
#1 #2
Witness witness

AGREED TO AND ACCEPTED:
USA TECHNOLOGIES, INC.

By:
George R. Jensen, Jr.
Chairman and CEO




AGREEMENT OF LEASE

THIS AGREEMENT OF LEASE (hercinaficr referred to as “this Leasc”) is made this day
. 2002 by and between PENNSWOOD SPRING MILL ASSOCIATES, a

of
Penngylvania limited partnership (“the Landlord” ), and USA TECHNOLOGLES, INC, (Tike Tenant").

WITNESSETH, THAT FOR AND IN CONSIDERATION of tha mutual entry into this Lease
by the parties herelo, end for cther good and valuable consldarations, the receipt and adequacy of which
are herehy acknowledged by the Landlord and the Tenant, and intending to be legally bound thereby, the
Landlord herehy leases the Premises (hereinafter defined) to the Tenant, and the Tenant hereby leases the
Premises lrom the Landlond,

SUBJECT TO THE OPERATION AND EFFECT of any and all instruments and inatiers of
record in [ect,

UPQN THE TERMS AND SUBJECT TO THE CONDITIONS set forth in this Lease.

The Landiord and the Tenant bereby agree as follows:

Section A. Defipitony. Esch of the following defincd termg, when and as used in this
Lease, shall have the definitions ascribed to them as follows:

() “Building" means tha! certsin building locuted on the Property in Malvern, Chester
Counly, Pennsylvania, known as 2-30 Spring Mill Drive, together with any f,iiemiuns thereof and
additions thereto, \ c-"f o

(2)  "Costs Component of Base Rent” means the mnf.t:o’%p;r annum.

)] "General Conditions® means the General Conditions of this Lease, amached hereto and
made a part hereol as Exhibit 4.

(#)  "Land" means that cenain parcel of real property located in Malvern, Chester County,
Pennsylvania, more particularly described in Exhibit B attached hereto and made a part hereof.

(5) “Lenase” means, collectively, this Lease, the General Conditiong, and the other exhibits,
addenda end riders attached io and mnde a part of this Lease, and any and all modifications and
supplemcnis Hiereto,

(6)  "Lease Commencement Date” means September 15, 2002,

(7). “Lease Termination Date™ means Janusry 31, 2004, B

[£3] "Net Component of Base Rent” means the sum urﬁ'::no per aiinim,

(% “Original Additional Rent Factor” means §-0-, ' Y

. &

(10)  "Permitted Uses™ means general office and Iaboratory purposes, d-!k‘}

] i

(1) "Premises” means that certain space centaining approximately 4,400 square feet on the
I3t floor of the Building, as more panticularly shown on ExhibitC attached hereto and made a part hereof,
and known as Suite 28.

{12)  “Projected Deﬁmymfmsmhuls. 2002,

(13)  "Property” means the Premises, the remainder of the Building, the Lund, the other
bi“":inn%l now located ot the Land, and such other buildings or improvements now ar hereaiter located on
the H i

(14)  "Rules and Regulstions" means the rules and regulations epplicablc to the Propeny
described in Section 16 of the General Conditions, and any and all mndil'ncur.imﬁ:i:nd amphm:ls thereto,
A copy of the Rules and Regulations applioablo 1o the Property on snd as of the date hereof is aftached
herete and made a part hereof as Exhibit D,

(13} “Security Deposit® means the sum of § 4,000.00

(16)  "Term" means the term of one (1) years, commencing 3t 12:01 a.m.. Incal time, on the
Lease Commencement Dale, und terminating at 11:59 p.n., loeal tinve, on the Lease Temination Date,
Spring Mill Lease Fonn. 2l

qpol
0 o

3
o



(1T “Tenant Improvements® means the improvements fo be made to the Premises by the
Landlord in accordance with and pursuani 10 Section 6.1 of the General Conditions. The plans and
specificntions for the Tenant Improvements are stiached hereto and made a part hereof as Exhibit D.

SectionB®.  Certain Opdjnary Mainlepnce and Services. Certain itens of ordinary
maintenance and services with respect o the Premises, a3 more particulurly described in this Section B,
and the costs thereol, shall be: provided and paid in the manner set forth in this Seclion B.

(1) Sepvices by Lapdlord. Landlord shall prwuh as needed throughout the “Term®; the
following services, The estimated costs of all of the services listed below in this suhsection (1) are
asccounled for in the "Cogt Component of Base Rent” and shall be calculated and billed or rebated in
atcardance with the provisions of Section 4.2 of the General Conditions.

() Cummen_Area Mainisoanss, Muintenunce andior repair of all of the comman
areus of e Property, including, withour limitation, landscaping, structural components of buildings,
exterior lightings, snow removal, etc. i Led

I bl

[1)] Repair andfor maintenance of heating, ventilating and air
conditioning systems serving the Premises.

(2)  Services by Tepaut. Tenant shall supply. ot its sole cost and capense, the following
services:

{a)  Gas. Eleciric and other Utility Serviees. Gus, elevtric and ather utility serviees 1o
be contrscied for by the Tenant with PECO Energy Company or any olher wility company which
begoines s ppropeiate,

[(3)] Intevigr_Maintegancs. Repair andfor replacenient of ballasis, bulbs, breakers,
switches, outlets and similar elecirival flems serviog the Premises, as well as repair and/or replacement of
Nanges, controls, tanks, bowls, stoppages, sinks, waler lreaters, ingta-luds, fancets, spigots and valves and
similar plombing items serving e Premises.

(@) Jonitocial Seevige.  All eleaning with respect 19 the interior of the Premises,
including, without limitation, carpeLcare, care of VIT tile, trash removal, bathroom cleaning, and dusting.

Section C. Exbibits.. Each writing or plet atiached hereto a3 an exdhibit, wddendumn or rider
or designated herein as an exhibit, addendum or rider is hereby made 2 part hereof,

TN WITNESS WHEREOF, ihe Landlord and the Tenant have executed and epsenled thiy
Lesse, nr have caused it tn be execoted and ensealed by their duly authorized representatives, un
the duy amd year firsi set furih above.

Mﬂxﬂ/;m,

" Presideat

'\

Spring Mill Lease Forn. 240 2



AGREEMENT OF LEASY
EXHIBIT A

GENERAL CONDITIONS

“These General Conditiuns are atached to and madu & part of the Lease made between the
Lanidlord and the Teaant with respect to the Premises. The Landlord snd the Tenant further agree as
follows:

[ Definitlons. Ench defined term used in these General Conditions shall have the
definition given ta such term in Ihese General Conditions, or, if no definition is given to such term in
(hwse General Conditions, it shall have the definitian given 1o such term in the Lease to which these
General Condilians are attached.

1. Terpm. The Lease shall be lor the Term commensing on the Lease Commencement Dote
and tenninating on the Lease Tenminalion Drate; provided, however, that il the Lease Commencement
Dute is hersinafter ndvanced or posiponed pursuant to any provision of the Lease o by (he written
agreement of the Landlord end the Tenant, (a) the date to which it is advanced or postponed shall
thereafler, in lieu of the date te1 forth in Section A(G) of the Lease be "the Lease Commencement Daic™
for all purposes of the Lease, and (b} the Lease Termination Date, for all purposes of the Lease, shall, in
ligw of the date eot forth in Section A(T) of the Lease, be that date which iz the last day of thal period off
fisll ealendar months comprising (e Term, as described in Seefion A(16) of the Lease. If for 2y reason
the Lease Comnencement Date and the 1.eage Termination Date are posipuned, advanced or redeterinined
in accordance with the tenns of the Lense, the Landlord and the Tenant shall, within fifteen (15) days

afler such pastponenent, adva 1o red ination, certily to each other, inn writing, the Leage
Commencemeni Date and (e Lease 1'ermination Dale, a3 so postponed, advanced or redetermined.
3 e

(u) Termitted uses. The Tenant thall, cantinuously throughout the Term, occupy
and vse the Premises for and only for the Permitled Uses,

() Complignce with lgws. In its use of the Premises, the Tenant shall not (s)
violate any applicable lmws, ordinanced, iules of regulations of any lederal, s1ate oF local governmental
body, agency vr authority, or (k) do sny act or permit uny act to be done which will result in the
eancellation, suspension or violation af any insurance policy cuvering or pertaining to the Premises of any
pertion iereaf.

. (c)  (nher paris of the property. Except for the parking of sutomobiles in the
ordimnry canrse of business, the Teaant shall nol place or perniit (18 agenls or employess 1o place any
trash o other objects anvwhere wilhin the Building of aa the rest of the Praperty (other than Within the
Preniiset) without firit oblaining Landlord's expredt wriften congent therelo,
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(d)  Epvironmental pretection.

(i) The Tenant represents, warrants and covenants that it will nod use,
generie, store or place on the Premises or elsewhere on the Property, nor permit the use, generation,
storage of placement upon the Premises or elsewliere on the Property of, any materiols or substancus
which are harmful o potentially harmful (o heman health or the environment, including, but not limited
1n, ngterials or substances covered by federal, state or local law, statute, ordinunce or regulation, or court
ar sdininistrative order or decree, orprnm agremment (horginafier collectively called "the Environmental
Requiremenis™), or which otherwise require special handling in collcetion, slorage, pmmlom frentment
ar .mpmal ..nludhg but not I-'mm'.l 10, any asbestos, PCB transformers, or other tuxic, husardous or

i Mer collectively called "Hazardous Substawces™). The Tenant hereby
indemnifias and gaves the Landlord harmiess from and against all liabilities and cleims arising from the
ise, generalion, ttorege or placement of any Hazardous Substances upon the Premises or elsewhere on the
Property (if brougly, placed, used or generaied thereon by the Tenanl of its agents, emplayees, Suliractors
or invitees); and the Tenant shall (i) within fifteen (15) days sfier notice thereol, take or cause to be laken,
at lhe Tenunt's sole cost and expense, such actions as may be neceseary to eninply with all Environmental
Requiremients, and (ii) within fifteen {15) days after writien demand therafor, reimburse the Landlord for
any amounis deemed necessary by the Landlond to comply with any Eavironmental Reguirements with
respeel to thie Premises or with rospect to any other portions of the Building or the Property as tha result
of the placement, stofage, use orgmmumn of Hazardous Substances by the Tenant or any of ils agents,
employess, confraciors or invitess, oc in connection with any judicial or administrative investigation or
proceeding relating thereto, including, without limitation, reasonable atloriey's leos, funds or other

penalty payiments.

{i)  Fur pumposes of this provisien, the Tenant shall be eonelusively deemed
Iy have vialated the Environmental Requirements if: (i) any notice or order is directed Lo sither the
Landlord or tie Tenant by any governinental agency, body or court alleging that suich a violalion by the
Tenant has occvrred; or (i) if the Landlord obtaing and delivers to the Tenanl & report prepared by an
emgitizer ar other party engaged in the business of testing or determining the existence ol Hazardous
Substances, which report states that, in the opinion of such engineer or otlier party, the Tenmm has used,
peneraied, tored or placed Hazardous Substaiices upon the Premises. in the event Uik the Tenani 15
deemed to have violnted any of the Environmental Requiremenis as sef forth in this Section, the Landlord
shall have the right and option, efter fifleen ( 15) ays prior notice (o the Tenant, 1o tenninate the Lease by
writlen nelice thereof to the Tenant, in which event the Landiord shall retwin wfl rights and remedies and
tlre Tenant shall be subject o gil obligations and liabilities set forth elsewhere in the Lease az pertaining
to defwults under the Lease by the Tenant, notwithstanding such termination,

(iii)  The Tenant hereby grants to the Landlord, and 1o the Landlord’s agents
and employees (including, but not limited to, any engineers or other perties engaged in the testing of
Hazardous Subsiances), the right to enter upon the Premises for the purpose of determining wivetlwr flw
Tennnt, or sny of the Tenant's agents, employees, contractors of invitees, has violated any of the
provisions of this Seetion 5.4,

(iv)  All obligations of the Tenant under this Section 3.4 shall survive the term
of iive Lease or the earlier iermination of the Lease.

(e} Lermils apd mpprovals. The Tenant, st its sole cost and expense, shall ohtin
#ud csuse lo be in full Force and effect at all tines during the Term, all licenses, permits and approvals
necessary with respect to the use of the Premises by the Tenant for the Permitied Ulses and required by
uny governmenial authority having jurisdiction with respect thereto.

4, Reni.

{a) Amegat. As rent for the Premiscs (all of which is heceinaler refermred o
eallectively as "Rem”), the Terant shall pay 1o the Landiord sl of the following:

(i) Base Rent.. Anannual remt (hereinaller refcrred to as the "Base Rent™)
camprised of the aggregnie of the Net Component of Base Rent and the Costs Componeni of Rase Rent,

. (i)  Additionsl Renl. Additiona) rent (herginafier referred in as "Additional
Reent™) im tie amount of any payment referred to at tuch in sny provision of the Lease which secrued
while lhe Leage is in effeet.

(i)  Lesge Year. As used in the provisions of the Lease, tie rerm "Lease
Year™ mesos (i) the period af iwelve (12) suceessive ealendar nonths conunencing o ihe Lease
Cominencement Date, and (i) each successive perind of twelva (12) cabendar inonths wccurring Uierealles
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during the Tern: provided, howaver, il the Lense Commencement Dale does not occur on the: first ‘?W“r
a calendar month, then, for purposes hereof, the first Lensc Year shall be that period of time beginning o
the Lease Cominencament Date and ending on the lirst annwersary of the last day of the calendar month
in which (he Lease Commencement Date occurs.

(W) nnu

[0] Definitlon. As used herein, the tenn "Annual Oparating Cosfs” means
\hose actusl costs incured by the Landlord in operating and maintaining the Property during sach
ealendar year of the Term, Such costs shall include, by way of example rather than ol limitation, (i) rea!
propeely, front-foot benefit, other metropalitan district and olher similar inxes or assessments {(whether
reguiar of apecial) levied against any or all of the Property: (i) charges or fees for, and taxes oo, the
Turnishing of water, sewer service, plumbing services, sprinkler and fire alarm service, gas, fuel,
electricity or ather wility services to the Property; (i) costs of providing trash unm\'ll._smw removal
and janitorial services and of maintaining grounds, comman arcus and common _moahllll:nl systems of
builkdings on the Property; (iv) all other costs of intaining, repairing or replecing any or alt of the
Building, other buildings en the Propetty, of any of the rest of ihe Property, whether strustural or
sionstructural [ nature, including, without limitatioa, ke rool ol the Building or such aother buildings and
Iandscaping; (¥} charges or fees for any necessary governmental penmits: (vi) management fees, overhend
and expenses; (vii) prentiums For hazard, linbility, workmen's compensation of similar insurance upon sy
ar all of the Broperty; (viii) costs arising under service contracts with indepeadent contractons; (ix) eosts
of any services not provided by the Landiord to the Property o the date hereof but herealler provided by
the Landiord in its prudent management of the Property; and (%) the cost of any other items whicl, under
generally accepled accounting principles consistently opplied fram yenr to year witl respect 1o the
Froperty, constilute operating of mat s¢ costs altri 1o any or all of the Property. Such custs
shiail not include (i) the expense of principal and interest peyments made by the Landlord pursuant o the
provisions of any mortgage or deed of irust covering the Propenty; (if) any deduction for depreciation of
the Property tsken on the Landiord's income tax retums; o (i) the cost of capitel improvements made 1o
the Property if and to the extent nol taken as a deduction on the Landlord’s federal income 1ax returms,

() Portios covered by Cests Component of Hase Reat. The Costs
Component of Duse Rent rey the Landlord's estimate on the date hereof of the cost to the Lendlord

per culendar year of praviding 10 or for the benefit of the Premises ail of the services of other itess, thre
costs of whith are ineluded in the Annual Uperating Costs, excluding any of such services of other iems
to be provided ot the Tenant's direct expeise undes the provisions of Section 8 hereof.

i) Computatiog. Afler the end of cacl calendar year during the Term, Lhe
Landlord shalf compute the total of die Annual Operating Costs incurred for all of the Property during
such calendar year, and shall allocate ther to the net renlsble gpace within the Property by dividing such
Annwl Operating Costs by the sggregate square footage of all of the uet reniable spage within the
Properly, thereby deriving the cost of such categories of scrvices and items per square foot of such net
rentahle space; pravided, that anything contained in the foregoing provisions ef this subsestion 4.2 (o the
contrary notwithslanding, wherever (he Tenant andfor any other tenant of space within the Property lias
agreed in ifs lense or otherwise to provide any item of soch services panlally or entirely at its own
expoitse, or wherever in the Landlord's reasonable sole judgment any such significant item of expense is
not incurred with respect to or for the benefit of all of the net rentable space within the Property, in
allocating the Annoal Operating Cests pursuant to the foregoing provisions of thie subsection the
Landlord shall make an approprinte adjustment, using gencrally sceopted nacounting principles, ag
aforesaid, 30 a5 to avoid allocating to the Temort of 1o such other tenant (03 the case may be) those Annual
Operating Costa covering such sorvices already being provided by e Tenant or by such other remut
its own expense, or to aveid allocating ta all of the net rentable space within the Property those Annual
Operating Costs incurned only with respect to & portion thersof, as aforesaid.

(w)  Paymentas Additiopal Bent- The Tenznt shall, witlhin fiftesn (15) days
after demand Iherefor by the Landlord (with respect to each calendar year during lhe Tern), pay to the
Landlord as Additional Rent the abimined by multiplying (1) the number of square feel of space

withip the Premises by (2) the amount by which (A) the Annual Cperating Cosis per square foot of the
Tremises for such calendar year (as derfved under the provisions of subsection 4.2{c) herelo excecds (3)
the Qriginal Additional Rewt Factor,

(v}  Proration. Ifonly part of any calendar year falls within the Tenm, the
amount competed ns Additions) Rent with respect to such calendar year under the foregoing provisions of
this subseztion shall be prorated in proportion to the portion of such calendar year falling within the Tenn
(bt (he expiration of the Tenn before the end of such salendar year shall not impair the Tennnt's
obligation hereuridet 1o pay such pro-rated portion of such Additional Reut with respect o that portion of
such yeur falling within the Term, which shall be puid on demand, as aloresaid).
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()  Landlord’s right tp egtimate. Anyihing cowtsincd in the foregoing
provislons of ihis subsection 1o the contrary notwithstanding, the Landiord may, al its discretion, make
Frotn time to time during the Term a reasonwhle etiniate of the Additional II:te.m which may bcg;n.e ue

wder such provisiens wilh respect 1o any calendar year, and may require the Tenant (o pay @ the
r.nndhrd wﬁ?mpm 1o each calendar month during such year one-twelfth (1/12) of such .m:_ldluoml
Rent, at the time and in the manner thal the Tengnt is required hereunder 1o pay the monthly installnent
of (e Base Rent fer such month. 1 such evenl, the Landlord shall cause the actuul amount such
Additional Rent to be compuled and carified to the Tenert within 120 days afier the ead of such calendar
year, and the Tenant or the Landlord, as the case may be, shall prompily therenller pay 1o the ather the
amount of any deficiency or overpaymeit there in, o3 le case may be,

()  When dup agd pavable.

(0] The Base Rent for any Lease Yeer shall be due snd payable in twelve
(12) consecutive, eqal monthly installments, in advapte, o the first  Is{) day of each calendar month
during such Lease Vear; provided, that the instalhment of the Buse Rent poyabie for the first full calendar
month of the Lease Year shall be due and payable an the fuell exgeution amd delivery of the Leass; and
prowided, {urther, that if the Leate Commencement Dale shall gecur on a day other than the Tirst day of a
calendar month, the Tenant shall pay io the Landlord on the full execution and delivery ol the Lease the
installment of Base Reat due Far the first full calendar month of the Term and for the prorated portion of
the calemlar month i which the Lease Commenceinent Date accurs.

(i) Any Additionsl Rent scrulng 1 the Landlord uider any provision of the
Lease shall, except as is etherwise set forth hercin, be duc snd pryable when the installment of the Base
Pent wext falling due afler such Additions] Rent acerued bocomes due and payable, unless the Landlord
makes wrilten demand upan the Tenant for payment Lhereof st any carlier time, in which event such
Additional Reit shall be due and payable at such time.

(iii)  Each such payment shall be made promptly when due, withoul any
deduction or setofT whatsoever, and wilhout demand, failing which the Tenant shall pay to the Landlurd
as Additional Rent, for cach day on which such payient is due but unpaid, » late churge equalling
17365t of fifleen percent {15%) for such payment.

()  Where and fiow payable. The Tenant shall py the Rent 1o the Landierd, in
lawfiul cuteency of the United Stntes of America, by mailing it (postage prepaid) 1o the Landlord at o/o
Pennswood Property Campany, 90 Cricket Averue, 2ud Floor, Ardniore, Pennsylvania 19000, or 1o sush
other address of In sucl) other manhner as the Landlord from Hine to fine specifics by writien notice to the
Temant. Any payment made by the Tensit to the Landlord an account of Rent inay be credited by (ke
Land!ord to the payment of any Rent then past due before being eredited ro Rent currently falling due.
Any such payment which is less than the amount of Rent then due shall constitute a payinent made on
account thereof, the parties hicreto hereby agresing thet the Landlord's aceeptance of such paymeit
(whether or not with o1 zecompanicd by en endorsement wr statement that such lexser amount or the
Landlond's acceptance thereof eonstituied paynuent in full of the amount of Rent then duc) shall not alter
ar impair the Landlord's rights hereunder to be paid all of <uch anwunt then due, or in any other respect.

(9 Security Deposit.

0] Simultanecudly with Ihe [ull exicution snd delivery of the Lease by the
parties hereta, the Tenanl shall deposit the Security Deposil with the Landlord, which shall be retained by
the Landlord ns security for the Tenanl's payment of the Rent and ite performance of all of its other
obligations under the provisions of the Lease.

(i)  Upon the secureence of an Event of Default, the Landlord shall be
entitled, ot its sole discrétion,

(M) 1o mpply any or all of such sum in payment of (A) any Rent, for
Uhe payiment of which the Tenant is in default, (B) any eapense incred by the Landlord in curing any
sucl default, andfor (C) any daninges ineurred by the Landlord by reason of such default (including, by
way of example raiher than of limilation, the expense of reasonable attomeys’ fees); or

(B} to retain any or all of such sum in liquidstion of any or all
damoges suffered by 1ha Landlord by reason of such defelt.

(i} Upon the terminetion of the Lease, any of such sur which is not 5o puid
ew retained shall be retumed to the Tenmi.
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Giv)  Such sum shall ot bear interest while being held by the Landlcrd
hereunder,

(0] . If federol, state or local law now or hrerealler imposes any lax,
axsessmant, levy of other charge (other than any income tax) directly or indiracily upon

n the Landlord with respec to the Lease or the value |I|¢mqll';‘{h) the
Tenanr's use or vecupancy of the Premises, () the Baze Rent, the Additional Rent of any other suin )
payable under the Lease, or (d) this transaction, excepl if and to the extent tiat such tax, asscasment, levy
or uither charge is incladed in the Aonual Operating Costs, lhe Tenaor shall pay the amount tlnllcofaa_
Additional Rent to the Landlord upon demand, unfess the Tenant is prohibited by law from doing so, in
witich event the Landlord may, ot its election, terminats the Lease by giving notice thereof 10 the Tenant,

s Assigamept spd Subletting.
{a)  The Tenant shall not mortgage, pledge or cnciimber the Lease.

(&) The Tenant shall not assign the Lease, or sublet or underlel any or all of Uve
Preinises, or pennit any other person or enlity 1o occupy any of aill of the Pramises, withoul on each
occwsion first abtaining the Landlord's written cunsent thereto (which conscut shall not be wiireasomubly
withihveld, bt muy be conditioned, jnser ghia, upon the entry by the sssignee into an approprisie [nstrument
by which it assumes the Tenant's obligetions under the provisions of the Lense). For purposes of the
fiwegoing provisions ofthis subsection, & inmsfer by any person or perions control ing the Tenant on the
date hereof of such control fo & person or persons not controlling the Tenant on the date herof shall be
deemed to be an assignment of the Lense, No such sction taken with or wilhout the Landlurd's consent
shall inn any way relieve or reteass the Tenant from Tabilivy for the timely pecfonnance of all of the
Tenaut's ebligations hereunder, The Landlord shall be entitied to receive and retain, and the Tenant shall
promptly reemit 1o the Laidiard, sny profil whicl may inure to the Tenant's benelil us a vesult of any such
assigninent, subleting or underlelting, her or ot J 10 by the Landlord.

© Anything contained in the foregoing provisicas of lhis Section (o the contrary
naiwilhstanding, neither the Tanant nor any other person having an interest in the possession, use,
oceupancy o ulikization of the Premises or any ather portion of the Property shall enter into any lease,
sublense, license, concession or oiher agreement for the use. occiipancy or utilization ol space in the
Premises or any other portion of the Propenty which prevides for uny rental or oiber payment for such use,
occupaney of utilizalion based in whole or in part upon the net incone or profits derived by any person
from the spuce in (e Premiises or other portion of the Property 50 leased, used, ocenpied or ulilized (other
than any sinount based on a fixed pereentage or percentages of receipls or sales).

6. Tenynt's plon for

{#)  Leaschold improvements. The Landlord, at its soic cost and expense, shall
ntake the Tenant improvements (o the Prenises. The Landlord shall use is reasonable efforts so that the
Landlord shall have completed the Tenant [mprevements and iendered possession of the Premises o (he
Tenant for oceupancy by the Tenanl in accordance with the terrs hereal (both such obligations of the
Landlard being hereinnfier called "te Tenant Improvemen Obligations™) on or belfore the Projocied
Crelivery Dite: but the Landiord shall have no liabiliny us the Tenam hereunder if prevemed from doing se
by reagon of any (&) strike, lnck-oul or ather labor trovkles, () governmental restrictions or limilations,
() failure o shortage of lbctrical power, gas, waler, Tuel oll, of other utilicy of serviee, (d) rior, war,
ineurrection ar alher natioial oF loes] emergency, (&) accident, Nood, lire or other casualny, (f) adverse
weather condition, (g) other act of God, (h) mability lo obixin » bdilding permit or 3 certificale af
aecupancy, or (i) other cause similar or dissimilar to any of the foregoing and beyond the Landbord's
reasonnble contral (in which event the Lease Commencement Date and tiw Lease Terminntion Date shall
be pastponed for 2 length of lime equalling the length of such delay). In the cvenl that the Landiord is for
any of the aforedescribed reasons wiable o [ulfill the Tenant Improvement Obligntiuns by the Projested
Delivery Dale, then, and in such event (i) the Lease Conunencement Date thall be postponed for such
period of time as is nesessary to permit the Lapad|ord 1o Fulfill the Tenant limprovenent Obligations, (i)
ihe Lease Terminatien Date shall be redetermined in accordance with the provisions of Section 2 hereaf
a8 a resull of the posipoaement of (he Lease Ceinmencement Date, and (i) the Tenant sholl eccept
possession of the Prenvises immed iately upon fulfillment of the Tenani linproverment Obligations,

(b)  Accepiance of posgegsiop. Excepl for (a) latent defects or incomplele wark
which would not reasonably have been revealed by an inspection of the Premises made for the purpoye of
discovering lbe same at the time of the Tenant's assuimption of possession of the Premises, and (b} any
ather items of incomplete work which are set forih on n pruch list subniitted i and approved in writing
by the Landlord prio Lo such plion of possession, by ils assumption of possession of the Preiniscs,
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(he Tenant shall for 3l purposss of he Lease be deemed to have accepted them and to have
ecknowledged them 1o be in the condition called for hereunder.

7. Fipe and other ciaupity,
() General. If the Premiises are damaged by fire or mny other casualry during the
Term,

) the Landlord shall restore the Premises with r?usonahle promploess
(taking Into scenunt tlie time required by the Londlord to effect s sanfenient wnlll|. and o procute suy
insurance proceeds fram, any insurer against such casyulty, but in any event within one hundred fifty
(150) days after the date of such casuaity) to substantially iheir condition immediately prior (o such
casualty, and mny temporarily enter and possess any or all of the Premizes for ﬂ'}dl purpose (provided,
dhat the Landlard shall aot be obligated 10 repair, restoce of replace any fixiure, improvement, sleration,
Tueniture or other property owned, instailed or made by the Tenan); but

(i} thetimes for t and completion of any such restorntion
shall be extended for the period (not longer than sixty (60) days) of any delay ocuasioned by the Landiord
in doing 50 arising out of any of the causes enuierated in Uhe provisions of subsection 6 ] _h-rtof. _lﬁlu-
Landlord undertakes to restore the Premises and such restoration is ot accomplished within e said
period one hundred fifty {1 50) days plus the period of any extension thereof, as aloresaid, the Tenant may
terminate the Lease hy giving notice thereof 10 the Landlord within thirty (30} days after the expitation of
such period, as so extended; and

(i) forso long as the Tenant is deprived of the use of any or all of the
DPreoiises an account of such casunliy, the Base Rent and any Additional Rent payable under the
provisions of subsection 4.2 hereof shall be ahated in proponion to the number of square feet of the
Premises rendered substantially unfit for pccupancy by such casualfy, uiless, because of mny such
damage, the undamaged portion of the Premises is iwade materially unsuitable for use by the Tenant for
the purposs set farth in the provisians of Soction 3 hereof, in which event the Base Rent aud any such
Additional Rent shall be abated entirely during such perind ol depeivation.

(b)  Substaptial destruction. Anyihing contained in the foregoing provisions of this
Section to the coutrary polwithstanding,

(i} if during the Term the Building or any of the other buildings on the
Property are so damnged by fire or any other casualty that (i) either the Premises, the Building (whether
oF not the Preimise: are damaged), or any of such olher buildings on . Proparty (whether or not the
Premises are dJanaged), are rendered subsiantially unfit for sccupaney, as bly determined by the
Landlard, or (i) the Building or any of the other buildinga on the Property are damaged |5 the extent that
the Landlord reasanably eleqts to demolish ihe Building or any of guch other buildings on the Property,
then in cither case the Landlord may elect to 1erminais the Term as of the date of the cocurreace of such
damage by giving notice thereaf to the Tenant within thirty (30) days after such dale; and

(i} in such evenl, (i) the Tenant shall pay to the Landlord the Bese Reit and
any Additianal Rent {apportioned, wiere npplicable) 1o the time of such termination, (ii) the Landlord
shall repay to the Tenait any and all prepaid Reat for periods beyond such termination, and (iii) the
Landlord may enter upon and repossess the Fremises without further netice.

{2) Tenanl's negligence. Anything contained in any provision of the Lease 1o the
contrery notwithstanding, iF any such damage to the Premiges, de Building or any of such cther buildings
on the Properly it caused by or result from the negligeul er intentionally tortious Azt or omission of the
Tenant, these claiming under the Tenant or any of iheir respective olficers, employees, agents or invilees,

(i) Ihe Rent shall not be suspended of apportioned as aforesaid, and

(i excepl if and 1o (e extent thal tiie Tenanl is released from liability
therefore pursuant to the provisions of subsection 12.4 hereof, the Tenant shall pa¥ to the Landlord upos
dempnd, a5 Additional Rent, the cost of (1) any repairs and restoration made or o be wmade as a resull of
such damage, of (ii) (if the Landlord elects not to restore the Building or any of such other buildings on
the Propenty) any damage or lots which the Landlord may incur a2 o result of such damage.

8 Maintgnnapes smd garvices.

[E)] Ordinary services. The cost of all electricily provided 10 amd consumed at the
Premises during the Term xhall be paid by the Tenant when and as due, Certain othor ordinary services
elhall be provided (and the costs thereof shall be paid) in the manner described in Seetion I of the Lease.
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()  Extraoedinary seryices. I the Tenant requires nddmuml ehcuitl.ct ct_lmlu: u:'
install electrical equipment (including, by way of example rather than of limitation, any clectrical heating
:n' refii :emir.m nqat‘:lipmp:-: abeciroiic data processing machine, p:lncll-wd machine, of ml_lmuy or
equipment using curcent in excess of 110 volis), the Tenait may install any such lines or equipment if{a)
it pays the coat of eny such installation, and (b} it has irst obtained the Landlord's written approval
thereall

(¢)  Maigtengpce and alteration; by Tensol.

(i) Except 1o the extent provided to the contrary in S-:r'gun B of the Lenase,
e Tenanl shall, at its sole cest and expense, maintain the non-structural parts of l}n interior of the
Premises in good repair and condition, o s by couses ¢ bly heyend the Tenant's control and
aidinaty wear and tear excepled,

(i) The Tenant shall not make or permit to be made any alieretion, addition
or improvement to the Premiscs without firt obtaining the L dlord’s wrillen thereto (which, in
llie case of non-styuctural alterations, additions and improvemenls only, shall not be unreasonably
witliheld). L the Landlord consent to-any such proposed alteration, addition or improvements, it shall be
wisdde at the Tenant's sole expense (and the Terant shall hald the Landlord harmless fiom any sasl
imcurred of acccunt therenl), und et such time and in such manner as not varexsonably 1o interfere with
the use and enjaymeit of the remainder of the Property by ny lenant therecf or any other person.

(4) tepance Iy o

0] The Landiord shall inaintain (subject to reimburssment pursuant :.hc
provisions of Section 4 hercut and any other provision of the Lease) the roof, structure and the remainder
of the sxterior of the Building, as well a3 each sidewalk and parking lot from tine to tinic existing within
the Property, sll in giod order and repair (Which maintenance shall include the removal of snow from
each such sidewalk and parking lot).

(i) i the Tenant determines that the Landlord has not taken any action
which it is required 10 take under the loreguing provicions of this subsection, the Tenant shall 1ake no
action herevnder on aceount hereol unless the Landlord has failed 1o take such action diligently and
within & reasonable Lime after the Tenant has given written notice thereaf 1o the Lundlond.

9. Defaulty by the Tengnt,

() Definltiyn: As used in the provisions ol the Liase, cach of the following evenls
shall eonstitute, and is hereinafier refermed to as, en “Event of Default™,

'] If the Tenant (i) (nils W pay the Renl or any other sun which the Tensnt
is obligated to pay by uny provision of the Lease, when and a3 it is due and pnyable heceuader and
withoul demand therefor, of (i) in suy respect violates any of the lerms, conditions or covenants set forth
in the provigiont of the Lease, or

(i if the Tenant (i) spplies for of pongents o the appointmrent of a receiver,
trustee or liguidator of the Tenant of of all or o substanlial parl of its nssets, (ji) liles a voluntary petition
in bankrptey or admits in writing its inability 1o pay its debis as they come due. (iii) makes an
aesignment for the benelit of its enediturs, (iv) fles a pediion or an answer seeking o recrganizalion or an
srmangement wilh credilors, oF seeks to take advantage of nay Inselvency law, (V) performs any other act
of bankrupley, or (vi) files an angwer adinitting the material allegations of a petition Mled against the
Tenant in any bankrupicy, reorganization or ingolvency proceeding, or

(Y i) an order, judgment or decree is enlered by any court of colnpetent

Jjurisdiction rdjudicating the Tenant & bankrupi or an insolvenl, approving a pelition seeking such a
reorganizalion, or appointing a receiver, trustes of liquidator of the Tenant or of all or a substantial pan ol
s eszets, or (i) there ctherwise commences with respeet 1o the Tendit o any of |18 AS5¢18 ARy proveeding
under sny bankrupicy, reorganization, arrangement, insolvency, readjustiment, reseivership o shnilar taw,
and il such epder, judgment, decren or proceeding continues unsiayed for more than sixry (HU)
conteculive days after the expiration of any stay heresf.

{b) Notice to Tepant; grace period. Upon the accurrence of an Event of Crefault
the Landlord shall not exercise sy right or remedy which it bolds umler any provision of the Lease o
under applicable aw wnlexs and unitil

(0] the Landlord has given written notice thereof to the Tenant, and
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{ii)  vhe Tearnt has fuiled, (i) il such Event of Delaull consists of the lailure
to pay money, within tn {10) days thereafier ta pay all of such maney, or (i) if such Event of Defaull
censists of something other than the failure to pay moncy, withan thirty (30) days thereafier actively,
diligently and in good [nith 1o proceed 1o cure such Event of Default and 1o continue to do so until it is
fully cured; provided, that

(i) no such notice shall be required, and the Tenant shall be entitled lono
such grace period, (i) more than twics during any twelve (12) month pericd, or (i) if the Tenant hus
substaptially terminatesd or i3 in the process of substantially terminating its continuous eecupancy and use
of the Preinises for the Pormitted Uses, or (iii) if any Event of Defuull enwmerated in the provisions of

subgections 9.1 (b) or 9.1 (c) hereol hws pecurred,

(O] 3 . Upon the ocourrence of any Eventof
Defaulr, which Event of Default has continued after the giving of all required notices and the expiration of
eny applicable cure periods, the Landipsd may

()] tenuinaie the Lease by giving notice thereol o the Tenanl, without
giving the Tenant any furfher right to cure the Evem of Defauly,

(ii) re-enier and repossess he Premises and any and all improvements
thereoh and additions thereto;

(iii)  declare e entire balance of the Rent for the remainder of the et to he
due and payable, and colleet such balance in any manmer nal incansistent with applicable lavw;

(iv)  relet any or all of the Premises for Ure Tenants sccount for any or all of
the remainder of the Tarm as hereinsbove defined, or for a period exceeding such remainder, in which
event ithe Tenant shall pay to the Lendlord sny deficieicy i the Base Renit and any Additions] Rent
resuliing, will respeet w such remainder, from such relettiog, as well as the cost to the Landlord of any
repairs or otlicr actions (incloding those taken in exerzizing fre Landlord's rights under any provision of
the Lease) taken by the Landlord on aceount of such Event of Defaule, and any repossession custs,
Erokerage commissions, alteration costs, expenses or prepartion for such relening and reascnable
anoineys fees, and any olher costs of such termination, repossession and/or reletting; andfor

v} pursue any combination of such remedies and/or any vther remedy
available to the Landiord on ascount of such Event of Default under applicable law, Mo provision of ihiy
Section 9.3 shall relieve the Tenant of its Nisbilitics and obligations under the Loase, all of which shull
survive any termination al the Lease, or repossession andior reletting of the Premises. The Landlord shall
nol be deemed 10 accept a surrender of the Lease or otherwise discharge the Tenant because the Landlopd
takes or accepas possession of the Premises or exercises control over the Premises following an Event ol
Drefanlt. Acvceptace of surrender and discharge may be tone anly by an instrunent executed on belall of
the Landlord by a duly avthorimed officer of emplayee. Furthermore, in the evént of any Such termination
of the Lease or any such repossescion of reletting of the Premiges, the Tenant shall be lable io the
Landiord for and shell pay to the Landlord, in sddition (o the Rent snd any other suins thereinahove
deseribed, such esats, expenses aid reasonable atlorneys' feey ng shall be inciirred by the Landlord in
[ ioin with the termination of the Lease of the repassession and/or relenting of the Premises.

(@)  Confession of Judemen.

] Thee Tenant further waives the right 1o any notices 10 quil as may be
specified in the Landlord and Tenant Act of Pennsylvanin, Act of April 6, 1951, os anended, or any
simiilar o successor provision of law, and sgroes Uist ve days’ notice shall be suMicicnt i any case
wiere & longer period may be stattorily specified,

(A)  Inaddition to, and not in lieu of any of the foregoing rights

granted 1o the Landlord:

iy ‘THE TENANT HEREDY EMPOWERS ANY

FROTHONQTARY, CLERK OF COURT OR ATTORNEY OF ANY COURT QF RECORD TO
AFPPEAR FOR THE TENANT AN ANY AND ALL ACTIONS WHICH MAY BE EROUGHT FOR
ANY RENT, OR ANY CHARGES HEREBY RESERVED OR DESIGNATED AS HENT OR ANY
OTHER SUM PAYABLE BY THE TENANT TO THE LANDLORD UNDER OR BY REASON
OF THE LEASE AND TO SIGN FOR TENANT AN AGHREEMENT FOHR ENTERING IN ANY
COMPETENT COURT AN ACTION OR ACTIONS FOR THE RECOVERY OF SAID RENT,
CHARGES AND OTHER SUMS, AND IN SAID SUIT OR IN SAID ACTION OR ACTIONS 10
CONFESS JUNGMENT AGAINST THE TENANT FOR ALL OR ANY PART OF THE RENT
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SPECIFIED IN THE LEASE AND THEN UNPAID INCLUDING, AT THE LARDLORD'S
OPTION, THE RENT FOR THE ENTIRE UNEXPIRED BALANCE OF THE TERM OF THE
LEASE. AND ALL OR ANY PART OF ANY OTHER OF SALD CHARCES OR SUMS, AND
FOR INTEREST AND COSTS TOGETHER WITH REASONABLE ATTORNEYS® FEES OF
$%. SUCH AUTHORITY SHALL NOT BE EXHAUSTED KY ONE EXERCISE THEREOF,
BUT JUDGMENT MAY BE CONFESSED AS AFORESAID FROM TIME TO TIME AS OFTEN
AS ANY OF SAID RENT OR SUCH OTHER SUMS, CHARGES, PAYMENTS, COSTS AND
EXPENSES SHALL FALL 0UE OR BE IN ARREARS, AND SUCH POWERS MAY BE
EXERCISED AS WELL AFTER THE EXPIRATION OF THE TERM OR DURING ANY
EXTENSION OR RENEWAL OF THE LEASE,

(1y  WHEN THE LEASE QR THE TENANT'S RIGAT
OF POSSESSION SHALL BE TERMINATED BY COVENANT OR CONDITION BROKEN, OR
FOR ANY OTHER REASON, EITHER DURING THE TERM OF THE LEASE OR ANY
RENEWAL OR EXTENSION TIIEREOF, AND ALSO WHEN AND AS SOON AS THE TERM
OF TUE LEASE OR ANY EXTENSION THEREOF SHALL WAVE EXPIRED, 1T SHALL BE
LAWFUL FOR ANY ATTORNEY A% ATTORNEY FOR THE TENANT 10 FILE AN
ACREEMENT FOR ENTERING IN ANY COMPETENT COURT AN ACTION ‘10 CONFESS
JUDCMENT WY FAECTMENT AGAINST THE TENANT AND ALL PERSONS CLAIMING
UNDER THE TENANT, WHEREUPON, IF THE LANDLORD $() DESIRES, A WRIT OF
EXECUTION OR OF POSSESSION MAY 1SSUE FORTHWITH, WITHQUT ANY PRIOR
WRIT OF PROCEEDINGS, WHATSOEVER, AND PROVIDED TIAT IF FOR ANY REASON
AFTER SUCH ACTION SHALL HAVE BEEN COMMENCED THE SAME SHALL RE
DETERMINED AND THE POSSESSION OF THE PREMISES REMAIN IN OR BE RESTORED
TO THE YENANT, THE LANDLORD SHALL HAVE THE RIGHT IIPON ANY SURSEQUENT
DEFAULT OR DEFAULTS, OR UPON THE TERMINATION OF THE LEASE AS
HEREINBEFORE SET FORTH, TO BRING ONE OR MORE ACTHON OR ACTIONS AS
HERFEINBEFORE SET FOIWTH 10 RECOVER POSSESSION OF THE PREMISES.

(i) IN ANY ACTION TO CONFESS JUDGMENT [N
EJECTMENT OR FOR RENT IN ARREAHNS, THE LANDLORD SHALL FIRST CAUSE T BE
FILED IN SUCH ACTION AN AFFIDAVIT MADE BY IT OR SOMEONE ACTING FOR 1T
SETTING FORTH THE FACTS NECESSARY TO AUTHORIZE THE ENTRY OF JUDGMENT,
OF WHICH FACTS SUCH AFFIDAVIT SHALL BE CONCLUSIVE EVIDENCE, AND[F A
TRUE COPY OF THE LEASE (AND OF THE TRUTH OF THE COPY SUCH AFFIDAVIT
SHALL BE SUFFICIENT EVIDENCE) BE FILED IN SUCH ACTION, IT SHALL NOT BE
NECESSARY T0 FILE THE DRIGINAL AS A WARRANT OF ATTORNEY, ANY RULE OF
COURT, CUSTOM QR PRACTICE TO THE CONTRARY NOTWITHSTANDING.

(B} The Tenant reléaded the Landlord and any nnd all aftorncys
whe may sppesr for the Lasdlord, all #rran In any proceedings taken by tie Laadlurd, whether by
virtue of the powers of atinrney contained in the Lease or pot, and all liahility (herefor. The Tenant
expressly waives the benalits of all laws, nor or thereafter in loree, exempling uny praperty within
the Premises or elsewhere from distraint, levy or xale. “The Tenant further waives the right io any
nolice to remove as may be specificd in the Landlord and Tenant Act of Penmaylvania, Act of
April &, 1951, as ameaded, or any similar or successor provision of luw, sad sgrees except as
otherwise provided herein that five (5) days nutiee shall be sullicient in any case wheres w longer
period may be stulatoriy specified,

€ . (NITIAL). TENANT WAIVER.. THE
TEMANT SPECIFICALLY ACKNOWLEDGES THAT THE TENANT HAS VOLUNTARILY,
KNOWINGLY AND INTELLIGENTLY WAIVED CERTAIN DUE PROCESS RIGHTS TO A
FREJUDGMENT HEARING BY AGREEING TO THE TERMS OF THE FOREGOING
PARAGRAPHS REGARDING CONFESSION OF JUDGMENT. THE TENANT FURTHER
SPECIFICALLY AGREES THAT IN THE EVENT OF DEFAULT, THE LANDLORD MAY
PURSUE MULTIPLE REMEDIES INCLUDING QDTAINING POSSESSION PURSUANT TO A
JUDGMENT BY CONFESSION AND ALSO OBTAINING A MONEY JUDGMENT FOR PAST
DUE AND ACCELERATED AMOUNTS AND EXECUTING UPON SUCH JUDGMENT. LN
SUCH EVENT AN SURTECT TO THE TERMS SET FORTH HEREIN, THE LANDLORD
SHALL PROVIDE FULL CREDIT TO THE TENANT FOR ANY MUNTHLY
CONSIDERATION WHICH THE LANDLORD RECEIVES FOR THE FREMISES.
FURTHERMORE, THE TENANT SFECIFICALLY WATVES ANY CLAIM AGAINST THF.
LANDLORD AND THE LANDLORD'S COUNSEL FOR VIOLATION OF THE TENANT'S
CONSTITUTIONAL RIGHLS IN THE EVENT THAT JUDGMENT 15 CONFESSELD

PURSUANT TO THE LEASE.
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(i) All remedies avaitable to (ke Landiord h der and ofherwise available
at law or in equity shall be cumulative and concurrent, No determination of the Lease nor 1aking or
recovering possession of the Premises shall deprive the Landlord of any remedies or actions against the
‘Tenamt for rent, for charges, or for damages for the breach of amy term, covenant or condition herein
contained, nor shall the bringing of any such sction for rent, charges or breach of tenm, covenant, or
eandition, nor the resort 1o any other remedy or right for the vecovery of rent, charges or damages for such
breach be construed as & waiver or reledse of the rght to insist upon the forfciture to obtain possession.
The failure of the Landlord Lo insist upon strict or prompt performance of the tems, agrevmens,
covenants and conditions of the Lease or sny of ihem or the scceptance of such pesfonmance thereafier
shal] not conslitute or be construed as a waiver of the Lendlord's right to thereafier enforce the same
stricily according (0 Ure lenos thereof in the event ol a eontinuing or subsequent defult.

(i) The Tenunt shall pay upon five (5) days’ prior demand all of the
Landlord's costs, charges uid expenses, including the fees sad cul-of-pockel expenses of counsel, agenis
and others retained by the Landlord incurred in enforcing the Tenant's obligations hereunder or incurred
by the Landlord in any litigation, negotistion or transaction in which the Tenant cavses the Landlord,
without the Landlord's fault, 1o beoome involved or concerned,

(®)  Landlord's right fo curg. Upon the occurrence of an Event of Default, the
Landlord shall be entitled (but shall not be obligated), in addilion to auy other rights which it may have
liereunder ar under applicable law as a result thereof, and alter giving the Tenant written notice of the
Landlord's intention to do so except in the case of emergency, to cure such Event of Defaulr, and the
Tenant shall reimb the L d for all £xp incurred by the Landlord in doing se, plus interest
thereon at a lesser ofthe rate of fifleen percent (13%) per annum or the higliest rate then permitted on
aceount thersof by npplimhh Jusw, which expenses and interest shall be Additional Rent and shall be
payable by the Tennnt inunedistely npon demand therefor by the Landlord.

10, Holding aver. The Téenaiit thall Aot continus to decipy the Preinizes atter the expiratiaon
or earlier termination of the Term, unless the Landlord consents in writing to such confinuaiion of
accupaney, in which event

() such oceupaney shall (unless the parties herete otherwise agree in writing) be
desined lo be undor & month-te-nionth tenancy, which shall continue until either party herelo nolifies the
other in writing, at keast alxty (60) days before the end of any calendar month, that the pany giving such
notice elects to terminate such tennncy st e end of such ealendar month, in which event such tenancy
shall so terminate;

(1] anything contained in the foregoing provision of this Section Lo the contrary
notwithslanding, the reital payable with respec! to ench such monthly peried shall equal one-twelfth
{1112} of the Base Ment and the Additional Rent payable under the provisions nf Section 4 hereof
(ealenlated in accordeince with such provigions of Swction 4 as (f the Lease had been renewed for a pericd
of twelve (12) full ealendar menths afier such expiration or earlier termination of the Term), aind

() such month-to-month tenancy shall be upon the same lerms and subject 1o the
sane conditions as thoge set forth in the provisions of the Lease, provided, that if the Landlord gives lo
the Tenani, ot benst siary (60) days hefore the end of auy calendar month during such month-to-month
tenancy, nofice that such terms and conditions (including any thercof reluting to the amount and payment
of Rent) shall, after such month, be modilied in any maner specified in such notive, then such tenancy
shall, aller such month, be upan the said terms and subjcet 1o tlhe said condilions, as so modified (except
that in no event shall the amount of Rent payable pursuant wo such tenms and conditions, as so modified,
be greatsr than twitce the smount of Rent thet would otherwise have been prayable by the Fenant
hereunder withow regand to such modifications of the woms and conditions relating to tre amounr of
Rent).

" 11, Londlord's right ufentry. ‘The Laudloed and its sgents shall be entitled to enter the
Premises ot any reasonable tims.

() to inspect the Preinises,

() to exhibit the Premiges to any existing or progpective purchaser o Morigagee
{hereinalter defined) thereol or any prospective (enant thereof,

{€) 16 make any alteration, imprevement or repair to the Building or the Premisss, or

() for any olher purpose relating o the operation or maintenance of the Propeny;
pravided, that the Landlard shall (a) (uniess doing 30 is impractical or unreasonuble because of
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emergency) give the Tenant at least twenty-four (24} hours prior notice of its intention o cnter the
Prenises, and () use ble effons 1o avoid thereby interfering any more then is reasoushbly
necessary will the Tenant's use end enjoyment thereof.

12 Insursnce and ipdempification.

() losrespe o vigk.. The Tenant

(i) shall not do or permil to be done any uet or thing as a resull of which
either (i) any policy of insmwance of any kind eovering any or all of the Property or any linbility ol the
Landlord in connection therewith may b void or suspended, or (i) the | rigk under any
such policy would (in the opinion of the insurer tiereunder) be made greater; and

(i) shell pay us Addilicnnl Rent the mmovut of any increase in any premivin
for such insurnnce resulting from any breach of such covenant.

(k) Insuranes to be majgtained by Tenant. The Tenant shall maintain at its
expense, throughout the Term, insurance againsi loss or liability in connection with bodily injury, death,
properly damage and destructim, nceurring within the Premises or arising out of the use thereof by the
“Tenant or it agents, employees, officers or invitces, visitors and guests under onc or more pelicies of
general public linbility insurance having such Fnits a6 1o each =3 arc reagonably required by the Landlord
Trom tiime to e (but in puy event not less than () One Millien Dollars ($1,000,000,00) for injuey to or
death of any one or more persons during any une occurrence, amd () Five Huidred Thousand Dollars
(S500.000.00) for property damage or destruction during any one occurrence, Such policies shull nume
the Landlord and the Tenant (and, at the Landlord’s request, any Morgagee) as the insured partics, shall
provide that they shall net be cancellable withou! at least thirty (30) days’ prior wrillen notiee (o the
Landlord (and, &t the Landlord's request, sny such Merigagee), and shall be issued by insarers of
recognized respousibility liceused te do buginess in the Commonwenlth of Penngy lvania.

() e ma imend dlord. The Landlard shall msintain
throughout the Term all-isk or lire nnd exiended covernge insurarce upon the Building, in such minimun
mirvunils sl having sueh forms of coversge 8s are tequired frou fiie to time by the Landlord's lender.
The coat of the premiwne lor such insirance snd of encli endorsement thereto shall be deemed, for
purposes of Section 4 hereof, lo be part of the cogig of operating and maintnining the Bropermy,

{d) Waiver of subrogation. Il eitlier party herelo is paid any proceeds under any
polisy ol insurance naming such party as nn insured, on sccount of any loss, damage or liabiliny, then
such party hereby releases the ather party hereta, 1o and only 1o the extent of the smount of such
procesds, from any aid all lisbility for such loss, damage or liability, iotwilhssnding that sech loss,
damage or liability may arise out of the nagligent or intentionally tortivus act or umission of the other
party, its agents or employees; provided, that such release shall be effestive only with respeet to loss or
damage occurring during such lime as the appropriste policy of insurance of the releasing party provides
that such refeass shall not impair the cffectivencas of such policy or the insurcd's abilily to recover
ihereunder. Each party bereto shall use reasoneble efforts 1o have a clause wo such effeet insluded in fis
said policies, and shall promptly notify the other in writing i such clause cannot be inclyded in any such
policy.

{e) Liability.. Except il and 1o (he extent that the Tenant is released trom linhility to
the Landlord pursuant to the provisions of subsection 12.4 hereof, the Tenmnt shall be responsible for, and
ghall indewnity aind hold harmiess the Landlord against and from any and ali claims, demands, habilily
and damages arising 0wl of sny injury to or death of any person or damage to any property {a) coccurring
within the Premizes for any reason whatsoever, or (b) occurring elsewherc on the Property by ceason of
the Tenant's sccupancy of use of the Premises o any other portion of the Propeny.

13 Eminent dymain.

{n) Right to awurid..

0] If winy or all of the Premmizes are taken by the exercise of any power of
cariuent domain o are conveyed to or at the direction of any governmenial entity under a threat of any
sinch taking (sach of which is hereinafer referred to as a "Condemnation ™), the Landiard shall be entitled
1o collect froin the condemning autharity thereimnder the eitire amount of any award made in any such
proceeding or aa consideration for such deed, without deduction therelvam (or any leasehold or otler
estate held by the Tenant by vietue of the Lease.
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(iiy The Tenant hereby (i) assigns o the Landiord all of the Tenant's right,
tilte mnd interest, if any, in and to any such swand, (i) waives any right which iL may otherwise have in
connection with su:l. Condemuation, agains! the Landlord or such condemnning authorily, to any paymen
fur (A) the value of the then unxpired portion of the Tenn, (B} leasehold damagges, and (C) any domag,
{0 or diminution of the value of the Tenant's lenschold interest hersunder or any portion of the Premises
not covered by sueh Condemnation; and (iif) ngrees to execule sny and all further documents which may
b required in order to fcilitte the Landlord's collection of any and all such awards.

(iii)  Suhject te the operation and cffect of the foregoing provisions of this
Section, the Tenant inay seek, in a sepnle procecding, o scparaic award oh accoun ul'nwyd-mlsu of
custs incwmed by the Tenant as & result of such Condemnation, 5o long as such separate award in no way
diminishes any sward ar payiment which the Landlord would otherwise receive a5 o result of such
Condemnation,

() Effect of Condemnation,

(i) I (i) alt nflbt Preises are covered by a Condemnation, oe (ii) iF any
part ol the Premises is covered by » Cond: and the renminder thereof is insullicient for the
reasonable operation therein of the Tenant's business, or (iii) any of the Building or any of the viher
buildings orpor‘lmnl thereul oh the Property are covered by a Condemnation (whether or ol the Premises
are covered) and, in the Landlord's regsonable opinion, it would be impractical io resture the remainder
thereaT, then, in the event of any occurrense described in clauses (i} or {ii) abave, the Tenn shall
uiitomatizally terminate us liereln provided, or, in the event of any occurrence described in clswge (i), the
Term shall lerminate in sccordance with the provisions deseribed herein at the sole option of the
Landlord, which option shall be exercised by the giving of nolice thereaf i the Tenant, In the event of
iy ination of the Lease p Lto the provisions of this subsection, the Terin shall iznminate on the
date upon which possession of so much of the Premises, the Building or tuch other buildings on the
I'rapeity, &5 the case may be, as is covered by such Condemnation is taken by the condemning nuthority
ihereunder, and all Rent (including, by way of exampie rather than of limitation, any Additional Rent
payable pursnant 1o the provisions of subsection 4.2 bereof), taxes, and othier charges payable hereunder
shall be prorated and paid to suzh date,

(iiy If there i a Condeinnation and the Term does not terminate pursuant to
the foregoing provigions of this subsection, the operation and effect of tie Lease shall be unafTected by
such Cendemnalion, except that the Base Rent and the Additionn] Rent payable under the provigions ol
Bection 4 hereof shall be reduced in proportion to the square faotages of lear sreo, if any, of the Premises
covered by such Condemmation,

(e} If there is o Condemnetion, the Landlord shall have no limbilily te the Tuqant on
necovnl of any (o) interraption of the Tenan’s business upen the Premizes, (b) diminution in the Tenants
ability to use he Pramises, or (2) other injury or damage sustained by the Tenent us a result of sueh
Cendemnulion,

(d) Except fior any separate proceeding brought by the Tenant under the provisions of
subsection 13.1(2) hereof, the Landlord shall be eutitled to eonduct any sich condermation procesding
and any sattlement thereof free of interference from the Tenant, and the Tenant hereby waives any right
which it might stverwise have o partizipate therein.

14, nics’ ¥

(] The Tenant ghall boiid, reniove oF have removed any mechanics’, maierialman's
or other lien filed or claimed against any or all of the Premises, the Froperty, or any other property swvned
o leased by the Landlord, by reason of labor or materials pravided for or ot the request of the Tenant or
any of itg contraclors of subcoitractons (other than lebor of mateiialé provided by the Landlord pepsuant
10 {he provisions of Section & hereol), ot otherwise arising out of the Tenant's use or cccupancy of the
Premises or any other portion of the Peopeiry, and

(] The Tenant shall indemnify and hold harmlsss the Landlord agoinst and from any
and all liability or expense (including, by way of example rather than of limitation, that of ressonable
altomeys' fees) incurrad by the Landlord on sccount of apy such lien or claim,

{e) The Tenant, for itself and any and all subtenants, contraciors, subconiractors and
other parties ncting For, Uirough or under the Tenant, covenanis und sgrees wilh the Landloed that no
mechanics’ liens or claims shall be filed or meintaived by it, them, or any of tiem, against the Premiges,
or anny pert of the Premises, and/or against ilis leasshold crested by the Lease, for or on account of any
work done o materials fumished under llic Lease or any supplement 1o the Lease or under any contract
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for mny fon, r i i and repair work on the Preinises. The Tenant, for izl
aitd any and all sub by actors and parties seling through or under the Tenant,

hereby eipressly waives and nli'nq.l'l!?m the righl o havs, file or maintain any sush mechainies’ liens or
elaims. Priar to the perfornmnce of any work on the Premises, the Tenant shall causc to be filed of
tecond, mud will require its contractors o fle of record, a waiver of mechanics’ licns in form and
substance satisfectory o the Landlord. Prior to final payment 1o any conlractors, subcontractor or
maierial supplier with respect lo sny work done or matcrials furnished in or o the Premises, ihe Tenani
shall obtain and furnish 1o the Landlord written releascs of mechanics’ liens with respect to all sucl work
adfor marerials.

15.  Quiet enjoymeni; surrender.
() Surrender.

(0] Upaoan the expiration or earlier termination of the Tenm, the Tenant shall
surreider the Premises to the Landloed in good order and repair (danages reasonably beyord the Tenants
control and ordiinary wear snd tenr excepted). and broom clean.

i) Any and all improveinents, repairs, alterations aid all other property
attached te, used in connection with or otherwiss installed upon the Premises (i) shall, iminediately upon
the completion of the installation thereof, be and become the Landlord's property withoul payment
therefore by the Landlord, aid (ii) shall be surrcidered to the Landlord upon the expiration or earlier
tenmination of the T'enn, except that any machinery, equipment or fixrures instatled by tie Tenany and
used in the conduct of the Tenan('s rade or business (rather than to service the Premises or any of the
vemainder of (he Building or the Property generally) shall remain the Tenant's property and shall ba
removed by the Tenant within five (3) days after the expiration or carlier termimation of the Term, and the
Tenant shall prowptly thereafter fully restore any of the Premises or the Building demaged by such
installetion o removal thereof,

1. Eelocation of Tegant.-. The Landlord, at its sole expense. upon not iess than sixty (K0)
tays prior wrinen notice (o the Tenant, may requive the Tenant to relocate from the Premises Lo olher
preanises in the Building of comparable size and decor in erder to permit the Landlord to eonsalidute the
Premises with other adjoining space leased or 1o be leased to another tenant in or coming into the
Building; provided, however, thal in the event of feceipl of any such notice, the Tenant, by norice to the
Landlord, may elect not 1o relocate 1o such other premises, and in lisu thereof, wnay terminate the Lease,
In the event of any such relocation, the Landiord shall pay a1l the expenses of the (a) preparing and
decorating lie new premises 5o that such premisvs will be substanifally similar te the originel Premises;
and (b) the expenzes of moving the Tenant's famiture and equipment o tie new Premises, The use and
wccupancy by the Tenant of the new Premises shall be under and pursuait to the same terms, conditions
and provisions of the Leagz and that Tenant shall execue any and all smendimnis o the Lease ag the
Landiord shall deem sgary to elfestvale provisions of this paregraph,

17. Rules aud Regulatipng., The Landlord herchy rescrves the right to prescribe, at its sole
discrelion, reasonahle rules and regulations (hercinafler refered 10 as the "Rules and Reguluions™),
heving uniform applicability to sli tenants of the Building and govering the use and enjoyment of ile
Building and ihe remainder of the Froperty; provided, thut the Rules and Regulations shall not materially
inter(ere with the Tenant's use and enjoyiment of the Premiiscs, in accordance with the provisions of the
l.ease, for the Permiticd Uses. The Tenant shall adliere 1o the Rules and Regulations and shall cause its
agentd, employces, invilzes, visitory snd guests to do sp.

18, Subordinatien; attermment and pon-disturbance.

. (=)  Sybopdination. The Lease shall be subject and subordinaie ar all ties 1 the
Ve of atiy miori gage, deed of rugt, ground lease sudfur other instrument ar encumbrance heretolore o
hereafier placed by the Landiord upon any and or all of the Premiises or Uie remaingder of Lhe Property sy
of all renewals, modifications, lidations, repl) tnd extensions thereol (ench of which is
herein referred to as a "Mortgage®), all sulomatically and without the necessity of any Turther action on
the pant of the Tenant to effeciuate such subordination.

() Attpromentsnd nou-disturhance. The Teuunt shull, promply ot the request of
e Landlord or the holder of any Mortgage (hesein reforred to a3  "Morigagee"), (a) €xecuie, cnseal,
acknowledge and deliver such further instrument or instruments evidencing such subardination as the
Landlord or such Maorigmges may deem necessary or desirable, and (b) attorn to sach Morgayee,

{c)  Rights ol Mortpgges. Anything comained i the provisions of this Section fo
the wontrary notwithstanding, any Merigagee may ot any time subordinate 1he lien of its Mongage 1w twe
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operation and elTect of the Lrase without the necessity of ablaining the Tenmnl's consenl thereto, by
giving the Tenant notice thereof, in which event the Lease shall be deemed to be senior to such Mongage
withail regard 1o their recpective datng of execition, delivery andfor recordation among e Land Records
ol the County in which the Property is located, and thereafter such Mergogee shall have the saine rigghts
writh respect to tlie Lease a3 though the Lease had been excouted and rccarded among the said Land
Records before the execution and delivery of such Mortgage.

19.  Estoppel eerlificate.. The Tenant shall from time te time, within five (5) days aler

heing requested to do so by the Landlord or any Martgages, execute, enscol, acknowledyge and deliver 1o
the Landlord we instowment in recordable form,

(8)  eedtifying

i that the Lease is unmadifisd and in full force and efTect {or, if there has
been any maodification thereal, that it is in full force and effeet as 50 modilied, stating therein thy ature of
such moditication);

(i) astothe dates to which ihe Rase Rent mul eny Additional Rent and other
charges arising hereunder have been paid in advance of the dates on which payment thereof is due
lereunder, if any;

(i) a0 the amount of any prepaid Reat o any credit due to the Tenant
hereunder; '

(iv)  that the Tenant has accepled ion of the Premises, spd the dite on
which the Term commenced;

(v usto whether, (0 the best knowledge, information and belief of the signer
of such certificace, the Landlord is then in default in the performance of any of its obligations hereunder
{nrd, if 50, spesilying the rature of each such default); and

(vi)  as to any other Fect or condition r bly req d by the Landlord,
any Morgagee or prospective Mortgsgee or purchaser of any or all of the Premises, the Property or ny
interest therein, or any assignee or prospective ussignee of a1y interest of the Landbord wnder the Lease;
and

{b)  wcknowledging and agreeing that any siatement contained in any such cerlifieate
may be relied upon by the Laidlond and any such other persan.

m, Notices. Any notice, demand, cunsent, spproval, request ar ather communication or
dosument 1o be provided heceunder to a party hereto shall be

(a) in writing, and

: (b)  deemed o have been provided {a) forty-eight (48) hours after beiig sent s
cerlified or registered mail in the United States mails, postage prepaid, renurn receipt requested, (o the
8ddress of such party st forth hereinbelow o to such other address in the United Sistes of Arerics 3¢
such party may designate froin time to time by nolice 10 the other, ar (b (if sueh parly's receipt thereol is
acknowledged in writing) given by hand or oilver delivery 1o suchi party.

(e} sent 1o 90 Cricket Averue, 2nd Floer, Ardmore, Pennsylvania 19003, in care of
Pennswood Froperty Company, if’ intended for the Landlord, with § copy 1o Howard & Majev, Esquire,
;?:;;‘.3*5 Wolfe, Epttien & Zeidman, | 301 Hew York Aveniie, N.W., Penthouse, Washingten, 1D.C.
19

{d) seul to the Premises if intcnded for tve Tenant.

.  General

() Effecliveness. The Lease shall become effective apon and only upon the
exeeution and delivery hereof by each party hereto,

(%) Complete understanding. The Laars represents the complete wnderslanding
between qu parties hereto as to the subject matter hereof, and supersedes all peior negotiations,
rrpulluenulumu, WarTenties, éatenents or sgrecments, either written o orel, belwesn ile parties heroto ms
1o e same.
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(e} .. The Lease iay he amended by and only by an instrument
cxecuted and delivered by ewcl party hereto.

()  Applicable Law.. The Lease shall be given elfect and construed by application
of the law of the Commanwealth of Penncylvania, and any sctien o proceeding arising hereunder shall be
brought in & court having jurisdiction in the Commonwesith of Penngylvania.

(=) Walver. The Landlord shali not be deeimed 10 have wajved the exercise of any
right which it halds ferennder unless such waiver is made expresly and in writing (and no delay o
amission by the Landlord in exerciging any such right shall be deamed in he 8 waiver of the lulure
excrcise thereol). No such waiver imade with respect to any instance involving the exercise of any sueh
right shall be deemed to be a waiver with respect 1o any cther sueh Ingtance, or any olher such right.

(] Time uf exsence.. Time shiall be of the essence of the Lease,

{2  Healingy. The headings of the Scefions, subsections, paragraphs and
subparag aphs liereol are provided herein for and only for convenicnce of velerence, and shall ot be
coinsidered in construing their contents,

() Cogstrpclign. As used herein,

(iy the term "person” imeans a natural person, A trustee, a carporation, &
partmership and any other form of legal entity: and

(i1} all refererices made (i) in the newter, masculine or femining geider shall
be deemed (o have been made in all such geaders, (i) in the singular or pluml number shall be deemed o
have been made, respectively, in the plural or singular number as well, and (iii) Lo any Section,
subsection, pargraph or subparagraph shall, unless therein expressly indicated 1o the conirary, by deemed
to have been made to such Section, subsection, paragrph or subparagraph of the Lease.

(b Bererability.. No determination by nny court, governmental body or etherwise
that any provision of the Leage or any amendment hereof is invalid or usenforceable in any instanee thall
alfest the validity or enforcesbility of (a) any other provision theveof, er (b) such provision in any
circurstance not controlled by such delermination. Eaeh sich provigion ghall be vulid and enforceable 1y
il Dullest extent allowed by, and shall be contirued wharever possible as being consistznt with,
applicable law.

[0)] WAIVER OF JURY TRIAL. THE LANDLORD AND THE TENANT
EACH WAIVE TRIAL BY JURY IN ANY ACTION, PROCEEDING, OR COUNTERCLATM
BROUGHT BY EITHER OF THE PARTIES OF THE LEASE ACAINST THE OTHER ON ANY
MATTER WHATSOEYVER ARISING OUT OF OR IN ANYWAY CONNECTED WITH THE
LEASE OR 175 TERMINATION, THROUGH RELATIONSHIF WITH THE LANDLORD ANIY
THE TENANT, THE. TENANT'S USE OR OCCUPANCY OF THE PREMISES, ANINOR ANY
CLAIM, INJURY OR DAMAGE RELATED THERETO.

(k] Becording. The Landiord and the Tensni hereby spree that neither the Lease nor
any memorandum thereof shall be recorded, and if recordation should take place in contravention of the
terms of this section or by subsequent written agresment of e parties hercto amending the provisions of
this section, the party cavsing tuch recordation shall pay sl eests of such recordation, nchuding, but not
liinited to. the transfer taxes and documentary stamp taxes thereon.

@ Definition of "ihe Lagdigrd .

(i) As used herein, the term “the Landlord® menns the entity hereinabove
named as swch, and its successors and assigns (each of whom shall have the same rights, remedies,
pawers, anlhorities and privileges as it would have had, had it ariginally signed the Lease as the
Landlord).

(i) No parson holding the Landlord's interest hereunder (whether of nof such
persoin is nemed a3 "the Landlord” hesein) shall have iy liability lergunder after sucli parson coases 1o
holld such interess, except far any such lisbility secruing while such person holds such jnterest,

(i) Meither t:e Landiord nor any principal of the Landlord, whether
disclosed or undiscloyed, shall have any personal liability under say provision of the Leage. If the
Landlurd defaulis i the performance of any of iis ubligations hereunder or ollierwive, the Tenaut shall
look salely to the Landiord's equity, interest and riglits in the Praperty for sstisfaction of the Tenunts
remcdies on account thercor’
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{m)  Defnktlon of “the Tenanl". A$ used herein, the term “the Tenant” means each
person hereinabove named s such and such person's heirs, personal representatives, successors and
es3igus, euch of whom shall have the sae obligacons, liabilivies, rights and privileges as it would have
possessed have it eriginally executed the Lease as the Tenzot; provided, that no such right or privilege
shiall inure tor the beneht of any assigoes of the Tenant, iminediate or reinote, unless the assignment to
sueh assignee |s made in sceordance with the provisions of Section 5. Whenever two or more persons
constitute the Tenant, il sueh persons shall be jointy and severally linble fur Uie perfonmaice of e
Teiant's vbligations herdunder,

{m} . Il the Landlgrd shall being an aciion rl:g.urdrrg any of the
termis or conditions of the l..emurmynﬁ(s rlghts hmmder Landlord, if prevailing in any such aclion
un trial or appeal, shall be entitled o ys' fees as fixed by the court to be paid by the
Tenant, The term “attomeys’ fees™ shall include, bul i not limited to, reasoiable attormeys' fees incurred
i any and all judicial, bankniptey, nmrg,miﬂﬁo-u, achninistrative and other proceedings, including
sppellate proceedings, whether the proceedings arise befure or after the entry of a final judgment and all
usts mnd disbursemients in connection with the matter,

(v) Conilicis.. Ly Lie event that any of Use termz, canditions and provisions of these
General Conditions shall conflict with any of the terms, conditions or provisions of any other portions of
the Leage, then, 2nd i each such cvent, the terms, conditions and provigions of guch oiher portions of ihe
eage shall be controlling.
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& ENT OF L,

ALL THAT CERTAIN iract of piece of ground, Situats parly in e Townsnip &f Chanestown ahad pamy in
tive Townsnip of East Whiseland, County of Chester and Commamweaith ol Fennsyhvana, pounad and
described acrerging 1o a pian of Great Valiey Corparase Center Commerce Parx Parcei |, by F Daniel
Camers & Amsocinies, Ing. dated ST and surveyed by David A Plum

Ine, Gaied Sr30/98, a3 foflews, B el

BEGINNING, ai® poni an thie SouTIEIB w3e of Phoenizviie Pike 3t 8 comer of Paical X as shewn cn
said plan, (hents @riending from said point gf beginAing ARG 2ion INE S side of Phoanaviy Pk 1he
#iree lellawing courses and GisTances; (1) North S8 degraes 3y munutes 30 seconds Easr 342.00 fael o a
pont {2) Sewtn 33 degrens 26 mnues 30 secopds East 10 00 feet 19 2 paint of curva, thence exiending
aiang Ui a0c of 3 drcle curving to e Agnt hawing & Adius of 43,00 fect the are gistance of 87,77 el 8
pouni af wngeni on the southwas! sioe af Spring Mil Drive, mence exEnding S10Ng, the sarme Saum 33

15 memutes 00 secondd East £1ossng e Tawnship Ling diding e Townetsp of Sharesewn
and ihe Townsnip of East Whitelano 676,42 feet th 8 paint, @ eerner ol Parcei XV on sad plan, mence
pxending paniy atong the sama and partly along Pascal XIV South 72 segrees 58 minutes 00 seconds
Vwesi¢Tossing e northerly side of & rairoad cassmant 446,06 feel 10 4 oI, tenze sxtanding sul along
& Pares] TIV Soutn 62 gegrees 58 minutes 00 seconds Wesl 182,60 feel 1 a corner of Parcel X aforesard,
thence axténting aieng fhe same Nofth 3 gearees 28 mindies 30 secands West resrassing ihe nOfRerty
sde of tng FAIFOAD EASEMENt Bnd the Township Line 582 75 feel io 3 podt on ihe Soumeast side af
Phoersville Pike, being the firse mentaned point and place of beginnng.

Bing Parce! | on sid pran.
Bewmng Tax Parce! Humber A58 107,

Conmiring 8.791 Acres mert of leas 0 Chagleslown Tasanshp
0.015 Acres mere of leas n East Whiteland Township
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AGEEEMENY O LEASE
EXHIBIT D

PLANS AND SPECIFICATIONS
FOR TENANT IMPROVEMENTS

Landlord will eomplele the fullowing work to the Premise at Landlord’s sole cost.
1. Install inanually opernicd siandard loading dock door.
2. Insiadl Incks on all doars as necessary 10 secure (he Frenises,

3. lustdl pastition wall per plan,

New PurdslioH

' S wAlL

d




I The sidewalks, lobbies, passages, clevators and stirways shall not be obstructed by the
Tenant or used by the Tenant for wny prrpose other than ingress and egress fron and to the Tenant's
offices. Tie Lundlord shall in all cases retain the right o contral or prevent acress therelo by any person
whese presence, in the Landlord's judigment, would be prejudicial (o ihe safety, peace, character or
repulation of the Building or of ainy tenant of the Property.

Z. The wilet rooms, water clossis, sinks, faucels, plumbing and other service apparatus of
any Kind shall not be used by the Tenant for any purpoee otler than those For which iy were instnlled,
aiid no gweepings, rubbish, 1ags, ashes, chemicals or other refuse or injurious substances shall be laced
Arerein or used in connection therewith by the Tenant, or left by the Tenant i the lobbies, passages,
elevators or steirways of the Bullding.

) Na skylight, window, door o transem of the Building shall be covered or shatrueted by
the Tenant, aud no window shade, blind, curtain, screen, storm windaw, awning or other snterinl shall be
installed or placcd on any window or in any window spece, except as approved in writing by the
Laidlord, If the Lamdkord has installed or hereafier installs niy shade, blind ur curtain in the Premises,
the Teaant shall not remove it without first obtaining the Landlord's written theseta.

4, Mo sign, lettcring, insignia, advertisement, notiee or other th ing =hall be inseribed,
painted, insialled, erected ar placed in any portion of the Premiges which may he seen from outside the
Building, or in any widow, window space o oiher part of the eaverior or iiterior of tle Building, unless
first approved in writing by the Landlord, Names on suite sitraices shall be provided by and only by the
Landlord and at the Tenani's expense, using in each instaiee letering of » design and in a form consistent
with Il other letiering i the Building, and firet approved in weiting by the Landiord. Tlie Tenent shall
fo! erect sny stand, booth or showease or ather arlicle or matter in or upen the Premises andfor the
Building without first obsining the Landlord's written consent thereto.

L]

5, The Tenant shall nat plece any additional lock upon any door within llie Premises or
elsewhere upon the Property, and ghall survender all keys for all such locks ef the end of the Tenm, The
Landlord thall provide the Tenant with one set of keys to the Premises when the Tenant assumes
potsession thereaf.

6. “The Tenant shall not do or permit o be done anything which obstiets or interfiercs with
the rights of any ofher tenant of the Property. The Tenant shall not keep snywhere within the Properny an
mamer having an offensive odor, or sny kerosene, gasoling, benziue, ¢ phesie, el ur other explosive or
lighly Mammable material. Ne bird, fish or ather animal shall be brought into or kepu in or about (he
Premises.

T S0 Wl e Fremises may be kept in 4 good elate of prescrvation and cleanliness, the
Tenant shall, while in passession of the Premises, permit only the Landlord's employees and contractors
fo clean the Premises unless prior thereto the Landlord otherwise condents in witing, The Landlord shall
not be respontible 1o the Tenant for any dmnuge dene ta any furniture or olher propery of tie Tenant or
finy other person cawied by any of the Landlord’s employees or any ather person, for any Inss sustained by
iy of the Tenant’s employees, or for any Inss of propesty ofany kind in ur from the Premises, however
utcurring Tl Tenant shall ses sach doy that the windows are closed and the doors sccurely locked
before leaving the Preinises, and that all lights and standard office equiptacat within the Premises arc
1umed off.

LA If the Tenant desices Lo install signalling, telegraphic, telephonic, protective alann or
olicr wires, apparatas or devices within e Premises, the Landlard shal] direct where and how they are 1o
be installed and, axcept as 6 directed, no installation, baring or culting shall be permitied. The Landjord
shall have the right (a) 1o prevent of interrupt the ransmission of excessive, dangerous or annoying
curreit of electricily or otherwise inlo or through the Building or the Premises, (b) ig requires the
changing of wiring conieetians o layout at the Tenant's cxpense, ta the extent that the: Landlord may
deem necessary, (c) to require esmpliance with such hle rules os the Landlord may establish
relating thereto, and (d) in the cvent of pliznce with such req is or rules, immediately ro
cut wiring or du whatever else it considers necessary 1o remove the danger, annuyance or electrical
inlerference with appararus in sy part of the Building. Each wire insialled by the Tenant must be clearly
tagged at ench distribirting board and junciion box and lsewhers where required by the Landford, with
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ihe number of the affice 10 which such wire leads and the purpose for which it i3 used, together with e
name of the Tennnt or other concern, if any, opersting or using it.

9, A directory will be provided by the Landlord on the ground fleor of the Building, on
which the Tenant's name may be placed.

1. Mo furnilure, package, equip t, supplies or handige may be received in the
Building, or cerried up or down in the elevators or stairways, except during such hours as are designated
fer sueh purpose by the Landlord, and only after the Tenant gives notice thereol 1o the Landlord. The
Landlord shall have the exclusive right Lo presaribe the method and manier in which any of the tame is
brough into or taken out of the Building, and the rights to exclude from the Building any heavy fumiture,
gafe or olher article which inny create n bazard and to require it to be located st a designated place in lhe
Premises. The Tenant shall not place any weight enywhere heyond and salc carrying capacity of the
Buildiug. The cest of repairing any damnge to the Bullding or any olber part of the Propery caused by
taking any of the same in or out of the Premises, or any damage caused while it is in tie Premises or the
rext of the Building, shall be borne by thie Tenant,

1,  Without the Landlord's prior wrilten t, () nothing shall be I | tu {and ue hole
shall be drilled, or nall or serew driven inia) any wall or partition (provided, hawever, that the Landlerd
shall not unreasonably withhold its cunsent on such basis in connection with any request by the Tenant o
liaing ordinary pictures, decorations and wall coverings ou the inlerior walls of the Premises), (b) no wall
or pertition shall be painied, papered ur olberwise covered or moved in any way or niarked or broken, (c)
1w conmection shall be made 1o any electrical wire for running any fan, matar of olhér apparatus, device
or equipment, (d) oo machinsry of any kind other than ¥ small business machinery shull be
allowed in the Preimises, (e} no swilch 1 or clephone wiring or equip shall be placed anywihere
other than where designed by the Landbord, and (f) ne: mechanic shall be allowed 1o work in or about the
Buliding other than one employed by ihe Landiord.

12, The Tenant shall heve sccess (o the Premises st all reasonable times. The Landlord shall
in na event be responsible for admitting or cxcluding any person from the Premises. In case of invasion,
hostile atluck, insurection, mob violence, riat, public exei or olher ien, explosion, fire or
any casualty, the Landlord shall have the right o bar or limil access to the Building to protect the safcty
of occupanis of the Property or any property within the Property.

13. The Landlord shall have the right to rescind, suspend o modify these Rules aml
Regulations and to promulgate such other Rules and Regulations a2, in the Landlords reasonable
Judgment, are from time o time needed for the safety, care, mai , operation and elemnli of the
Building, or for the preservation of good order therein, Upon the Tenant's having been given notice of the
taking of any such action, the Rules and Regulations as so rescinded, suspended, modified or promulgated
shall have the same foree and effect s if in lFect st the time at which the Tenant's lease was entcred info
fexceptihal nothing in the Rules and Regulations shall be deemed in any way o alter or impuir nry
pruvision of sueh lease).

14, The use of any room within the Building as sleeping quarters is strictly prohibited at all

times,

15, The Tenant shall keep the windows and doors of the Premises {including those opening
on corriddars and all doors between rooms entitled to receive healing or air conditioning service and rooms
nt eitled to receive such service), closcd while the heating or air conditioning system is operating, in
wrder 1o mininize the energy used by, and 1o conserve the efectiveness of, such systems, ‘The Tenani
shall compty with all reasonable Rules and Regulations from time to time promulgated by the Landlord
willi respect to such systens or their use,

16, TheVenant shall not during any period of time: us o permit to be used the Premises on a
r::;upl:r basis by mure than one (1) person for oach one handred Gilty (150) square feer of floor prea within
the CIISES.

17.  iNothing in these Rules and Regulations shall give any Tenant any right or claim sgainst
the Landlodd or any other person if the Lendlord does not cnforce any of thew against any olher tenant o
person (whether or nol the Landlord has the right tn en force them against such tenant ar person), and no
such non-enforcement with respect to any tenant shall constitute a waiver of the right to enlorce them as
10 the Tenant or any other tenant or person,
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AGREEMENT OF LEASE
MODIFICATIONS RIDER

This Rider is attached to and made a part of the Lease made between the Landlord
and the Tenant with respect to the Premises. In the event that any of the terms,
conditions or provisions of this Rider shall conflict with any of the terms, conditions and
provisions of any of the other portions of the Lease, the terms, conditions and provisions
of this Rider shall be controlling. The Landlord and the Tenant further agree as follows:

1. Each defined term used in this Rider shall have the definition given to such
term in this Rider, or, if no definition is given to such term in this Rider, it shall have the
definition given to such term in the other portions of the Lease.

2. Tenant will be responsible for maintenance of the HVAC system through out
the term of the leasc. Tenant will maintain a service contrac! calling for servicing of the
equipment at least twice per calendar year, with a reputable HVAC service contractor to
be approved by Landlord. Landlord will tura the HVAC system over to Tenant in good
working order.

3. Landlord will be responsible for any cost for repairs/replacements to the
HVAC equipment in excess of $1,000 per unit per occurrence.

4. The Cost Component of Base Rent, as deseribed in section A of the lease, will
be $19,258.08.

5. The Original Additional Rent Factor, as described in section A of the lease,
will be $2.12 per square foot.
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OFFICE SPACE LEASE
for

by and between

DEERFIELD CORPORATE CENTER I ASSOCIATES, L.P.
(as Landlord)

and

USA TECHNOLOGIES, INC.
(as Tenant)

Date: Marchg§ 2003

St 10

PHLEGAL; #1350671 wh {5yfindd LDOCH
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THIS LEASE (the “Lease™) is made the 28th day of March, 2003 between
DEERFIELD CORPORATE CENTER I ASSOCIATES, L.P. (herein referred to as “Landlord™)
whose address is c/o O"Neill Properties Group, 700 South Henderson Road, Suite 225, King of
Prussia, PA 19406, and USA TECHNOLOGIES, INC. (herein referred to as “Tenant’) whose
address 1s 200 Plant Avenue, Wayne, PA 19087,

PREAMBLE
BASIC LEASE PROVISIONS AND DEFINITIONS

In addition to other terms elsewhere defined in this Lease, the following terms
whenever used in this Lease shall have only the meanings set forth in this Section, unless such
meanings are expressly modified, limited or expanded elsewhere in this Lease,

A. ADDITIONAL RENT shall mean all sums in addition to Fixed Basic Rent payable by
Tenant to Landlord or to third parties pursuant to the provisions of the Lease,

B. ASSOCTATION shall mean the Deerfield Center Condominium Association formed
pursuant to the Declaration of Condominium.

C. BROKER(S) shall mean Strategic Realty lm'&stmcnté, L.L.C. and Corporate Realty
Solutions, Inc,

D. BUILDING shall mean the building known as Unit A containing approximately eighty
nine thousand nine hundred twelve (89,912) rentable square feet of space as set forth on Exhibit
C and located in Deerfield Corporate Center on the Property.

E. BUILDING HOLIDAYS shall be those holidays listed on Exhibit E.

F

5 COMMON AREAS shall mean those areas shown as commeon elements on the Plat
Plan.

G. COMMENCEMENT DATE shall mean January 1, 2004,

H. DECLARATION OF CONDOMINIUM shall mean shall mean the Declaration of
Condominium of Deerfield Center, A Condominium dated December 18, 2001 and recorded in
the Land Records of Chester County in Book , 4t page , el seq.

I. EXHIBITS shal! be the following, attached to this Lease and incorporated in this Lease
and made a part of this Lease:

Exhibit A Premises

Exhibit B Legal Description of Property
Exhibit C Building Measurement
Exhibit D Work Letter

Exhibit E Building Holidays

Exhibit F Tanitorial Specifications
Exhibit G Rules and Regulations
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Exhibit H Tenant Estoppel Certificate
Exhibit I Confirmation of Lease Term

J FIXED BASIC RENT shall be calculated and payable as follows, subject to Landlord’s
confirmation and adjustment of the rentable square feet contained within the Premises and as
adjusted in accordance with Section 6:

Month of the Rentable Rent Per Annual Fixed Basic |  Monthly Fixed
Term Square Feet Rentable Rent Basic Rent
Square Foot

1/1/04 = 12/31/04 12,864 $23.00 $295,872.00 $24,656.00

1/1/04 = 12/31/03 12,864 $23.50 $302,304.00 $25,192.00

1/1/05 = 12/31/06 12,864 $24.00 £308,736.00 $25,728.00

1/1/06 — 12/31/07 12,664 $24.50 $315,168.00 $26,264.00

1/1/07 = 12/31/08 12,864 $25.00 $321,600.00 $26,800.00

K. OPERATING EXPENSES STOP shall mean the sum of Four and 50/100 Dollars

(34.50) per rentable square foot of the Premises.

L. PERMITTED USE shall be for general office use, research and development for
Tenant's hardware and software produets including assembly, inspection, configuration, testing
and warranty repairs of the Tenant’s products (both hardware and software) and ancillary uses
and for no other purpose, subject to all applicable laws and all rules and regulations of the
Building, the Declaration of Condominium and insurers of the Building.

M.  PLAT PLAN shall mean the Condominium Plats and Plans of Deerfield Center, a
Condominium, prepared by Momenee and Associates, Inc. dated December 17, 2001 and
recorded in the Land Records of Chester County in Plan Book , at page

N. PREMISES shall be approximately twelve thousand eight hundred sixty four (12,864)
rentable square feet on the first level of the Building as set forth on Exhibit A such measurement
to be subject to final confirmation and adjustment by Landlord’s architect after receipt and
approval of final plans for the Premises.

0. PROPERTY shall mean the Building and the lot, tract or parcel of land on which the
Building is situated and all improvements thereto as more particularly described on Exhibit B
attached hereto.

P. SECURITY DEPOSIT shall be 70,000 shares of Jubilee Investment Trust plc (“Jubilee
Shares™) with an aggrepate value of no less than One Hundred Thousand Dollars (U.S.
$100,000) which shall be held in accordance with Section 41 of the Lease.

Q. TARGEY DATE shall be May L6, 2003.
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R TENANT'S PROPORTIONATE SHARE shall mean 14,307 percent, subject to
Landlord's confirmation and adjustment of the rentable square feet contained within the
Premises.

8. TERM shall mean the period of time commencing on the Delivery Date (as defined in
Section 4 of the Lease) and ending on the date which is five (5) years following the
Commencement Date, plus the number of days remaining in the calendar month in which such
date oceurs unless otherwise terminated or extended pursuant to the terms of this Lease.

3
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For and in consideration of the covenants contained in this Lease, and upon the
terms and conditions set forth in this Lease, Landlord and Tenant, intending to be legally bound,
agree as follows:

1. Definitions, The definitions set forth in the preceding Preamble shall apply to the same
capitalized terms appearing in this Lease. Additional definitions are contained in Section 47 and
throughout this Lease.

2. Premises. Landlord hereby demises and leases the Premises to Tenant and Tenant hereby
leases and takes the Premises from Landlord for the Term and upon the terms, covenants,
conditions, and provisions set forth in this Lease, including the Preamble (this “Lease™). The
Tenant's interest in the Premises as tenant shall include the right, in common with Landlord and
other occupants of the Building and the Property, to use driveways, sidewalks, loading and
parking areas, lobbies, hallways, Common Areas and other facilities which are located within the
Property and which are designated by Landlord or the Association from time to time for the use
of all of the tenants of the Building and the Property (the “Common Facilities").

3. Completion of Premises. The Premises shall be completed in accordance with the Work
Letter attached hereto as Exhibit D. If the Premises are not Substantially Completed (as defined
in the Work Letter) and delivered to the Tenant on or before the Target Date for any reason,
whether or not within Landlord’s control, and except as provided in Section 4 below, Landlord
shall not be subject to any liability to Tenant and no such failure to deliver the Premises by the
Target Date or any other date shall in any respect affect the validity or continuance of this Lease
of any obligation of Tenant hereunder or extend the Term.

4. Commencement Date. The Term shall commence on the date (the “Delivery Date”) which
is the first to occur of (a) the date the Premises are Substantially Completed or (b) the datc on
which the Premises are actually occupied by Tenant with the Landlord’s permission.
Notwithstanding the foregoing, in the event the Premises are not Substantially Completed on or
before the Target Date due in part or in whole to a Tenant Delay (as defined in the Wark Letter),
tHen upon the Delivery Date Tenant shall pay to Landlord the sum of 1/365 of the Fixed Basic
Rent and Additional Rent during the first full year of the Term (after any period of free Rent)
multiplied by the aggregate number of days of such Tenant Delay. Notwithstanding the
foregaing, in the event the Premises are not Substantially Completed on or before June 1, 2003
(as such date may be extended by up to five (5) days in accordance with Section 4(c) of the
Worlk Letter) not due to a Tenant Delay, as defined in the Work Letter, then upon the Delivery
Date Tenant shall receive an abatement of Fixed Basic Rent and Additional Rent from Landlord
equal to the sum of 1/365 of the Fixed Basic Rent and Additional Rent during the first full
calendar year of the Term multiplied by the aggregate number of days of such delay
commencing with June 1, 2003 or such later date as provided by Section 4(c) of the Work Letter.
Upon Landlord’s request, Tenant shall execute the Confirmation of Lease Term attached hereto
a3 Exhibit L

5. Use of Premises. Tenant shall occupy the Premises throughout the Term and shall use the
same for, and only for, the Permitted Use specified in the Preamble. Tenant shall not maks, or
permit to be made, any unseemly or disturbing noises or odors and shall not interfere with other
tenants or those having business with them, Tenant shal! keep all mechanical apparatus in the
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Premises free of vibration and noise which may be transmitted beyond the limits of the Premises.
Tenant’s use of the Premises shall the include the exclusive right to use the loading ramp directly
serving its Premises through double doors (the “Loading Ramp™). Tenant shall not overload any
floor or part thereof in the Premises or the Building, incloding any public corridors or elevators
therein,

6. Fixed Basic Rent. Commencing on the Commencement Date, Tenant shall pay, throughout
the Term, the annual Fixed Basic Rent in the amount specified in the Preamble, without notice or
demand and without setoff or deduction, in equal monthly installments equal to one-twelfth of
the annual Fixed Basic Rent (specified as Monthly Installments in the Preamble), in advance, on
the first day of each calendar month during the Term, If the Commencement Date falls on a day
other than the first day of a calendar month, the Fixed Basic Rent shall be due and payable for
such month, apportioned on a per diem basis for the period between the Commencement Date
and the first day of the next first full calendar month in the Term and such apportioned sum shall
be paid on the Commencement Date. Notwithstanding anything else set forth herein, and subject
to the provisions of Section 4 above, Tenant shall not pay to Landlord any Fixed Basic Rent or
Additional Rent whatsoever, other than for the costs of utilities pursuant to Section 12 of this
Lease, for or on account of the period of time commencing on the Delivery Date and ending on
the Commencement Date.

7. Real Estate Taxes and Operating Expenses
a) Definitions. The following terms shall be defined as hereinafter provided:

(i) “Rea] Estate Taxes" shall mean all taxes, liens, charges, imposts and
assessments of every kind and nature, ordinary or extraordinary, foreseen or unforeseen, general
or special, levied, assessed or imposed by any governmental authority with respect to the
Property, as well as all fees or assessments payable on account of the Property being located in
any special services district. Notwithstanding the foregoing:

(1) if at any time during the Term the present system of ad valorem
taxation of real property shall be changed or supplemented $o that in lieu of or in addition to the
ad valorem tax on real property there shall be assessed on Landlord or the Property any tax of
any nature which is imposed in whole or in part, in substitution for, addition to, or in lieu of any
tax which would otherwise constinite a Real Estate Tax, such tax shall be included within the
term “Real Estate Taxes,” but only to the extent that the same would be payable if the Property
were the only property of Landlord. Such tax may include, but shall not be limited to, a capital
levy or other tax on the pross rents or gross receipts with respect to the Property, or a federal,
state, county, municipal or other local income, franchise, profit, excise or similar tax, assessment,
levy or charge measured by or based, in whole or in part, upon any such gross rents or gross
receipts;

(2) Real Estate Taxes shall also encompass all of Landlord’s expenses,
including but not limited to reasonable attorney’s fees and expenses, incurred by Landlord in any
effort to minimize Real Estate Taxes whether by contesting proposed increases in assessments,
applying for the benefit of any tax abatement program available for the Property, appealing the
denial of any such tax abatement, or contesting any challenge to the validity of any tax

PHLEGAL: #13505T1 vd (a4l BOC)



abatement program or its applicability to the Property or by any other means or procedures
appropriate in the circumstances; provided, however, that under no circumstances shall Landlord
have any obligation to undertake any contest, appeal or other procedure to minimize Real Estate
Taxes or to obtain or maintain the benefits of any tax abatement program for the Property; and

(3) except as otherwise provided in Subsection 7(a)(i)(1) above, there
shall be excluded from Real Estate Taxes all net income, excess profit, excise, franchise, estate,
succession and inheritance taxes, penalties due to Landlord’s lateness or failure to pay taxes
when due and transfer taxes imposed on Landlord.

(i)  “Operating Expenses” shall mean

(1) the expenses incurred by Landlord in ¢conpection with the operation,
repair, mainienance, protection and management of the Property, including by way of example
rather than of limitation, the following:

(a) Wages, salaries, fees and other compensation and payments,
payroll taxes, contributions to any social security, unemployment insurance, welfare, pension or
simnilar fund and payments for other fringe benefits made to or on behalf of any and all
employees of Landlord to the extent performing services rendered in connection with the
operation, repair, maintenance, protection and management of the Property, including, without
limitation: elevator operalors; elevator starters; window cleaners; porters; janitors; maids;
miscellaneous handymen; watchmen; persons engaged in patrolling and protecting the Property;
carpenters; engineecs; firemen; mechanics, electricians; plumbers; landscapers; insurance risk
managers; building superintendent and assistants; property manager; and ¢lerical and
administrative personnel. Landlord may contract for any of the foregoing to be performed by
independent contractors, in which event all sums paid to such independent contractors shall be
included within Operating Expenscs pursuant to Subsection 7(a)(ii)(1)({r) below.

{(b) The cost of employee uniforms, and the cleaning, pressing and
repair thereof, i

(c) Cleaning costs for the Property, including the facade, windows
and sidewalks, all costs for snow and rubbish removal and the costs of all labor, supplies,
equipment and materials incidental to such cleaning.

(d) Premiums and other charges incurred by Landlord with respect
to all insurance relating to the Property and the operation and maintenance thereof, including
without limitation: all risk of physical damage or fire and extended coverage insurance; public
liability insurance; elevator insurance; workmen’s compensation insurance; boiler and machinery
insurance; sprinkler leakage insurance; rent insurance; and health, aceident and group life
insurance for employees.

(e) The cost of heat, electricity, gas, water, sewer and all other
utility services, servicing the Building generally to the extent not billed directly to Tenant in
accordance with Section 12(a) below.
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(f) Costs incurred for operation, service, maintcnance, inspection,
tepairs and alterations of the Property, including the heating, air-conditioning, ventilating,
plumbing, outdoor underground heating coils, electrical and elevator systems of the Building and
the costs of labor, materials, supplies and equipment used in connection with all of the aforesaid
items.

) (%) Sales and excise taxes and the like upon any of the expenses
enumerated herein,

(h) Management fees of the managing agent for the Building, if
any.

(i) The cost of t00ls, equipment and supplies and any replacement
thereof reasonably necessary for maintenance, repair, protection, management and operation of

the Property,

(j} The cost of repainting or otherwise redecorating any part of the
Building other than premises demised 1o tenants in the Building, and the eost of displays or
decorations for the lobby, balconies and other public portions of the Property.

(k) The cost of telephone, telecopier and courier services, postage
and delivery charges, office supplies, maintenance and repair of office equipment, and similar
costs.

() The cost of licenses, permits and similar fees and charges.

(m) Anditing and accounting fees including accounting fees
incurred in connection with the preparation and certification of the Tax Statements and the
Operating Expense Statements.

(n) All costs incurred by Landlord to comply with governmental
requirements, whether federal, state or municipal which first take effect after the Commencement
Date.

(0) All costs and expenses agsociated with the acquisition and
installation of any energy or cost saving devices, but only to the extent of anticipated savings,

(p) Real Estate Taxes, as defined above.

(g) All that portion of and privilege tax which is based upon gross
“receipts” with respect to the Property and not upon “net income” with respect to the Property,
any income or gross receipts tax which is limited to income from real property, miscellancous
taxes (other than Real Estate Taxes) applicable to or assessed by reason of the ownership of the
Property and any taxes imposed on personal property in the Building owned by Landlord and
used in connection with the Property.

(r) Cost of independent contractors performing services, including,
but not limited to, ¢leaning, janitorial, window-washing, rubbish removal, security, landscaping,
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snow and ice removal services, electrical, painting, plumbing, elevator, heating, ventilation and
air conditioning maintenance and repair and all fees due such independent contractors,

(s) Reasonable legal fees with respect to the Property other than
those incutred in the negotiation or enforcement of tenant leases.

; (t) Capital expenditures necessitated by casualties to the extent
same are not covered by insurance,

{u) Any and all other expenditures of Landlord, including all
repairs, replacements and improvements which are appropriate for the continued operation of the
Building as a first class building (including capital expenditures), which are properly expensed in
accordance with generally applied real estate accounting practices consistently applied with
respect to the operation, repair, maintenance, protection and management of first-class office
buildings in the locality of the Building,

(v) If Landlord shall purchase any item of capital equipment or
make any capital expenditure as described in Subsections 7(a)(ii)(1)(n), or 7(a)(ii)}(1)(c) above
(jointly the “Capital Expenditures™) then the costs for same shall be amortized on a straight line
basis beginning in the year of installation and continuing for the useful life thereof, but not more
than twenty (20) years, or such shorter time as may be hereinafter provided, with a per annum
interest factor equal to the rate of Interest on the date of purchase of any item described in
Subsections 7{a)(ii)(1)(n), or 7(a)(ii}(1)(o) above. The amount of amortization for such costs
shall be included in Operating Expenses for each Operating Year to which the amortization
relates. Tenant agrees that the determination by Landlord’s accountants of the useful life of the
subject of such Capital Expenditures shall be binding on Tenant, If Landlord shall lease such
items of capital equipment, then the lease shall be included in Operating Expenses for each
Operating Year in which they are incurred. Notwithstanding the foregoing, if Landlord shall
effectuate savings in labor or energy related costs as a result of the installation of new devices or
equipment, then Landlord shall, in lieu of the above, include up to the full amount of any such
savings in each Operating Year (beginning with the Operating Year in which the equipment is
placed in service) as an Operating Expense until Landlord has recovered thereby the cost of
installation of said devices or equipment and interest thereon as above provided, even if the
result of such application will result in the amortization of such costs over a period shorter than
the useful life of such installation. Landlord shall notify Tenant in writing if Landlord applies
such savings to the cost of such equipment and shall include a statement of the amount of such
savings in the Operating Expense Statement for each applicable Operating Year. Operating
Expenses shall thereafter be reduced by the amount of any previous capital expenditures
included therein expensed pursuant to this Subsection 7(a)(ti)(1)(v) when such amortization has
been completed.

(w) Any expenses, costs or assessments assessed against or
allocated to the Building or Premises pursuant to the terms of the Declaration of Condominium
in connection with the ownership, operation and maintenance of the Property.

(2) Operating Expenses shall be “net” and, for that purpose, shall be
reduced by the amounts of any reimbursement or credit received by Landlord with respect to an
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item of cost that is included within Operating Expenses (other than reimbursements to Landlord
by tenants of the Building pursuant either to operating expense provisions of any lease or
separate contractual arrangements).

(3) With respect to the second (2ﬂd} Operating Year during the Term and
thereafter throughout the Term, Operating Expenses (exclusive of Real Estate Taxes, the cost of
insurance and the cost of snow and ice removal) shall not be greater than one hundred and five
percent ( 105%) of the Operating Expenses (exclusive of Real Estate Taxes, the cost of insurance
and the cost of snow and ice removal) for the preceding Operating Year,

(4) In determining Operating Expenses for any Operating Year, including
the Operating Expenses Base Year, during which less than one hundred percent (100%) of the
rentable area of the Building shall have been occupied by temants for more than thirty (30) days
during such year, the actual Operating Expenses for such year that vary with occupancy and use
shall be increased to the amount which normally would have been incurred for such Operating
Year had such occupancy of the Building been one hundred percent (100%) throughout such
Operating Y'ear, as reasonably determined by Landlord. Notwithstanding the foregoing, in no
event shall Landlord receive more than one hundred percent (100%) of the Building’s actual
Operating Expenses as a result of the operation of this Subsection 7(a)(ii)(4) or otherwise.

(5) Notwithstanding the provisions of Section 7(a)(ii)(1}), “Operating
Expenses” shall not include expenditures for any of the following:

(a) Any capital addition made to the Building, including the cost to
prepare space for occupancy by a new tenant, except as set forth in Subsections 7(a)(ii)(1)(n), or
F(a)(ii)(1){o) above.

(b) Repairs or other work oceasioned by fire, windstorm or other
insured casualty or hazard, to the extent that Landlord shall receive proceeds of such insurance.

(c) Leasing commissions and advertising expenses incurred in
leasing or procuring new tenants.

{d) Repairs or rebuilding necessitated by condemnation to the
extent that Landlord has received condemnation proceeds for such repairs or rebuilding.

(e) Depreciation and amortization of the Building, other than as
permitted pursuant to Subsection T(a)(ii)(1)(v).

(f) The salaries and benefits of executive officers of Landlord, if
any, and Landlord’s general corporate overhead relating solely to the internal organization and
function of Landlord as a business entity, as opposed to the operation, management,
maintenance, repair and security of the Property.

{g) Debt service payments on any indebtedness applicable to the
Property, including any morigage debt.
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(h) Costs and expenses of special services rendered to particular
tenants of the Property or that exclusively benefit another tenant or tenants of the Property, and
which are of a type or quantity which Tenant is not entitled to receive (and does not receive).

(i) Any costs or penalties paid by Landlord due to the violation by
Landlord of the terms of any lease pertaining to the Property.

(i) Allowances and other costs and cxpenses incurred in fixturing,
furnishing, renovating, or otherwise improving, decorating or redecorating space for tenants or
prospective tenants of the Building, or vacant leasable space in the Building.

(i)  “Operating Year” shall mean each calendar year, or such other period of
twelve (12) months as hereafter may be reasonably adopted by Landlord as its fiscal year,
occurring either in whole or in part during the Term.

(iv)  “Operating Expense Statement” shall mean a statement provided by
Landlord, setting forth in reasonable detail: (a) the Operating Expenses for the Operating Year
(or portion thereof if less than a full Operating Year) immediately preceding the Operatin g Year
in which the statement is issued, reasonably detailed by major categories, (b) the Tenant’s
Expense Payment (defined in Subsection 7(b)) for such preceding Operating Year, prorated if
only a part of the Operating Year falls within the Term, (c) the amount of payments made by
Tenant on account of the Tenant's Expense Payment during such preceding Operating Year, (dy
the amount of payments of the Monthly Operating Expense Estimate (defined in Subsection
T(b)i)(1)) made to date by Tenant in the Operating Year in which the Expense Statement is
issued, and (e} the Monthly Operating Expense Estimate for the Operatin g Year in which the
Operating Expense Statement is issued.

(v)  “Monthly Operating Expense Estimate” shall have the meaning specified

in Subsection 7(b)(i)(1) hereof.

b) Tenant’s Expense Payment. Commencing on the Commencement Date, Tenant
shall pay to Landlord as Additional Rent hereunder an amount equal to Tenant's Proportionate
Share of the total dollar excess, if any, in Operating Expenses for such Operating Year over the

Operating Expenses Stop (“Tenant’s Expense Payment”). For any portion of an Operating Year
less than a full twelve (12) month period occurring within the Term, Tenant’s Expense Payment

shall be prorated on a per diem basis.
(i) Such Additional Rent shall be paid (or credited) in the following manner:

(1) Beginning on the Commencement Date, and continuing thereafter
during each Operating Year during the Term on the first day of each month until receipt of the
next Operating Expense Statement, Tenant will pay Landlord an amount set by Landlord
sufficient to pay Landlord’s estimate (reasonably based on the actual Operating Expenses for the
preceding Operating Year and Landlord's projections of any anticipated increases or decreases
thereof) of Tenant’s Expense Payment for the current Operating Year (or remaining portion

thereof) (the “Monthly Operating Expense Estimate™). The Monthly Operating Expense Estimate
for a period less than a full calendar month shall be duly prorated.

10
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(2) Following the cnd of cach Operating Year, Landlord shall furnish
Tenant an Operating Expense Statement setting forth the information deseribed in Subsection
T(a)(iv) above. Within fifteen (15) days following the receipt of such Operating Expense
Statement (the “Expense Share Date™) Tenant shall pay to Landlord: (i} the amount by which the
Tenant’s Expense Payment for the Operating Year (or portion thereof) covered by the Operating
Expense Statement exceeds the aggregate of Monthly Operating Expensc Estimates paid by
Tenant with respect to such Operating Year (or portion thereof); and (ii) the amount by which the
Monthly Operating Expense Estimate for the current Operating Year as shown on the Operating
Expense Statement multiplied by the number of months clapsed to date in the current Operating
Year (including the month in which payment is made) exceeds the aggregate amount of
payments of the Monthly Operating Expense Estimate theretofore made in the Operating Year in
which the Operating Expense Statement is issued. Landlord shall diligently endeavor to furnish
Tenant an Operating Expense Statement not later than one hundred and fifty (150) days
following the end of each Operating Year.

(3) On the first day of the first month following receipt by Tenant of any
annual Operating Expense Statement and continuing thereafter on the first day of each
succeeding month until the issnance of the next ensuing Operating Expense Statement, Tenant
shall pay Landlord the amount of the Monthly Operating Expense Estimate shown on the
Operating Expense Statement.

(4) If on any Expense Share Date Tenant’s payments of the installments of
the Monthly Operating Expense Estimate for the preceding year’s Operating Expenses are
greater than Tenant's Expense Payment for such preceding Operating Year, Landlord shall credit
Tenant with any excess, which credit may be offset by Tenant against next due installments of
Rent, Ifthe Term expires prior to the Expense Share Date for the applicable Operating Year and
if Tenant's payments of Monthly Operating Expense Estimate either exceed or are less than
Tenant's Expense Payment, Landlord shall send the Operating Expense Statement to Tenant, and
an appropriate payment from Tenant to Landlord or refund from Landlord to Tenant shall be
made on the Expense Share Date. The provisions of this Subsection 7(b)(1)(4) shall remain in
effect notwithstanding any termination of this Lease; provided however, that if upon termination
of this Lease Tenant owes Landlord any sums under this Lease (for Rent or otherwise), Landlord
shall have the right to reduce the amount of any refund due Tenant under this Section 7(b)(i)(4)
against such sums owed by Tenant to Landlord.

(i)  Any Operating Expense Statement or other notice from Landlord pursuant
to this Section 7 shall be deemed approved by Tenant as correct unless, within ninety (90) days
afler the furnishing thereof, Tenant shall notify Landlord in writing that it desires to audit
Landlord’s determination of Operating Expenses as provided Subsection 7(c) below.
Notwithstanding any dispute concerning any Operating Expense Statement or other notice,
Tenant shall continue to make payments in accordance with said Operating Expense Statement
or other notice pending the resolution of such dispute.

¢) Tenant's Personalty, Tenant shall pay all taxes imposed upon Tenant's furnishings,
trade fixtures, equipment or other personal property.

8. Intentionally Omitted.

FHLEGAL: ®13506T1 w4 [gyan4LDOC)Y



9. Interest and Late Charge. Landlord may charge a late payment charge of five percent (5%)
of any installment of Fixed Basic Rent or Additional Rent that is not paid within ten (10) days of
the due date thereof. Any amount due from Tenant to Landlord which is not paid when due shail
bear interest (“Interest”) at an interest rate equal to the Prime Rate published from time to time in
the Money Rates column of the Wall Street Journal plus 2% (or, if lower, the highest rate then
allowed under the usury laws of the Commonwealth of Pennsylvania) from the date due until the
date paid. The right of Landlord to charge a late charge and interest with respect to past due
installments of Fixed Basic Rent and Additional Rent is in addition to Landlord’s ri ghts and
remedies upon an event of default.

10, Insurance.
a) Tenant’s Insurance.

(i) Tenant covenants and represents, such covenants and representations
being specifically designed to induce Landlord to execute this Lease, that during the entire Term,
at its sole cost and expense, Tenant shall obtain, maintain and keep in full force and effect the
following insurance:

(1) “All Risk™ property insurance against fire, theft, vandalism,
malicious mischief, sprinkler leakage and such additional perils s are now, or hereafter may be,
included in a standard extended coverage endorsement from time to time in general use in the
Commonwealth of Pennsylvania upon property of every description and kind owned by Tenant
and or under Tenant's care, custody or control located in the Building, the Property or within the
Premises or for which Tenant is legally liable or installed by or on behalf of Tenant, including by
way of example and not by way of limitatien, furniture, fixtures, fittings, installations and any
other personal property (but exchiding the work done by Landlord in connection with Exhibit D
which is owned by Landlord) in an amount equal to the full replacement cost thereof,

(2)  Commercial General Liability Insurance coverage to include
personal injury, bodily injury, broad form property damage, operations hazard, owner’s
protective coverage, contractual liability, products and completed operations liability naming
Landlord and Landlord’s mortgagee or trust deed holder and ground lessors (if any) as additional
named insureds in limits of not less than One Million Dollars (51,000,000.00).

(3)  Business interruption insurance in such amounts as will reimburse
Tenant for direct or indirect loss of earnings attributable to all perils commonly insured against
by prudent tenants or assumed by Tenant pursuant to this Lease or attributable to prevention or
denial of access to the Premises or Building as a result of such perils.

(4)  Workers’ Compensation insurance in form and amount as required
by law,

(5)  Any other form or forms of insurance or any increase in the limits
of any of the aforesaid cnumerated coverages or other forms of insurance as Landlord or the
mortgagees or ground lessors (if any) of Landlord may reasonably require from time to time if in
the reasonable opinion of Landlord or said mortgagees or ground lessors said coverage and/or
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limits become inadequate or less than that commonly maintained by prudent tenants in similar
buildings in the area by tenants making similar uscs.

(i) All property insurance policies shall be taken out with insurers rated
A+XV (or if such ratings are not in effect, the equivalent thereof) by Best Rating Service, or any
successor thereto (or if there-be none, an orpanization having a National reputation) who are
licensed to do business in the state in which the Property is located and shall be in form
satisfactory from time to time to Landlord. A policy or certificate evidencing such insurance
together with a paid bill shall be delivered to Landlord not less than fifteen (15) days prior to the
Commencement Date hereof. Such insurance policy or certificate will provide an undertaking by
the insurers to notify Landlord and the mortgagees or ground lessors (if any) of Landlord in
writing not less than thirty (30) days prior to any material change, reduction in coverage,
cancellation, or other termination thereof, Should a certificate of insurance initially be provided
a policy shall be furnished by Tenant within thirty (30) days of the Commencement Date. The
aforesaid insurance shall be written with no deductible,

(iiiy  Inthe event of damage to or destruction of the Building and/or Premises
entitling Landlord or Tenant to terminate this Lease pursuant to Section 15 of this Lease, and if
this Lease be so terminated, Tenant shall immediately pay to Landlord all of its insurance
proceeds, if any, relating to the leasehold improvements and alterations (but not Tenant’s trade
fixtures, equipment, furniture or other personal praperty of Tenant in the Premises) which have
become Landlord’s property on installation or would have become Landlord's property at the
Term’s expiration or sooner termination. If the termination of the Lease, at Landlord’s election,
is due to damage to the Building, and if the Premises have not been so damaged, Tenant will
deliver to Landlord, in accordance with the provisions of this Lease, the improvements and
alterations to the Premises which have become an installation or would have become at the
Term’s expiration, Landlord’s property.

(iv)  Tenant agrees that it will not keep or use or offer for sale (if sales of goods
is a permitted use pursuant to this Lease) in or upon the Premises or within the Property any
article which may be prohibited by any insurance policy in force from time to time covering the
Property or Premises. In the event Tenant's occupancy or conduct of business in or on the
Premises or Property, whether or not Landlord has consented to the same, results in any increase
in premiums for insurance carried from time to time by Landlord with respect to the Building,
the Property or the Premises, Tenant shall pay such increase in premiums as Additional Rent
within ten (10} days after being billed therefor by Landlord. In determining whether increased
premiums are a result of Tenant's use and occupancy a schedule issued by the organization
computing the insurance rate on the Property or Premises showing the components of such rate
shall be conclusive evidence of the items and charges making up such rate. Tenant shall
promptly comply with all reasonable requirements of the insurance authority ot of any insurer
now or hereafter in effect relating to the Building, the Property or Premises.

() If any insurance policy carried by either party as required by this
Section 10 shall be cancelled and if Tenant fails to remedy the conditions piving rise to such
cancellation or threatened cancellation or reduction in coverage on or before (i) forty-eight (48)
hours after notice thereof from Landlord, or (ii) prior to such cancellation or reducticn becoming
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effective, Tenant shall be in default and an event of default shall occur under this Lease and
Landlord shall have all of the remedies available to Landlord pursuant to this Lease.

b} Landlord’s Insurance. Landlord covenants and agrees that throughout the Term it
will insure the Property and the Building (excluding any property with respect to which Tenant is
obligated to insure pursuant to Subsection 10{a){i)(1) above) against damage by fire and standard
extended coverage perils and public liability insurance in such reasonable amounts with such
reasonable deductibles as required by any mortgagee or ground lessor, or, if none, as would be
carried by a prudent owner of a similar building in the area and in any event no less than the
current replacement value of the Building. In addition, Landlord shall maintain and keep in
force and effect during the Term, rental income insurance insuring Landlord against abatement
or loss of Fixed Basic Rent, including items of Additional Rent, in case of fire or other casualty
gimilarly insured against, in an amount at least equal to the Fixed Basic Rent and Additional
Rent during, at the minimum, one lease year hereunder. Landlord may, but shall not be obligated
to, take out and carry any other forms of insurance as it or the mortgagee or ground lessor (if
any) of Landlord may require or reasonably determine available. All property insurance policies
shall be taken out with insurers rated [A+XV] (or if such ratings are not in effect, the equivalent
thereof) by Best Rating Service, or any successor thereto (or if there be none, an organization
having a Natignal reputation) who are licensed to do business in the state in which the Property
is located. The cost of all insurance carried by Landlord on the Building or otherwise allocated
to the Building under the Declaration and the Property shall be included as an Operating
Expenses pursuant to Section 8. Notwithstanding its inclusion as an Operating Expense or any
contribution by Tenant to the cost of insurance premiums by Tenant as provided herein, Tenant
acknowledges that it has no right to receive any proceeds from any such insurance policies
carried by Landlord although Landlord shall use such proceeds in the repair and reconstruction
of the Building, the Property and the Premises. Tenant further acknowledges that the
exculpatory provisions of this Lease as set forth in Section 47 and the provisions of this Section
10 as to Tenant’s insurance are designed to insure adequate coverage as to Tenant's property and
business without regard to fault and avoid Landlord obtaining similar coverage for such loss for
ifs negligence or that of its agents, servants or employees which would result in double coverage
for the same perils includable as part of Operating Expenses which are payable in parl by Tenant.
Landlord will not carry insurance of any kind on Tenant's furniture or furnishings, or on any
fixtures, equipment, appurtenances or improvements of Tenant under this Lease, and Landlord
shall not be obligated to repair any damage thereto or replace the same.

c) Waiver of Subrogation. Any policy or policies of fire, extended coverage or similar
casnalty insurance, which either party obtains in connection with the Premises, Building or
Property shall include a clause or endorsement denying the insurer any rights of subrogation
against the other party (i.e. Landlord or Tenant) for all perils covered by such policy. Should
such waiver not be available then the policy for which the waiver is not available must name the
other party as an additional named insured affording it the same coverage as that provided the
party obtaining such coverage. Any provision of this Lease to the conirary notwithstanding,
Landlord and Tenant hereby release the other from any and all liability or responsibility to the
other or anyone claiming through or under them by way of subrogation or otherwise () from any
and all liability for any loss or damage to the property of the releasing party, (b) for any loss or
damage that may result, directly or indirectly, from the loss or damage to such property
(including rental value and business interruption), and (¢) from legal liability for any loss or
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damage to property (no matter who the owner of the property may be), all to the extent that the
releasing party’s 10ss or damage is insured or, if not insured, was insurable under commercially
available “all risk” property insurance policies, including additional coverages typically obtained
by owners and tenants of comparable office buildings in the vicinity of the Building, even if such
loss or damage or legal liability shall be caused by or result from the fault or negligence of the
other party or anyone for whom such party may be responsible and even if the releasing party is
self insured in whole or in part or the amount of the releasing party’s insurance is inadequate to
cover the loss or damage or legal liability. It is the intention of the parties that Landlord and
Tenant shall look solely to their respective insurance carriers for recovery against any such
property loss or damage or legal liability, without such insurance carriers having any rights of
subrogation against the other party,

11, Repairs and Maintenance.

a) Tenant shall, throughout the Term, and at Tenant’s sole cost and expense, keep and
maintain the Premises in a neat and orderly condition: and, upon expiration of the Term or carlier
termination of this Lease, Tenant shall leave the Premises in good order and condition, ordinary
wear and tear, damage by fire or other casualty alone exeepted, and for that purpose and except
as stated in this sentence, Tenant will make all necessary repairs and replacements to the
Premises to deliver it in such condition. Tenant shall not permit any waste, damage or injury to
the Premises. Tenant shall not use or permit the use of any portion of the Common Facilities for
other than their intended use as specified by the Landlord from time to time or as specified by the
Declaration,

b) Landlord shall, throughout the Term, make all necessary repairs to the structural
elements and Building operating systems and exterior windows and doors of the Premises and
other impravements located on the Property; provided, however, that Landlord shall have no
responsibility to make any repairs unless and until Landlord receives notice of the need for such
repair. Landlord shall keep and maintain all Common Facilities of the Property and any
sidewalks, parking areas, curbs and access ways adjoining the Property in a clean and orderly
condition, free of accumulation of dirt and rubbish and shall keep and maintain all landscaped
areas within the Property in a neat and orderly condition.

¢} Notwithstanding the foregoing, repairs and replacements to the Premises and the
Property arising out of or caused by Tenant's use, manner of use or occupancy of the Premises,
by Tenant’s installation of alterations, additiong, improvements, trade fixtures or equipment in or
upon the Premises or by any act or omission of Tenant or any employee, agent, contractor or
invitee of Tenant shall be made at Tenant’s sole cost and expense and Tenant shall pay Landlord
the cost of any such repair or replacement, as Additional Rent, upon demand..

12. Utilities and Services.

a) Landlord shall furnish the Premises with electricity, heating and air conditioning for
the normal use and occupancy of the Premises as general offices between 8:00 a.m. and 6:00
p-m., Mondzy through Friday, 9:00 a.m, to 1:00 p.m. on Saturdays (“Business Hours™), of each
week during the Term (Building Holidays excepted). Tenant agrees to pay monthly as
Additional Rent all charges for electricity, light, heat or other utility (other than water and sewer)
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used by Tenant at the Premises. If a separate meter is installed, Tenant shall pay for the
consumption of such utilities based upon its metered usage. If no meter is installed, Tenant shall
pay its pro rata share of any utility charges covering the Premises and the other portions of the
Building as equitably allocated among such areas. If not directly metered or submetered to
Tenant, any air conditioning or heat required by Tenant at times other than during Business
Hours shall be billed to Tenant pro-rata in accordance with Landlord’s then-current schedule of
costs and assessments therefor, and paid by Tenant with the next installment of Rent, In
addition, Tenant agrees to pay as Additional Rent its pro rata share of all charges for electricity,
light, or other utility (other than water and sewer) used generally at the Property (i.e. not within
tenant occupied premises of the Building) or allocated to the Building pursuant to the
Declaration. Tenant shall pay all bills for separately metered utility usage within ten (10) days
after receipt thereof, and any non-payment or late payment of such utility bills shall be deemed a
default under the terms of this Lease. All charges for installation and repairs of any meters
servicing the Premises shall be payable by Tenant as Additional Rent and shall be paid when the
same shall become due. Tenant’s use of electric energy in the Premises shall not at any time
cxceed the safe capacity of any of the eleetric conductors and equipment in or otherwise serving
the Premises. If Tenant shall require electricity or install electrical equipment using current in
excess of 110 volts or which will in any way increase the amount of electricity furnished by
Landlord for general office use (including but not limited to electrical heating or refrigeration
equipment or electronic data processing machines) or if Tenant shall attempt t0 use the Premises
in such a manner that the services to be fumished by Landlord are required during periods other
than the business hours specified above, Tenant will obtain prior written approval from Landlord
and will pay, as Additional Rent, for the resulting additional direct expense to Landlord,
including the expense resulting from the installation of any equipment and meters, promptly
upon receipt of an invoice from Landlord.

b) Landlord shall replace light bulbs, tubes and bailasts for Building Standard lighting
fixtures ag set forth in the Tenant Improvements when required in the Premises. The cost of
replacement light bulbs, tubes, lamps, and ballasts, plus the costs incurred by Landlord for such
replacement, shall be paid by Tenant as Additional Rent in accordance with Landlord’s then-
current schedule of costs and assessments therefor. '

¢) Within the Common Facilities of the Building, Landlord shall furnish reasonably: (i)
adequate electricity, (ii) hot and cold water, (iii) lavatory supplies, (iv} automatically operated
elevator service, (v) normal and customary cleaning services (on a five-day a week basis except
for Building Holidays) after Business Hours, (vi) heat and air conditioning in season, (vii)
landscaping, (viii) parking lot maintenance, (ix) Common Facilities maintenance, (x) snow and
ice removal and (xi) a directory board in the Building lobby which shall list Tenant’s name.
Landlord shall provide janitorial service to the Premises in accordance with the Janitorial
Specifications attached hereto as Exhibit F, five days per week except for Building Holidays,
after Business Hours. The cost of the services provided by Landlord pursuant to this subsection
12(c) shall be included as part of Operating Expenses, Any additional services requested by
Tenant which are not provided to all the tenants of the Building shall be paid by Tenant in
accordance with invoices therefor as Additional Rent but shall not be included as part of

Cperating Expenses.
d) Landlord shall not be liable for any damages to Tenant resulting from the quality,
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quantity, failure, unavailability or disruption of any services beyond the reasonable control of
Landlord and the same shall not constitute a termination of this Lease or an actual or constructive
eviction or entitle Tenant to an abatement of rent. Landlord shall not be responsible for
providing any services not specifically provided for in this Lease. Notwithstandin g anything to
the contrary contained herein, if the Premises are rendered untenantable in whole or in part, for a
period of five (5) consecutive days, due to Landlord's failure to provide any services requircd
hereunder which are within Landlord 's reasonable ability to control, unless caused by the
neglect of Tenant or Tenant's agents, servants, visitors or licensees, there shall be a proportionate
abatement of Rent from and after said fifth (5"} consecutive day and continuing for such period
of untenaniability.

13. Governmental Regulations. Landlord and Tenant shail comply with all laws, ordinances,
notices, orders, rules, regulations and requirements of all federal, state and municipal
government or any department, commission, board of officer thereof, or of the National Board of
Fire Underwriters or any other body exercising similar functions, relating to the Premises or to
the use or manner of use of the Property, Tenant shall not knowingly do or commit, or suffer to
be dene or committed anywhere in the Building, any act or thing contrary to any of the laws,
ordinances, regulations and requirements referred to in this Section. Tenant shall give Landlord
prompt written notice of any accident in the Premises and of any breakage, defect or failure in
any of the systems or equipment servicing the Premises or any portion of the Premises. Landlord
shall ensure that the Building complies with all requirements of the Americans With Disabilities
Act.

14. Signs. Except for signs which are located wholly within the interior of the Premises and
which are not visible from the exterior of the Premises, Tenant shall not place, erect, maintain or
paint any signs upon the Premises or the Property unless the design of such signs are approved
by Landlord in writing and comply with all applicable governmental rules, regulating ordinances
or other statutes. Tenant shall be solely responsible for all costs and expenses associated with
the erection of any signs upon the Premises and shall be obligated to obtain and provide to
Landlord any and all necessary permits prior to the placement or erection of such signs. Tenant
may install signage which indicates location of shipping and receiving arcas at rear entrance to
the Premises, subject to Landlord’s approval, not to be unreasonably withheld, conditioned or
delayed, Notwithstanding the foregoing, in the event Landlord elects in its sole discretion to
install a Building monument sign which identifies multiple tenants of the Building, then Tenant
shall be permitted, at its sole cost and expense, to place its name on such monument sign so long
as the design of same is reasonably acceptable to Landlord,

15. Alterations, Additions and Fixtures.

) Tenant shall have the right to install in the Premises any trade fixtures including, but
not limited to, modular office furniture (attached or otherwise) and networking equipment;
provided, however, that no such installation and no removal thereof shall be permitted which
affects any structural component or operating system of the Building or Premises and that Tenant
shall repair and restore any damage or injury to the Premises or the Property caused by
installation or removal,
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b) Tenant shall not make or permit to be made any alterations, improvements or
additions to the Premises or Property without obtaining Landlord’s prior consent, which shall not
be unreasonably withheld or delayed, but may be conditioned upon compliance with reasonable
requirements of Landlord as provided in this Lease. If Landlord consents to any proposed
alterations, improvements or additions, then Tenant at Tenant's sole cost and expense, may make
the proposed alterations, improvements and additions provided that: (i) Tepant supplies any
necessary permits; (i) such alterations and improvements do not, in Landiord’s judgment, impair
the structural strength of the Building or any other improvements or reduce the value of the
Property and are at least equal in quality to the Minimum Standard Tenant Improvements; (iii)
Tenant takes or causes to be taken all steps that are otherwise required by Section 16 of this
Lease and that are required or perrmitted by law in order to avoid the imposition of any
mechanic’s, laborer's or materialman’s lien upon the Premises or the Property; (iv) the occupants
of the Building are not materially disturbed by such work; (v) the alterations, improvements or
additions shall be installed in accordance with the approved plans and specifications and
completed according to a construction schedule approved by Landiord; and (vi) Tenant provides
insurance of the types and coverage amounts required by Landlord. Any and all alterations,
improvements and additions to the Premises which are constructed, installed or otherwise made
by Tenant shall be the property of Tenant until the expiration or sooner termination of this Lease;
at that time all such alterations and additions shall remain on the Premises and become the
property of Landlord without payment by Landlord unless at the time Landlord approved of
same, Landlord advised Tenant that upon tecmination of this Lease, Tenant would be required to
remove same. Notwithstanding anything to the contrary contained in this Lease, Landlord may
withhold its approval to any proposed alterations, additions or improvements to the Premises in
its absolute and sole discretion with respect to any such alteration, addition or improvement
which Landlord determines involves any modification to the Building’s exterior or its structural,
electrical, mechanical or plumbing systems, or any components thereof,

16. Mechanic’s Liens. Tenant shall promptly pay any contractors and materialmen who supply
labor, work or materials to Tenant at the Premises or the Property so as to minimize the
possibility of & lien attaching to the Premises or the Property. Tenant shall take all steps
permitted by law in order to avoid the imposition of any mechanic's, laboret’s or materialman’s
lien upon the Premises or the Property. Should any such lien or notice of lien be filed for work
performed for Tenant other than by Landlord, Tenant shall cause such lien or notice of lien to be
discharged of record by payment, deposit, bond or otherwise within fifieen (15) days after the
filing thereof or after Tenant’s receipt of notice thereof, whichever is earlier, regardless of the
validity of such lien or claim. If Tenant shall fail to cause such lien or claim to be discharged
and removed from record within such fifteen (15) day period, then, without obligation to
investigate the validity thereof and in addition to any other right or remedy Landlord may have,
Landlord may, but shall not be obligated to, contest the lien or claim or discharge it by payment,
deposit, bond or otherwise; and Landlord shall be entitled to compel the prosecution of an action
for the foreclosure of such lien by the lienor and to pay the amount of the judgment in favor of
the lienor with interest and costs, Any amounts so paid by Landlord and all costs and expenses
including, without limitation, attorneys” fees incurred by Landlord in connection therewith,
together with Interest from the respective dates of Landlord's making such payment or incurring
such cost or expense, which shall constitute Additional Rent payable under this Lease promptly
upon demand therefor, Nothing in this Lease is intended to authorize Tenant to do or cause any
work or labor to be done or any materials to be supplied for the account of Landlord, all of the
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same to be solely for Tenant's account and at Tenant’s risk and expense. Further,
notwithstanding anything to the contrary contained in this Lease, nothing contained in or
contemplated by this Lease shall be deemed or construed in any way to constitute the consent or
request by Landlord for the performance of any work or services or the furnishing of any
materials for which any lien could be filed against the Premises, the Building or the Property or
any part of any thercof, nor as giving Tenant any right, power or authority to contract or permit
the performance of any work or services or the furnishing of any materials within the meaning of
49 P.5. Sections 1101-1902, as amended, or under the Contractor and Subcontractor Payment
Act or any amendment thereof or otherwise for which any lien could be filed against the
Premises, the Building, the Property or any part of any thereof. Throughout this Lease the term
“mechanic’s lien” is used to include any lien, encumbrance or charge levied or imposed upon the
Premises, the Building or the Property or any interest therein or income therefrom on account of
any mechanic’s, laborer’s or materialman’s lien or arising out of any debt or liability to or any
claim or demand of any contractor, mechanic, supplier, materialman or laborer and shall include
without limitation any mechanic’s notice of intention given to Landlord or Tenant, any stop
order given to Landlord or Tenant, any notice of refusal to pay naming Landlord or Tenant and
any injunetive or equitable action brought by any person entitled to any mechanic's lien.

17, Landlord’s Right of Entry.

a) Tenant shall permit Landlord and the authorized representatives of Landlord and of
any mortgagee or any prospective mortgagee to enter the Premises at all reasonable times, with
prior notice to Tenant, for the purpose of (1) inspecting the Premises or (ii) making any necessary
repairs to the Premises or to the Building and performing any work or construction activities
therein. During the progress of any work on the Premises or the Building, Landlord will attempt
not to inconvenience Tenant, but shall not be liable for inconvenience, annoyance, disturbance,
loss of business or other damage to Tenant by reason of making any repair or by bringing or
storing materials, supplies, tools and equipment in the Premises during the performance of any
work, and the obligations of Tenant under this Lease shall not be thereby affected in any manner
whatsoever; provided, however, Landlord shall be liable for damages caused to persons and
property arising out of Landlord’s grossly negligent actions or willful miscoriduct during the
progress of any work entry, access, inspection, by it on the Premises or the Building.

b) Landlord shail have the right at all reasonable times, with prior notice to Tenant, to
enter and to exhibit the Premises for the purpose of inspection or showing the Premises in
connection with a sale or mortgage and, during the last twelve (12) months of the Term, 1o enter
upon and to exhibit the Premises to any prospective tenant.

c) If the Premises are vacated or abandoned by Tenant, Landlord shall be permitted to
show the Premises al any timne and to prepare the Premises for re-occupancy.

18. Damage by Fire or Other Casualty.

a) If the Premises or Building is damaged or destroyed by fire or other casualty, Tenant
shall promptly notify Landlord whereupen Landlord shall, subject to the consent of Landlord’s
present or future mortgagee and to the conditions set forth in this Section 18, repair, rebuild or
replace such damage and restore the Premises to substantiaily the same condition as the Premises
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were in immediately prior to such damage or destruction; provided, however, that Landlord shall
only be obligated to restore such damage or destruction to the extent of the proceeds of fire and
other extended coverage insurance policies. Landlord shall provide Tenant with notice of how
long the repair and restoration of the Premises is anticipated to take within ninety (90) days
following the date of such fire or other casualty, Notwithstanding the foregoing, if the Premiscs
is destroyed or damaged to the extent that in Landlord’s reasonable judgment the Premises
cannot be repaired or restored within one hundred eighty (180) days after the date of such
casualty, either Tenant or Landlord may terminate this Lease by written notice to the other.

b) The repair, rebuilding or replacement work shall be commenced promptly and
completed with due diligence, taking into account the time required by Landlord to effect a
settlement with, and procure insurance proceeds from, the insurer, and for delays beyond
Landlord’s reasonable control.

¢) The net amount of any insurance proceeds recovered by reason of the damage or
destruction of the Building (meaning the gross insurance proceeds excluding proceeds received
pursuant to a rental coverage endorsement and the cost of adjusting the insurance claim and
collecting the insurance proceeds) shall be applied towards the cost of restoration.
Notwithstanding anything to the contrary in this Lease, if in Landlord’s sole opinion the net
insurance proceeds will not be adequate to complete such restoration, Landlord shall have the
right to terminate this Lease and all the unacerued obligations of the parties hereto by sending a
written notice of such lermination to Tenant specifying a termination date no less than ten (10)
days after its transmission: provided, however, that Tenant may require Landlord, except during
the last two (2) years of the Term, to withdraw the notice of termination by agreeing to pay the
cost of restoration in excess of the net insurance proceeds and by giving Landlord adequate
security for such payment prior to the termination date specified in Landlord’s notice of
termination, If the net insurance proceeds are more than adequate, the amount by which the net
insurance proceeds exceed the cost of restoration will be retained by Landlord or applied to
repayment of any mortgage secured by the Premises.

d) Landlord’s obligation or election to restore the Premises under this Section or 1o
terminate this Lease shall be subject 1o the terms of any present or future mortgage affecting the
Premises and to the mortgagee’s consent if required in the mortgage and shall not, in any event,
include the repair, restoration or replacement of the fixnires, improvements, alterations, furniture
or any other property owned, installed, made by, or in the possession of Tenant.

e) If Tenant is dispossessed of the Premises due to fire or other casualty, Tenant will
receive an abatement of its Fixed Basic Rent during the period Tenant is dispossessed to the
extent of payments received by Landlord from the carrier providing the rental coverage
endorsement.

19. Non-Abatement of Rent. Except as otherwise expressly provided in Section 4, Section
12(d), Subsection 18(e) and as to condemnation in Subsections 21(a) and (b) there shall be no
abatement or reduction of the Fixed Basic Rent, Additional Rent or other sums payable under
this Lease for any cause whatsoever and this Lease shall not terminate, nor shall Tenant be
entitled to surrender the Premises, in the event of fire, casualty or condemnation or any default
by Landlord under this Lease.
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20. Indemnification,

a) Unless such loss, costs or damages are caused by negligence or willful misconduct of
Landlord, its employees, agents or contractors, Tenant hereby agrees to indemnify, defend and
hold the Landlord and its employees, agents and contractors harmless from any loss, costs and
damages (including reasonable attorney’s fees and costs) suffered by Landlord, its agents,
employees or contractors, as a result of any claim by a third party, its agents, employees or
contractors arising from Tenant’s use or occupancy of the Premises. Tenant shall have the right
to designate counsel reasonably acceptable to Landlord, such approval not to be unreasonably
withheld, conditioned or delayed, to assume the defense of any such third party claim on behalf
of itself and Landlord. Landlord shall not have the right to settle any claim without the consent
of Tenant. This indemnity shall survive the expiration of the Term or earlier termination of this
Lease.

b) Unless such loss, costs or damages were caused by negligence or willful misconduct
of Tenant, its employees, agents or contractors, Landlord hereby agrees to indemnify, defend and
hold the Tenant and its employees, agents and contractors harmless from any loss, costs and
damages (including reasonable attorney’s fees and costs) suffered by Tenant, its agents,
employces or contractors, as a result of any claim by a third party, its agents, employees or
contractors arising from Landlord's ownership or operation of the Property. Landlord shall have
the right to designate counsel reasonably acceptable to Tenant, such approval not to be
urreasonably withheld, conditioned or delayed, to assume the defense of any such third party
claim on behalf of itself and Tenant. Tenant shall not have the right to settle any ¢laim without
the consent of Landlord. This indeminity shall survive the expiration of the Term or carlier
termination of this Lease.

.21. Condemnation,

) Termination. If (i) all of the Premises are cavered by a condemnation; or (ii) any of
the Premises is covered by a condemnation and the remaining part is insufficient for the
reasonable operation therein of Tenant’s business; or (iii) subject to the provisions of Subsection
21(b)(i) hercof, any of the Property is covered by a condemnation and, in Landlord’s sole
opiniomn, it would be impractical or the condemnation proceeds are insufficient to restore the
remainder of the Property; then, in any such event, this Lease shall terminate and all obligations
under this Lease shall cease (except for those specifically set forth in the Lease as surviving the
expiration of the Term or earlier termination of this Lease) as of the date upon which possession
is taken by the condemnor. Upon such termination the Fixed Basic Rent and all Additional Rent
herein reserved shall be apportioned and paid in full by Tenant to Landlord to that date and all
such rent prepaid for periods beyond that date shall forthwith be repaid by Landlord to Tenant,

b) Partial Condemnation.

(i) If there is a partial condemnation and Landlord decides to terminate
pursuant to Subsection 21(a)(iii) hereof, then Tenant may require Landlord, except during the
last two (2) years of the Term, to withdraw its notice of termination by: [A] giving Landiord
written notice thereof within ten {10) days from transmission of Landlord’s notice to Tenant of
Landlord’s intention to terminate, [B] agreeing to pay the cost of restoration in excess of the
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condemnation proceeds reduced by those sums expended by Landlord in collecting the
condemnation proceeds, and [C] giving Landlord adequate security for such payment within
such ten (10) day period.

(ii)  Ifthere is a partial condemnation and this Lease has not been terminated
pursuant to subsection (a) hereof, Landlord shall restore the Building and the improvements
which are part of the Premises to a condition and size as nearly comparable as rezsonably
possible to the condition and size thercof immediately prior to the date upon which possession
shall have been taken by the condemnor; provided, however, that Landlord shall only be
obligated to restore such damage from condemnation to the extent possible with the award
damage. 1f the condemnation proceeds are more than adequate to cover the cost of restoration
and the Landlord’s expenses in collecting the condemnation proceeds, any excess proceeds shall
be retained by Landlord or applied to repayment of any mortgage secured by the Premises.

(iii)  Ifthere is a partial condemnation and this Lease has not been terminated
by the date upon which the condemnor obtains possession, the obligations of Landlord and
Tenant under this Lease shall be unaffected by such condemnation except that there shall be an
equitable abatement for the balance of the Term of the Fixed Basic Rent according to the value
of the Premises before and after the date upon which the condemnor takes possession. In the
event that the parties are unable to agree upon the amount of such abatement, either party may
submit the issue to arbitration.

¢} Award. Tn the event of a condemnation affecting Tenant, Tenant shall have the right
to make a claim against the condemnor for removal expenses and moving expenses, loss of
business and any other claims Tenant may have; provided and to the extent, however, that such
claims or payments do not reduce the sums otherwise payable by the condemnor to Landlord.
Except as aforesaid, Tenant hereby waives all claims agamst Landlord and against the
condemnor, and Tenant hereby assigns to Landlord all claims against the condemnor including,
without limitation, all claims for leasehold damages and diminution in value of Tenant’s
leasehold interest.

22, Quiet Enjoyment. Tenant, upon paying the Fixed Basic Rent, Additional Rent and other
charges herein required and observing and keeping all covenants, agreements and conditions of
this Lease, shall quietly have and enjoy the Premises duning the Term without hindrance or
molestation by anyone claiming by or through Landlord, subject, however, to the exceptions,
rescrvations and conditions of this Lease, the Declaration and any mortgage to which this Lease
shall be subordinate.

23. Rules and Regulations. The Landlord hereby reserves the right to prescribe, from time to
time, at its sole discretion, reasonable rules and regulations (herein called the “Rules and
Regulations™) attached hereto as Exhibit G governing the use and enjoyment of the Premises and
the remainder of the Property. The Rules and Regulations shall not materially interfere with the
Tenant’s use and enjoyment of the Premises in accordance with the provisions of this Lease for
the Permitted Use and shall not increase or modify Tenant’s obligations under this Lease. In the
event of a conflict between the Lease and such rules and regulations, the Lease shall control,

The Tenant shall comply at all times with the Rules and Regulations and shell canse its agents,
employees, invitees, visitors, and guests 10 do so. Landlord shall not be responsible to Tenant for
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non-observance or vielation of any of the Rules and Regulations by any tenant of the Building
but Landlord shall enforce the Rules and Regulations in an uniform and nondiscriminatery
IMAnner,

24, Assignment and Sublease.

a2) In the event Tenant desires to assign this Lease or sublease all or part of the Premises
to any other party, Tenant shall provide notice of the terms and conditions of such assignment or
sublease to Landlord prior to the effective date of any such sublease or assignment, and, prior io
such effective date, the Landlord shall have the option, exercisable by written notice 1o Tenant
within ten (10) business days of Landlord’s receipt of written notice from Tenant, to: (i)
recapture (in the case of subletting) that portion of the Premises to be sublet or all of the
Premises (in the case of an assignment) (“Recapture Space”) so that such prospective subtenant
or assignee shall then become the sole Tenant of Landlord hereunder, or (ii) recapture the
Recapture Space for Landlord's own use, whereupon Tenant shall be fully released from any and
all obligations hereunder with respect o the Recapture Space.

b) In the event that the Landlord elects not to recapture the Lease as hersinabove
provided, the Tenant may nevertheless assign this Lease or sublet the whole or any portion of the
Premises, subject to the Landlord’s prior written consent which shall not be unreasonably
withheld or delayed, on the basis of the following terms and conditions:

(i) The Tenant shall provide to the Landlord the following:
(1)  The name and address of the proposed assignee or subtenant;
(2)  All the terms and conditions of the assignment or subletting;

(3)  The nature and character of the business of the proposed assignee
or subtenant; :

(4)  Banking, financial and other credit information relating to the
propesed assignee or subtenant reasonably sufficient to enable Landlord to determinc the
proposed assignee’s or sublessec’s financial responsibility; and

(3)  Intheevent of a subleasing of enly a portion of the Premises, plans
and specifications for tenant’s layout, partitioning, and electrical installations for the portion of
the Premises to be subleased.

(ii)  Tenant shall not be permitted to assign or sublet and it shall not be
unreasonable for Landlord to reject an assignment or sublet to the following:

(1) Toa government or quasi-government agency;

(2) To an entity whose financial or business character is not consistent
with the other tenants in the Building;
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(3)  Toan existing tenant of the Building, and such tenant has
expansion options in its lease with the Building;

(4)  Toa Tenant of any other Building owned by an affiliate of
Landlord located within three (3) miles of the Building;

, {5)  For arental rate less than that which Tenant is paying, or if lower,
the rental rate that the Landlord is then quoting, and the Building is lcss than 85% leased; and

(6)  To a tenant or prospect with whom Landlord currently is
negotiating for space in the Building and for whom Landlord has prepared a preliminary space
plan and has tendered a written proposal,

(i)  The assignee or subtenant shall assume, by written instrument, all of the
obligations of the Tenant as provided by this Lease, and a copy of such assumption agreement
shall be furnished to the Landlord within ten (10) days of its execution, provided, however, any
such subtenants shall only be obligated to assume Tenant's obligations arising under this Lease
with respect to the portion of the Premises sublet. Any sublease shall expressly acknowledge
that said subtenant's rights against Landlord shall be no greater than those of Tenant. In
addition, any request by Tenant for Landlord’s consent to an assignment or sublease shall not
include any option or right of expansion, rencwal, first refusal, or any other right or option with
respect to the Premises, any other portion of the Building or for any period of time beyond the
original Term, Tenant hereby acknowledging that such rights and options, if any, are personal to
Tenant,

(iv)  The Tenant and each assignee shall be and remain liable for the
observance of all the covenants and provisions of this Lease, including, but not limited to, the
payment of Fixed Basic Rent and Additional Rent reserved herein, through the entire Term, as
the same may be renewed, extended or otherwise modified.

(¥)  The Tenant and any assignee or subtenant, as applicable, shall promptly
pay to Landlord one-half of the profit, if any, received from such subleasing or assignment after
deducting the actual and reasonable marketing and legal expenses incurred and commissions
paid (not to exceed market rate commissions for comparable transactions) by Tenant in
connection with the assignment or sublease.

(vi)  Inany event, the acceptance by the Landlord of any rent from the assignee
or from any of the subtenants or the failure of the Landlord to insist npon a strict performance of
any of the terms, conditions and covenanits herein shall not release the Tenant herein, nor any
assignee or subtenant, from any and all of the obligations to be performed by it in accordance
herewith during and for the entire Term,

(vii) Tenant shall pay to Landlord the sum of One Thousand Dollars
($1,000.00) to cover its handling charges for each request for consent to any sublet or assignument
prior to its consideration of the same. Tenant acknowledges that its sole remedy with respect to
any assertion that Landlord’s failure to consent to any sublet or assignment is unreasonable shall
be the remedy of specific performance and Tenant shall have no other claim or cause of action
against Landlord as a result of Landlord’s actions in refusing to consent thereto.
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¢) If Tenant is a corporation other than a corporation whose stock is listed and traded on
a nationally recognized stock exchange or on the NASD’s Over-the-Counter Bulletin Board or
other similar trading platform, the provisions of subsection a hereof shall apply to a transfer
(however accomplished, whether in a single transaction or in a series of related or unrelated
transactions) of stock (or any other mechanism such as, by way of example, the issuance of
additional stock, a stock voting agreement or change in class(es) of stock) which results in a
change of control of Tenant as if such transfer of stock (or other mechanism) which resulis in g
change of control of Tenant were an assignment of this Lease, and if Tenant is a partnership or
joint venture, said provisions shall apply with respect to a transfer (by one or more transfers) of
an interest in the distributions of profits and losses of such partnership or joint venture (or other
mechanism, such as, by way of example, the creation of additional general partnership or limited
partnership interests) which results in a change of control of such a partnership or joint venture,
as if such transfier of an interest in the distributions of profits and losses of such partnership or
joint venture which results in a change of control of such partnership or joint venture were an
assignment of this Lease; but said provisions shall not apply to transactions with a corporation
into or with which Tenant is merged or consolidated or to which all or substantially all of
Tenant’s assets are transferred or to any corporation which controls or is controlled by Tenant or
is under common control with Tenant, provided that in the event of such merger, consolidation
or transfer of all or substantially all of Tenant’s assets (i) the successor to Tenant has a net worth
computed in accordance with generally accepted accounting principles at least equal to the
greater of (1) the net worth of Tenant immediately prior to such merger, consolidation or
transfer, or (2) the net worth of Tenant herein named on the date of this Lease, and (ii) proof
satisfactory to Landlord of such net worth shall have been delivered to Landlord at least ten (10)
days prior to the effective date of any such transaction.

d) Inthe event that any or all of Tenant’s interest in the Premises and/or this Lease is
transferred by operation of law to any trustes, receiver, or other representative or agent of
Tenant, or to Tenant as a debtor in possession, and subsequently any or all of Tenant’s interest in
the Premises and/or this Lease is offered or to be offered by Tenant or any trustee, receiver, or
other representative or agent of Tenant as to its estate or property (such person, firm or entity
being hereinafter referred to as the “Grantor”, for assignment, conveyance, lease, or other
disposition to a person, firm or entity other than Landlord (each such transaction being
hereinafter referred to as a “Disposition™), it is agreed that Landlord has and shall have a right of
first refusal to purchase, take, or otherwise acquire, the same upon the same terms and conditions
as the Grantor thereof shall accept upon such Disposition to such other person, firm, or entity;
and as to each such Disposition the Grantor shall give written notice to Landlord in reasonable
detail of all of the terms and conditions of such Disposition within twenty (20) days next
following its determination to accept the same but prior to accepting the same, and Grantor shall
not make the Disposition until and unless Landlord has failed or refused to accept such right of
first refusal as to the Disposition, as set forth herein. Landlord shall have sixty (60) days next
following its receipt of the written notice as to such Disposition in which to exercise the option
to acquire Tenant’s interest by such Disposition, and the exercise of the option by Landlord shall
be effected by notice to that effect sent to the Grantor; but nothing herein shall require Landlord
to accept a particular Disposition or any Disposition, nor does the rejection of any one such offer
of first refusal constitute a waiver or release of the obligation of the Grantor to submit other
offers hereunder to Landlord. In the event Landlord aceept such offer of first refusal, the
transaction shall be consummated pursuant to the terms and conditions of the Disposition
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described in the notice to Landiord, In the event Landlord rejects such offer of first refusal,
Grantor may consummate the Disposition with such other person, firm, or entity; but any
decrease in price of more than two percent (2%) of the price sought from Lendlord or any change
in the terms of payment for such Disposition shall constitute a new transaction requiring a further
option of first refusal to be given to Landlord hereunder.

€) Without limiting any of the provisions of this Section 24, if pursuant to the Federal
Bankruptcy Code (herein referred to as the “Code™), or any similar law hereafter enacted having
the same general purpose, Tenant is permitted to assign this Lease notwithstanding the
restrictions contained in this Lease, adequate assurance of future performance by an assignee
expressly permitted under such Code shall be deemed to mean the deposit of cash security in an
amount equal to the sum of one year's Fixed Basic Rent plus an amount equal to the Additional
Rent for the calendar year preceding the year in which such assignment is intended to become
effective, which deposit shall be held by Landlord for the balance of the Term, without interest,
as security for the full performance of all of Tenant’s obligations under this Lease, to be held and
applied in the manner specified for any security deposit required hereunder.

f) Except as specifically set forth above, no portion of the Premises or of Tenant’s
interest in this Lease may be acquired by any other person or entity, whether by assignment,
mortgage, sublease, transfer, operation of law or act of the Tenant, nor shail Tenant pledge its
interest in this Lease or in any security deposit required hereunder.

g) Inthe event Tenant desires to assign its lease or sublet any portion of the Premises,
Tenant shall cause any and all advertisements or notices of availability to be delivered to
Landlord for Landlord’s approval prior to releasing or publishing same.

25. Intentionally Omitted.

26. Subordination, This Lease and Tenant’s rights under this Lease shall be subject and
subordinate at all times in lien and priority to any first mortgage, the Declaration or other
primary encumbrance now or hereafier placed upon or affecting the Property or the Premises,
and to any second mortgage or encumbrance with the consent of the first mortgagee, and to all
renewals, modifications, consolidations and extensions thereof, without the necessity of any
further instrument or act on the part of Tenant. Tenant shall execute and deliver upon demand
any further instrument or instruments confirming the subordination of this Lease to the lien of
any such first mortgage or to the lien of any other mortgage, if requested to do so by Landlord
with the consent of the first mortgagee, and any further instnunent or instruments of attornment
that may be desired by any such mortgagee or Landlord, provided, however, that any holder of
such lien or mortgage agrees not to disturb the use and occupancy of the Premises in accordance
with the terms of this Lease upon any foreclosure. Notwithstanding the foregoing, any
morigagee may al any time subordinate its mortgage to this Lease, without Tenant’s consent, by
giving notice in writing to Tenant and thereupon this Lease shall be deemed prior to such
mortgage without regard to their respective dates of execution and delivery, In that event such
mortgagee shall have the same rights with respect to this Lease as though this Lease had been
executed prior 1o the execution and delivery of the mortgage and had been assigned to such

mortgagee.
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27. Curing Tenant’s Defaults, If Tenant defaults in the performance of any of its ohligations
under this Lease, Landlord may, after giving any notice and allowing for any grace period
required hereunder (except in the case of emergency) without any obligation 1o do so and in
addition to any other rights it may have in law or equity, elect to cure such default on behalf of
Tenant. Tenant shall reimburse Landlord upon demand for any sums paid or costs incurred by
Landlord in curing such default, including Interest thereon from the respective dates of
Landlord’s making the payments and incurring such costs, which sums and costs together with
interest thereon shall be deemed Additional Rent payable within ten (10) days of demand.

28. Surrender,

a) At the expiration of the Term or earlier termination of this Lease, Tenant shall
promptly yield up the Premises and all improvements, alterations and additions thereto, and all
fixtures and equipment servicing the Premises in a condition which is clean of garbage and
debris and broom clean and in the same condition, order and repair in which they are required to
be kept throughout the Term, ordinary wear and tear excepted.

b) If Tenant, or any person claiming through Tenant, continues to occupy the Premises
after the expiration of the Term or earlier termination of this Lease or any renewal thereof
without prior written consent of Landlord, the tenaney under this Lease shall become, at the
option of Landlord, expressed in a written notice to Tenant and not otherwise, (i) one from
month-to-month, terminable by Landlord on thirty (30) days prior notice, under the same terms
and conditions set forth in this Lease; (i) the Fixed Basic Rent during such continued occupancy
shall be one hundred fifty percent (150%) of the amount set forth in Section 6, and (iii) Tenant
shall indemnify Landlord for any loss or damage incurred by reason of Tenant's failure to
surrender the Premises. Anything to the contrary notwithstanding, any holding over by Tenant
without Landlord’s prior written consent shall constitute an event of default under this Lease and
shall be subject to all the remedies set forth in Subsection 29(h) of this Lease.,

29. Defaults-Remedies.

a) Defaults, It shall be a default or event of default under this Lease if any one or more
of the following events occurs:

(1)  Tenant fails to pay in full, when due and without demand, any and
all installments of Fixed Basic Rent or Additional Rent or any other charges or payments due and
payable under this Lease whether or not herein included as rent within ten (10) days after notice
from Landlord of such default provided Landlord shall only be obligated to provide such notice
to Tenant two (2) times per any twelve (12) consecutive calendar months.

(2)  Tenant violates or fails to perform or otherwise breaches any
agreement, term, covenant or condition contained in this Lease provided that Tenant shall have
failed to cure such breach within thirty (30) days after written notice thereof from Landlord.

(3)  Tenant abandons or vacates the Premises without notice and
without having first paid to Landlord in full all Fixed Basic Rent, Additional Rent and other
charges that have become due as well as all which will become due thereafter through the end of
the Term.
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(4)  Tenant becomes bankrupt or makes an assignment for the henefit
of creditors or if a petition in bankruptey or for reorganization or for an arrangement with
creditors under any federal or state law is filed by or against Tenant, or & bill in equity or other
proceeding for the appointment of a receiver or similar official for any of Tenant’s assets is
commenced, or if any of the real or personal property of Tenant shall be levied upon by any
sheriff, marshal or constable; provided, however, that any proceeding brought by anyone other
than the parties to this Lease under any bankruptcy, reorganization arrangement, insolvency,
readjustment, receivership or similar law shall not constitute an event of default until such
proceeding, decree, judgment or order has continued unstayed for more than sixty (60)
consecutive days.

(5)  Any of the events enumerated in Subsections (a)(i) through (a)(iv)
of this Section 29 happen to any guarantor of this Lease.

b) Remedies, Upon the occurrence of an event of default under this Lease, Landlord
shall have all of the following rights:

0] Landlord may charge a late payment charge of five (5%) percent of any
amount owed to Landlord pursuant to this Lease which is not paid within ten (10) days of the due
date which is set forth in the Lease or, if a due date is not specified in this Lease, within thirty
(30) days of the mailing of a bill therefor by Landlord. If Landlord incurs a late charge in
commection with any payment which Tenant has failed to make within the times required in this
Lease, Tenant shall pay Landlord, in addition to such payment due, the full amount of such late
charge incurred by Landiord, Nothing in this Lease shall be construed as waiving any rights of
Landlord arising out of any default of Tenant, by reason of Landlord’s imposing or accepting any
such late charge(s) and/or interest; the right to collect such late charge(s) and/or interest is
separate and apart from any rights relating to remedies of Landlord after default by Tenant
including, without limitation, the rights and remedies of Landlord provided herein.

(ii)  Landlord may accelerate the whole or any part of the Fixed Basic Rent
and all Additional Rent for the entire unexpired balance of the Term, as well as all other charges,
payments, costs and expenses herein agreed to be paid by Tenant, and any Fixed Basic Rent or
other charges, payments, costs and expenses so accelerated shall, in addition to any and all
installments of rent already due and payable and in arrears and any other charge or payment
herein reserved, included or agreed to be treated or collected as rent and any other charge,
expense or cost herein agreed to be paid by Tenant which may be due and payable and in arrears,
be deemed due and payable as if, by the terms and provisions of this Lease, such accelerated rent
and gther charges, payments, costs and expenses were on that date payable in advance.

(iii))  Landlord may re-enter the Premises and, at the option of Landlord,
remove all persons and all or any property therefrom, either by summary dispossess proceedings
or by any suitable action or proceeding at law ot by force or otherwise, without being liable for
prosecution or damages therefor, and Landlord may repossess and enjoy the Premises. Upon
recovering possession of the Premises by reason of or based upon or arising out of a default on
the part of Tenant, Landlord may, at Landlord’s option, either terminate this Lease or make such
alterations and repairs as may be necessary in order to relet the Premises and may relet the
Premises or any part or parts thereof, either in Landlord’s name or otherwise, for a term or terms

28
PHLEGAL: #1350671 v {syfnl41.D0OCH



which may, at Landlord’s option, be less than or exceed the period which would otherwise have
constituted the balance of the Term and at such rent or rents and upon such other terms and
conditions as in Landlord’s sole discretion may seem advisable and to such person or persons as
may in Landlord’s discretion scem best; upon each such reletting all rents received by Landlord
from such reletting shall be applied as follows: first, to the payment of any costs and expenses of
such reletting, including all costs of alterations and repairs; second, to the payment of any
indebtedness other than Fixed Basic Rent, Additional Rent or other charges due hereunder from
Tenant to Landlord; third, to the payment of Fixed Basic Rent, Additional Rent and other
charges due and unpaid hereunder; and the residue, if any, shall be held by Landlord and applied
in payment of future rent as it may become due and payable hereunder. If rentals received from
reletting during any month are less than that to be paid during that month by Tenant, Tcnant
shall pay any such deficiency to Landlord. Such deficiency shall be calculated and paid
monthly. No such re-entry or taking possession of the Premises or the making of alterations or
improvements thereto or the reletting thereof shall be construed as an election on the part of
Landlord to terminate this Lease unless written notice of termination is given to Tenant,
Landlord shall in no event be liable in any way whatsoever for failure to relet the Premises or, in
the event that the Premises or any part or parts thereof are relet, for failure to collect the rent
thereof under such reletting. Notwithstanding any such reletting without termination, Landlord
may at any time thereafter elect to terminate this Lease for such previous breach,

(iv)  Landlord may terminate thig Lease and the Term without any right on the
part of Tenant to waive the forfeiture by payment of any sum due or by other performance of any
condition, term or covenant broken. Upon such termination, Landlord shall be entitled to
recover, in addition to any and all sums and damages for violation of Tenant's obligations
hereunder in existence at the time of such termination, damages for Tenant’s default in an
amount equal to the amount of the Fixed Basic Rent and Additional Rent reserved for the
balance of the Term, as well as all other charges, payments, costs and expenses herein agreed to
be paid by Tenant all of which amount shall be immediately due and payable from Tenant to
Landlord upon demand therefor.

(v)  CONFESSION OF JUDGMENT FOR POSSESSION. UPON THE
OCCURRENCE OF AN EVENT OF DEFAULT OR UPON THE EXPIRATION OR
TERMINATION OF THE TERM OF THIS LEASE, FOR THE PURPOSE OF OBTAINING
POSSESSION OF THE PREMISES, TENANT HEREBY AUTHORIZES AND EMPOWERS
THE PROTHONOTARY OR ANY ATTORNEY OF ANY COURT OF RECORD IN THE
COMMONWEALTH OF PENNSYLVANIA OR ELSEWHERE, AS ATTORNEY FOR
TENANT AND ALL PERSONS CLAIMING UNDER OR THROUGH TENANT, TO
APPEAR FOR AND CONFESS JUDGMENT AGAINST TENANT FOR POSSESSION OF
THE PREMISES, AND AGAINST ALL PERSONS CLAIMING UNDER OR THROUGH
TENANT, IN FAVOR OF LANDLORD, FOR RECOVERY BY LANDLORD OF
POSSESSION THEREQF, FOR WHICH THIS AGREEMENT OR A COPY HEREQF
VERIFIED BY AFFIDAVIT, SHALL BE A SUFFICIENT WARRANT; AND THEREUPON
A WRIT OF POSSESSION MAY TMMEDIATELY ISSUE FOR POSSESSION OF THE
PREMISES, WITHOUT ANY PRIOR WRIT OR PROCEEDING WHATSOEVER AND
WITHOUT ANY STAY OF EXECUTION. IF FOR ANY REASON AFTER SUCH ACTION
HAS BEEN COMMENCED THE SAME SHALL BE TERMINATED AND THE
POSSESSION OF THE PREMISES REMAINS IN OR IS RESTORED TO TENANT,
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LANDLORD SHALL HAVE THE RIGHT UPON THE OCCURRENCE OF ANY
SUBSEQUENT EVENT OF DEFAULT TO CONFESS JUDGMENT IN ONE OR MORE
FURTHER ACTIONS IN THE MANNER AND FORM SET FORTH ABOVE TO RECOVER
POSSESSION OF SAID PREMISES FOR SUCH SUBSEQUENT DEFAULT. TENANT
WAIVES ALL ERRORS IN CONNECTION WITH ANY SUCH CONFESSION OF
JUDGMENT. NO SUCH TERMINATION OF THIS LEASE, NOR TAKING, NOR
RECOVERING POSSESSION OF THE PREMISES SHALL DEPRIVE LANDLORD OF ANY
REMEDIES OR ACTION AGAINST TENANT FOR FIXED BASIC RENT, ADDITIONAL
RENT OR FOR OTHER SUMS DUE HEREUNDER OR FOR DAMAGES DUE OR TO
BECOME DUE FOR THE BREACH OF ANY CONDITION OR COVENANT HEREIN
CONTAINED, NOR SHALL THE BRINGING OF ANY SUCH ACTION FOR RENT
AND/OR OTHER. SUMS DUE HEREUNDER, OR BREACH OF COVENANT OR
CONDITION NOR THE RESORT TQ ANY OTHER REMEDY HEREIN PROVIDED FOR
THE RECOVERY OF RENT AND/OR OTHER SUMS DUE HEREUNDER OR DAMAGES
FOR SUCH BREACH BE CONSTRUED AS A WAIVER OF THE RIGHT TO INSIST UPON
THE FORFEITURE AND TO OBTAIN POSSESSION IN THE MANNER HEREIN
PROVIDED.

c) Waiver of Jury Trial. IT IS MUTUALLY AGREED BY AND BETWEEN
LANDLORD AND TENANT THAT (A) THEY HEREBY WAIVE TRIAL BY JURY IN ANY
ACTION, PROCEEDING OR COUNTER-CLAIM BROUGHT BY EITHER OF THE
PARTIES HERETO AGAINST THE OTHER. ON ANY MATTER WHATSOEVER ARISING
QUT OF OR IN ANY WAY CONNECTED WITH THIS LEASE, THE RELATIONSHIP OF
LANDLORD AND TENANT, TENANT’S USE OF QCCUPANCY OF THE PREMISES OR
CLAIM OF INJURY OR DAMAGE, AND (B) IN ANY ACTION ARISING HEREUNDER,
THE LEGAL FEES OF THE PREVAILING PARTY WILL BE PAID BY THE OTHER
PARTY TO THE ACTION,

d) Non-Waiver. No waiver by Landlord of any breach by Tenant of any of Tenant’s
obligations, agreements or covenants herein shall be a waiver of any subsequent breach or of any
other obligation, agreement or covenant, nor shall any forbearance by Landlord to seek a remedy
for any event of default by Tenant be a waiver by Landlord of any rights and remedies with
respect to such or any subsequent event of default.

¢) Rights and Remedies Cumulative. No right or remedy herein conferred upon or
reserved to Landlord is intended to be exclusive of any other right or remedy provided herein or
by law, but each shall be cumulative and in addition 1o every other right or remedy given herein
or now or hereafier existing at law or in equity or by statute, Landlord shall have no duty to
mitigate its damages in the event of Tenant’s default under this Lease.

30. Condition of Premises, Tenant represents that the Property and the Premises, the zoning
thereof, the street or streets, sidewalks, parking areas, curbs and access ways adjoining them, any
surface conditions thereof, and the present uses and non-uses thereof, have been examined by
Tenant and Tenant aceepts them in the condition or state in which they now are, or any of them
now is, without relying on any representation, covenant or warranty, express or implied, in fact
or in law, by Landlord (except those expressly set forth in this Lease) and without recourse to
Landlord, the nature, condition or usability thereof or the use or uses to which the Premises and

30

FHLEGAL: #1350671 wi {syfald!.DOC)



the Property or any part thereof may be put under present zoning ordinances or otherwise, except
as to work to be performed by Landlord pursuant to Section 3 and except as 1o latent defects in
such work. Tenant’s occupancy of the Premises shall constitute acceptance of the work
performed by Landlord pursuant to Section 3.

31. Hazardous Substances.

a) Tenant shall not cause or allow the generation, treatment, storage or disposal of
Hazardous Substances on or near the Premises or Property. “Hazardous Substances” shall mean
(i) any hazardous substance as that term is now or hereafter defined in the Comprehensive
Environmental Response, Compensation and Liability Act (“CERCLA™), 42 U.5.C. 9601 gt seq.,
as amended, (ii) any hazardous waste or hazardous substance as those terms are now or hereafter
defined in any local, state or Federal law, regulation or ordinance not inapplicable to the
Premises and Property, or (iii) petroleum including crude oil or any fraction thereof. In the event
Tenant uses any Hazardous Substances, Tenant shall dispose of such substances in accordance
with all applicable Federal, state and local laws, regulations and ordinances.

b) Tenant agrees to indemnify, defend and hold harmless the Landlord, its employees,
agents, successors, and assigns, from and against any and all damage, claim, liability, or loss,
including reasonable attorneys’ and other fees, arising out of or in any way connected to the
generation, treatment, storage or disposal of Hazardous Substances by Tenant, its employees,
agents, contractors, or invitees, on or near the Premises or Property. Such duty of
indemnification shall include, but not be limited to damage, liability, or loss pursuant to all
Federal, state and local environmental laws, rules and ordinances, strict liability and common

law,

¢) Tenant agrees to notify Landlord immediately of any disposal of Hazardous
Substances in the Premises or Property, of any discovery of Hazardous Substances in the
Premises or the Property, or of any notice by a govermmental authority or private party alleging
or suggesting that a disposal of Hazardous Substances on or near the Premises or Property may
have occurred. Furthermore, Tenant shall provide the Landlord with full and complete access to
any documents or information in its possession or control relevant to the question of the
generation, treatment, storage, or disposal of Hazardous Substances on or near the Premises or

the Property.

d) Landlord represents and warrants that except as set forth in and except
for such substances of the types and in the quantities typically found in and/or used in buildings
comparable to the Building, to Landlord’s knowledge there are no Hazardous Substances in, on
or beneath the Property in violation of applicable law.

32. Recording. Neither this Lease not a memorandum of this Lease shall be recorded in any
public records without the written consent of Landlord,

33. Brokers’ Commission. Tenant represents and warrants to Landlord that the Brokers (as
defined in the Preamble) are the sole brokers with whom Tenant has pegotiated in bringing about
this Lease and Tenant agrees to indemnify and hold Landlord and its mortgagee(s) harmless from
any and all claims of other brokers and expenses in connection therewith arising out of or in
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connection with the negotiation of or the entering into this Lease by Landlord and Tenant. In no
event shall Landlord’s mortgagee(s) have any obligation to any broker involved in this
transaction. In the event that no broker was inveolved as aforesaid, then Tenant represents and
warrants to the Landlord that no broker brought about this transaction, and Tenant agrees to
indemnify and hold Landlord harmless from any and all claims of any broker arising out of or in
connection with the negotiations of, or entering into of, this Lease by Tenant and Landlord.

34. Notices. All notices, demands, requests, consents, certificates, and waivers required or
permitted hereunder from either party to the other shall be in writing and sent by United Stateg
certified mail, retumn receipt requested, postage prepaid, or by recognized overnight courier,
addressed as follows:

If to Tenant:

USA Technologies, Inc,

200 Plant Avenue

Wayne, PA 19087

Atten; Mr. Stephen P, Herbert
President and Chief Operating Officer

with a copy to:

Douglas M Lurio, Esquire
Lurio & Associates, P.C.
One Commerce Square
2005 Market Street

Suite 2340

Philadelphia, PA 19103

If to Landlord:

Deerfield Corporate Center (I) Associates, L.P.
¢/o O'Neill Properties Group

700 South Henderson Road

Suite 225

King of Prussia, PA 19406

with a copy to:

Matthew J. Swett, Esquire
Pepper Hamilton LLP

3000 Two Logan Square
Eighteenth and Arch Streets
Philadelphia, PA 19103

Either party may at any time, in the manner set forth for giving notices to the other, specify a
different address to which notices to it shall thereafier be sent, All notices shall be effective
upon receipt or rejection of receipt by the addressee.
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38. Irrevocable Offer: No Option. The submission of this Lease by Landlord to Tenant for
examination shall not constitute a reservation of or option for the Premises. This Lease shall
become cffective only upon execution thereof by an authorized officer of the general partner of
the Landlord on behalf of Landlord and by an authorized officer of Tenant.

36. Inability to Perform. Except as provided by Section 3 of this Lease, if Landlord is delayed
or prevented from performing any of'its obligations under this Lease by reason of strike, labor
troubles, or any cause whatsoever beyond Landlord’s control, the period of such delay or such
prevention shall be deemed added to the time herein provided for the performance of any such
obligation by Landlord.

37. Survival. Notwithstanding anything to the contrary contained in this Lease, the expiration of
the Term, whether by lapse of time or otherwise, shall not relieve Tenant from its obligations
accruing prior to the expiration of the Term,

38. Corporate Tenants. If Tenant is a corporation, the person(s) executing this Lease on behalf
of Tenant hereby covenant(s) and warrant(s) that: Tenant is a duly formed corporation qualified
to do business in the state in which the Property is located; Tenant will remain qualified to do
business in said state throughout the Term and any renewals thereof; and such persons are duly
authorized by such corporation to execute and deliver this Lease on behalf of the corporation.

39, Tenant Representations and Warranties. Tenant hereby represents and warrants to
Landlord (i) that Tenant’s most recent financial statements delivered to Landlord in connection
with the execution of this Lease are true in all material respects and no material adverse changes
have occurred with respect thereto and (i) that upon Landlord’s request, Tenant will deliver to
Landlord current financial statements which shall be prepared in accordance with generally
accepted accounting principles consistently applied.

40, Landlord Representations and Warranties, Landlord represents and warrants to Tenant,
which representations shall survive the execution of this Lease, that as of the date of execution:

a) Landlord is the sole owner of a good and marketable indefeasible estate in fee simple
in the Building.

b) The Property is mnwﬂdégﬁgﬂ:{d petmits the Permitted Use.

41, Waiver of Invalidity of Lease. Each party agrees that it will not raise or assert as a defense
fo any obligation under the Lease or make any claim that the Lease is invalid or unenforceable
due to any failure of this document to comply with ministerial requirements including, without
limitation, requirements for corporate seals, attestations, witnesses, notarizations or other similar
requirements and each party hereby waives the right to assert any such defenses or make any
claim of invalidity or unenforceability due to any of the foregoing.

42, Security Deposit. As additional security for the full and prompt performance by Tenant of
the terms and covenants of this Lease, Tenant has depesited with Landlord the Security Deposit.
The Security Deposit shall consist of 70,000 Jubiles Shares registered in the name of Tenant
together with stock powers endorsed by Tenant in favor of Landlord. Upon an event of default
by Tenant, Landlord may sell the Jubilee Shares on account of the costs and damages caused by
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any such default. On every twelve month anniversary of the Commencement Date, Landlord
may revalue the Jubilee Shares (based on the then trading price on the London Stock Exchange
or other applicable exchange) and if such value of the Jubilee Shares then held by Landlord is
less than U.S, $100,000, then Tenant shall deliver additional Jubilee Shares to Landlord to be
held hereunder so that the aggregate value of the Jubilee Shares then held by Landlord shall
equal such amount. In addition to the foregoing, if at any time during the Term the value of the
Jubilee Shares drops below Seventy Five Thousand Dollars (§75,000) then within five (5)
business days thereafter, Tenant shall deliver additional Jubilee Shares to Landlord to be held
hereunder so the aggregate value thereof then held by Landlord shall equal U.S. $100,000.
Likewise, if at any time during the Term, the value of the Jubilee Shares drops below Ninety
Thousand ($90,000) for ninety (90) consecutive days, then Tenant shall deliver additional Jubilee
Shares to Landlord to be held hereunder so that the aggregate value of the Jubilee Shares then
held by Landlord shall equal U.S. $100,000. The Security Deposit shall not constitute rent for
any month (unless so applied by Landlord on account of Tenant's default hereunder). Tenant
shall, upon demand, restore any portion of the Security Deposit which may be applied by
Landlord to cure any default by Tenant hereunder. If at any time, Tenant is unable to deliver to
Landlord sufficient Jubilee Shares to satisfy the requirements of this Section 42, then Tenant
shall be permitted to deliver cash or irrevocable evergreen Jetters of credit (which shall be issued
by a bank reasonably acceptable to Landlord and be in form and substance satisfactory to
Landlord) such that the Jubilee Shares and such other security collectively satisfies such
requirements. To the extent that Landlord has not applied the Security Deposit or any portion
thereof on account of a default, the Security Deposit, or such remaining portion of the Security
Deposit, shall be returned to Tenant, without interest, promptly following the termination of this
Lease.

43, Estoppel Certificate. Tenant shall from time to time, within ten (10) days after Landlord’s
request or that of any mortgagee of Landlord, execute, acknowledge and deliver to Landlord a
written instrument in recordable form, substantially in the form attached hereto as Extubit H (the
“Tenant Estoppe! Certificate”), certifying (i) that this Lease is in full force and effect and has not
been modified, supplemented or amended (or, if there have been medifications, supplements or
amendments, that it is in full force and effect as modified, supplemented or amended, and stating
such modifications, supplements and amendments); (ii) the dates to which Fixed Basic Rent and
Additional Rent and any other charges arising hereunder have been paid; (jii) the amount of any
prepaid rents or credits due Tenant, if any; (iv) if applicable, that Tenant has accepted possession
and has entered into eccupancy of the Premises, and certifying the Commencement Date; (v)
whether or not, 1o the best of the Tenant’s knowledge, all conditions under the Lease to be
performed by Landlord prior thereto have been satisfied and whether or not Landlord is then i
default in the performance of any covénant, agreement or condition contained in this Lease and
specifying each, if any, unsatisfied condition and each, if any, default of which Tenant may have
knowledge; and (vi) any other fact or condition related to the Lease or the Tenant reasonably
requested. Any certification delivered pursuant to the provisions of this Section shall be
intended to be relied upon by Landlord and any mortgagee or prospective mortgagee or
purchaser of the Property or of any interest therein. Notwithstanding the foregoing, Tenant’s
failure to furnish the Tenant Estoppel Certificate within said ten (10} day period shall constitute
an event of default under this Lease.
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d44. Landlord’s Waiver. Upon Tenant’s written request, Landlord agrees to execute landlord's
waivers in conjunction with the financing of Tenant's fixtures, machinery, inventory andfor
equipment in & commercially reasonable form satisfactory to Landlord, Tenant and Tenant's
lender(s). Subject to the provisions of Section 28 of the Lease, Tenant shall have the right at all
times to remove and/or replace any fixtures, machinery and/or equipment owned by Tenant.

45. Rights Reserved by Landlord. Landlord waives no rights, except those that may be
specifically waived herein, and explicitly retains all other rights including, without limitation, the
following rights, each of which Landlord may exercise without natice to Tenant and without
liability to Tenant for damage or injury to property, person or business on account of the exercise
thereof, and the exercise of any such rights shall not be deemed to constitute an eviction or
disturbance of Tenant’s use or possession of the Premises and shall not give rise to any claim for
set-off or abatement of Rent or any other claim:

a) To change the name or street address of the Building upon sixty (60) days prior notice
to Tenant;

b) The exclusive right to use the name of the Building for all purposes, except that
Tenant may use the name on its business address and for no ather purpose;

¢) Toinstall, affix and maintain any and all signs on the exterior and on the interior of
the Building or the Property;

d) To decorate or to make repairs, alterations, additions, or improvements, whether
structural or otherwise, in and about the Building, or any part thereof, and for such purposes to
etiter upon the Premises and during the contimuance of any of such work, to temporarily close
doors, entry ways, public space and corridors in the Building and to interrupt or temporarily
suspend services or use of Commen Facilities, all without affecting any of Tenant’s obligations
hereunder, o long as the Premises are reasonably accessible and usable;

€) To fumnish door keys for the entry dooi(s) in the Premises on the Commencement
Date and to retain at all times, and to use in appropriate instances, keys to all doors within and
into the Premises. Tenant agrees to purchase only from Landlord additional duplicate keys as
required, to change no locks, and not to affix locks on doors without the prior written consent of
the Landlord. Upon the expiration of the Term or Tenant’s right to possession, Tenant shall
return all keys to Landlord and shall disclose to Landlord the combination of any safes, cabinets
or vaults left in the Premises;

f} To designate and approve ail window coverings used in the Building;

g) To regulate delivery of supplies and the usage of the loading docks, receiving areas
and freight elevators other than the Loading Ramp;

h) To erect, use and maintain pipes, ducts, wiring and conduits, and appurtenances
thereto, in and through the Premises;

i) ‘To grant to any person or to reserve unto itself the exclusive right to conduct any
business or render any service in the Building or on the Property. If Landlord elects to make
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available to tenants in the Building any services or supplies, or arranges a master contract
therefor, Tenant agrees to obiain its requirements, if any, therefor from Landlord or under any
such contract, provided that the charges therefor are reasonably consistent with market rates;

j) Toalter the layout, design and/or use of the Building in such manner as Landlord, in
its sole discretion, deems appropriate, so long as the character of the Building as a first class
office building is maintained; and,

k) The exclusive right to use or dispose of the use of the roof of the Building,

46. Miscellaneous.Entire Agreement. This Lease represents the entire agreement between the
parties hereto and there are no collateral or oral agreements or understandings between Landlord
and Tenant with respect to the Premises or the Property. No rights, easements or licenses are
acquired in the Property or any land adjacent to the Property by Tenant by implication or
otherwise except as expressly set forth in the provisions of this Lease.

b) Modification. This Lease shall not be modified in any manner except by an
instrument in writing executed by the parties. In addition, Tenant agrees to make such changes to
this Lease as are required by any mortgagee, provided such changes do not substantially affect
Tenant’s rights and obligation under this Lease.

¢) Interpretation. The masculine (or neuter) pronoun, singular number, shall include
the masculine, feminine and neuter genders and the singular and plural number.

d) Exhibits. Each writing or plan referred to herein as being attacbed as an Exhibit or
otherwise designated herein as an Exhibit hereto is hereby made a part of this Lease.

¢) Captions and Headings. The captions and headings of sections, subsections and the
table of contents herein are for convenience only and are not intended to indicate all of the
subject matter in the text and they shall not be deemed to limit, construe, affect or alter the
meaning of any provisions of this Lease and are not to be used in interpreting this Lease or for
any other purpose in the event of any controversy, '

f) Severability. If any term or provision of this Lease, or the application thereof to any
person or circumstance shall, to any extent, be invalid or unenforceable, the remainder of this
Lease, or the application of such term or provision to persons or circumstances other than those
as to which it is held invalid or unenforceable, shall not be affected thereby, and each term and
provision of this Lease shall be valid and be enforced to the fullest extent permitted by law.

g) Joint and Several Liability. If two or more individuals, corporations, partnerships
or other persons (or any combination of two or more thereof) shall sign this Lease as Tenant, the
liability of each such individual, corporation, partnership or other persons to pay the Rent and
perform all other obligations under this Lease shall be degmed to be joint and several, and all
notices, payments and agreements given or made by, with or to any one of such individuals,
corporations, partnerships or other persons shall be deemed to have been given or made by, with
or to all of them. In like manner, if Tenant shall be a partnership or other legal entity, the
members of which are, by virtue of any applicable law ot regulation, subject 1o personal liability,
the liability of each such member shall be joint and several.
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h) No Representations by Landlord, Landlord and Landlord’s agents have made no
représentations, agreements, conditions, warranties, understandings or promises, either oral or
written, other than as expressly set forth in this Lease, with respect to this Lease, the Premises,
the Building, and/or the Property.

i) Relationship of Parties. This Lease shall not create any relationship between the
parties other than that of Landlord and Tenant.

j) Choice of Law. The terms of this Lease shall be construed under the laws of the
Commonwealth of Pennsylvania, and that exclusive jurisdiction and venue shall be in the Court
of Common Pleas of the County in which the Property is located without regard to principles of
choice or conflict of law; the personam jurisdiction to which cach party submits.

k) Time is of the Essence. Time is of the essence in all provisions of this Lease.

47. Additional Definitions.

a) “Date of this Lease” or “date of this Lease” shall mean the date of acceptance and
execution of this Lease by the Landlord, following execution and delivery thereof to Landlord by
Tenant and that date shall be inserted in the space provided in the Preamble.

b) “Landlord” as used in this Lease includes the Landlord named above as well as its
successors and assigns, each of whom shall have the same rights, remedies, powers, authorities
and privileges as it would have had it originally signed this lease as Landlord. Any such person,
whether or not named herein, shall have no liability hereunder after ceasing to hold title o the
Property. Neither Landlord nor any principal of Landlord nor any owner of the Building or the
Property, whether disclosed or undisclosed, shall have any personal liability with respect to any
of the provisions of this Lease, the Premises or the Property, and if Landlord 15 in breach or
default with respect to Landlord’s obligations under this Lease or otherwise, Tenant shall look
solely 1o the equity of Landlord in the Premises for the satisfaction of Tenant’s remedies.

¢) “Tenant” as used in this Lease includes the Tenant named above as well as its heirs,
suceessors and assigns, each of which shall be under the same obligations, liabilities and
disabilities and each of which shall have the same rights, privileges and powers as it would have
possessed had it originally signed this Lease as Tenant. Each and every person named above as
Tenant shall be bound formally and severally by the terms, covenants and agreements contained
herein. However, no such rights, privileges or powers shall inure to the benefit of any assignes
of Tenant, immediate or remote, unless the assignment to such assignee is permitted or has been
approved in writing by Landlord. Any notice required or permitted by the terms of this Lease
may be given by or to any one of the persons named above as Tenant, and shall have the same
force and effect as if given by or to all of them.

d) “Mortgage” and “Mortgagee” as used in this Lease includes any lien or encumbrance
on the Premises, the Building or the Property or on any pert of or interest in or appurtenance to
any of the foregoing, including without limitation any ground rent or ground lease if Landlord's
interest is or becomes a leasehold estate. The word “mortgagee” is used herein to include the
holder of any mortgage, including any ground Landlord if Landlord’s interest is or becomes a
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leasehold estate, Wherever any right is given to a mortgagee, that right may be exercised on
behalf of such mortgagee by any representative or servicing agent of such mortgagee.

&) “Person” as used in this Lease includes a natural person, a parinership, a corporation,
an association, and any other form of business association or entity.

f) “Rent” or “rent” as used in this Lease shall mean all Fixed Basic Rent and Additional
Rent and any other rent or other sums due under this Lease reserved under this Lease.

SECTION 29(b) HEREOF SETS FORTH A WARRANT OR AUTHORITY FOR AS
ATTORNEY TO CONFESS JUDGMENT AGAINST TENANT. IN GRANTING THIS
WARRANT OF ATTORNEY TO CONFESS JUDGMENT AGAINST TENANT, TENANT
HEREBY KNOWINGLY, INTENTIONALLY AND VOLUNTARILY, AND (ON THE
ADVICE OF THE SEFPARATE COUNSEL OF TENANT, IF TENANT HAS USED
COUNSEL IN REGARD TO ENTERING INTO THIS LEASE) UNCONDITIONALLY
WAIVES ANY AND ALL RIGHTS TENANT HAS OR MAY HAVE TO PRIOR NOTICE
AND AN OPPORTUNITY FOR HEARING UNDER THE CONSTITUTIONS AND LAWS
OF THE UNITED STATES AND THE COMMONWEALTH OF PENNSYLVANIA.

48. Tenant’s Right of First Offer.

a) Tenant shall have a right of first offer (“Right of Offer”) to lease any additional space
in the Building contiguous to the Premises containing up to two thousand (2,000) rentable square
feet as shown on the attached Exhibit A which becomes available during Term (“Additional
Space™. If the Additional Space has not been previously occupied by any tenant, Landlord shall
not be required to provide Tenant with any notice of the availability of such space and shall be
entitled to lease such space to any third party provided Tenant has not otherwise leased such
space from Landlord. In the event such Additional Space becomes available during the Term
after having been occupicd by another Tenant, Landlord shall provide notice (“Notice of
Availability”) to Tenant that such Additional Space is available and the terms upon which
Landlord is willing to lease such space to Tenant and Tenant shall have ten (10) business days in
order to notify Landlord that it clects to exercise its rights hereunder and expand the Premises to
include the Additional Space. The terms offered to Tenant shall be at a fair market rental rate. If
Tenant disputes such rental rate offered by Landlord, then the Tenant shall be permitted to
implement the appraisal process set forth in Subsection 43(b) below, If Tenant elects not to
expand into such Additional Space or fails to accept or reject such Additional Space within the
ten (10) business day period, then Landlord may proceed to lease such space to any third party.
If Landlord elects to lease the Additional Space at a rental rate which is less than ninety percent
{90%) of the rate originally quoted to Tenant, Landlord shall first re-offer the Additional Space
to Tenant at the new offering rate in accordance with the terms of this Subsection 48(a). If
Tenant does not excrcise its right to lease the Additional Space and Landlord leases the
Additional Space to a third-party tenant, then Tenant's right of first offer with respect to the
Additional Space shall be terminated. In any case, if Tenant accepts the Additional Space, the
Additional Space shall be added to the Premises by amendment to this Lease. All of the terms
and conditions of this Lease will apply to any Additional Space leased by Tenant, except as
otherwise provided in the Landlord’s Notice of Availability and except as the rental rate may be
different as determined in accordance with this Section 48 Landlord will have no liability to
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Tenant if any tenant of the Additional Space wrongfully holds over. In the event such tenant
wrongfully holds over, Landlord will attempt in good faith to cause such tenant to vacate the
Additional Space.

b) Should Tenant dispute Landlord’s determination of fair market rental rate, then the
Tenant shall be free to, at the Tenant’s sole cost and expense, employ the services of an appraiser
familiar with office buildings located within the metropolitan Philadelphia, Pennsylvania area
comparable to the Building, who shall be a member of MAI and who shall render an appraisal.
If the Landlord and the Tenant’s appraiser cannot agree on the fair rental valuc, then Landlord
shall appoint an appraiser familiar with corporate office buildings within the metropolitan
Philadelphia area. If the Landlord's appraiser and the Tenant’s appraiser cannot agree on fair
rental value, or in such case, agree on an independent appraiser acceptable to both, either party
may request the American Arbitration Association to appoint such independent appraiser who
shall be a member of MAI familiar with office buildings in the area of the Building who shall
render an appraisal, and in such event the judgment of a majority of the three appraisers shall be
final and binding upon the parties, The partics shall share equally in the cost of any such
independent appraiser. Pending resolution of the issue of fair rental value, the Tenant shall pay
the Landlord as of commencement of the Additional Space term, the Fixed Basic Rent as
established by Landlord, subject to retroactive adjustment upon final determination of this issue.

49, Renewal Option. Tenant is hereby granted one (1) option to renew this Lease upon the
following terms and conditions:

a) At the time of the exercise of the option to renew and at the time of the
commencement of the term of said renewal, the Tenant shall not be in default beyond any
applicable grace or cure period in accordance with the terms and provisions of this Lease.

b) Notice of the exercise of cach option shall be sent to the Landlord in writing at least
twelve (12) months before the expiration of the Term of this Lease.

¢) The renewal term shall be for a period of three (3) years, to commence at the
expiration of the Term of this Lease and all of the terms and conditions of this Lease, other than
the Fixed Basic Rent and all initial construction obligations of Landlord, shall apply during such
renewal term.

d) The annual Fixed Basic Rent to be paid during the renewal terms shall be caleulated
as follows:

Year of the Rentable Rent Per Annual Fixed Basic | Monthly Fixed
Renewal Term | Square Feet Rentable Rent Basic Rent
Square Foot
1 12,864 $25.50 $328,032.00 $27,336.00
2 12,864 $26.00 $334,464.00 $27,872.00
3 12,564 $26.50 $340,896.00 $28,408.00
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IN WITNESS WHEREOF, and in consideration of the mutal entry into this
Lease and for other good and valuable consideration, and intending to be legally bound, euch
party hereto has caused this agreement to be duly executed under seal.

Landlord:

Date Signed: 6r/a

Tenant:

Date Signed:

Adttest:

Name; A7 "Ta;;/'a-— %q%
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DEERFIELD CORPORATE CENTER I
ASSOCIATES, L.P. :
By: Deerfield Corporate Center I Associates GP,

By:

MName:
Title:
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USA TECHNOLOGIES, INC.
CODE OF BUSINESS CONDUCT AND ETHICS
INTRODUCTION

A most valued asset of USA Technologies, Inc. ("USA" or the "Company") is
its reputation for integrity and ethical standards. To preserve USA's reputation
and to reaffirm its existing policy for integrity to its employees, officers and
directors and to persons who deal with USA, the Board of Directors of USA has
adopted this policy.

SCOPE

This Code of Business Conduct and Ethics ("Code") applies in the United
States and in every other country in which USA and its subsidiaries do business.
Compliance with this Code is required of every employee, officer and director.
If you have any questions regarding this Code or its application to you in any
situation, you should contact your supervisor or USA's President.

CODE

This Code outlines the broad principles of legal and ethical business
conduct embraced by USA. It is not a complete list of legal or ethical issues
you might face in the course of business, and, therefore, you must apply this
Code using common sense and good judgment. Employees, officers and directors
should report promptly to their supervisor or USA's President any possible
violations of this Code. No form of reprisal will be taken against you for
reporting in good faith actual or suspected violations.

COMPLIANCE WITH LAWS, RULES AND REGULATIONS.

All employees, officers and directors shall comply with all laws, rules
and regulations applicable to the Company wherever it does business. You are
expected to use good judgment and common sense in seeking to comply with all
applicable laws, rules and regulations and to ask for advice when you are
uncertain about them.

COMPETITIVE BUSINESS.

Each employee, officer and director must act in the best interests of USA.
You must refrain from engaging in any activity that interferes with your
exercise of independent judgment or materially impairs the performance of your
responsibilities, including engaging in any business venture or owning an
interest in any enterprise that places you in direct competition with USA. You
should not, as an employee, officer or director, take action or have an interest
that prevents you from performing your Company responsibilities honestly and
objectively. You may invest in stock (or other securities) in publicly or
privately owned companies, whether or not they are competitors of, or do
business with, USA so long as that holding is not so great as to interfere with
your exercise of independent judgment or materially impair the performance of
your responsibilities.

It is your responsibility to disclose any transaction or relationship that
reasonably could be expected to interfere with your exercise of independent
judgment or materially impair the performance of your responsibilities to USA's
President or, if you are an executive officer or director, to the Board of
Directors, which shall be responsible for reviewing such transaction or
relationship and determining whether any action needs to be taken.

INSIDER TRADING.

Employees, officers and directors who have material non-public information
about USA or other companies, including USA's suppliers and customers, as a
result of their relationship with the Company are prohibited by law and Company
policy from trading in securities of the Company or such other companies, as
well as from communicating such information to others who might trade on the
basis of that information.

POLITICAL CONTRIBUTIONS.

Except as permitted by applicable law, no political contributions of the
funds of USA are to be made, directly or indirectly, to candidates for political
office or to political parties or committees in the United States or any foreign
country. Any permissible exceptions to this general prohibition will require the
prior consent of the President of USA.

GIFTS AND GRATUITIES.

The use of USA funds or assets for gifts, gratuities or other favors to
employees or government officials is prohibited, except to the extent such gifts
are in compliance with applicable law, nominal in amount and not given in
consideration or expectation of any action by the recipient.

Employees, officers and directors must not accept, or permit any member of
their immediate family to accept, any gifts, gratuities or other favors from any
customer, supplier or other person doing or seeking to do business with USA,
other than items of nominal value. Any gifts that are not of nominal value
should be returned immediately and reported to your supervisor.

Bribes and kickbacks are criminal acts, strictly prohibited by law. You
must not offer, give, solicit or receive any form of bribe or kickback anywhere
in the world.

ACCURACY OF BOOKS AND RECORDS.



All transactions must be properly and accurately recorded in the
appropriate books and records of USA, and all receipts and disbursements, and
any asset or liability resulting from the transactions, must be reflected in any
financial statements based upon such books and records. All receipts and
disbursements must be properly supported and documented. No payment on behalf of
USA shall be approved or made with the intention or understanding that any part
of such payment is to be used for any purpose other than that described by the
documents supporting the payments. No undisclosed or unrecorded fund, bank
account or asset of USA may be established at any time. No employee, officer or
director shall make a false or misleading statement to, nor shall any employee,
officer or director conceal information from, outside or internal auditors or
legal counsel of USA.

PUBLIC REPORTING OF INFORMATION.

It is the policy of the Company to provide full, fair, accurate, timely
and understandable disclosure in reports and documents filed with, or submitted
to, the Securities and Exchange Commission ("SEC") and in other public
communications. Every employee of the Company has the responsibility to assist
the Company in meeting these legal and regulatory requirements. If an employee
reasonably believes that the Company or any of its employees or others, acting
on behalf of the Company, have violated any securities laws or regulations,
including matters relating to accounting and auditing, the employee should
immediately report any such potential violation to the Company's President.

CONFIDENTIALITY.



Employees, officers and directors must maintain the confidentiality of
confidential information entrusted to them by USA or other companies, including
USA's suppliers and customers, except when disclosure is authorized by a
supervisor or legally mandated. Unauthorized disclosure of any confidential
information is prohibited. Additionally, you should take appropriate precautions
to ensure that confidential or sensitive business information, whether it is
proprietary to USA or another company, is not communicated within the Company
except to those who have a need to know such information to perform their
responsibilities.

Employees, officers and directors (other than USA's authorized
spokespersons) must not discuss internal USA matters with, or disseminate
internal USA information to, anyone outside the Company, except as required in
the performance of their Company duties and after an appropriate confidentiality
agreement is in place. This prohibition applies particularly to inquiries
concerning the Company from the media, stock market professionals (such as
securities analysts, institutional investors, investment advisers, brokers and
dealers) and security holders. All responses to inquiries on behalf of the
Company must be made only by the Company's authorized spokespersons. If you
receive any inquiries of this nature, you must decline to comment and refer the
inquirer to your supervisor or one of the Company's authorized spokespersons.

You also must abide by any lawful obligations that you have to your former
employer. These obligations may include restrictions on the use and disclosure
of confidential information, restrictions on the solicitation of former
colleagues to work at USA and non-competition obligations.

HONEST AND ETHICAL CONDUCT AND FAIR DEALING.

Employees, officers and directors should endeavor to deal honestly,
ethically and fairly with the Company's suppliers, customers, competitors and
employees. Statements regarding the Company's products and services must not be
untrue, misleading, deceptive or fraudulent. You must not take unfair advantage
of anyone through manipulation, concealment, abuse of privileged information,
misrepresentation of material facts or any other unfair-dealing practice.

PROTECTION AND PROPER USE OF CORPORATE ASSETS.

Employees, officers and directors should seek to protect the Company's
assets. Theft, carelessness and waste have a direct impact on the Company's
financial performance. Employees, officers and directors must use the Company's
assets and services solely for legitimate business purposes of the Company and
not for any personal benefit or the personal benefit of anyone else.

REPORTING AND COMPLIANCE
RESPONSIBILITIES.

Every employee, officer and director has the responsibility to ask
questions, seek guidance, report suspected violations and express concerns
regarding compliance with this Code. Any employee, officer or director who knows
or believes that any other employee or representative of the Company has engaged
or is engaging in Company-related conduct that violates applicable law or this
Code should report such information to his or her supervisor or to the
President. You may report such conduct openly or anonymously without fear of
retaliation. The Company will not discipline, discharge, demote, suspend,
threaten, harass or in any other manner discriminate or retaliate against any
employee who reports such conduct, unless it is determined that the report was
made with knowledge that it was false. This Code should not be construed to
prohibit you from testifying, participating or otherwise assisting in any state
or federal administrative, judicial or legislative proceeding or investigation.



Questions regarding this policy should be referred to the President of
USA. Candor is expected from all employees, officers and directors at all times
and prompt communication of any problems or breaches seen or foreseen in the
areas described above should be made to the President of USA.

VICE PRESIDENT'S COMPLIANCE CERTIFICATIONS.

It shall be the responsibility of each USA Vice President annually (a) to
review this policy or cause it to be reviewed with his or her subordinates,
offering each subordinate an opportunity to report privately to such Vice
President any problems or breaches seen or foreseen in the areas described
above, and (b) to certify to the Audit Committee of the Board of Directors of
USA his or her knowledge with respect to such problems or breaches and that such
review has occurred.

DISCIPLINARY ACTIONS.

The Company shall determine whether violations of this Code have occurred
and, if so, shall determine the disciplinary measures to be taken against any
employee or officer who has violated this Code. In the event that the alleged
violation involves an executive officer or a director, the Chief Executive
officer and the Board of Directors, respectively, shall determine whether a
violation of this Code has occurred and, if so, shall determine the disciplinary
measures to be taken against such executive officer or director.

Failure to comply with the standards outlined in this Code will result in
disciplinary action including, but not limited to, reprimands, warnings,
probation or suspension without pay, demotions, reductions in salary, discharge
and restitution. Certain violations of this Code may require the Company to
refer the matter to the appropriate governmental or regulatory authorities for
investigation or prosecution. Moreover, any supervisor who directs or approves
of any conduct in violation of this Code, or who has knowledge of such conduct
and does not immediately report it, also will be subject to disciplinary action,
up to and including discharge.

The Company reserves the right to amend, alter or terminate this Code at
any time for any reason. The most current version of this Code can be obtained
from USA's President.

This document is not an employment contract between the Company and any of
its employees, officers or directors.

WAIVERS OF THIS CODE

Any executive officer or director who seeks an exception to any of these
policies should contact USA's President. Any waiver of this Code for executive
officers or directors or any change of this Code that applies to executive
officers or directors may be made only by the Board of Directors of the Company
and will be disclosed as required by law or stock market regulation.



Exhibit 23

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statement (Form
S-8 No. 333-117073) of USA Technologies, Inc. and in the related Prospectus of
our report dated September 10, 2004, with respect to the consolidated financial
statements of USA Technologies, Inc. included in this Annual Report (Form
10-KSB) for the year ended June 30, 2004.

/s/ Ernst & Young LLP

September 28, 2004
Philadelphia, PA



Exhibit 31.1

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

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

that:

1.

Date:

I have reviewed this annual report on Form 10-KSB of USA Technologies,
Inc.;

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

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

The small business issuer's other certifying officer and I are responsible
for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the small
business issuer and have:

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

b. Evaluated the effectiveness of the small business issuer's
disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based
upon such evaluation; and

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

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

a. all significant deficiencies and material weaknesses in the design
or operation of internal controls over financial reporting which are
reasonably likely to adversely affect the small business issuer's
ability to record, process, summarize and report financial
information; and

b. any fraud, whether or not material, that involves management or
other employees who have a significant role in the small business
issuer's internal control over financial reporting.

September 28, 2004 /s/ George R. Jensen, Jr.

George R. Jensen, Jr.,
Chief Executive Officer



[a}

Date:

Exhibit 31.2

CERTIFICATION PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

, Mary West Young, Chief Financial Officer of the registrant, certify that:

I have reviewed this annual report on Form 10-KSB of USA Technologies,
Inc.;

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

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

The small business issuer's other certifying officer and I are responsible
for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the small
business issuer and have:

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

b. Evaluated the effectiveness of the small business issuer's
disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based
upon such evaluation; and

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

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

a. all significant deficiencies and material weaknesses in the design
or operation of internal controls over financial reporting which are
reasonably likely to adversely affect the small business issuer's
ability to record, process, summarize and report financial
information; and

b. any fraud, whether or not material, that involves management or
other employees who have a significant role in the small business
issuer's internal control over financial reporting.

September 28, 2004 /s/ Mary West Young

Mary West Young,
Chief Financial Officer



Exhibit 32

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the accompanying Annual Report of USA Technologies,
Inc., (the "Company") on Form 10-KSB for the period ended June 30, 2004 (the
"Report"), I, George R. Jensen, Jr., Chief Executive Officer of the Company,
hereby certify that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d)
of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material
respects, the financial condition and results of operations of the
Company.

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

CERTIFICATION PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
(18 U.S.C. SECTION 1350)

In connection with the accompanying Annual Report of USA Technologies,
Inc., (the "Company") on Form 10-KSB for the period ended June 30, 2004 (the
"Report"), I, Mary West Young, Chief Financial Officer of the Company, hereby
certify that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d)
of the Securities Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material
respects, the financial condition and results of operations of the
Company.

/s/ Mary West Young

Mary West Young
Chief Financial Officer



