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FORWARD-LOOKING STATEMENTS

This Annual Report, including the “Letter to Our Stockholders,” may contain “‘forward-looking statements”” as that term is

nn non

defined in the Private Securities Litigation Reform Act of 1995. The words "believe,” "expect," "anticipate," "intend," "forecast,"
"estimate," "project," and similar expressions identify forward-looking statements. Such statements may include, but are not
limited to, the state of the electronic payments industry and competition within the industry; projections regarding specific demand
for our products and services; the commercial feasibility of new products, services and market development initiatives; our future
financial performance and financial condition; the adequacy of our current facilities and management systems infrastructure to
meet our operational needs; the status of our relationship with and condition of third parties upon whom we rely in the conduct of
our business; the sufficiency of reserves for assets and obligations exposed to revaluation; our ability to effectively hedge our
exposure to foreign currency exchange rate fluctuations; our ability to successfully expand our Global Alliance Channel to
international markets; expected demand for POS products in underdeveloped markets such as China, Russia and India; and future
access to capital on terms that are acceptable, as well as assumptions related to the foregoing. A description of factors that could

affect Hypercom’s financial condition and results of operations and any forward-looking statements in this Annual Report are

contained in Exhibit 99.1 to Hypercom’s Annual Report on Form 10-K which is included herein.



LETTER TO OUR STOCKHOLDERS

Christopher S. Alexande
Chairman, CEO & Presiden

Dear Hypercom Stockholder:

1 am pleased to report that 2002 was a year in which your Company realized substantial success - on both the corporate
level and within each of our principal lines of business. While our financial results of operations and share price were
affected by the adverse economic, political and capital market conditions that prevailed throughout the year, we

nevertheless were able to accomplish the goals that we had set at the onset. Specifically:
* t0 begin the transformation of Hypercom from a technology-driven to a market-centric enterprise,
« to return Hypercom to profitability and enhance the longer term growth and quality of our earnings,
* t0 mitigate the level of financial and operating risks inherent in our business,
s to expand our resources and extend our market reach through the nurturing of existing and new relationships,

= tg establish an infrastructure with which we could leverage our core competencies, thus enabling profitable revenue

growth not anly within the business as we know it taday, but also in logically extended markets, products and services,

* to build upon a Company culture acknowledged for its entrepreneurial spirit, rich in its diversity, and bonded in its

commitment to guality, customer satisfaction and shared success.

While we may take satisfaction in this past year's progress, in perspective we recognize it is but the foundation upon which
we must build if we are to sustain and improve upon our current global leadership position. Substantial growth is projected
for the electronic transaction processing industry and, in particular, that of EFTPQS terminal manufacturers. However,
competition is intense and our customers have raised expectations as to the value to be derived from our products and
services. In this environment, the advantage will lie with those participants who are able to develop and deliver with
consistency the most innovative and cost efficient solutions. I am confident that the business model to which we are
evolving, the depth of our solutions and our on-going commitment to 'quality to market' and 'time to market' will enable us

o feverage our 25 year legacy as a technology innovator, market pioneer and valued business partner.

\ Annual Report




FINANCIAL RESULTS

Your Company ended 2002 in the strongest financial position in recent history. It is the culmination of a year and a

half exercise to address a number of operational issues to include the current performance and fonger-term potential of

each business unit, product and service. We challenged the level of capital required of each, updated the value of

assets on our balance sheet, and strengthened our ability to manage the risks inherent in our business. Corporately, we

reset our capital structure to reduce the financial risk it posed and also lower our average cost of capital.

The special accounting charges incurred as a result of these managed events were painful to bear on a reported basis.

However, the related outlay of cash was nominal. Consequently, we were not only able to accomplish what we believe is

in the best strategic and fonger-term interests of the Company, but afso improved both our year end cash position and

future cash generating capacity.

The 'Business’ and 'Management’s Discussion & Analysis' sections of this report chronicle the current year events in

detail. The following items are particularly significant in their accomplishment and in support of our prospects for

2003 and beyond:

in the 1st quarter we completed a private placement We have every expectation that the year ahead will pose

of our common stock, netting proceeds of $36.5 additional challenges to our financial success. Having
mitlion. The transaction was not only earnings said that, we still perceive opportunities for

accretive but also afforded the financial flexibility by improvement within our existing operations. We have
which we were subsequently able to address both adopted a market discipline of profitable revenue
operations and credit issues; growth and an operating model gearing to that of low

«  we ended the year with a cash balance of $29.8 cost provider. New business development opportunities

milfion and no borrowings outstanding under our are assessed in terms of strategic fit and against a

revolving credit agreement; threshold of meaningful scale, level of investment, risk

and reward. We have raised the bar on overall

« we commenced the hedging of the foreign currency . .
performance, and reaction times in all aspects of the

risks inherent in our international operations; .
business have been accelerated.

*  gur comparative balarce sheet now reflects a more
efficient use of working capital, no goodwilf and

considerably less long term debt than a year ago;

* we reported a consolidated profit in the 4th quarter
as both the Transaction Systems Group and Golden
Eagle Leasing achieved positive income from

continuing operations;

» full year net cash provided by continuing operations

equaled $25.4 miliion.
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OUR PRINCIPAL LINES OF BUSINESS

The Transaction Systems Group is the embodiment of Hypercom's

we began the transition to a more market-centric
enterprise - hosting a highly successful Global
Partners Conference in the spring, engaging
customers for their input in new product
development, and internally reorganizing the
product development function to improve quality

and time to market,

we targeted independent sales organizations as a
complementary channel by which to further

penetrate the domestic EFTPOS terminal market,

we expanded the number of value-added resellers
engaged in the development of POS and non-
traditional applications for our ICE™ product

line of terminals,

we released the ' Plus” versions of our T series and
ICE family of terminals in response to market
demand for our high-speed printer and integrated

pinpad configuration,

25 year legacy as a technology innovator, market pioneer and valued

business partner within the electronic transaction processing industry. This past year we sustained that legacy as we issued a
number of announcements citing the advancements in our products and services, the development of new applications, the
penetration of new markets, the award of major contracts and the formation of new business alliances. And for the second
year in a row your Company was recognized by Frost & Sullivan as the recipient of their prestigious 'Market Engineering

Company of the Year Award' for major advances in electronic payments.

But the year was also one of dramatic change within the Transaction Systems Group, a change induced as much by our

own anticipation of the future as it was by prevailing market conditions:

we deployed our highly secure HFT terminal set in
quick service restaurants, a new market segment

with substantial unit volume potential,

we formed the Secure Systems & Transactions Group
to apply our expertise and current solutions to the

prevention of card fraud and identity theft,

our customized networking solutions continued to
service the needs of customers invested in legacy
network technology and protocols. Our release of
the new feature and function-rich MegaNAC® 180
not only affords a more cost effective solution for
our general market, but positions us as a future

player in the transaction transport business,

we restructured our sales organization, adopting a
distributor network in those markets warranted by

the economics,



OUR PRINCIPAL LINES OF BUSINESS

* we further reduced our product costs, thus sustaining
our price/value position while improving our gross

margin,

* we substantially reduced our operating expenses,
having rationalized our R&D spending and having
increased the productivity of our sales and support

organizations,

* and finally, we elected to divest ourselves of non-

essential businesses and underperforming assets.

I am pleased with the progress of 2002 and confident
that our current track is the appropriate one given our
core competencies, existing resources and the
opportunities available to us in the marketplace. We
anticipate that the year ahead will pose new challenges
and we will be prepared o address them accordingly.

I believe our greater success will be a reflection of our
commitment to continuous improvement and ability to

execute the fundamentals of our business.

Our Golden Eagle Leasing business performed to
expectations in 2002, In the three years since its
acquisition, we have gained considerable knowledge of
the micro-ticket leasing business and have transitioned a
formerly unprofitable and under-financed enterprise to a
core asset that is nicely profitable and self-funding.
Critical to this success has been a more disciplined
approach in the underwriting of prospective leases,
compliemented by a highly efficient and cost effective
administrative group responsible for customer supgort

and portfolio maintenance.

Going forward, our plan is to accelerate the funding of
new leases as our current portfolio is rapidly maturing.
While we will continue to focus on our legacy EFTPOS
terminal equipment market as the principal source of new
leases, we will also extend our experience in micro-ticket
leasing to other selected equipment lines. In doing so, we
will apply the same disciplined approach to underwriting

and leverage the productivity of our existing technology

and administrative group.




RECOGNITION

It is appropriate to recognize that the transformation
that we have experienced over the last several years and
the success that we look to build upon going forward
would not be possible if it were not for the contribution
and continuing support of the multiple constituencies

of Hypercom.

They include our loyal customers who have endorsed
our products and services, financially and with their
reputations. We value not only your business, but also
the insight you provide us in understanding the needs
of the market and how we can better perform to

those expectations.

Our business partners, who are so very critical to the
guality of our products and services and our ability to
access markets otherwise not available to us given the
constraints of our own resources. We value your shared
commitment to excellence and customer satisfaction and
thank you for your responsiveness to the needs we may

have expressed.

Our dedicated and loyal employees, who have embraced
the vision of Hypercom and who have worked relentlessly
to make it a reality. We value your knowledge, passion and

continued commitment to your Company's future success.

Our Board of Directors, who have provided us with their

wisdom, experience and moral support in confronting the
many challenges we endure in the management of our
business. We further appreciate the additional
responsibility and more active role required of you in the

current regulatory environment.

Our loyal stockholders. Thank you for your belief in

our vision, trust in our plan and confidence in our

ability to deliver its long-term potential. You have our
commitment that our efforts will be in your best interests
as an owner and support the objective of maximizing the

value of your Company.

In my tenure as Chief Executive Officer, I have had the
pleasure of working with some tremendous people - both
within and outside of our Company. I have personally
grown as a result of that experience, hopefully giving
back in kind. So on a personal basis, I would like to
thank you all for your support. 1 am extremely proud of
our relationship and the prospect of continuing our work

together in building a more prosperous Hypercom.

I G2

Christopher S. Alexander

Chairman, Chief Executive Officer and President
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Item 1. Business

General Description

We are a leading global provider of electronic payment solutions that add value at the point-of-sale (POS) for consumers,
merchants and acquirers, such as banks and processing companies. Our products include secure card payment terminals and peripheral
devices, specialized networking equipment, software applications for e-commerce, mobile commerce, smart cards and traditional
credit, charge and debit card transactions, and related support and services. Increasingly, our more advanced terminals are being
deployed in support of non-payment applications and new markets, including government, education and healthcare. We are also
engaged in micro-ticket leasing of payment terminals and other equipment.

Our principal executive offices are located at 2851 West Kathleen Road, Phoenix, Arizona, 85053, and our telephone number is
(602) 504-5000. Our website is located at www.hypercom.com. We make available free of charge, through our website, our annual
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or
furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act as soon as reasonably practicable after we electronically
file such material with, or furnish it to, the Securities and Exchange Commission. The information on our website is neither
incorporated by reference into, nor a part of, this Report.

History and Business Profile

We are the successor to an Australian company founded in 1978 by George Wallner. Our operations were primarily focused on
Asian markets until 1987 when the company expanded its operations into the United States as a result of being awarded contracts to
supply advanced technology POS terminals and related network systems to American Express. Commencing in the early 1990s, we
expanded our operations into Latin America and Europe to take advantage of their increasing usage of credit and debit cards and the
successful performance of our POS products in a less developed telecommunications environment. In 2002, international revenues
accounted for approximately 59% of our total revenues.

On June 5, 1996, we reincorporated in Delaware, and shortly thereafter, through a series of corporate restructurings, became a U.S.
holding company for the operations of the Australian company and its subsidiaries and affiliates. [n 1997, we completed an initial
public offering of our common stock, which is listed on the New York Stock Exchange as “HYC”.

In April 1999, we acquited Hypercom Financial Terminals AB, which manufactures POS terminals, personal identification
number (PIN) pads, and related equipment, that we have integrated into our worldwide product offerings.

In January 2000, we acquired Golden Eagle Leasing, Inc. (Golden Eagle), which provides micro-ticket leases for POS and other
equipment, the sale of which is generally originated through banks, processors, acquirers and Independent Sales Organizations (I1SOs).

We operate through various divisions and more than 20 subsidiaries. These business units include:
POS/Network Services Segment:

°  Hypercom Transaction Systems Group, which is responsible for our POS payment system operations in North America, Latin
America, Asia/Pacific and Europe/Middle East/Africa (EMEA);

> Hypercom Network Systems, which is responsible for our enterprise networking operations in North America, Latin America,
Asia/Pacific and EMEA;

* Hypercom Manufacturing Resources, which is responsible for all of our manufacturing operations.
Leasing Segment:

» Golden Eagle, which is responsible for micro-ticket leasing of POS terminals and other equipment.




With worldwide headquarters in Phoenix, Arizona, we market our products in more than 100 countries through a global network of
sales, service and development offices located in Argentina, Australia, Brazil, Chile, China, Hong Kong, Hungary, Latvia, Mexico,
Russia, Singapore, Sweden, and the United Kingdom. We also use distributors and value-added resellers to complement our direct
sales organization.

Recent Financial Developments

During 2002, we took a number of steps to improve our long-term profitability and reduce the risks inherent in our balance sheet.
During the first quarter of 2002, we completed a private placement of 7,870,000 shares of our common stock to select institutional
investors and high net worth individuals. We used the net proceeds of $36.5 million from the offering to repay two high-cost term
loans under our primary credit facility, to repay an outstanding loan from a director and principal shareholder, and to pay down the
then current principal and interest under our revolving credit facility.

In the second quarter of 2002, we commenced foreign currency hedging transactions for the purpose of attempting to protect the
U.S. dollar denominated value of our offshore assets. We also wrote-off $21.8 million of goodwill in accordance with the adoption of
Statement of Financial Accounting Standards No. 142.

In the third quarter of 2002, we completed a restructuring of the operations of our Transaction Systems Group to improve
operating efficiencies, reduce financial exposure in Latin America and discontinue activities that were unprofitable and non-essential
to our core products and services. As a part of the restructuring, we terminated our direct manufacturing operations in Brazil in favor
of the economies of scale, expertise and enhanced cash flow available on a contracted basis with a leading electronics manufacturing
services provider. Additionally, we modified our sales and marketing approach in Latin America, Canada and Germany, where the
level of activity was indicative of a local distributor network versus a dedicated direct sales organization. We also reduced general,
administrative and other overhead expenses in the Latin America region. Also during the quarter, we established a $20 million
valuation allowance on our deferred tax asset to fully reserve the then remaining balance.

For further information concerning these recent financial developments see the Notes to Consolidated Financial Statements
included in this Report.

POS Terminal Industry Overview

Over the past several decades, consumers worldwide have increasingly utilized card-based payment methods, such as credit and
debit cards, to replace traditional forms of payment, such as checks and cash. Until the early 1980s, most point-of-sale credit card
transactions were processed manually using paper-based systems and requiring a telephone call for credit authorization or verification.
This costly, time-consuming method resulted in delays in the completion of the transaction and in the receipt of funds by merchants.
In order to accommodate the increasing use of card-based payments and to facilitate electronic online processing of these transactions,
stand-alone payment terminals were introduced in the early 1980s to authorize credit card payments. This function requires the use of
a POS terminal capable of reading a cardholder’s account information from the card’s magnetic stripe and combining this information
with the amount of the sale entered via a POS terminal keypad. The terminal electronically transmits this transaction information over
a communications network to an authorized computer data center and then displays the returned authorization or verification response
on the POS terminal.

In recent years, POS terminals have evolved from authorization only devices into small computers capable of accommodating
various means of electronic payment, back office and marketing applications, and fraud prevention. Basic card payments through
transaction terminals remain a critical application and require specialized and secure payment devices that will continue to occupy a
place on the merchant countertop. However, the industry trend is for terminals to not just have the ability to process credit card
transactions, but also facilitate other multiple applications for the merchant, the processor, and the consumer. Thus, the POS terminal
is rapidly becoming a dual-function platform — both an interactive payment device and a front-end to a complete transaction solution
for the point of sale/transaction. The ability to quickly and seamlessly handle, transport and route the increased amount of data to
multiple locations without increasing the transaction time is also critical. We have continually focused on the entire transaction from
initiation to completion, and in doing so have designed our POS products to take advantage of the latest in technology, connectivity,
and applications, without sacrificing speed or security. Our solutions are designed to minimize the total cost of ownership giving
consideration to the needs of processors, acquirers, merchants and consumers.

The evolution of POS technology has been accompanied by a demand for additional value-added applications at the point of
sale/transaction. These include gift and loyalty cards, pre-paid phone card activation, on-screen signature, electronic receipt capture,




electronic check truncation or conversion, electronic processor statements, e-mail, interactive coupon and loyalty programs, logos and
advertising, virtual store and connectivity, positive identification and enhanced security. Other developments facilitated by these new
technologies include the increased adoption, particularly in Europe and more recently in Latin America and Asia, of computer chip or
“smart” cards that store value and information or secure token, the increased popularity of debit cards, the adoption of card payment in
the quick service restaurant (QSR) industry, and the use of POS systems in vertical industries, such as health care and the electronic
payment of government benefits.

As the infrastructures of China, India, Russia and other underdeveloped counties are built out to levels sufficient to support
electronic transactions and services, they are expected to result in further growth opportunities for the POS industry. China, in
particular, is rapidly developing and is projected to surpass the U.S. in the number of debit and credit cards issued within the next
several years.

The market for our terminals is generally comprised of the following segments:

+ Basic functionality — low cost/low price, high volume potential in the traditional point-of-sale environment.

¢ Enriched applications — lower total cost of ownership at higher price point, Internet enabled, specialized and extended niche.
* Mobile and remote.

* Non-payment transactions — Government, Education and Healthcare niche applications.

We estimate that up to 60% of the installed base of terminals in the industry is incapable of supporting the more enhanced
functionality and product features increasingly demanded in the marketplace. Thus, the opportunity to replace or upgrade the existing
terminal base is significant and increasing. Additionally, the industry’s card associations, including Europay International, MasterCard
International and Visa International, have prescribed new and more rigorous standards that all new and existing terminals must meet in
order to be certified for use in their respective systems. These standards govern interoperability, backwards compatibility,
interconnectivity, security and other operating features.

EMVCo, the smart card standards organization, was established in February 1999 by Europay International, MasterCard
International and Visa International to administer, maintain, and promote the EMV™ Integrated Circuit Card, Terminal, and
Application Specifications for Payment Systems (commonly referred to as the EMV™ Specifications). The EMV™ Specifications,
originally developed jointly by the three organizations, define a set of requirements that ensure interoperability for credit and debit
payment applications between smart cards and terminals on a global basis, regardless of where the card is used. The EMV™
Specifications serve as the global framework for smart card and terminal manufacturers worldwide. EMVCo ensures a single terminal
approval process at a level that allows cross payment system interoperability through compliance with the EMV™ Specifications.

EMVCo established the terminal Type Approval process to create a mechanism to test compliance with the EMV Specifications.
Type Approval provides an increased level of confidence that interoperability and consistent logical behavior between compliant
applications have been achieved.

EMVCo Type Approval testing is divided into two levels. The Level 1| Type Approval process tests compliance with
electromechanical characteristics, logical interface, and transmission protocol requirements. Level 2 Type Approval tests compliance
with debit/credit application requirements.

The EMVCo Type Approval process exclusively addresses terminal Type Approval. Card Type Approval is the responsibility of
the Europay, MasterCard and Visa payment systems. Hypercom was one of the first POS terminal providers to receive the EMVCo
Level 1 and 2 certifications necessary to fully support the conversion to smart card transactions and the first to pass all of the EMVCo
Level 2 tests through Europay. Hypercom has worked closely with EMVCo to develop and ensure an EMV-stable platform, with each
Hypercom region having a dedicated EMV team. Our EMEA regional office houses our Global Certifications team, which provides
support, implementation and certification for roll-out throughout the world. Based on our expertise in this area, we believe Hypercom
is well positioned to capitalize on these opportunities.

Class B and Class A certifications of our POS hardware and Software by card processors are essential for deploying our terminals
in the U.S. marketplace. Class B certification tests the content of the host message (interface) formats for integrity and fulfillment
between the terminal and the processor. Upon receiving Class B certification, we then train third party help desks to support merchants



regarding the new product. Class B certification is a prerequisite to applying for Class A certification. In Class A certification, the
processor or large customer assumes full responsibility for completing the certification process, deploying the product, and providing
direct help desk support for their merchants.

Successful completion of the EMVCo certification process, the processors’ Class B and Class A certifications, and compliance
with other applicable standards set by international payment bodies, regulatory authorities and banking associations, is a pre-requisite
to the timely introduction of new terminal technology.

Access to the industry’s channels for marketing, sale and distribution of terminals, and to value-added resellers, is a critical factor
for achieving success as a provider of POS products. We have leveraged our extensive and long-standing relationships in the industry
with banks, card associations, processors, independent sales organizations, value-added resellers and others to complement our sales
efforts.

The POS terminal manufacturing industry is extremely fragmented. Including Hypercom, there are but a few global providers as
the majority of participants compete on either a regional or local country basis, within specific market segments or with a limited
range of products and services. According to The Nilson Report (November 2002), the top three manufacturers (Hypercom, VeriFone
and Ingenico) accounted for approximately 66% of POS terminals shipped in 2001, while 46 other manufacturers accounted for the
remaining 34%.

Products and Services
Point of Sale / Point of Transaction Terminals

Hypercom provides system-level products and services to our electronic transaction customers, including point-of-sale/ point-of-
transaction terminals, peripheral devices that effectively extend terminal capabilities, network access controllers, transaction
environment software and a host of pre and post sale services. Our end-to-end solutions capability and global presence is a
competitive advantage in servicing the broad range of customer and end-user requirements worldwide.

Our terminal products include stand-alone terminals, terminals integrated with host server or PC based systems, and wireless
terminals. These terminals service a number of end-user environments, including that of the stand-alone merchant countertop, multi-
lane retailer, temporary merchant locations and kiosks, outdoor drive-thru, mobile units and operations requiring on-site portability
such as rental car lots and restaurants. Our terminal products are designed to accept magnetic stripe cards, smart or chip cards, check
truncation, conversion and imaging, and radio frequency (RF) transmitting devices. Terminal functionality ranges from routine tasks,
such as credit or debit authorization, electronic draft capture and electronic batch submission and settlement, to more advanced
functions, such as interactive customer coupon and loyalty programs, issuance of prepaid cards, signature capture, email, time and
attendance, internet store expansion, electronic benefits transfer and identification verification. These products feature a modular
design to allow for easy maintenance and upgrading and may be centrally managed through our proprietary Term Master® software
program.

The peripheral device products that interface with our terminals include printers, PIN pads, check readers, receipt capture devices,
identity verification devices and external modems.

Hypercom T7™., Qur T7 family of terminals is a well established product line in the POS industry, with more than three million
units sold since its introduction in 1994. The T7 series combines an intuitive user interface, one-step initiation of all daily functions
and transaction types, multiple peripheral options, and high-performance communications. The T7 family offers a low-cost terminal
option for credit, debit, smart cards and specialized financial applications through its extensive software application library.

Hypercom ICE™. Cur Interactive Customer Environment (ICE) family of products consists of high performance, multi-function
touch-screen terminals incorporating a high-speed thermal printer and our Hypercom FastPOS™ modem technology. Our ICE
terminals provide financial transaction technology incorporated with a highly interactive and intuitive user interface to support
sophisticated transactions with minimal user training.

ICE terminals support multiple payment options such as magnetic-stripe charge, credit and debit cards, smart cards and paper
check conversion. They enable such value-added benefits as electronic signature capture, prepaid card activation, interactive customer
coupons and loyalty programs, logos and advertising, virtual stores and positive identification. They also support administrative
activities such as electronic receipt capture, time and attendance, email and electronic statements. The advanced technology and




breadth of the ICE product line not only accommodates the aforementioned expanded applications at the POS, but also enables the
deployment of our terminals in non-traditional markets, such as government, education and health.

Products in the ICE family include the ICE 5000, ICE 5500 and ICE 5700, the ICE 5500M and the ICE 6000 for the multi-lane
retail environment, ICE 6500, the ICE 4000 for wireless transaction environments and the Windows CE-based ICE 7000, for health-
care, electronic benefit transfer and industrial-commercial markets.

Hypercom Financial Terminals (HFT). Our HFT family of products protects the entry of PINs and secures both data input and
data transmission according to standards set by international payment bodies, regulatory authorities and banking associations. The
HFT 500 family of high-security PIN pads and card acceptance devices can be used either indoors or out, are easy to operate and
enable fast, secure verification of both card and cardholder. Currently, the HFT 500 series is the outdoor component to our quick
service restaurant (QSR) drive-thru solution for this rapidly developing segment of the POS market.

Hypercom Plyus. Our Plus family of products consists of enhanced versions of our T series and ICE product lines. These products
incorporate the Hypercom SureLoad™ printer, a new thermal printer that incorporates fast, easy loading of paper rolls. The Plus
products also have integrated PIN pads and the ability to read traditional magnetic stripe and the new smart cards. The T7Plus is the
next generation of the Hypercom T7P. The ICE 5500P/us includes all of the features and functionality of the ICE 5500, with the
addition of the SureLoad printer and an integrated PIN pad. The ICE 5700P/us combines the ability to do check conversion and
credit/debit/chip card transactions in one, convenient, easy-to-use device.

The ICE product family accounted for 34% of our terminals shipped in 2002, with the T series and HFT product line comprising
the other 66%.

Secure Systems and Transactions Group. In August 2002, we created the Secure Systems and Transactions Group as a new
division within our POS/Network Systems Segment to target growth opportunities that are extensions of our core competencies but
beyond the traditional payments markets. Specifically, we are exploring approaches to address, directly and/or in partnership, newly
emerging federal, state and local identity verification initiatives and Homeland Security requirements. Our product offerings include
biometrics, secure identification, age verification and transaction security products and systems.

Network Solutions and Equipment

Our Hypercom Network Services products and services are customized to support the unique requirements of both high volume
and high value transaction based networks, whether they are the traditional retail point-of-sale or other industry verticals such as
financial, petroleum, gaming/lotteries and government. Regardless of end use, all Hypercom networks are designed for speed,
reliability and security. In contrast to the standard IP-based network solutions offered by our competitors, our networks address the
needs of customers having a substantial investment in legacy systems and protocols. Our solutions not only sustain the value and
extend the life of those networks, but also provide a clear migration path to TCP/IP applications.

Our transaction and network systems product lines are complemented by a host of services that include terminal encryption and
deployment, terminal repair and maintenance, customer training, help desk support, network design, network installation and
management. We also offer a suite of proprietary software for systems development and management (both terminals and networks),
along with formal training programs for engineers, developers and systems administrators.

Our Integrated Enterprise Networking (IEN) family of products consists of Network Access Controllers (NACs) that provide the
networking hardware technology and communications infrastructure necessary to achieve connectivity in the POS environment. NACs
are intelligent communications devices that provide a wide range of digital and analog interfaces, line concentration, protocol
conversion, data concentration, transaction routing, backup transmission paths and multiple device interface capabilities that allow
access to high-performance data communications networks. Qur IEN products have been shown to reduce operating costs and protect
our customers’ investments in current legacy networks. They afford an array of network technologies, such as X.25, frame relay, and
Integrated Services Digital Network (ISDN) and protocol interfaces, including SNA and TCP/IP. The NAC product line also includes
the IEN 100, which connects automated teller machines, POS terminals and PC or in-store controllers to existing hosts utilizing
standard dial-up access.



Services and Software

Hypercom provides a broad range of services related to our POS payment systems and networking products. We provide
consulting services to:

» assist with strategies and alternatives for POS payment systems,

= assist in the design, installation, integration and management of POS payment systems, and

» design customized software applications.

We also provide deployment, training, technical assistance, help desk, maintenance and leasing services for our products.

Terminal Application Software. We work closely with our customers to develop standard and customized applications that
operate on our terminals. To date, we have developed over 80 terminal software applications, ranging from entry-level credit and debit
solutions to complex systems that support a comprehensive range of electronic payment and medical transaction functions. Among
these software applications are specialized applications for specific markets such as lodging, restaurants, multi-lane retail and health
care.

Terminal Management Seftware. Every Hypercom-produced terminal application has a management and control module that
interacts with our Term-Master® Terminal Network Management System. Term-Master is designed to provide mission-critical
functionality to users of our terminals. Term-Master is the basis for an integrated terminal management approach that centrally
supports multiple merchant locations, remote and automated downloading of terminal application software, multiple application
software management, merchant terminal set-ups, performance monitoring and on-line diagnostics. Term-Master provides a highly-
efficient and cost-effective system for administering terminal functions in multiple locations. Cur product offerings in terminal
management range from the basic functionality offered in our new condensed Term-Master, to an Internet-provided and managed
system in I-Term-Master, to the complete terminal management system, Term-Master Suite.

Global Alliznce Channel. Our Global Alliance Channel (formerly VAR Relations Channel) is comprised of over 100 value-added
resellers and developers, and supports over 19 vertical or specialty markets that include retail/restaurant, e-commerce and gaming.
Using our Visual Hypercom Developer’s Toolkit (VHDT), the Global Alliance Channel creates unique and innovative applications
that enhance the point of sale, open new vertical markets for Hypercom, as well as provide incremental hardware sales. In 2003, we
expect that the Global Alliance Channel will continue its expansion to our international regions in EMEA, Asia, Australia, and Latin
America. The applications being developed by our Global Alliance partners are a complement to that developed internally and
effectively extend our market penetration while also reducing our cost of software development.

ePic® Our comprehensive Internet-based retail countertop commerce and information system, called ePOS-infocommerce™, or
ePic, is the industry’s first Internet-enabled POS payment terminal and server system. ePic allows merchants to support a range of
Internet-based functions via our ICE series of touch-screen terminals. In addition to traditional secure payment processing functions,
ePic supports electronic receipt capture, advertising at the point of sale, interactive electronic coupons, branding programs, customer
loyalty programs, e-mail, and e-commerce. With our electronic receipt capture software, the receipt and signature are captured at the
point of sale and stored electronically. This creates a completely paperless environment, which improves merchant efficiency and
service, and reduces charge-backs. Charge-back handling is completely automated as receipts are accessed electronically for
satisfactory settlement. Merchants can view and retrieve receipts through the Internet with a standard browser, print the data or send it
electronically to the appropriate destination.

To support advertising at the point of sale, the touch-screen on the ICE terminals can display the merchant logo, promotions or
other advertising. ICE Media delivers onscreen messages, such as our pilot program, which displays and prints the pictures of missing
children on screen and on receipt. Point of purchase advertising can also be used to cross-sell, motivate and build the brand image.
Customized receipts with the merchant logo or advertising message may offer discounts for future purchases, extend advertising
impact and encourage repeat business.

Loyalty programs keep merchants in touch with their customers and inform customers of new rewards, alert them to special offers
or simply remind them to use their credit or debit cards. Data secured with loyalty cards can be used to make personalized customer
service improvements.




Network Applicaticr Software. We work closely with our clients to develop standard and customized applications that operate
on our network products. To date, we have developed over 400 network software applications. Our Hybrid Transport Switching
Protocol (HTSP) provides a secure routing protoco! that allows for the transparent transport of diverse applications using multiple
wide area network connections. HTSP and the Hypercom network product are currently supporting the global transactions for
Europe’s largest bank.

Network Management Software. Every network application software program we produce includes a management and control
module that interacts with our HypercomView™ (formerly IENView®) Network Management System. HypercomView sets new
standards in GUI-based management for detail, ease and speed. Easy-to-read screens and maps help network managers configure,
administer, and troubleshoot complex POS and data networks.

Customers

Our POS Systems customers are predominantly large domestic and international financial institutions, electronic payment
processors, independent sales organizations, distributors and resellers. These customers generally have substantial POS payment
system requirements. We place special emphasis on offering high-performance, technologically-advanced POS payment system
solutions and networking products to enable our customers to increase revenues, sustain revenues and/or reduce costs.

Our Network Systems customers generally consist of large financial institutions, retailers, lotteries, electronic payment processors,
resellers and other enterprises that have substantial branch networking requirements spanning an average of 200 sites, and want to
leverage their existing equipment by connecting to networks.

In any given year, select customers may account for a significant percentage of net revenue. For the year ended December 31,
2002, First Data Corporation and its affiliates accounted for 10.9% of our consolidated net revenue. Including First Data Corporation,
our two and five largest customers accounted for 17.7% and 29.7% of our consolidated net revenue, respectively.

Sales, Marketing and Distribution

We sell our POS payment system solutions domestically through our direct sales force and independent third-party resellers,
including financial institutions, electronic payment processors, service providers and distributors, and internationally through financial
institutions and distributors.

Our general marketing strategy is coordinated from our Phoenix, Arizona headquarters; however, each region develops programs
that meet the needs of their local markets. Our marketing programs include trade shows, press releases, press interviews, speaker
engagements, training and technology seminars, sales collateral and white papers, print advertising, articles and newsletters supported
by our marketing and technical publications group.

Product development and strategy are also coordinated from our Phoenix headquarters. Our sales, marketing and engineering
groups work closely with the regions to accommodate the needs and provide product solutions specific to local and individual
customer requirements.

Customer Service and Support

We are committed to providing a high level of service and support to our customers in a cost-effective manner. We provide a wide
range of support services that contribute to the increased profitability of our customers and meet their individual needs.

We provide pre- and post-sales consulting and application software development, and value-added services such as deployment
and customized packaging services, PIN pad encryption equipment and asset management, merchant training, system upgrades and
conversions, help desk services and terminal repair and refurblshmg We also work with third party merchant service providers that
provide support services to our customers.

Internationally, we offer support services directly or through our distributors or other third party providers. The level of services
available varies by region. For example, in Brazil, our Netset subsidiary provides full on-site support services such as installation,
training, repairs and help desk services. In other markets, we maintain smaller direct support operations and provide only help desk
services and repair services. In these markets, we contract with third party providers to provide more extensive support services.



We provide up to a five-year warranty on our POS terminal products and a one-year warranty on other products. We believe our
five-year warranty on POS terminal products results in a lower total cost of ownership than competitors’ products and contributes
significantly to our reputation for providing high-quality, reliable products.

Manufacturing

Our primary manufacturing facility for the manufacture of POS payment systems is in China. OQur wholly-owned China subsidiary
controls the planning, final assembly and final product testing, while using a subcontractor for subassembly processes. This maximizes
asset utilization while providing maximum flexibility. In the third quarter of 2002, we terminated our direct manufacturing operations
in Brazil and contracted with a leading electronics manufacturing services provider to provide these services. This decision enabled us
to eliminate a fixed cost in favor of a more variable expense structure, leverage the operating efficiencies of a larger global
manufacturer, reduce our working capital requirements, including the use of cash, and mitigate our foreign currency exposure. We
outsource the manufacture of our HFT family of products in Sweden through a third party manufacturer.

To control product costs, we centrally manage product documentation and material requirements planning from our Phoenix
facility, utilizing an integrated computer system linking all Hypercom manufacturing and design centers. Centralized management of
the planning processes, combined with regional-market procurement, allows us to ensure quality components are used in our products,
take advantage of volume discounts and maximize customer responsiveness. Our Product Development and Manufacturing
organizations rigorously engineer and test our new products to recognized performance, quality and regulatory standards.

We also rely on third-party suppliers for certain components of our POS payment systems and networking products. We purchase
directly from select suppliers, using distributors where flexibility is appropriate. We have been able to obtain favorable pricing on

commodity items as well as custom designed components. Our suppliers must meet high standards of component quality and delivery
performance.

Research and Product Development

Since our inception, we have made substantial investments in research and development. With respect to our POS payment system
products, our development efforts are focused on products, including both hardware and software, that support new technologies and
payment products emerging in the electronic payments industry. We work closely with our customers to define new product concepts
and identify emerging applications for both our hardware and software products. Development projects are evaluated through a
management review process and assigned to our development centers based upon the potential value of the target markets, as well as
the technology, staff resources and engineering expertise requirements.

Cur product development process generally involves the following:

> Identification of the applicable market for the product.

e Design of the product for the market.

o Engineering and development of the product.

o Testing of the product.

» Quality assurance with respect to the components and product performance.

» Certification of the hardware and software by applicable organizations.

»  Production.

We design and develop all of our products and incorporate where appropriate, technologies from third parties and those available

in the public domain. Our product development units are principally headquartered in Phoenix, Arizona. Development staffs also are
located in Dallas, Texas, Australia, Brazil, Hong Kong, Latvia, Russia, Singapore, Sweden, and the United Kingdom.
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In the periods ended December 31, 2002, 2001 and 2000, our research and development expenditures from continuing operations
were $24.7 million, $28.1 million, and $38.7 million, respectively. To date, a substantial majority of our research and development
costs have been expensed as incurred.

Seasonality

The POS equipment business is seasonal with net revenue and results of operations typically stronger from July to December. This
seasonality is generally attributable to the following factors:

» Increased POS purchases to satisfy increased retail demand during the holiday season;

e Incentive programs that VISA and MasterCard offer from July to December to encourage merchants to offer card-based
payment systems; and

»  Allocation of customers’ capital budgets by the end of March, with volume shipments beginning in July.
Competition

The markets in which we operate are highly competitive. With respect to our POS payment system products, we compete primarily
on the basis of ease-of-use, product performance, price, features, quality, the availability of application software programs, the number
of third-party network host and telecommunication system certifications we have obtained for our products and application programs,
rapid development, release and delivery of software products and customer support and responsiveness. Software products compete on
the basis of functionality, scalability, quality and support.

In the POS terminal segment, our global competitors are Ingenico, a France-based company, VeriFone, Inc., a privately-held
domestic company, and Lipman, an Israel-based company. In any particular market, we may also find ourselves in competition with
local or regional manufacturers and distributors.

In the electronic cash register market, we compete with companies such as IBM, Siemens, NCR, ICL and Micros.

In the specialty network products niche of the marketplace, our primary competitors are Cisco, CommWorks, Motorola and Suntec
all of which are U.S.-based.

Marketing in foreign countries poses additional challenges, the more common being a customer preference for a national vendor,
difficulties in obtaining necessary certifications, and an ability to accommodate government imposed policy requirements. See “Risk
Factors — The markets in which we compete are highly competitive and subject to rapid technological change and price erosion” in
Exhibit 99.1 which is attached hereto and incorporated herein by reference into this Report.

Proprietary Rights

QOur success is attributable in part to our proprietary technology. We rely upon patents, copyrights, trademarks and trade secret
laws to establish and maintain our proprietary rights in our technology and products.

We currently hold patents issued in the U.S. and several other countries relating to POS terminal products. We also have a number
of pending U.S. and foreign patent applications relating to our POS terminal products, as well as our Integrated Enterprise Networking
product family.

We currently hold trademark registrations in the U.S. and numerous other countries for the “Hypercom” mark and logo. In
addition, we have several other U.S. and foreign trademark registrations and pending U.S. and foreign trademark applications relating
to our products and services.

We embed copyright notices in our software products advising all users that the software is owned by Hypercom. We also place
copyright notices on documentation related to these products. We routinely rely on contractual arrangements to protect our proprietary
software programs, including written contracts prior to product distribution or through the use of shrink-wrap license agreements. We
typically do not obtain federal copyright registrations for our software.
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There can be no assurance that other parties will not develop products or technologies that are equivalent or superior to those of
Hypercom, or that any patents, trademarks, copyrights, confidentiality agreements and internal safeguards upon which we rely will be
adequate to protect our interests. See “Risk Factors — If we are unable to adequately protect our proprietary technology, our
competitors may develop products substantively similar to our products and use similar technologies, which may result in the loss of
customers” in Exhibit 99.1 which is attached hereto and incorporated herein by reference into this Report.

Industry Standards and Government Regulation
Before product sales are completed in the United States, our products must:
° meet industry standards as imposed by VISA, MasterCard, and others;
» Dbe certified to connect to some public telecommunications networks;
o comply with Federal Communications Commission regulations; and
= comply with Underwriters Laboratories’ regulations.

We must also comply with state, federal, and international laws governing such areas as occupational health and safety, minimum
wages, work hours and overtime, retirement and profit-sharing plans and severance payments, and the use, storage, handling, and
disposal of dangerous chemicals. Before completing sales in foreign countries, our products must comply with local
telecommunications standards, recommendations of quasi-regulatory authorities, and recommendations of standards-setting
committees. In addition, public carriers require that equipment connected to their networks comply with their own standards. These
standards in part reflect their currently installed equipment. Some public carriers have equipment that does not fully meet current
industry standards. We must address this issue in designing enterprise-networking products. Although we believe our products
currently meet all applicable industry standards, we cannot guarantee that our products will comply with future standards. In addition,
carriers set the tariffs that govern rates for public telecommunications services, including their features and capacity. These tariffs are
subject to regulatory approval. Changes in the tariffs could have a material adverse effect on our business and financial condition.

Equipment Leasing

Golden Eagle Leasing, Inc., our equipment leasing subsidiary, is focused on providing micro-ticket leasing (generally less than
$5,000) through nation-wide vendors of equipment in defined niche markets that are not served by traditional lessors. These markets
are generally characterized by less competition and price sensitivity than the more traditional small and middle ticket leasing markets.
Golden Eagle’s primary market is that of POS equipment, the leases for which currently account for nearly its entire portfolio. It also
originates leases in other commercial-use microticket markets, such as computer and office equipment, and is actively exploring
expansion into these and other lines of equipment having similar dollar value and credit risk profiles. Golden Eagle targets banks,
processors, acquirers, and Independent Sales Organizations (ISO’s) that provide credit card authorization equipment such as our
terminals and printers, and other non-bank ATM equipment. This market is large, specialized and generally under-served.

Golden Eagle originates its leases directly with the equipment end-user, which for POS equipment is most often a merchant.
Golden Eagle originates leases not only on Hypercom POS equipment but also that of our competitors. In all markets served, Golden
Eagle adheres to strict underwriting guidelines to ensure a competitive risk-adjusted rate of return on its portfolio of leases. It
competes on the basis of its ability to customize, efficiently fund and subsequently service small individual or large multiple-unit
transactions.

Golden Eagle operates as a financing principal, underwriting, approving and funding all lease transactions in its portfolio. Golden
Eagle’s financing strategy is to maintain sufficient liquidity through its revolving credit and term loan facilities to initially finance all
new leases. When the aggregate of such funding reaches a critical mass, Golden Eagle refinances a pool of leases utilizing sales or
securitizations of its lease receivables. Based on the preference of the lender, Golden Eagle continues to provide all, or a portion of the
lease servicing, and retains its interest in the renewal income and residual value of the equipment.

Golden Eagle has established and maintained strong lending relationships with a number of banks and other lenders. Golden Eagle

currently has revolving credit facilities with Webster Bank ($15 million maximum) and Congress Financial Corporation ($10 million
maximum).
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In May 2001, Golden Eagle securitized approximately $45.6 million of its equipment leases. The securitization was accounted for
as a financing transaction and under SFAS No. 140 Accounting for Transfers and Servicing of Financial Assets and Extinguishments
of Liabilities, both the assets and the related liability are carried on Golden Eagle’s consolidated balance sheet. In connection with the
securitization, Golden Eagle, through a special purpose subsidiary, Golden Eagle Funding Corp., issued $32 million of contract-
backed term notes rated triple-B by Moody’s. The notes are collateralized by equipment leases acquired from Golden Eagle, a security
interest in the leased equipment, cash collateral and reserve accounts, as well as other contractual rights and residual proceeds.

Golden Eagle’s primary competitors are MicroFinancial (Leasecomm), Ladco Leasing, CIT Lease Finance Group, Northemn
Leasing and Integrated leasing Corp.

Empioyees

As of February 28, 2003, we employed 1,418 persons, including 573 in the U.S. (62 in manufacturing, 150 in service and support,
72 in sales and marketing, 149 in research and development and 140 in finance and administration). The remaining 845 employees
were In international locations.

None of our employees is represented by a labor union, and we consider our relations with our employees to be positive. We have
experienced no work stoppages.

Competition for technical personnel in our industry is intense. To date, we have been successful in recruiting and retaining
qualified employees, but there is no assurance that we will continue to be successful in doing so in the future. Our future success
depends in part on our continued ability to hire, assimilate and retain qualified personnel.

Executive Officers of the Registrant
The following are the executive officers of the Company as of March 27, 2003:

Christopher S. Alexander, 54: Chairman of the Board of Directors since July 2002, President and Chief Executive Officer since
November 2000; July 1999 - October 2000, President of Hypercom Transaction Systems Group; 1998-1999, Chief Operating Officer,
Hypercom Corporation; 1993-1998 Chief Operating Officer of Hypercom International.

John W. Smolak, 54: Executive Vice President, Chief Financial and Administrative Officer since April 2002; September 2000 to
March 2001; Chief Financial Officer of Suburban Propane L.L.P., a distributor, Whippany, New Jersey; January 1999 - September
2000; Senior Vice President Finance and Administration and Chief Financial Officer of 1-800 Flowers.com, a retailer, Westbury, New
York; and February 1995 - May 1998, Senior Vice President and Chief Financial Officer of Lechters, Inc., a retailer, Harrison, New
Jersey.

Jairo E. Gonzalez, 40: President of Hypercom Transaction Systems Group since November 2000; President of Hypercom’s
Emerging Markets group, 1999-2000, and interim President of ePicNetz, Inc., an applications service provider (ASP) unit of
Hypercom Corporation; 1990 - 1999 President, Hypercom International.

Douglas J. Reich, 59: Vice President, General Counsel and Secretary since November, 2001; and July 1996 to January 2001,
Senior Vice President, General Counsel and Secretary of Wavo Corporation, a digital media services provider, Phoenix, Arizona.

Item 2. Properties

Our corporate headquarters is located in Phoenix, Arizona, where we own an approximate 142,000 square foot building that is also
utilized for research and development, design, prototype manufacturing, testing, and repair. We lease an adjacent 23,800 square foot
building for Hypercom Network Systems pursuant to a lease that expires August 31, 2011,

We own an approximate 23,000 square foot office floor in Hong Kong that is utilized for administrative, sales and support, and
manufacturing support services. We own an approximate 102,000 square foot facility in Brazil that is utilized for administrative,

warehouse, distribution, and sales and support services.

We lease an approximate 9,607 square foot facility in Ridgefield, Connecticut that is utilized by Golden Eagle pursuant to leases
that expire on December 31, 2004 and January 14, 2005. We also lease various facilities in Arizona, Florida, Georgia, Missouri, New
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York, Texas, Argentina, Australia, Chile, China, Hungary, Japan, Latvia, Mexico, Russia, Singapore, Sweden, the United Kingdom,
and Venezuela, for sales, support, representation, and research and development activities.

We believe that our facilities are adequate for our current operations and will be sufficient for the foreseeable future.
Item 3. Legal Proceedings

The Company from time to time is subject to routine litigation that arises in the ordinary course of business. The matter set forth
herein is the only matter that is required to be disclosed in this item under the applicable rules.

Brazilian Central Bank Administrative Proceeding. In May 2002, the Brazilian Central Bank Foreign Capital and Exchange
Department (Bank) commenced an administrative proceeding against the Company’s subsidiary, Hypercom do Brasil Industria e
Comercio Ltda. (“HBI”), alleging that it is subject to a fine totaling R$197,317,538 (equivalent of U.S. $55,742,567 as of December
31, 2002) for failing to pay Hypercom, as the parent company shipper and seller, for imported inventory items during the applicable
180 day period established for payment in the respective Statements of Importation. We understand that the Bank has also instituted
similar actions against the Brazilian subsidiaries of other U.S. corporations. In July 2002, HBI petitioned the Federal Civil Court in
Sao Paulo, Brazil to have the administrative proceeding suspended and the applicable provision of the Brazilian law declared
unconstitutional. In August 2002, the Court rejected HBI’s motion for an injunction and HBI filed an interlocutory appeal. In
September 2002, the Judge reviewing the interlocutory appeal issued a preliminary decision granting a stay of the administrative
proceeding. Also in July 2002, HBI filed an administrative defense with the Bank, which is presently under review and subject to no
deadline. HBI’s counsel in both proceedings has advised the Company that, in their opinion, the fine is confiscatory in nature and
illegal, and does not believe that such fine will be charged on the amount established by the Bank. Although there can be no assurance
in this regard, given the nature of this matter, we do not believe that its outcome will have a material adverse effect on our financial
condition or results of operations.

Etem 4. Submission of Matters to a Vote of Security Holders

The Company did not submit any matters to a vote of shareholders during the fourth quarter of 2002.
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"PARTII
Item S. Market for Registrant’s Common Equity and Related Shareholder Matters

The Company’s common stock trades on the New York Stock Exchange (“NYSE”) under the symbol “HYC.” The following table
sets forth, for the fiscal quarters indicated, the high and low sales prices for the common stock as reported on the NYSE.

High Low

Year Ended 12/31/02

First QUAarter..........ocveeveevevveeeeeeeeeeeeveeeeennns $ 7950 § 5.050
Second Quarter.........covveivviirencccceieceeeens 7.700  5.850
Third QUarter .......cccooveeiiieee e 7410 2.860
Fourth Quarter........ccoccooco e 4300 1.530
Year Ended 12/31/01

First QUArter......cccovvvevveveeeriiiereiesree e $ 7.250 $ 3.350
Second Quarter..........ccccevviiiiciecie e 5500 2.700
Third QUArter .......coeeviveveeeereiiireee e 6.490  3.900
Fourth Quarter..........occce i, 7.500  3.350

The Company has not paid any cash dividends on its Common Stock. The Company currently intends to retain its earnings for its
business and does not anticipate paying any cash dividends on its Common Stock in the foreseeable future. The Company’s ability to
pay cash dividends on its common stock is also limited by certain covenants contained in a loan agreement to which the Company is a
party. See Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Liquidity and Capital
Resources”.

As of March 19, 2003, we had approximately 77 stockholders of record and approximately 3334 beneficial shareholders.
Item 6. Selected Financial Data

The following table presents selected historical consolidated financial data of Hypercom at the dates and for each of the periods
indicated. In 1999, we changed our fiscal year end to December 31 from June 30. This change was effective December 31, 1999. The
selected financial data should be read in conjunction with our consolidated financial statements, related notes and the section of this
Annual Report on Form 10-K entitled “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
Historical consolidated financial data may not be indicative of our future performance. (in thousands except per share data and
percentages).
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Six Month Period Twelve Months

Ended Ended |
Year Ended June 30, Decegmber 31, December 31, Year Ended December 31, |
1998 1999 1998 1999 1999 2000 2001 2002 !
Statements of Operations 3
Data: ‘
Net revenue ......coeeeercernenienecas $ 257,227 $ 238,722 % 128924 § 134376 $§ 244,174 § 295212 § 265338 § 270,651
Costs of revenue (1) (2} .. . 130,475 121,549 62.675 67.650 126,524 182.841 170.181 169,214
Gross profit ......ccceccennee. .8 126752 § 117,173 % 66,249 3 66,726 $ 117,650 3 112371 § 95,157 101,43
Percent of net revenue................. 49.3% 49.1% 51.4% 49.7% 48.2% 38.1% 35.9% 37.5%
Research and development ......... $ 23495 % 30,249 $ 15,850 % 19,637 § 34,036 $ 38,666  § 28,107  § 24,744
Selling, general, and f
adminiStrative .....cocceveereencann. 72,506 72,250 34,115 41,990 80,126 93,140 74,599 65,191
Non-cash compensation (3) ........ 10,963 — — — — — — —-
Restructuring charges (2)............ — — — — — — — 4434
Total EXpenses......cococveeeievnnne $ 106964 § 102499 ¢ 49,965 § 61,627 § 114,162 § 131,806 $ 102,706 § 94,3609
Income (loss) from continuing
OPETALIONS ...vevercercrreerecrrnnrens $ 19788 $ 14,674 § 16,284 § 5099 § 3488 § (19.435) % (2,549) % 7 0618
Income (loss) before
discontinued operations,
extraordinary item, and
cumulative effect of
change in accounting ‘
principle (4) (5)..vcceoerincnns $ 13989 § 9,186 § 12,180 $ 5643 § 2,648 § (28,308) § (16,874) (23.057)
Income (loss) from
discontinued operations (6)..... — (13) 179 (258) (449) (2,642) (3,034) (13,643)
Extraordinary item (7) .......c........ — — — — — — — (2,618)
Cumulative effect of change in
accounting principle (8) — — — — — — - (21.,766)
Net income (1088} .cc..cvvvrvicrrieene. 13,989 § 9,173 § 12,359 § 5385 § 2,199 §$ (30,950) % (19,908) % (61,084)
Income (loss) per share: (9)
Loss before discontinued
operations, extraordinary
item, and cumulative effect
of change in accounting
principle. ... $ 0.44 $ 0.27 $ 035 $ 0.16 $ 0.08 $ (083) § (0.46y § (0.50
Loss from discontinued
OPErations .......cccccovcemercericnneen. — (0.00) 0.0t (0.00) (0.02) (0.08) (0.08) 0.29
Extraordinary item — — — — — — — (0.06
Cumulative effect of change in
accounting principle ............... (0.47
Net income (loss) per share (9)... § _ 0.44 $ 0.27 $ 0.36 3 0.16 b 0.06 $ 038 $ 054 § (1.32
Shares used in calculations ......... 31,830 34,428 34,549 34,446 34,446 34,184 36,644 46,142
Balance Sheet Data:
Cash and equivalents................... $ 55,659 $ 36,727 % 37,795  § 26,093  § 26,093 % 13,008 §$ 13402 § 23,069
Working capital.......ccoeoeeriernnne 186,799 162,152 178,879 156,991 156,991 75,218 127,232 129,322
Total @sSets.....c.ovvvveeericerierienncas 259,577 276,280 270,410 297,777 297,777 369,237 337,694 260,003
Short and long-term debt ............ 1,797 10,878 2,188 10,830 10,830 100,391 67,888 25,025
Total shareholders' equity ........... 220,431 226,023 228,323 231,734 231,734 208,147 211,369 189,11%
Other Data on Direct-Finance
Leases:
Average net investment in
direct finance leases (10)........ $ 51,428 $ 50,782 $ 36,403
Gross direct finance lease
originations (}1) c.cooveerrrcnnn 67,488 27,656 13,903
Net cash fundings of direct-
finance leases (12)......ccccceunne 42,310 18,061 8,59
Average yield on direct-finance
leases (13). e 27.4% 27.6% 30.2%
Provision for losses on direct-
finance leases (14).......ccc...... 11,681 18,075 8,377
Net charge-offs (15) ..o 5,713 11,288 5,544
Net charge-offs as a percentage
of average net investment in
direct-finance leases (16) ....... 11.1% 22.2% 15.2f%
Provision for credit losses on
direct finance leases as a
percentage of average net
investment in direct-finance ]
1€8SES (16) errrerreeeereerreesrcore 22.7% 36.2% 23.0%
Allowance for credit losses as a i
percentage of net investment i
in direct-finance leases (16) ... 3.5% 12.1% 15.7%
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During the year ended December 31, 2001, Golden Eagle Leasing recorded, in costs of revenue, an incremental charge to
strengthen credit reserves for certain segments of its receivables in the amount of $7.2 million in addition to its normal loan loss
provisions. This incremental charge represents management’s estimate of potential loan losses that exceed its historical rate of
loan losses.

In the third quarter of 2002, we committed to a profit improvement plan which included the closure of offices around the world
in favor of a more cost-effective distributor sales model and the termination of our direct manufacturing operations in Brazil.
Restructuring charges in cost of sales include $2.0 million related to the write-down of inventories and other related costs.
Restructuring charges of $4.4 million which are separately stated, include $3.6 million related to the write-down of a building
and other fixed assets to fair value and $0.9 million related to one-time termination costs and other charges. See note 12 to the
financial statements.

Non-cash compensation was charged in connection with stock options granted to an executive officer. Upon completion of our
initial public offering in November 1997, this form of compensation ceased.

In the quarter ended September 30, 2000, we wrote-off our remaining $4.1 million investment in Cirilium Corporation, a joint
corporate venture that we had formed in late 1999 with Inter-Tel Incorporated. Through September 30, 2000, we had accounted
for our investment in Cirilium on the equity method and had reported $5.8 million in losses in connection with this investment.
This write-off and the reporting of these losses, in the total amount of $9.9 million, contributed to our net loss for the year ended
December 31, 2000.

During 2002, we increased the valuation allowance on our deferred tax assets by $20.0 million contributing to our loss before
discontinued operations, extraordinary item, and cumulative effect of change in accounting principle for the period ending
December 31, 2002.

In the third quarter of 2002, we identified certain unprofitable businesses and, effective with the decision to hold these operating
units for sale, recorded a loss of $8.0 million to write-down the assets to fair value. For comparative purposes, all prior year
figures have been restated to reflect the activity of these unprofitable businesses in discontinued operations.

In connection with the early retirement of two term loans, we recorded a $2.6 million extraordinary loss on early extinguishment
of debt. The extraordinary loss resulted from the write-off of unamortized debt issuance costs and a loan discount associated with
our term loans,

During 2002, we adopted SFAS No. 142, Goodwill and Other Intangible Assets. Under the transition provisions of SFAS 142,
we evaluated our reporting units for impairment of goodwill and recorded a $21.8 million write-off primarily attributable to
goodwill associated with the 2000 acquisition of Golden Eagle Leasing.

Per share data is diluted per share, except for the years ended December 31, 2000, 2001, and 2002, as the effect of common stock
equivalents in those years was anti-dilutive.

Represents the average of the net investment in direct-finance leases, excluding initial direct costs and the allowance for credit
losses.

Represents the amount paid out upon funding leases plus the associated unearned income.
Represents the amount paid out upon funding leases.

Represents the aggregate of the implied interest rate on each lease, inclusive of the residual value, during the period, weighted by
the amount funded at the origination of each such lease.

The provision for losses on direct-finance leases is included in costs of revenues as a direct cost of leasing. The increase in the
provision for the year ended December 31, 2001 is a result of the special charge taken in the first quarter of 2001 as described in
note (1) above. See “Management’s Discussion and Analysis of Financial Condition and Results of Operations” elsewhere in this
Annual Report on Form 10-K.
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(15) Represents write-offs of uncollectible leases, net of unearned income, and net of recoveries from prior write-offs. Recoveries
generally take the form of a final settlement and buy out of the lease by the lessee, and are included in net revenues. We write off
the net investment balance of leases that are more than 120 days past due.

(16) The increase in percentage for the year ended December 31, 2001 is a result of the special charge taken in the first quarter of
2001 as described in note (1) above. See “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” elsewhere in this Report.

For a presentation of certain of the above information on a quarterly basis for each of our four quarters refer to note 22 of our

audited consolidated financial statements for the year ended December 31, 2001 and 2002 appearing elsewhere in this Annual Report
on Form 10-K.
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Item 7. Management’s Discussion and Analysis of Financial Condition and Resulis of Operations

The following sets forth a discussion and analysis of our financial condition and results of operations for the three years ended
December 31, 2002. This discussion and analysis should be read in conjunction with our consolidated financial statements appearing
elsewhere in this Annual Report on Form 10-K. The following discussion contains forward-looking statements. Our actual results may
differ significantly from the results discussed in such forward-looking statements. Factors that could cause or contribute to such
differences include, but are not limited to, those discussed in Exhibit 99.1 of this Annual Report on Form 10-K entitled “Cautionary
Statement Regarding Forward-Looking Statements and Risk Factors,” in the discussion below and elsewhere in this Annual Report on
Form 10-X.

Critical Accounting Policies And Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States. The
preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure of contingent liabilities. On an on-going basis, we evaluate past judgments
and our estimates, including those related to bad debts, product returns, long-term contracts, inventories, goodwill and other intangible
assets, income taxes, financing operations, foreign currency, and contingencies and litigation. We base our estimates on historical
experience and on various other assumptions that are believed to be reasonable under the circumstances, the results of which form the
basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates under different assumptions or conditions.

We believe the following critical accounting policies affect our more significant judgments and estimates used in the preparation
of our consolidated financial statements.

Revenue Recognition and Accounts Receivable

In general, we do not have a complex revenue recognition environment requiring significant judgment in order to record revenue.
Most of our sales relate to product shipments, which are recognized upon shipment of product pursuant to Staff Accounting Bulletin
No. 101 “Revenue Recognition in Financial Statements” (SAB 101). Service revenues and revenues from long-term contracts are each
less than 10% of our revenues and we do not have significant judgments or estimates involved in the recording of such revenues.
Although we meet the requirements of SAB 101 upon shipment of product and the recording of revenue, we continually evaluate our
accounts receivable for any bad debts or product returns and make estimates for any bad debt allowances or product return reserves.

We maintain an allowance for doubtful accounts for estimated losses resulting from the inability of our customers to make
required payments. We compute such allowance based upon a specific customer account review of our larger customers’ and balances
in excess of 90 days old. Our assessment of our customers’ ability to pay generally includes direct contact with the customer,
investigation into our customers’ financial status, as well as consideration of our customers’ payment history with us. If the financial
condition of our customers were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances
may be required. If we determine, based on our assessment, that it is more likely than not that our customers will be unable to pay, we
will charge off the accounts receivable.

We record reductions to revenue based on estimates of product returns. The estimate of product returns is based on historical
return trends as well as our assessment of individual customer orders and shipments. Such returns can result from customer
nonpayment, in which we request that our product be returned, or a decision on the part of the customer to return the product.

Direct-Financing Leases

Direct-financing lease activity is reported in Golden Eagle. Golden Eagle’s micro-ticket leasing business is characterized by high
incidences of delinquencies, which in turn can lead to significant levels of loan losses. We maintain an allowance for credit losses at
an amount that we believe is sufficient to provide adequate protection against losses in our lease portfolio. Our allowance is
determined principally on the basis of historical loss experience and management’s assessment of the credit quality of the loan
portfolio. We also generally establish a full reserve for customers’ having a payment past due in excess of 90 days. If loss rates
increase or the credit mix of our portfolio weakens, we may need to increase our allowance for credit losses.
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In addition, as part of the initial recording of our direct-finance leases, we estimate the unguaranteed residual value of the
equipment under finance lease. This is the estimated fair value of the equipment that will be returned to or purchased from us at the
end of the initial lease period. Qur estimate of the residual value is based on industry standards and our actual experience. If market
conditions change negatively, it could have an adverse impact on the estimated residual value amount.

Sales-Type Leases

Certain sales of product are sold under a capital lease arrangement, recorded as a sales type lease in accordance with SFAS No. 13
Accounting for Leases, as amended. Sales type lease revenues consists of the initial sale of the product shipped and the interest and
maintenance elements of the lease payments as they are made. We maintain an allowance for estimated uncollectible sales type lease
receivables at an amount that we believe is sufficient to provide adequate protection against losses in our sales-type lease portfolio.
Our allowance is determined principally on the basis of historical loss experience and management’s assessment of the credit quality
of the sale-type lease customer base. If loss rates increase or credit conditions at our customers deteriorate, we may need to increase
our allowance for uncollectible sales-type leases.

Any unguaranteed residual value accruing to us at the completion of the sales-type lease is recognized at the time the product is
returned to us or payment is received to purchase the product. The residual value for products returned to us is recorded at fair value.
Cur estimate of fair value is based on an evaluation of market information, including specific evidence of like-kind sales where
possible.

Long-term contract revenue

We are involved in one long-term contract with the Brazil Health Ministry requiring substantial performance of customized
software and hardware. We recognize revenues and an estimated gross profit upon the attainment of scheduled performance
milestones. We follow this method since the contract contains well-defined performance milestones and we can make reasonably
dependable estimates of the costs applicable to various stages of our contract.

Revenues under this contract have been less than 10% of total revenues for each of the fiscal years 2000 through 2002. The
estimated gross profit recorded upon the attainment of scheduled milestones is based upon our estimate of the total gross profit to be
recognized over the life of the long-term contract. Our gross profit estimates rely on our continuous estimates of total contract costs
compared to contract revenue and any claims in excess of contract revenue where it is both probable the claims will result in
additional contract revenue and the amount of the excess claim can be reliably estimated. Previously recognized gross profits and the
valuation of deferred contract costs are subject to revisions as the contract progresses to completion and any claims for revenues in
excess of the original contract are settled. Revisions in profit estimates and the valuation of deferred contract costs are charged to
income in the period in which the facts that give rise to the revision become known.

Goodwill and Other Intangible Assets

On January 1, 2002 we adopted SFAS No. 142, Goodwill and Other Intangible Assets, (SFAS 142). The adoption of SFAS 142
resulted in the complete write-off of goodwill balances, existing at January 1, 2002, in the amount of $21.8 million during the second
quarter 2002. In accordance with SFAS 142 this write-off was reported as a cumulative effect of an accounting change in the
statement of operations for 2002.

In accordance with SFAS 142, we amortize our intangible assets over their estimated useful life and assess the recoverability of
our intangible assets based on certain assumptions regarding estimated future cash flows and other factors to determine the fair value
of the respective assets. If these estimates or their related assumptions change in the future, we may be required to record impairment
charges for these intangible assets.

Inventory
We write down inventory for estimated obsolescence or slow moving inventory equal to the difference between the cost of
inventory and the estimated market value based upon assumptions about future demand and market conditions generally over a

twelve-month period on an item by item basis. If actual market conditions are less favorable than those projected by management,
additional inventory write-downs may be required.
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Deferred Taxes

During 2002 we recorded a full valuation allowance on our then remaining unreserved deferred tax asset balance due to the impact
of a continued economic downturn on our estimated U.S. sourced future income. As a result, there are no remaining unreserved
balances of deferred tax assets reported on the balance sheet as of December 31, 2002. The valuation allowance is subject to reversal
in future years at such time that the benefits are actually utilized or, operating profits, in the tax jurisdictions giving rise to the deferred
tax assets, become sustainable at a level that meets the recoverability criteria under SFAS 109 “Accounting for Income Tax”. The
recoverability criteria in SFAS 109 requires our judgment of whether it is more likely than not, based on an evaluation of positive and
negative evidence, that a valuation allowance is not needed. If in the future, positive evidence of sufficient quality and quantity
overcomes the negative evidence, we would reverse all or a portion of the valuation allowance resulting in a decrease to our income
tax expense in our consolidated statement of operations. We evaluate the realizability of the deferred tax assets and need for valuation
allowances quarterly.

Foreign Currency

A significant portion of our operations is conducted through our international subsidiaries operating in foreign countries. Net
revenue from international subsidiaries amounted to 59.8% for the year ended December 31, 2002. In accordance with the relevant
accounting standards we are required to translate the financial statements of our foreign subsidiaries from the currency in which they
keep their accounting records, generally the local currency, into the United States dollar. The treatment of such translation in our
financial statements is dependent upon our determination of the functional currency of the foreign subsidiary. The functional currency
is determined based on economic and operational aspects of the foreign subsidiary. Generally, the currency in which the subsidiary
transacts a majority of its transactions, including billings, financing, payroll and other expenditures, as well as any dependency upon
the parent and the nature of the operations are considered in determining the functional currency. Based on our assessment, we have
determined that the functional currency, at this time, is the United States dollar in all of our foreign subsidiaries. This is principally
based on the billing arrangements, dependency on the parent and nature of the operations. As a result of the functional currency being
the United States dollar, any translation gains or losses are recorded in our statements of operations.

As a policy, we hedge the translation of our net investments in foreign subsidiaries in an attempt to neutralize the effect of
translation gains or losses on our statements of operations. Financial hedging instruments are limited by Company policy to foreign-
currency forward or option contracts and foreign-currency debt. We enter into forward or option contracts with our banks or other
financial institutions to accomplish our hedging strategy. During 2001, we did not enter into any forward contracts or other
instruments to hedge our net investments in foreign subsidiaries as a result of credit limitations imposed on us by our banks. We also
attempt to use natural hedges (offsetting local currency assets against liabilities) to mitigate our translation losses. During 2002, we
resumed entering into financial instruments to hedge our net investments in foreign subsidiaries. To the extent the amounts of such
currencies hedged differ from the actual amounts exposed to such fluctuations, gains or losses will result in our financial statements.
To the extent our hedging vehicles are not fully effective and/or are costly the full benefit may not be achieved and greater fluctuation
in our statements of operations will occur. In addition, to the extent our lenders do not permit us to enter into hedging contracts, we
may experience greater levels of gains or losses in our statements of operations as a result of translation.

Contingencies and Litigation
On an ongoing basis management monitors the need to provide an estimated loss contingency arising from normal operations or
litigation matters. There are no such contingencies provided for at December 31, 2002. We rely on our in-house counsel and outside

counsel to advise us about ongoing litigation matters. Based upon information available at this time, we believe our current litigation
matters will not have a material adverse effect on the results of operations and our financial condition.
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Overview of Financial Results

During the past three years, 2000, 2001 and 2002 we have incurred substantial net losses. The following overview will highlight
certain key events and factors impacting our financial performance over the past three years:

Year 20600

The year 2000 was most notably affected by our efforts surrounding the full launch of our ICE family of products, our ePic
initiative, the integration and financing efforts associated with our acquisition of Golden Eagle Leasing Inc., and our decision to
write-off our investment in a corporate joint venture, Cirilium Corporation. We also encountered banking restrictions as a result of
the significant losses incurred in 2000.

We expended significant amounts in research and development in connection with the ICE family of products and ePic. Such
efforts contributed to our total expenditures in research and development of $38.7 million in 2000. Subsequent to 2000, due to the
completion of the core ICE and ePic development efforts and a shift in focus to product cost reduction efforts over new product
introductions, R&D spending has been reduced significantly. By comparison, R&D expense in 2002 was $24.7 million, or a 36.2%
reduction from 2000.

We incurred significant manufacturing costs during the latter half of 2000 related to the introduction of the new ICE products;
higher cost to manufacture in the United States, the transition of manufacturing these products in China, and product reworking
and stabilization. In addition, we were carrying significant amounts of inventory to support both our T-series terminal products and
the new ICE family of products. The higher inventory levels contributed to increased borrowings and greater interest charges. The
ICE family of products has since stabilized and further enhanced with the introduction of our new Plus series of terminals.
Additionally, inventory levels have decreased from a high during 2000 of approximately $89 million to $46.4 million as of
December 31, 2002. We have, with the full completion of this major product transition, gained better visibility and predictability
into our inventory requirements for our full product offering.

In January 2000, we acquired Golden Eagle. This operation required significantly more cash than anticipated, did not perform as
expected, and hampered both our liquidity and profitability during 2000. Golden Eagle’s operating loss for 2000 was $4.4 million.
During 2001, we addressed Golden Eagle’s operating deficiencies and effected a securitization transaction to alleviate some of the
liquidity pressures relating to this business.

At the end of 1999, we formed a corporate joint venture, Cirilium Corporation, with another publicly traded company, Inter-Tel
Incorporated. In connection with the joint venture, we contributed $5.0 million and networking technology, and Inter-Tel
contributed $6.0 million and certain telephony technology, all with a goal of creating a company to address service provider
applications in the Voice over Internet Protocol (VolIP) market. As a result of changes in market conditions relating to technology
companies in general and VolP companies in particular, we wrote off our entire investment in Cirilium and took a $4.1 million
charge in the quarter ended September 30, 2000. Through September 30, 2000, we had accounted for this investment on the equity
method, and had recognized $5.8 million in losses as a result of our interest in Cirilium. This investment was fully written off
during 2000 and, therefore, we have not recorded any further losses in conjunction with this investment, nor do we have any future
obligations.

As a result of losses incurred during the third quarter of 2000, we fell out of compliance with certain covenants in our principal
credit agreements. We became constrained from a liquidity standpoint, which impeded our ability to buy raw materials on a timely
basis and required that we move to more expensive sources of raw materials that effectively financed us for longer periods of time.
We also incurred substantially increased interest costs through the imposition of higher interest rates and the payment of
forbearance fees. As discussed further in this overview, we completed a series of financing and equity measures during the first
and second quarters of 2001 in order to alleviate our liquidity constraints.

Year 2001
The year 2001 was highlighted by our focus on the performance deficiencies at Golden Eagle and our debt and equity activity.

One of our main objectives was to improve the financial performance of Golden Eagle. As a result of our continued focus on
Golden Eagle, we recorded an incremental charge of $7.2 million in the first quarter of 2001 to strengthen credit reserves for
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certain segments of Golden Eagles’ direct finance lease receivables that had been specifically impacted by certain events of that
economic period. This charge was recorded in costs of revenue and is further discussed in our comparison of the years ended
December 31, 2001 and 2000.

Our debt and equity activity in 2001 began with a series of interim measures to raise cash in anticipation of refinancing our
primary credit facility. These interim measures included the issuance of common stock, and certain bridge borrowings that were
ultimately converted to common stock through conversion rights attached to the borrowings, or from the repayment of the bridge
borrowings with our common stock. Such financing and equity measures amounted to $25.9 million. We completed a refinancing
of our principal credit facility in August 2001 with a new $45 million senior secured credit facility including a line of credit and
two term loans. Although this new facility provided us with increased liquidity, it was a relatively expensive source of capital.
Consequently, and as more fully described in our consolidated financial statements, we paid off a significant portion of these
facilities with proceeds from a private equity offering completed in March 2002. The bridge borrowings and new credit facility
included the issuance of stock warrants, which further contributed to our higher interest costs in 2001.

Year 2092

The year 2002 was highlighted by the completion of a private placement of our common stock, significant charges related to the
carrying value of goodwill and deferred tax assets, the implementation of a profit improvement plan and a significant improvement
in income from continuing operations.

In the first quarter of 2002, we completed the issuance and sale of common stock in a private equity offering. Net proceeds from
the offering of $36.5 million were used principally to pay off high cost debt. As a result of the early extinguishment of debt, we
recorded an extraordinary charge for the write-off of debt issuance costs in the amount of $2.6 million in the first quarter of 2002.

On January 1, 2002, we adopted SFAS No. 142 Goodwill and Other Intangible Assets. The adoption of SFAS 142 resulted in the
complete write-off of goodwill balances, existing at January 1, 2002, in the amount of $21.8 million in the second quarter. In
accordance with SFAS 142, this write-off was reported as a cumulative effect of change in accounting principle in the statement of
operations.

During the third quarter of 2002, we increased our valuation allowance on our then remaining deferred tax assets by $20.0 million.
The increase in the valuation allowance has increased our tax expense by $20 million. There are no remaining balances of deferred
tax assets reported on the balance sheet as of December 31, 2002.

As discussed further in Management’s Discussion and Analysis and in the Notes to the consolidated Financial Statements, we
undertook a profit improvement plan in 2002, which resulted in restructuring certain operations and holding other operations for
sale as discontinued operations. The restructuring costs element of the plan were reported as expenses within income from
continuing operations, while the losses from the discontinued operations are reported separately as part of our net loss. The
restructuring charges totaling $6.4 million included write-downs to assets, including inventories and fixed assets, as well as
accruals for severance and other operating expenses. Losses from discontinued operations totaling $13.6 million included the
initial write-down of assets to fair value, as well as operating results of the discontinued operations during 2002.

Income (loss) from continuing operations amounted to $7.1 million, ($7.5) million, and ($19.4) million for year 2002, 2001 and
2000 respectively, which included the total restructuring charges of $6.4 million in 2002 and the special direct finance lease charge
of $7.2 million in 2001. Excluding such charges, income (loss) from continuing operations would have amounted to $13.5 million,
($0.3) million, and ($19.4) million for year 2002, 2001 and 2000 respectively.

The following should be read in light of the matters highlighted in the Overview.

Results of Continuing Operations

The following table sets forth the operating results expressed as a percentage of net revenue for the periods indicated. Results for

any one or more periods are not necessarily indicative of future results.
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Year Ended December 31,

2002 2001 2000

NEE TEVEIUE ...ttt ettt ettt ne e e emne e re s 100.0% 100.0% 100.0%
COStS OF TEVENUE ..c.eeviiviiiieiiiieie ettt e e 62.5 64.1 61.9
GTOSS PIOTIE oottt ettt ettt e e 37.5 359 38.1
Research and development............cccvovvveviiiiiiiiiieeicceeee e 9.1 10.6 13.1
Selling, general and adminiStrative ..........ccooerieinensceercneneceenecene 241 28.1 31.6
Restructuring Charges.........cocvvvveiieiie e 1.6 — —
Income (loss) from continUing OPErations.........cvveeverervrerreerereeevereerennencs 2.6 (2.8) (6.6)
Interest and other income net of interest and other expense................... (1.4) (4.0) (0.7)
Foreign CUrrency LOSS .......ooueueriiiii it (2.2) (1.0) (0.6)
Loss from investment in equity affiliate.............c..ooocoeininnininenenns — — 3.3
Loss before taxes, discontinued operations, extraordinary item, and

cumulative effect of change in accounting principle .........c.ccoceeenennn. (1.0) (7.8) (11.2)
(Provision) benefit for income taxes .........ccovvviiivnvireeieiinene e (1.5) 14 1.7
Loss before discontinued operations, extraordinary item, and

cumulative effect of change in accounting principle ......c..covvevivenen, (8.5) (6.4) (9.6)
Loss from discontinued OPerations ............cc.coceevineeereerververveesvesseenneens (5.0 1.D 0.9)
EXtraordinary eI ......c.oouiiiiiiiiieniie e eies et e (1.0) — —_
Cumulative effect of change in accounting principle.......ccoeeinreeccen _{8.0) — —
NEE LOSS vttt sttt ettt ettt sttt et st b et be et (22.6)% _(1.5% (10.5)%

Net revenue by geographic region is presented in the following table as a percentage of net revenues for the periods indicated:

Year Ended December 31,

Revenues by Region 2002 2001 2000
United StAteS......cccovereiienc e 402%  43.6% 42.8%
Latin America, including MeXico...........ccccoverercrvinnnn. 24.1 26.3 249
ASIA/PACIHIC oo 14.2 12.9 13.5
BUIOPE coeeciieeee ettt 21.5 17.2 18.8
TOAlS e 100% 100% 100%

The results of continuing operations discussed herein exclude the operations of the operating units being reported as discontinued
operations (see Note 12 to the consolidated financial statements). Prior years’ results of continuing operations have been restated to
reflect the discontinued operations on a consistent basis with 2002.

Comparison of Years Ended December 31, 2002 and 2001

Net revenue for the year ended December 31, 2002 increased $5.4 million or 2.0% to $270.7 million from $265.3 million in the
same period in the prior year. As discussed in our comparison of 2001 to 2000, net revenues for 2001 include the effects of a $7.5
million reserve for a sales return. Exclusive of the sales return, 2001 net revenues would have been $272.8. Further, 2002 net revenues
include the attainment of a performance milestone under our Brazilian Health Ministry contract resulting in revenue of $8.6 million
during the first quarter of 2002, versus $1.6 million in revenue recognized under the same contract in 2001. Exclusive of the revenues
for the Brazil Health Ministry contract in both years and the sales return in 2001, net revenues declined during the year ended
December 31, 2002 by $9.1 million compared to 2001. This decline is due principally to a decline in revenues from Golden Eagle of
$2.9 million and a decline in Network Systems revenues of $6.0 million, while the POS product group remained relatively flat
compared to 2001. Revenue for Golden Eagle declined as they funded fewer leases in 2002 compared to 2001 — a result of
management’s decision to move from lower-quality, high-volume, high-risk lease programs to higher-quality, lower-volume, less-risk
lease programs. While Golden Eagle is dedicated to growing their funding levels, there can be no assurances Golden Eagle will
increase its funding levels in the future given the prevailing market for qualifying leases. Network System’s revenues declined
principally as a result of fulfilling substantial orders under one its largest contracts throughout 2001. Deliveries under such contract
declined during 2002 as the contract neared completion. There can be no assurance that Network Systems will be able to replace this
contract in the future with one of equal size or duration.

The remaining milestones under the Brazilian Health Ministry contract are expected to be substantially less than the milestone
achieved in the first quarter of 2002, as we are now entering the maintenance phase of this contract. However, as of December 31,
2002, we have identified and made a claim for approximately $6.5 million of revenue in excess of the agreed contract. We believe it is
probable our claim will result in additional revenue and have reasonably estimated such amount in accordance with Statement of
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Position 81-1, Accounting for Performance of Construction-Type and Certain Production-Type Contracts. While the revenue related
to these claims has not been recorded under our percentage-of-completion milestone approach, contract costs attributed to these
revenue claims amounting to approximately $5.9 million have been deferred within other long-term assets at December 31, 2002 and
treated as normal costs of contract performance. If our revenue claim is denied or results in revenue less than our associated costs, our
operating results would be significantly impacted.

Net revenues from services activities, principally derived from POS support services, and from our long-term contract with the
Brazilian Health Ministry, each comprised less than 10% of total net revenue in each of the years ended December 31, 2002 and 2001.

Our cost of revenue includes the cost of raw materials, manufacturing labor, overhead and subcontracted manufacturing costs, as
well as interest expense and loan loss provisions with respect to direct financing leases. The costs of revenue for the year ended
December 31, 2002 decreased $1.0 million or less than 1% to $169.2 million from $170.2 million for the year ended December 31,
2001. Gross margin for the year ended December 31, 2002 was 37.5% compared to 35.9% in the same period in the prior year.

Both the change in cost of revenue and the gross margin were affected by various events in both 2002 and 2001. As discussed
previously, 2002 included $8.6 million in revenue from the Brazilian Health Ministry contract versus $1.6 million recognized in 2001.
This contract carries a fully absorbed operating margin currently estimated at 9.1% and thus can impact the overall margin percentage
when revenues are inconsistent between periods. Further, 2001 costs of revenues included the effects of a $7.2 million incremental
charge to the Golden Eagle loan loss provision (as discussed further in our comparison of year 2001 to 2000). Additionally, cost of
revenues for 2002 includes the effects of restructuring charges in the amount of $2.0 million relative to our restructuring activity
discussed below. Further, in connection with the Company’s transition of its manufacturing operations in Brazil to a contract
manufacturer, certain sales orders in the Brazilian market were supplied from our factory in China for which importation and tax costs
had the effect of decreasing the margin by approximately $0.8 million in 2002. The Company also wrote down inventory and incurred
other incremental charges relative to assessments of net realizable value amounting to $0.7 million during the third quarter of 2002,

Exclusive of the Brazilian Health Ministry revenues and related cost of revenues, the Gelden Eagle incremental charge in 2001 and
the restructuring and other charges incurred during 2002, as noted above, the gross margin for the year ended December 31, 2002 and
2001 would be 39.8% and 38.7%, respectively. The increase in 2002 1s a result of our continued manufacturing and product cost
reductions and improved pricing in certain service operations.

Research and development expenses consist mainly of software and hardware engineering costs and the cost of development
personnel. Research and development expenses for the year ended December 31, 2002 decreased $3.4 million or 12.0% to $24.7
million from $28.1 million in the same period in the prior year. The decreases over prior year are directly attributable to a more
focused and cost efficient approach to research and development. Since substantially all development activities related to the
introduction of the ICE product family and the ePic initiative are complete, the overall level of research and development activities has
been reduced. Present development activities are primarily focusing on reducing the component costs of existing product and to select
new product introductions having a commercially feasible market demand.

Selling, general and administrative expenses consist of sales and marketing expenses, administrative personnel costs, facilities
operations and other corporate overhead. These expenses decreased $9.4 million or 12.6% to $65.2 million for the year ended
December 31, 2002 compared to $74.6 million in 2001. This decrease reflects significant cost containment measures put into place
during the third quarter of 2001 and carrying forward for all of 2002, along with restructuring related savings identified in the third
quarter and realized, in part, during the fourth quarter of 2002. The cost containment measures and restructuring activities involve both
a reduction in staffing as well as the curtailment of discretionary expenses.

In September 2002, the Company committed to a plan to improve profits in its POS and Network Systems segment. The plan
entailed downsizing and outsourcing certain operations and streamlining product offerings, changing to a distributor sales model
versus a direct sales model in certain international locations, prioritizing and rationalizing research and development expenditures and
disposing of certain unprofitable operations. The profit improvement plan encompassed both restructuring activities to be accounted
and reported under SFAS 146, as well as discontinued operations to be accounted and reported under SFAS 144. See Note 12 to the
Financial Statements.

The restructuring charges encompassed write downs of fixed assets and inventory, one-time termination benefits and other
miscellaneous accruals incurred in connection with the Company’s profit improvement plan. The following table sets forth the
expected costs to be incurred with the activity, the amount incurred during the period and the ending liability as of December 31, 2002
(in thousands):
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2002 Expected 2002 Incurred 2002 Accrued
Restructuring charges in Cost of Sales
Write down of inventories and related costs $§ 2033 $ 100
Total restructuring charges in cost of sales $ 2,033 10
Restructuring charges
Write down of building to fair value $ 2,184 $
Write down of fixed assets to fair value 1,388
Write down of other assets to fair value 233
One-time termination benefits 482
Miscellaneous operating accruals 147
Total restructuring charges

There were no restructuring charges incurred in 2001.

Income from continuing operations for the year ended December 31, 2002 increased $14.6 million to $7.1 million compared to a
loss from continuing operations of $7.5 million for the same period in the prior year. The improvement in operating results is
principally from the aforementioned improvement in gross margins coupled with the cost containment measures impacting both
research and development and selling, general and administrative expenses.

The Company incurred $4.2 million in interest expense for the year ended December 31, 2002 compared to $9.6 million for in the
prior year. Interest expense for 2002 consists primarily of interest expense on long-term borrowings and amortization of deferred
financing charges. Interest expense for 2001 includes essentially the same elements as 2002 and also includes amortization of $2.2
million in loan discounts from warrants issued and amortization of $0.7 million relating to a beneficial notes payable conversion
feature, both related to our refinancing activity during 2001. In addition to these amortization charges, the reduction in interest
expense in 2002 compared to 2001 is related to the repayment of two term loans totaling $18.6 million and a $3.1 million note from a
director and principal stockholder during the first quarter of 2002. The repayment was facilitated by proceeds we received from a
private placement of common stock in the first quarter of 2002. Relative to the decrease in interest expense, our total long-term debt
has decreased from $67.9 million at December 31, 2001 to $25.0 million at December 31, 2002.

Other income (expense) in the amount of $0.3 million for the year ended December 31, 2002 consisted principally of losses on
fixed asset sales of (50.4) million, net of credits relating to corporate overhead charges allocated to discontinued operations of $0.5
million. Income and (expense) in the amount of ($1.5) million for the year ended December 31, 2001 consisted primarily of charges
associated with requirements under our debt forbearance agreements and other default related costs of $1.7 million and corporate
overhead charges to discontinued operations of $0.8 million. During 2002 the Company was not in default with its lenders and
accordingly did not incur similar default related charges. The corporate overhead charges to discontinued operations were ceased at
the time the discontinued operations were declared held for sale in September 2002.

Foreign currency losses totaling $6.1 million for the year ended December 31, 2002 were largely attributable to the devaluation of
the Brazilian real and Argentinean peso partially offset by gains in the British pound. Foreign currency losses for the year ended
December 31, 2001 of $2.6 million related to general currency declines in Europe and South America. There was no significant
devaluation of currencies impacting 2001. Beginning in June of 2002 the Company resumed its foreign currency risk management
strategy, which had been suspended starting in 2000 due to financial restrictions. At December 31, 2002, the Company had foreign
currency forward contracts outstanding in the amount of $25 million, denominated principally in the Brazilian real and British pound.
Gains and losses on these contracts are principally consisting of our mark-to-market adjustments, recorded in net earnings as foreign
currency gains or losses.

During the third quarter of 2002 we recorded a full valuation allowance on our then remaining unreserved deferred tax asset
balance of approximately $20.0 million. We further increased our valuation allowance in 2002 for net increases in deferred tax assets
that occurred principally by 2002 charges to expense that are not currently deductible or recoverable. The increase in the valuation
allowance was based on the weight of all available evidence, principally influenced by the continued U.S. derived losses in the third
quarter of 2002 coupled with a continuing extension of the U.S. recession as well as cumulative U.S. derived losses in recent years.
The U.S. derived losses in the third quarter of 2002 and cumulatively over recent years together with an uncertain economic outlook
for the U.S., were deemed to be significant negative evidence. As a result, the Company determined it did not meet the “more likely
than not” recoverability criteria in SFAS No. 109, Adccounting for Income Tax, requiring positive evidence of sufficient quality and
quantity to overcome the negative evidence in order to support a conclusion that a valuation allowance is not needed. The valuation
allowance is subject to reversal in future years at such time that the benefits are actually utilized or, the operating profits in the U.S.
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become sustainable at a level that meets the recoverability criteria under SFAS 109. There are no remaining unreserved balances of
deferred tax assets reported on the balance sheet as of December 31, 2002.

In addition to deferred tax expenses which principally relate to our valuation allowance increases, the income tax provision for the
year ended December 31, 2002 is comprised of income tax expenses from foreign locations with taxable income and a current tax
benefit for certain U.S. losses that can be carried back for refunds. As a result of this combination of occurrences the effective tax rate
for the Company in 2002 is not meaningful. The Company’s effective rate of income tax benefit was 18.4% for the year ended
December 31, 2001. The income tax benefit rate in 2001 differed from the U.S. statutory rate principally due to foreign taxes
attributable to foreign operations that are less than the U.S. statutory rate, research and experimentation credits, the non-recognition of
tax benefit on foreign currency translation losses and valuation reserves.

Comparison of Years Ended December 31, 2001 and 2000.

Net revenue for the year ended December 31, 2001, decreased $29.9 million or 10.1% to $265.3 million from $295.2 million for
the year ended December 31, 2000. This decrease was principally due to the combined effect of a delay in the receipt of certain key
components during the nine-month period ended September 30, 2001, caused by constraints on cash relative to our default position
with our primary bank group and the tragic events of September 11, and an unusually high level of orders received from Latin
American customers in the nine-month period ended September 30, 2000, which did not recur in 2001. In addition, we reduced sales
during the fourth quarter ended December 31, 2001 by $7.5 million to reflect a reserve for product returns. This reserve for product
returns related to one particular customer whereby we decided to take back product for the purpose of providing additional product
features and enhancements. These new features and enhancements were not included in the specifications at the date of the original
sales, and we were not required to make the modifications under the terms of the original sale. We elected to make a customer
concession and provide the enhancements and have recorded this as a product return. Gross profit was reduced by $2.0 million dollars
during the fourth quarter ended December 31, 2001 as a result of this sales return. As the product is modified and determmed to meet
the customer’s revised requirements, we will record sales when all requirements of SAB 101 are met.

Net revenues from services activities, principally derived from POS support services and from our long-term contract with the
Brazilian Health Ministry, each comprised less than 10% of total net revenue in each of the years ended December 31, 2001 and 2000.

Our cost of revenue includes the cost of raw materials, manufacturing labor, overhead and subcontracted manufacturing costs, as
well as interest expense and loan loss provisions with respect to direct financing leases. For the year ended December 31, 2001, costs
of revenue decreased $12.7 million or 6.9% to $170.2 million from $182.8 million for the year ended December 31, 2000. Interest
expense included in cost of revenues amounted to $3.8 million and $4.9 million, respectively, for the years ended December 31, 2001
and 2000. Loan loss provisions included in cost of revenue amounted to $18.1 million and $11.7 million, respectively, for the years
ended December 31, 2001 and 2000.

Gross margin for the year ended December 31, 2001 was 35.9% compared to 38.1% in the same period in the prior year. This
decrease in gross margin was primarily attributed to the lower revenues, including the effects of our sales return discussed as part of
the decrease in net revenues from 2000 to 2001, and an incremental charge of $7.2 million to strengthen credit reserves for certain
segments of Golden Eagle’s direct finance lease receivables. This incremental charge represents management’s estimate of potential
loan losses that exceed its historical rate of loan losses.

The following factors contributed to Golden Eagle’s decision in the first quarter of 2001 to strengthen credit reserves:

e Several new vendor programs that were established in 2000 and that contributed significantly to funding volume in 2000, were
experiencing losses at higher levels than historic loss levels for other vendor programs. These programs involved independent
sales organizations providing additional services to the merchants (lessees) as part of the lease program. If service levels were
not as the merchants expected, the likelihood of their making required lease payments was reduced. Losses for these programs
began to exceed historical levels for the quarter ended March 31, 2001;

» Leases funded for electronic payments software, such as payment software loaded into a personal computer without the need

for a terminal, were at higher funding levels in 2000 than in previous years. Performance on these leases worsened in the first
quarter of 2001;
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« The overall credit mix of the portfolio was slightly skewed by a few percentage points toward higher risk credits, commonly
described as C and D rated credits. C and D credit leases booked in the year 2000 appeared to be performing significantly
worse than C and D credits in previous years as we analyzed activity through March 31, 2001; and

> The overall softening of the economy at the start of 2001, coupled with the results of our analysis of collection status and
defauit trends as of March 31, 2001, also contributed to the conclusion that the increase in reserves would be appropriate.

Golden Eagle’s micro ticket leasing business is characterized by high incidences of delinquencies, which in turn can lead to
significant levels of loan losses. However, based on historical default rates and our credit assessments, we believe collectibility of the
minimum lease payments is reasonably predictable.

Exclusive of the $7.2 million incremental credit reserve, the gross margin percentage for the year ended December 31, 2001
increased to 38.6%. This increase was primarily attributable to the stabilization of the ICE product family during 2001. During the
year ended December 31, 2000, we experienced margins of approximately 41% through June 30, 2000 due to a larger portion of sales
from the higher margin legacy products. This higher margin through June 30, 2000 was offset during the third quarter of 2000 by the
shift in product mix toward the lower margin ICE product, increased manufacturing costs due to the greater than anticipated
manufacturing volumes in the U.S. versus China, transition costs of moving the production for the ICE product family to China,
higher component costs resulting from increased purchases from distributors (who offered extended credit terms but at higher prices)
and costs related to reworking and stabilizing the new screen-based family of terminals.

Our research and development expenses consist mainly of software and hardware engineering costs and the cost of development
personnel. Our research and development expenses decreased $10.6 million or 27.3% from $38.7 million for the year ended December
31, 2000 to $28.1 million for the year ended December 31, 2001. This decrease was directly attributable to our cost cutting efforts of
reducing personnel and curtailing spending for research and development materials. Since substantially all development activities
related to the introduction of the interactive consumer environment (ICE) product family and the ePic initiative were completed in
2000, the overall level of research and development activities has been reduced. Present development activities are primarily focusing
on reducing the component costs of existing products and to a much lesser extent, new product introductions.

Selling, general and administrative expenses consist of sales and marketing expenses, administrative personnel costs, facilities
operations, and other corporate overheads. These expenses totaled $74.6 million for the year ended December 31, 2001, compared to
$93.1 million for the year ended December 31, 2000. This $18.5 million or 19.9% decrease is attributable to lower revenue related
expense savings and other cost containment measures.

For the year ended December 31, 2001, the loss from continuing operations of $7.5 million compares to a loss of $19.4 million for
the prior year. This improvement results primarily from reductions in research and development and selling, general and
administrative expenses of $29.1 million offset in part by the decrease in gross margin of $17.2 million.

For the year ended December 31, 2001, interest income of $0.5 million consisted primarily of returns on short and long-term
investments. We incurred interest expense of $9.6 million which consisted primarily of interest expense on borrowings for notes
payable, long-term debt, amortization of debt issuance costs and loan discounts on warrants issued, and the amortization of a
beneficial conversion feature on convertible notes payable. Other income (expense) in the amount of ($1.5) million consisted
primarily of charges associated with the requirements under the Forbearance and Modification Agreement between us and our
principal lenders and other related costs associated with being in default with our lenders. Foreign currency losses of $2.6 million
resulted principally from the unfavorable translation of our net foreign investments in Brazil and the United Kingdom. Further, as a
result of being in default with our lenders, we were unable to continue our hedging strategies during the year ended December 31,
2001.

For the year ended December 31, 2001, the income tax benefit for federal, state and foreign taxes was $3.8 million, or 18.4% of
our loss before income taxes. The benefit for federal, state and foreign taxes was $4.9 million, or 14.7% of our loss before income
taxes for the year ended December 31, 2000. Our income tax benefit is different than the U.S. federal statutory rate due to the mix in
which jurisdictions certain taxable income or losses were incurred, the impact of research and experimentation credits, and charges
relating to the estimated portion of certain deferred tax assets that management estimates may not be recoverable.
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Liquidity and Capital Resources

The Company has historically financed its operations primarily through cash generated from operations and from borrowings
under a line of credit. The Company has also used securitization conduits to finance lease receivables generated by its subsidiary
Golden Eagle Leasing, as well as borrowings under notes payable to fund working capital requirements and reduce its bank debt.

Cash provided by continuing operations increased $8.3 million to $25.4 million for the year ended December 31, 2002 from $17.1
million for the year ended December 31, 2001. The principal reason for the change in operating cash flow between 2002 and 2001 was
our improved results from continuing operations offset in part by a net increase in working capital. Our working capital increase
during 2002 resulted from decreases in accounts payable from December 31, 2001. The accounts payable balances at December 31,
2001 were higher than normal stemming from our refinancing activities and conservation of cash efforts necessary in 2001.

Cash used in investing activities decreased $3.6 million to $4.5 million for the year ended December 31, 2002 from cash used in
investing activities of $8.1 million in the same period a year ago. This decrease is primarily related to a decrease in cash required to
fund the Company’s direct financing leases in the amount of $9.5 million resulting from a continued focus on higher quality leases at
less volume, offset by an increase in purchases of property, plant and equipment of $2.9 million. Increases in property, plant and
equipment relate to leasehold improvements and software upgrades.

Cash used in financing activities was $10.6 million for the year ended December 31, 2002, compared to cash used in financing
activities of $7.5 million in the same period a year ago. This change is principally attributable to the net advances to the operating
units in discontinued operations in the amount of $4.7 million. Excluding such advances financing activities have improved due to the
Company’s ability to utilize its $25 million revolving credit facility, which was significantly restricted in 2001 due to non-compliance
with certain financial covenants. Additionally, the Company was able to significantly reduce its long-term debt to $25.0 million from
$67.9 million at December 31, 2001, with proceeds from the private issuance and sale of stock in the first quarter of 2002, as
discussed below. At December 31, 2002 working capital and cash were $129.3 and $23.1 million, respectively, compared to $127.2
and $13.4 million at December 31, 2001, respectively.

On March 22, 2002, the Company completed the issuance and sale of 7,870,000 shares of its common stock, par value $0.001 per
share (the “Shares™), at a price of $5.00 per Share. The shares were sold in a private transaction exempt from registration under
Section 4(2) of the Securities Act of 1933, as amended. The shares were subsequently registered with the Securities and Exchange
Commission effective May 2, 2002.

The net proceeds of the private offering amounted to $36.5 million and were used to repay two term loans with principal balances
of $15.3 million and $3.3 million, respectively, under the Company’s credit facility, $3.1 million in outstanding loans from a director
and principal stockholder and to reduce the outstanding borrowings under the Company’s $25 million revolving credit facility. The
remaining proceeds were used for general corporate purposes.

Further, in connection with the private offering, the Company entered into an agreement with its principal lenders relating to its
revolving credit facility which waived any default or event of default with respect to the delivery of certain collateral documents that
the Company was obligated to deliver under the facility and permitted the Company to repay the term loans. The effective date of the
Amendment was March 13, 2002.

The Company continues to accelerate cash generation through aggressively pursuing collection of trade receivables, reducing
inventories and controlling expenses. We believe that our cash flow from operations, and the net cash provided by our direct-financing
leases, together with our current cash reserves, will be sufficient to fund our projected liquidity and capital resource requirements
through 2003. If operating results are unfavorable or our direct-financing lease fundings exceed direct-financing lease receipts, we
may need to use additional capital sources to meet our short-term liquidity and capital resource requirements. These additional sources
would include our existing credit facilities, including our $25 million revolving line of credit, which is available based on certain
accounts receivable and inventory balances, or our direct-financing lease credit facilities with approximately $29.3 million of credit
available at December 31, 2002.

Backlog

As of December 31, 2002, our backlog was $77.4 million, compared to $113.4 million at December 31, 2001. This decrease is due
to deliveries under prior sales orders, particularly, our Brazilian Heath Ministry contract.

29




The Company includes in its backlog all revenue specified in signed contracts and purchase orders to the extent that the Company
contemplates recognition of the related revenue within one year. There can be no assurance that the contracts included in backlog will
actually generate the specified revenues or that the actual revenues will be generated within the one-year period.

New and Proposed Pronouncements

Effective January 1, 2002, the Company adopted SFAS No. 141, Business Combinations, SFAS No. 142, Goodwill and Intangible
Assets and SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. SFAS 141 eliminated the pooling-of-
interests method of accounting for business combinations and changed the criteria to recognize intangible assets apart from goodwill.
Implementation of SFAS 141 did not have an effect on the Company’s financial statements, SFAS 142 sets forth the accounting for
goodwill and intangible assets already recorded. The impact of adopting SFAS 142 resulted in a charge for the cumulative effect of
this accounting change and is discussed further in Note 10 of the Financial Statements. SFAS 144 addresses the accounting and
reporting for the impairment or disposal of long-lived assets. The initial adoption of SFAS 144 as of January 1, 2002 did not have an
effect on the Company’s financial statements, however during the third quarter of 2002 the Company has applied the principles set
forth in SFAS 144 as discussed in Note 12 to the Financial Statements.

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB Statements No.4, 44 and 64, amendment of FASB Statement
No.13, and Technical Corrections, which among other things, restricts the classification of gains and losses from extinguishment of
debt as extraordinary to only those transactions that are unusual and infrequent in nature as defined by APB Opinion No. 30. SFAS
145 is effective January 1, 2003. Upon adoption, gains and losses on certain future debt extinguishment, if any, will be recorded in
pre-tax income. In addition, the $2.6 million extraordinary loss from early extinguishment of debt for the twelve months ended
December 31, 2002 will be reclassified to income before extraordinary loss to conform to the requirements under SFAS 145 upon
adoption in 2003,

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities, which addresses
financial accounting and reporting for costs associated with exit or disposal activities. SFAS 146 also nullifies Emerging Issues Task
Force (EITF) No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring). The principal difference between SFAS 146 and EITF No. 94-3 relates to the
requirement in SFAS 146 to recognize a liability for a cost associated with an exit or disposal when the liability is incurred versus at
the date of an entity’s commitment to an exit plan, SFAS 146 is effective for exit or disposal activities initiated after December 31,
2002, with early application encouraged. As discussed in Note 12 to the Financial Statements, the Company has applied the principles
set forth in SFAS 146 relative to the exit and disposal plans consummated during the third quarter of 2002.

In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure.
SFAS 148 amends SFAS No. 123, Accounting for Stock-Based Compensation, to provide alternative methods of transition to SFAS
No. 123’s fair value method of accounting for stock-based employee compensation. Statement 148 also amends the disclosure
provisions of SFAS 123 and APB Opinion 28, /nterim Financial Reporting, to require disclosure in the summary of significant
accounting policies of the effects of an entity’s accounting policy with respect to stock-based employee compensation on reported net
income and earnings per share in annual and interim financial statements effective for the Company December 31, 2002. While SFAS
148 does not amend SFAS 123 to require companies to account for employee stock options using the fair value method, the disclosure
provisions by SFAS 148 are applicable to all companies with stock-based employee compensation, regardless of whether they account
for that compensation using the fair value method of SFAS 123 or the intrinsic value method of APB Opinion 25. As allowed by
SFAS 123, we have elected to continue to utilize the accounting method prescribed by APB Opinion 25 and have adopted the
disclosure requirements of SFAS 123 as amended.

Btem 7a. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to financial market risks, including changes in interest rates and foreign currency exchange rates in connection
with our foreign operations and markets. Nevertheless, the fair value of our investment portfolio or related income would not be
significantly impacted by either a 100 basis point increase or decrease in interest rates, due primarily to the short-term nature of the
major portion of our investment portfolio.

A substantial portion of our revenue and capital spending is transacted in U.S. dollars. However, we do at times enter into these
transactions in other currencies, such as the Hong Kong dollar, Australian dollar, Brazilian real, British pound and other Asian and
European currencies. Beginning in June 2002, the Company resumed its foreign currency risk management strategy, which had been
suspended starting the fourth quarter of 2000 due to credit limitations imposed by the Company's banks. As a policy, the Company
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hedges the translation of its net investment in foreign subsidiaries in an attempt to neutralize the effect of translation gains or losses in
the statement of operations. Financial hedging instruments are limited by Company policy to foreign-currency forward or option
contracts and foreign-currency debt. The Company enters into forward or option contracts with its bank or other financial institutions
to accomplish its hedging strategy. At December 31, 2002, the Company had foreign currency forward contracts outstanding in the
amount of $25 million, denominated principally in the Brazilian real and British pound. Gains and losses on these contracts principally
consist of mark-to-market adjustments, recorded in earnings as foreign currency gains or losses.

We do not purchase or hold any such derivative financial instruments for the purpose of speculation or arbitrage. See “Risk Factors
— If we cannot manage additional challenges presented by our international operations, our revenues and profitability may suffer”
elsewhere in this Report.

Item 8. Financial Statements and Supplementary Data

The financial statements and supplementary data required by Regulation S-X are included in Part IV, Item 16 of this Annual
Report on Form 10-K.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure.

None.
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PART III
Item 10. Directors and Executive Officers of the Registrant

(a) Identification of Directors: The information set forth in our 2003 Proxy Statement under the caption “Board of Directors” is
incorporated herein by reference.

(b) Identification of Executive Officers: See Part I of this Report.

(c) Compliance with Section 16(a) of the Securities Exchange Act of 1934: The information set forth in our 2003 Proxy Statement
under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” is incorporated herein by reference.

Item 11. Executive Compensation

The information set forth in our 2003 Proxy Statement under the caption “Executive Compensation” is incorporated herein by
reference. The sections captioned “Report of the Compensation Committee on Executive Compensation” and “Stock Price
Performance Graph” in the Company’s 2003 Proxy Statement are not incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder Matters

The information set forth in our 2003 Proxy Statement under the caption “Security Ownership of Principal Stockholders and
Management” is incorporated herein by reference.

Ytem 13. Certain Relationships and Related Transactions

The information set forth in our 2003 Proxy Statement under the caption “Certain Transactions and Relationships™ is incorporated
herein by reference.

Item 14. Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our
periodic reports filed with the Securities and Exchange Commission is recorded, processed, summarized, and reported within the time
periods specified in the rules and forms of the Commission and that such information is accumulated and communicated to our
management. In designing and evaluating the disclosure controls and procedures, our management recognized that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving the desired control
objectives and management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible
controls and procedures.

Based on their most recent evaluation, which was completed within 90 days of the filing of this Annual Report on Form 10-K, our
Chief Executive Officer and Chief Financial Officer believe that our disclosure controls and procedures (as defined in Rules 13a-14
and 15d-14 of Securities Exchange Act of 1934, as amended) are effective. There were not any significant changes in internal controls
or in other factors that could significantly affect these internal controls subsequent to the date of their most recent evaluation.

Item 15. Principal Accountant Fees and Services

The information set forth in our 2003 Proxy Statement under the caption “Principal Accountant Fees and Services” is incorporated
herein by reference.
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PART IV
1tem 16. Exhibits, Financial Statement Schedules, and Reports on Form 8-K
a.  The following documents are filed as part of this Report:

(1) Audited Conseclidated Financial Statements
Report of Independent Auditors
Consolidated Balance Sheets at December 31, 2002 and 2001
Consolidated Statements of Operations for the years ended December 31, 2002, 2001, and 2000.
Consolidated Statements of Stockholders’ Equity for the years ended December 31, 2002, 2001, and 2000.
Consolidated Statements of Cash Flows for the years ended December 31, 2002, 2001, and 2000.
Notes to Consolidated Financial Statements

{2) Financial Statement Scheduie
Schedule IT Valuation and Qualifying Accounts
(All other financial statement schedules have been omitted since they are not required, not applicable, or the
information is otherwise included in the financial statements)

b.  We filed no Form 8-K Reports during the last quarter of 2002.

c.  The Exhibit Index and required Exhibits are included following the Financial Statement Schedule.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this
Report to be signed on its behalf by the undersigned, thereunto duly authorized.

Hypercom Corporation

By /s/ CHRISTOPHER S. ALEXANDER
Christopher S. Alexander
Chairman of the Board,
Chief Executive Cfficer and President

Date: March 28, 2003

Pursuant to the requiréments of the Securities Exchange Act of 1934, this Report has been signed below by the following persons
on behalf of the Registrant and in the capacities indicated on March 28, 2003.

Signature Title

(1) Principal Executive, Financial and Accounting Officers

/s/ CHRISTOPHER S. ALEXANDER Chairman of the Board, Chief Executive
Christopher S. Alexander Officer and President
/s/ JOHN W. SMOLAK Executive Vice President, Chief Financial and
John W. Smolak Administrative Officer
(2) Directors

* Director
George Wallner

* Director

Daniel D. Diethelm

* Director
Jane Evans

* Director
Albert Irato

* Director
William Keiper

* Director
Jock Patton

Christopher S. Alexander, by signing his name hereto, does sign and execute this Annual Report on Form 10-K on behalf of such of
the above named officers and directors of the registrant on this 28th day of March, 2003, pursuant to the power of attorney executed
by each of such officers and directors filed as Exhibit 24.1 to this Report.

*By:  /s/ Christopher S. Alexander
Attorney-in-Fact
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CERTIFICATION
I, Christopher S. Alexander, certify that:
1. Ihave reviewed this annual report on Form 10-K of Hypercom Corporation;

2. Based on my knowledge, this annual 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 annual report;

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

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual
report is being prepared;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the filing
date of this annual report (the “Evaluation Date™); and

c) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our
evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s auditors
and the audit committee of registrant’s board of directors (or persons performing the equivalent function):

a) All significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability to
record, process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses in
internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

6.  The registrant’s other certifying officer and I have indicated in this annual report whether there were significant changes in
internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 28, 2003 By: /s/ Christopher S. Alexander
Christopher S. Alexander
Chief Executive Officer
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CERTIFICATION

I, John W. Smolak, certify that:
1. I have reviewed this annual report on Form 10-K of Hypercom Corporation;

2. Based on my knowledge, this annual 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 annual report;

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

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures
(as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this annual
report is being prepared,

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the filing
date of this annual report (the “Evaluation Date™); and

c) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based on our
evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to the registrant’s auditors
and the audit committee of registrant’s board of directors (or persons performing the equivalent function):

a) All significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability to
record, process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses in
internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

6. The registrant’s other certifying officer and I have indicated in this annual report whether there were significant changes in
internal controls or in other factors that could significantly affect internal controls subsequent to the date of our most recent
evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 28, 2003 By: /s/ John W. Smolak
John W. Smolak
Chief Financial Officer
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REPORT OF INDEPENDENT AUDITORS

To the Board of Directors and
Stockholders of Hypercom Corporation

We have audited the accompanying consolidated balance sheets of Hypercom Corporation and subsidiaries as of December 31,
2002 and 2001, and the related consolidated statements of operations, stockholders’ equity, and cash flows for each of the three years
in the period ended December 31, 2002. Our audits also included the financial statement schedule listed in item 16(a)(2). These
financial statements and schedule are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these financial statements and schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the 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 Hypercom Corporation and subsidiaries as of December 31, 2002 and 2001, and the consolidated results of their operations and
their cash flows for each of the three years in the period ended December 31, 2002, in conformity with accounting principles generally
accepted in the United States. Also, in our opinion, the related financial statement schedule, when considered in relation to the basic
financial statements taken as a whole, presents fairly in all material respects the information set forth therein.

As discussed in Note 2 of the consolidated financial statements, in 2002 the Company changed its method of accounting for
goodwill.

/s/ ERNST & YOUNG LLP

Phoenix, Arizona
February 6, 2003
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HYPERCOM CORPORATION
CONSOLIDATED BALANCE SHEETS

December 31,
(amounts in thousands, except share data) 2902 2001
ASSETS
Current assets:
Cash and cash eqUIVAIENES .............oieiiiiieeieeee ettt et ereais $ 23,069 § 13,402
RESIICEA CASN.....ooiniiiceee ettt ettt ettt s e v e e e s ereeeree s e sbaesrneenns 6,777 6,367
Accounts receivable, net of allowance for doubtful accounts of $3,282 and $3,422 ...... 56,007 71,467
Current portion of net investment in direct financing leases.......c.ccoccecviiinieininiencniennn, 11,812 16,242
Current portion of net investment in sales-type 1€ases .......ccoevvveevevreinicncinc e 9,774 7,341
TOVENEOTIES, TMEL ... oo iieeeiiiicteie ettt ee et e et e e e et eseenreseeereessarbeeseanraeseetnessasstsaeeeeareneeenares 46,406 62,411
DEferITeq INCOME TAXES ....veiiiiiereiceeieee ettt ee et s eerare e e eerteessstteessareresensnaesesnseseensssrnesesrnens — 16,090
INCOME tAX TECEIVADIE. ... .vviiiiiiiiii ittt ettt e s stee e s ertr e s eeannesesebesesnssnaesesanens 9,118 —
Prepaid taXeS ..c.c..ooveririieieriieeicrct ettt e e e sr e 425 762
Prepaid expenses and other CUITENt aSSES .......coeviveriiiriirieinicreereeererirenresese e sesen e 14,857 18,937
Long lived assets - held for sale ..........coooviveiiiiie i 660 —
Assets of discontinued operations - held for sale .........cccoovvinniiiicnee 8,834 —
TOAL CUITENT ASSELS ..eevvveeirreiiireierieeeteeeetreeetreeeieeesreesseesirbeesbeeestbesbesesssesseesssenansassssaennseens 187,739 213,019
Property, plant and eqUIPMENt, NEL.......c.cceereriiiiriiene ettt serenes 30,214 37,964
Long-term marketable securities, at Market .......c..ocvvveveeeennieninnee e 152 155
Net investment in direct financing [€ASES........covveveririrrerrineiniier e eeeseeereeseeens 15,392 24,761
Net investment in $ales-tyPe 1eaSES .....oooi i 11,213 8,004
DEferTEd IMCOME LAXES . ouevvereiieiierieircrrertrereresesisiibestresesesessesesesesaensreessesostnrstsesssessansonas — 10,003
Goodwill, net of amortization 0F $3,473 ..oooveiiiiieeee e — 21,766
Intangible ASSELS, IOt .....ciiviriiietiie sttt ettt st s 4,633 13,537
Other IONZ-LETTIN BSSELS.c..eoeiiririiitiit et creee ettt ete st e st ie ettt bttt e sbenabenasrenas 10,660 8.485
TTOTAl @SSEES...vvvieireiiireiieriitr e ettt e st e st et e s s e rtr e ebe e e taestbe e s ata e eate e st s e eaae e s beasaaeenbeaeane e e e e enabes $ 260,003 $ 337,694
LIABILITIES AND STOCKHOLDERS’ EQUITY
Revolving Hne of Credit.........ocoooieiiuiiiiiiiicic ettt $ — § 6,891
ACCOUNLS PAYADIE ....eiiiiiiiieiee ettt et ettt et ettt e sateseneaneeanne e 20,553 31,761
Accrued payroll and related EXPeNSEeSs .......ovcvvveierirerreereere e e e eee 6,419 6,107
Accrued sales and Other tAXES ...icoviviiiie it eerer e et eeneee e e rae e 7,187 5,605
AcCried HADIIITIES .....veee it et e et eeae e eaee e e 6,572 11,032
DeferTed TEVEIUE ..ottt es s er e e s s ber e s e s e s e st benesanesessesees 1,999 2,180
Income taxes Payable ..o e e 1,707 1,495
Current portion of fong-term debt ..o 13,331 20,716
Liabilities of discontinued operations - held for sale.........cccocvviinnccenniiininine 649 —
Total current HabilItIES ... ....oooiiiii ittt ce et e e e e et e e eestaare e s eanenas 58,417 85,787
LONE-term deDl....cieiiiieiie ittt e e e s e esbessaessaesta e s s e s e ese e st anseaennennnenres 11,694 40,281
Other non-current Habilities .......cvviiiiiiiiiiiiiii e svr e eer s eve e sne s 777 257
TOtAl HADIIEIES ..ottt ettt ere ettt ert vt eareetveetrestneseresreens 70,888 126,325
Stockholders’ equity:
Common stock, $.001 par value; 100,000,000 shares authorized; 48,014,350 and
39,795,554 shares outstanding at December 31, 2002 and 2001, respectively ............ 27 19
Additional paid-in CAPItal.........ccocieiiiiiiiiiiii et e 214,008 175,628
Receivables from StoCKhOIAETS. .........cvcveciririerieeecee s e e (1,056) (1,498)
Accumulated (deficit) ArMINGS ......ccccoeviveririirireet e (21,362) 39,722
191,617 213,871
Treasury stock, 230,088 Shares (AL COSE) ...oiviviiiiiiiinieiiciririeieeete e er e erreie e eseeenees (2.502) (2.502)
Total StOCKNOIAETS” EQUILY .....covertiieiiieiiete ettt et e st 189.115 211.369
Total liabilities and stockholders” eqUItY ......cccvccevvvieieiririecer e $ 260,003 $ 337,694

The accompanying notes are an integral part of these consolidated financial statements.
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HYPERCOM CORPORATION
CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended December 31,

(amounts in thousands, except per share data) 2002 2001 2000
NEETEVEINUE ......oocviiieeeeeieet ettt s st et e see e sr bt et etbeetbeebseeteernessanenes $ 270,651 $ 265338 $ 295212
Costs and expenses:
COStS OF TEVENUE......oevii ittt s ree st enaes 169,214 170,181 182,841
Research and development ............cccoeriieninninenniin e 24,744 28,107 38,666
Selling, general and administrative.........ccoevviviriecciinnninneeeeee e 65,191 74,599 93,140
Restructuring charges..........coooovveiivi i e 4434 — —
Total cOSts and EXPENSES........vuvevereiireieeicceteirret et ssenes 263,583 272,887 314,647
Income (loss) from continuing OPErations .........cccevevieurrieeisiererienrereseeseeesecnnene 7,068 (7,549)  (19,435)
TNEETESE INCOIME . ..iiiiiiectii it e e e e e b e et e e e eaae e et e e beeenresesaeeensaeaans 253 540 1,848
INLETESE EXPEIISE... v evteueeieiirtiieittere sttt et e ste b s e b st e bt resr e e (4,207) (9,585) (5,434)
Other INCOME (EXPENSE) .veevviivriirreiearierirnreeiereeeranreassessaasssessersserssesseessasenes 294 (1,519) 1,511
Foreign currency loSS........oovvieviviiiiniietnc e (6,062) (2,577) (1,818)
LSS in eqQUIty @ffilHAte .........ccviverieiieeei e eearare e — — (9.855)
Loss before taxes, discontinued operations, extraordinary item,
and cumulative effect of change in accounting principle.........c.ccoeoveenrnenn. (2,654)  (20,690) (33,183)
(Provision) benefit for iNCOME taAXES ..cuvvvveeriee et (20.403) 3.816 4,875
Loss before discontinued operations, extraordinary item, and
cumulative effect of change in accounting principle ........cccocvevevvereirnnnns (23,057)  (16,874) (28,308)
Loss from discontinued operations, net of related tax benefit of
$1,161 and $1,773 for 2001 and 2000, respectively ...........ccoecrmeverrienne (13,643) (3,034) (2,642)
EXtraordinary item .........ccoeinireiriecc ittt sn e (2,618) — —
Cumulative effect of change in accounting principle.........c.ccecevvcrenrererennnn (21.766) — —
INBELOSS 1.ttt sttt ettt e es et et n e n e nenes $ (61,084) § (19.908) $ (30,950)
Loss per share - basic and diluted:
Loss before discontinued operations, extraordinary item, and cumulative
effect of change in accounting principle ..o $ (0350)% (046) % (0.83)
Loss from discontinued Operations ............ceecvererieiornenenesrecerereeenereenenne (0.29) (0.08) (0.08)
EXtraordinary iteImM.......cc.ovviiiirieeiiee et e seee et stre e etbe e s e s e e e saees (0.06) — —
Cumulative effect of change in accounting principle..........ccoovenrerececcncennee {0.47) — —
L0SS POI SHATE ..c.oviviririiiiii it s e § (1328 (0354)% (091
Weighted average common shares - basic and diluted .......c.ccoevecnnncnc. 46,142 36,644 34,184

The accompanying notes are an integral part of these consolidated financial statements.
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HYPERCOM CORPORATION
CONSCLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Additional Receivables  Accumulated Total
Common Stock Paid-in from (Deficit) Treasury  Stockholders'

(amounts in thousands, except Shares Balance Capital Stockholders Earnings Stock Eguity

share data)

Balance as of December 31, 1999.. 33,234,525 $ 13 $ 146,040 $ (1,498) $ 90,873 $ (3,694) $ 231,734
Issuance of common stock .......... 432,871 — 4,000 — —_ — 4,000
Issuance of treasury stock ........... 83,641 — 22 — — 744 766
Exercise of options.......ccccccovueven 548,962 1 2,596 — - — 2,597
NEt10SS o.oevivieeeriiierreieeveeerinens — — — — (30.950) — (30.950)

Balance as of December 31, 2000.. 34,299,999 14 152,658 (1,498) 59,923 (2,950) 208,147
Issuance of common stock .......... 5,449,143 5 22,992 — — — 22,997
Issuance of treasury stock ........... 46,412 — (22) T — (293) 448 133
NEt10SS v ereecrenecervecrennens — — — — (19.908) — (19.908)

Balance as of December 31, 2001.. 39,795,554 19 175,628 (1,498) 39,722 (2,502) 211,369
Issuance of common stock .......... 8,218,796 8 38,380 — — — 38,388
Decrease in stockholders' — — — 442 — — 442

receivable ..o,
Net LoSS covvveriiireieiieeese e : — — — i (61,084) — (61,084)

Balance as of December 31, 2002.. 48,014,350 $ 27 $ 214,008 $ (1,056) $ (21.362) $ (2502) $ 189,115

The accompanying notes are an integral part of these consolidated financial statements.
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Hypercom Corporation
Consolidated Statements of Cash Flows

Year Ended December 31,
(amocunts in thousands) 2002 2001 2000

Cash flows from continuing operations:

NEELOSS .ottt s § @744 8 (16,874) $ (28,308)
Adjustments to reconcile net loss to net cash provided by (used in)

operating activities:

Amortization of discount on notes payable........cocccecvivrniennciienninninees 83 2,160 —
Amortization of beneficial notes payable conversion feature.................. — 667 —
Amortization of deferred financing COStS.........cocevverevvvereiereeerrrererenen. 1,835 1,152 —
Depreciation/amortiZation..........c.ceeereeiiveireessesreeaeieesreesreseeseesveesessneenas 11,172 12,913 10,861
Bad debt @XPENSE ......coueeiiiiiriierererree ettt 874 1,056 2,674
Deferred components of direct financing leases ..........cccccoenvieececcnncnn, (249) (621) (2,285)
Provision for losses on direct financing 1eases..........ccoevevereeriecenverennnen. 8,377 . 18,075 11,681
Provision for losses on sales-type 18ases. .......cccoovvreiienncvecniinnneeeeens 691 607 —
Provision for excess and obsolete INVeNntory ..........oeeevevececeinnesrerenenns 5,957 3,716 3,093
Equity 1088 in affiliates......coviiiviiriieeririieeccein s — — 9,855
Non-cash restructuring charges..........ccccoeveveennn. ket ee s 3,572 — —
Deferred iNCOME tAXES ...cvccoviiiiiriiereieriiticiisr et sr et srse e e eve st sre e 26,093 (4,123) (7,385)
Cumulative effect of change in accounting principle.........ccoovevvreecninnnns 21,766 — —
Extraordinary loss on early retirement of debt........c..cccoecnivinnninnn. 2,618 — —
FOreign CUITENCY JOSS .. ccueiiiiinircierenteriii et erte st etebt et e e 6,062 2,577 1,894
Other ... e st sttt e s 402 50 103
Changes in operating assets and Habilities.........ccccveenciininniiineee, (16.424) (4.266) (25.131)
Net cash provided by (used in) operating activities ..........cccoccvevirvinnen. 25,388 17,089 (22,948)
Cash flows from investing activities:
Advances to and investment in equity affiliate and related parties.......... — — (2,009)
Payments received on notes receivable..........cccoovviiiiiinccciiiine, 349 997 1,269
Principal payments received on direct financing leases.......c...cccoevvvenneen. 12,985 12,587 10,019
Funding of direct financing 1€ases .......ccccoovreveclioiiininiiie e (8,591) (18,061) (42,310)
Increase in restricted Cash ..........ovvvevciiiiniii e (410) (2,726) —
Acquisition Of Other aSSEtS ......cveiiiiiiciiee e, 2,917) (912) (2,710)
Proceeds from disposal of property, plant, and equipment ..................... 113 399 91
Purchase of property, plant and equipment............coccooineciiriniiieeineenen, (6,049) (3,130) (13,020)
Purchase of marketable SECUIItIES .....c..vvvveeieiiiiiiriee s — — (935)
Proceeds from maturity of marketable securities..........coccccovevrieccrnnnes — 2,775 34,782
Acquisition of controlling interest in subsidiaries, net of cash acquired. — — (24.134)
Net cash used in investing aCtiVIties .......ccoccevvnriiiiri e (4,520) (8,071) (38,953)
Cash flows from financing activities:
Borrowings on revolving line of credit......c.occovvvevvicivirinvcnisncene 173,560 83,657 109,490
Repayments on revolving line of credit ........oooeiiiiiiiiecce e (180,450)  (125,724) (60,533)
Repayment of bank notes payable and other debt instruments ............... (36,862) (51,696)  (106,701)
Proceeds from bank notes payable and other debt instruments............... — 69,715 106,872
Advances (to)/from discontinued 0perations .........c..ccoeveveiirerivvciieneans (4,722) 795 (2,907)
Payment of advances to stockholders .........ccoeccevviviiiiienieniieieee e, 321 — —
Proceeds from sale of lease receivables......ccccoevviviiiieeeii i, — 7,977 —
Proceeds from issuance of common Stock .......ccoocivinieviccnniiiciinniinens 37,555 7.803 3.363
Net cash (used in) provided by financing activities ........cc...ccoovvrereenn. (10,598) (7,473) 49,584
Effect of exchange rate changes on cash..........ccoveiiiiioiiiiii e (504) (604) (687)
Net increase {decrease) in cash flows from continuing operations............... 9,766 941 (13,004)
Net decrease in cash flows from discontinued operations ............ccccevueevennen. (99) (547) (81
Cash and cash equivalents, beginning of period ........cccccovvvernciiiiiinnriinnn, 13,402 13,008 26.093
Cash and cash equivalents, end of period ..........cccccoicreniniiinniiiiniiin $§ 23069 § 13402 § 13,008

The accompanying notes are an integral part of these consolidated financial statements.
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HYPERCOM CORPORATION

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2002

1. Description of Business

Hypercom Corporation (with its subsidiaries, the “Company”) is a single-source global provider of end-to-end electronic payment
solutions, including card payment terminals, peripherals, network products, software and e-commerce payment solutions that add
value at the point-of-sale (POS) for consumers, merchants and acquirers, as well as providing direct financing lease funding for POS
equipment.

The U.S. operations, headquartered in Phoenix, Arizona, primarily consist of product development, manufacturing, sales and
marketing, distribution and customer service. The European operations consist of product distribution through the Company’s sales
and support offices located in the United Kingdom, Russia, Sweden, and Hungary. Latin American operations engage primarily in
product distribution through the Company’s subsidiaries in Miami, Brazil, Mexico, and Chile. Additionally third party manufacturing
operations exist in Brazil. The Company’s primary manufacturing is performed in China and is coordinated by the Hong Kong office.
The Asia/Pacific operations are also engaged in product development and product distribution through the Company’s subsidiaries or
business units in Singapore, Hong Kong and Australia.

2. Significant Accounting Policies

Principles of Consolidation

The consolidated financial statements are comprised of the accounts of Hypercom Corporation and all subsidiaries in which a
controlling interest is held. All significant intercompany balances and transactions have been eliminated.

Reclassification

Certain amounts in the prior-year financial statements have been reclassified to conform to the current year presentation, including
the results of operations and cash flows of the Company’s discontinued operations.

Use of Estimates

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

Foreign Currency

The foreign subsidiaries and divisions use the U.S. dollar as the functional currency. Their local currency financial statements are
re-measured as follows: monetary assets and liabilities at year-end exchange rates, and inventories, property and non-monetary assets
and liabilities at historical rates. During the years ended December 31, 2002, 2001 and 2000 the Company recorded net gains (losses)
on re-measurement of approximately ($4,915,000), ($2,179,000), and ($2,736,000), respectively. For the same periods, the Company
recorded net gains (losses) on transactions denominated in foreign currencies of approximately $(1,147,000), ($398,000), and
$918,000, respectively. These amounts are included in the results of operations.

Cash and Cash Equivalents

The Company considers all investment instruments with a remaining maturity of three months or less when purchased, to be cash
equivalents.
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Restricted Cash

In connection with the securitization of direct finance leases (see Note 11), the Company’s Equipment Leasing segment, Golden
Eagle Leasing, is required to establish restricted cash collection, collateral and reserve accounts. The Company initially funded the
restricted cash accounts with $3.6 million from the proceeds of the securitization. The accounts are principally used for the collection
of monthly equipment lease payments, remittance of funds to service the related debt, and to maintain certain credit enhancement and
liquidity levels.

Accounts receivable

Trade accounts receivable are recorded at the time we have met the criteria for revenue recognition of products, services and long-
term contracts. Payment terms for product and service trade receivables generally range from 30 to 60 days depending on the
circumstances of each order or service contract. Payment on trade receivables from long-term contracts is generally received within
four months of the milestone approval date. Any payments not received within the agreed upon due date are considered past due
accounts.

We maintain an allowance for doubtful accounts for estimated losses resulting from the inability of our customers to make
required payments. We compute such allowance based upon a specific customer account review of our larger customers and balances
in excess of 90 days old. Our assessment of our customers’ ability to pay generally includes direct contact with the customer,
investigation into our customers’ financial status, as well as consideration of our customers’ payment history with us. If the financial
condition of our customers were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances
may be required. If we determine, based on our assessment, that it is more likely than not that our customers will be unable to pay, we
will charge off the accounts receivable.

Marketable Securities

Management determines the appropriate classification of its investments in tradable debt and equity securities at the time of
purchase. Securities for which the Company does not have the intent or ability to hold to maturity are classified as available for sale
and are carried at fair value, with the unrealized holding gain and losses, net of tax, reported in a separate component of stockholders’
equity, if material. Cost is determined based on specific identification. Securities classified as available for sale include both securities
due within one year and securities with maturity dates beyond one year. Securities with a maturity date within one year are classified
as Marketable Securities as a part of Current Assets. Securities with a maturity date beyond one year are classified as Long-Term
Marketable Securities.

Fair Value of Financial Instruments

The Company values financial instruments as required by Statement of Financial Accounting Standards No. 107, Disclosures
about Fair Value of Financial Instruments (SFAS No. 107). The carrying amounts of cash and cash equivalents and bank notes
payable approximate fair value due to the short maturity of those instruments. The fair value of marketable securities and long-term
marketable securities is determined based on quoted market prices. The fair value of direct financing and sales-type leases and long-
term obligations is estimated by discounting the future cash flows required under the terms of each respective lease or debt agreement
by current market rates for the same or similar issues of leases or debt with similar remaining maturities. The fair value of financial
hedge instruments are based on quotes from brokers using market prices for those or similar instruments. The Corporation does not
acquire, hold, or issue derivative financial instruments for trading purposes. Derivative financial instruments are used to manage
foreign exchange and interest rate risks that arise out of the Company’s core business activities.

Derivative Financial Instruments

The Company does not acquire, hold or issue derivative financial instruments for trading purposes. Derivative financial
instruments are used to manage foreign exchange and interest rate risks that arise our of the Company’s core business activities.

Derivative financial instruments used to manage foreign exchange risk are designated as hedging instruments for hedges of foreign
currency exposure of our net investment in foreign operations. The primary objective of our hedging strategy is to protect our net
investments in foreign subsidiaries that are exposed to volatility in foreign currency exchange rates. Financial hedging instruments
used in this strategy are limited by Company policy to foreign currency forward or option contracts and foreign currency debt.
Changes in the fair value of foreign-currency forward contracts are reported as foreign currency gains or losses in the statement of
operations. At December 31, 2002 the Company had two forward contracts in place to hedge its foreign currency denominated net
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monetary assets in Brazil and the United Kingdom. The U.S. dollar amount of the contracts was approximately $25.0 million and the
total payable recorded under the contracts was approximately $310,000. The Company did not hedge its foreign currency exposure
during 2001 due to liquidity and financing restrictions.

The Company has one derivative financial instrument to manage interest rate risk in the form of an interest rate swap. The fair
value of this instrument is not considered material to the Company’s financial position.

Inventories

Inventories are stated at the lower of standard cost or market. Standard costs approximate first-in, first-out (“FIFO”) costs.
Reserves for estimated excess and/or obsolete inventory are established on a part-level basis and netted against the related inventory
item.

Investment in Equity Affiliate

The Company uses the equity method of accounting for restricted share investments held in entities for which it holds greater than -
20% equity interest yet does not have financial control as defined by Statement of Financial Accounting Standards No. 94,
Consolidation of all Majority-Owned Subsidiaries. Under this method the Company will record its proportionate share of the
operating results of the investee.

At December 31, 1999, the first such investment was made by contribution of certain assets and intellectual property with a net
book value of $776,000 and through an advance of funds totaling $5,000,000 to Cirilium Corporation. In addition, in the quarter ended
June 2000, the Company contributed certain foreign assets with a net book value of $229,000 to Cirilium Corporation.

The Company reported its initial 45% investment in Cirilium on the equity method and reported a loss of $9,855,000 for the year
ended December 31, 2000. During the quarter ended September 30, 2000, as a result of continuing losses by Cirilium, the Company
fully reserved operating advances made to Cirilium and also established a 100% reserve on all inventory dedicated to Cirilium
production. The total of the charges related to these actions, which are included in the $9,855,000 loss, amounted to $4,100,000. The
Company has no remaining basis in this investment.

Capitalized Software

Statement of Financial Accounting Standards No. 86, Accounting for the Costs of Computer Software to be Sold, Leased or
Ortherwise Marketed (SFAS 86), requires capitalization of certain software development costs subsequent to the establishment of
technological feasibility. Accordingly certain development costs incurred between the establishment of technological feasibility and
when the product is available for general release to customers have been capitalized. The amounts capitalized in the years ended
December 31, 2002, 2001, and 2000, were approximately $0.4 million, $1.5 million, and $2.5 million, respectively. The Company
amortizes capitalized software development costs in accordance with SFAS 86 once the product is available for general release to
customers.

Property, Plant and Equipment

Property, plant and equipment are stated at cost. Depreciation and amortization are provided on straight-line and accelerated
methods over the following useful lives:

Building ..o 30-40 years
Computer equipment and software ...........cccccc...... 3-5 years
Machinery and equipment.............cccocevveereerenernneen. 5-7 years
Furniture and fixtures...........ccccvvvvveevvire e 5-7 years
Leasehold improvements ............ccccoceevevrricrvenennnee 2-15 years

Goodwill
In September 2001, the Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 141

(SFAS 141), Business Combinations, and No. 142 (SFAS 142), Goodwill and Other Intangible Assets, effective for fiscal years
beginning after December 15, 2001. Under the new rules, goodwill and intangible assets deemed to have indefinite lives will no longer
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be amortized, but will be subject to annual impairment tests in accordance with the statements. Other intangible assets will continue to
be amortized over their useful lives.

The company adopted the standard effective January 1, 2002. In accordance with SFAS 142, the Company ceased amortizing
goodwill totaling $21.8 million as of that date. See Note 10.

Impairment of Long-Lived Assets

The Company periodically evaluates its long-lived assets used in operations for impairment. Impairment losses would be recorded
when events and circumstances indicate that an asset might be impaired and the undiscounted cash flows to be generated by that asset
are less than the carrying amounts of the asset. See Note 12 for further discussion.

Self-Insurance

The Company self-insures, with certain stop loss insurance coverage, for employee dental care. Claims expense is recorded in the
year of occurrence through the accrual of claim reserves based on estimates of ultimate claims costs. Claims incurred but not yet
reported are estimated and reserved for based on historical claims data.

Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the financial
statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and liabilities are
measured using enacted tax rates expected to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax laws (including rates) is recognized in
income in the period that includes the enactment date. See Note 14 regarding a full valuation reserve against deferred tax assets.

The Company does not provide for federal income taxes on the undistributed earnings of its international subsidiaries because
earnings are reinvested and, in the opinion of management, will continue to be reinvested indefinitely.

Revenue Recognition

The Company recognizes revenue pursuant to Staff Accounting Bulletin No. 101 “Revenue Recognition in Financial Statements.”
Accordingly, revenue is recognized when all four of the following criteria are met: (i) persuasive evidence that an arrangement exists;
(ii) delivery of the products and/or services has occurred; (iii) the selling price is both fixed and determinable, and (iv) collectibility is
reasonably probable.

The Company generaily recognizes product revenue, including sales to distributors and sales under sales-type leases, upon
shipment of product. Revenue from service obligations is recognized over the lives of the contracts. Revenues from long-term
contracts that require substantial performance of customized software and hardware over an extended period are recorded based upon
the attainment of scheduled performance milestones.

Direct finance lease income and the interest portion of sales-type leases is amortized to lease income over the lease term in a
manner that produces a constant rate of return on the net investment in the direct finance or sales-type lease.

The Company accrues for warranty costs, sales returns and other allowances at the time of shipment.
Stock-Based Compensation

Statement of Financial Accounting Standards No. 123, Accounting for Stock-Based Compensation, (SFAS 123) defines a fair value
based method of accounting for employee stock options or similar equity instruments. However, it also allows an entity to continue to
account for these plans according to Accounting Principles Board Opinion No. 25 (APB 25) and related interpretations, provided pro

forma disclosures of net income are made as if the fair value based method of accounting, defined by SFAS 123, had been applied.

The Company has elected to continue to measure compensation expense related to employee stock purchase options using APB 25
and related interpretations. The following table represents the effect on net losses and loss per share if the Company had applied the
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fair value method and recognition provisions of SFAS 123 to stock based employee compensation (amounts in thousands, except
share data):

Year Ended December 31,
2602 2001 2000
Net 1088, 88 TEPOTTEd ....ovvviieiiieterieieie et $ (61,084) $ (19,908) $ (30,950)
Deduct: Total stock-based employee compensation expense
determined under fair value methods for all awards, net of
related tax effects in 2001 and 2000 ........cccoceiviniiiiicnviiirerinne (4.992) (3.625) (5.590)
Pro fOrma NEt L0SS....oioieiiieieece e et esrnsernssaneae e e s e e seessaessnenes 3 (66.076) § (23.533) $§ (36,540)
Net loss per share:
Basic and diluted, as reported ...........oovveeervvininininne s § A3y % (0354 s (091
Basic and diluted, pro forma ..........cccoooieieieevieiicice e $ (1438 (064 8 (1.07)
Weighted average shared used in computation:
Basic and diluted........cooeviiiiiecee e e 46,142 36,644 34,184

The fair value of each option grant is estimated on the date of grant using the Black-Scholes valuation method with the following
assumptions: risk free interest rates of 3.8%, 4.5%, and 6.0%; an average expected time to exercise of five years; expected stock
volatility of 87%, 83%, and 77%; and no dividends for the years ended December 31, 2002, 2001, and 2000, respectively.

As required, the pro forma disclosures above include options granted since January 1, 1995. Consequently, the effects of applying
SFAS 123 for providing pro forma disclosures may not be representative of the effects on reported net income for future years until all
options outstanding are included in the pro forma disclosures. For purposes of pro forma disclosures, the estimated fair value of stock-
based compensation plans and other options is amortized to expense primarily over the vesting period. See Note 16 for further
discussion of the Company’s stock-based employee compensation.

FEarnings (Loss) Per Share

The following table sets forth the computation of basic and diluted earnings (loss) per share (in thousands, except per share
amounts):

Year Ended December 31,
2002 2001 2000
NUMERATOR:
Loss before discontinued operations, extraordinary item, and cumulative effect of
change in accounting Principle..........ccecrieeeiniriini i $ (23,057) $ (16,874) $ (28,308)
Loss from discontinued Operations..............coouveeiirririvinceenreereesreseesseeseesresasssessseenes (13,643) (3,034) (2,642)
EXIraordinary TEeIM........overuiiieieieteeee et see e rir et sttt ear s e e sae b s eeeresen e seseneennenes (2,618) — —
Cumulative effect of change in accounting principle ...........cccoovvevvevmnireniceeenneenene. (21,766) — —
N LSS .ttt ettt et ettt sttt st e n b S (61,084) § (19.908) §_(30.950)
DENOMINATOR:
Denominator for basic loss per share - weighted average common shares outstanding 46,142 36,644 34,184
Effect of dilutive securities:
Common stock options and WaITANTS.........ccovvveieveicriecere e seecreesee e ere s esreesnens — — —
Denominator for diluted 10ss per share.........cccoceviieneviiinniicccie e 46,142 36,644 34,184
LOSS PER SHARE:
Basic and diluted:
Loss before discontinued operations, extraordinary item, and cumulative effect of
change in accouNting PrinCiPle.......c. o ecoriiiieire et eeer et e esbe b nes $§ (050) % (046) § (0.83)
Loss from discontinued operations..........o...... {0.29) {0.08) {0.08)
Extraordinary fem.......ccoconvvrereniinirirennencenn (0.06) — —
Cumulative effect of change in accounting principle .........cooovnevievinniciinnencnn (0.47) — —
NEt LOSS PEI SHATE....c.eeviiiiiviiiicceitee st s § (132§ {054y % (091

Weighted average shares issuable upon the exercise of stock options which are not included in the calculation of diluted (loss) per
share because they were anti-dilutive amounted to 2,284,306, 1,701,235 and 1,711,817 for the years ended December 31, 2002, 2001
and 2000, respectively.
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Treasury Stock

In June 1998, the Board of Directors authorized the repurchase, at management’s discretion, of up to 1,000,000 shares of the
Company’s stock. Shares repurchased under this authorization were used to offset dilution caused by the Employees Stock Purchase
Plan and Stock Option Plan. The Company’s repurchases of shares of common stock are recorded as treasury stock and result in a
reduction of stockholders’ equity. When treasury shares are issued, the Company uses a first-in, first-out method and any excess of
repurchase costs over the reissue price is treated as a reduction of paid in capital. Any excess of reissue price over repurchase cost is
treated as an increase to paid in capital.

Operating Segments

The accounting policies of the reportable segments are the same as those used for the consolidated entity. Performance is evaluated
based on profit or loss from operations. Intersegment sales and transfers are accounted for based on defined transfer prices.

New and Proposed Pronouncements

Effective January 1, 2002, the Company adopted SFAS No. 141, Business Combinations, SFAS No. 142, Goodwill and Intangible
Assets and SFAS No. 144, Accounting for the Impairment oy Disposal of Long-Lived Assets. SFAS 141 eliminated the pooling-of-
interests method of accounting for business combinations and changed the criteria to recognize intangible assets apart from goodwill.
Implementation of SFAS 141 did not have an effect on the Company’s financial statements. SFAS 142 sets forth the accounting for
goodwill and intangible assets already recorded. The impact of adopting SFAS 142 resulted in a change for the cumulative effect of
this accounting change and is discussed further in Note 10 of the Financial Statements. SFAS 144 addresses the accounting and
reporting for the impairment or disposal of long-lived assets. The initial adoption of SFAS 144 as of January 1, 2002 did not have an
effect on the Company’s financial statements, however during the third quarter of 2002 the Company has applied the principles set
forth in SFAS 144 as discussed in Note 12 to the Financial Statements.

In April 2002, the FASB issued SFAS No. 145, Rescission of FASB Statements No.4, 44 and 64, amendment of FASB Statement
No.13, and Technical Corrections, which among other things, restricts the classification of gains and losses from extinguishment of
debt as extraordinary to only those transactions that are unusual and infrequent in nature as defined by APB Opinion No. 30. SFAS
145 is effective January 1, 2003. Upon adoption, gains and losses on certain future debt extinguishment, if any, will be recorded in
pre-tax income. [n addition, the $2.6 million extraordinary loss from early extinguishment of debt for the tweive months ended
December 31, 2002 will be reclassified to income before extraordinary loss to conform to the requirements under SFAS 145 upon
adoption in 2003.

In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities, which addresses
financial accounting and reporting for costs associated with exit or disposal activities. SFAS 146 also nullifies Emerging Issues Task
Force (EITF) No. 94-3, Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring). The principal difference between SFAS 146 and EITF No. 94-3 relates to the
requirement in SFAS 146 to recognize a liability for a cost associated with an exit or disposal when the liability is incurred versus at
the date of an entity’s commitment to an exit plan. SFAS 146 is effective for exit or disposal activities initiated after December 31,
2002, with early application encouraged. As discussed in Note 12 to the Financial Statements, the Company has applied the principles
set forth in SFAS 146 relative to the exit and disposal plans consummated during the third quarter of 2002.

In December 2002, the FASB issued SFAS No. 148, Accounting for Stock-Based Compensation — Transition and Disclosure.
SFAS 148 amends SFAS No. 123, Accounting for Stock-Based Compensation, to provide alternative methods of transition to SFAS
123’s fair value method of accounting for stock-based employee compensation. Statement 148 also amends the disclosure provisions
of SFAS 123 and APB Opinion 28, Interim Financial Reporting, to require disclosure in the summary of significant accounting
policies of the effects of an entity’s accounting policy with respect to stock-based employee compensation on reported net income and
earnings per share in annual and interim financial statements effective for the Company December 31, 2002. While SFAS 148 does
not amend SFAS 123 to require companies to account for employee stock options using the fair value method, the disclosure
provisions of SFAS 148 are applicable to all companies with stock-based employee compensation, regardless of whether they account
for that compensation using the fair value method of SFAS 123 or the intrinsic value method of APB Opinion 25. As allowed by
SFAS 123, we have elected to continue to utilize the accounting method prescribed by APB Opinion 25 and have adopted the
disclosure requirements of SFAS 123 as amended.
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3. Concentrations of Credit and Other Risks
Financial Instruments

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of cash and cash
equivalents, accounts receivable, marketable securities, and long-term marketable securities.

The Company’s cash and cash equivalents are in high quality securities placed with major international banks and financial
institutions. The Company, in the normal course of business, maintains balances in excess of the Federal Deposit Insurance
Corporation’s insurance limit. The balance in excess of the insurance limit at December 31, 2002 and 2001 was approximately $13.3
million and $6.9 million, respectively. The Company also maintains balances in foreign banks that are used for current operations of
subsidiaries located abroad. Foreign deposits that are uninsured amounted to approximately $8.1 million and $8.2 million as of
December 31, 2002 and 2001, respectively.

The Company’s accounts receivable result primarily from credit sales to a broad customer base, both nationally and
internationally, with a concentration generally existing among 5 to 10 customers. During 2002, within our POS/Network System’s
segment, one customer amounted to 10.9% of net revenues, while the top five customers amounted to 29.7% of net revenue.

The Company routinely assesses the financial strength of its customers, requiring letters of credit from certain foreign customers,
and provides an allowance for doubtful accounts as necessary.

Inventories

Most components used in the Company’s systems are purchased from outside sources. Certain components are purchased from
single suppliers. The failure of any such supplier to meet its commitment on schedule could have a material adverse effect on the
Company’s business, operating results and financial condition. If a sole-source supplier were to go out of business or otherwise
become unable to meet its supply commitments, the process of locating and qualifying alternate sources could require up to several
months, during which time the Company’s production could be delayed. Such delays could have a material adverse effect on the
Company’s business, operating results and financial condition.

The Company estimates inventory provisions for potentially excess and obsolete inventory on a part level basis based on
forecasted demand. Actual demand may differ from such anticipated demand and may have a material adverse effect on inventory
valuation.

International Operations

The Company’s international business is an important contributor to the Company’s net revenue and operating results. However,
the majority of the Company’s international sales are denominated in the U.S. dollar, and an increase in the value of the U.S. dollar
relative to foreign currencies could make products sold internationally less competitive. The operating expenses of the Company’s
overseas offices are paid in local currencies and are subject to the effects of fluctuations in foreign currency exchange rates.

The Company conducts manufacturing operations in China and relies on a third party manufacturer in Brazil. Foreign
manufacturing is subject to certain risks, including the imposition of tariffs and import and export controls, together with changes in
governmental policies. The occurrence of any of these events could have a material adverse effect on the Company’s business,
operating results and financial condition.

As of December 31, 2002, the Company maintained significant accounts receivable balances in the Europe and Latin America
regions, which are subject to the economic risks inherent to those regions.

4. Marketable Securities

As of December 31, 2002 and 2001, the difference between amortized cost and fair market value of the Company’s marketable
securities and long-term marketable securities was not material. Accordingly, the Company has not disclosed unrealized gains and
losses. The Company’s municipal bonds and corporate notes have maturities that range from three months to two years. As of
December 31, 2002 and 2001, long-term marketable securities consisted entirely of municipal bonds and government securities
totaling $152,000 and $155,000, respectively.
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5. Net Investment in Direct Financing Leases

The Company’s net investment in direct financing leases consists of lease contracts receivable, plus the estimated unguaranteed
residual value of the equipment at the lease termination date, plus initial direct costs less unearned income. Lease contracts receivable
represents the total rent to be received over the term of the lease reduced by rent already collected. Estimated unguaranteed residual
value of the equipment at the lease termination date represents an estimate, using industry standards, of the fair value of the leased
equipment at lease termination. Initial direct costs (IDC) represent those costs incurred to originate the leases and consist primarily of
salaries and associated general and administrative costs of those personnel directly involved in lease origination activities. IDC are
amortized over the lease term in a manner that produces a constant rate of return on the net investment in the lease. Unearned income
is the amount by which the original sum of the lease contract receivable and the estimated residual value exceeds the original cost of
the leased equipment. Unearned income is amortized to lease income over the lease term in a manner that produces a constant rate of
return on the net investment in the lease.

Interest expense associated with the debt incurred to fund direct financing leases and provisions for credit losses are recorded in
costs of revenue in the accompanying statements of operations. Interest expense and provisions for credit losses included in the costs
of revenue amounted to $2.4 and $8.4 million, $3.8 and $18.1 million, and $4.9 and $11.7 million respectively, for the years ended
December 31, 2002, 2001, and 2000.

During the year ended December 31, 2001, Golden Eagle Leasing recorded, in costs of revenue, an incremental charge to
strengthen credit reserves for certain segments of its receivables in the amount of $7.2 million in addition to its normal loan loss
provisions. This incremental charge represents management’s estimate of potential loan losses that exceed its historical rate of loan
losses.

The following factors contributed to Golden Eagle’s decision in the first quarter of 2001 to strengthen credit reserves:

o We identified several new vendor programs that were established in 2000 and contributed significantly to funding volume in
2000, which were experiencing losses at higher levels than historic loss levels for other vendor programs. These programs
involved independent sales organizations providing additional services to the merchants (lessees) as part of the lease program.
If service levels were not as the merchants expected, the likelihood of their making required lease payments was reduced.
Losses for these programs began to exceed historical levels for the quarter ended March 31, 2001;

» Leases funded for electronic payments software, such as payment software loaded into a personal computer without the need
for a terminal, were at higher funding levels in 2000 than in previous years. Performance on these leases worsened in the first
quarter of 2001;

» The overall credit mix of the portfolio was slightly skewed by a few percentage points toward higher risk credits, commonly
described as C and D rated credits. C and D credit leases booked in the year 2000 appeared to be performing significantly
worse than C and D credits in previous years as we analyzed activity through March 31, 2001; and

e The overall softening of the economy at the start of 2001, coupled with the results of our analysis of collection status and
default trends as of March 31, 2001, also contributed to the conclusion that the increase in reserves would be appropriate.

Net investment in direct financing leases consist of the following (dollars in thousands):

December 31,

2002 2001
Lease contracts receivable ............coovveveeeiinenn, $ 33,242 § 49,923
Allowance for credit losses (4,861) (5,306)
Estimated unguaranteed residual value.............. 8,162 11,433
Initial direct COStS.....coviiiriiniiiiiiieciiee e 1,421 2,627
Unearned iNCOME......ooiveeeivrienrieieee e (10.760) _(17.674)
Net INVESIMENT.....covviviriiiieiiieiie e eeeeeanes $ 27204 $ 41,003

Golden Eagle’s micro ticket leasing business is characterized by high incidences of delinquencies, which in turn can lead to
significant levels of loan losses. The Company maintains an allowance for credit losses at an amount that it believes is sufficient to
provide adequate protection against losses in its portfolio. The allowance is determined principally on the basis of historical loss
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experience and management’s assessment of the credit quality of the loan portfolio at period end. Based on the historical loss
experience and our credit assessments, the Company believes collectibility of the minimum lease payments is reasonably predictable.

Minimum rentals on the direct financing leases are contractually due as follows (dollars in thousands):

Years Ending December 31,

$ 17,159
10,072
4,749

1,262

$ 33,242

6. Net Investment in Sales-Type Leases

Certain sales of product are sold under a capital lease arrangement, recorded as a sales type lease in accordance with SFAS No. 13,
Accounting for Leases, as amended. Lease contract receivable represents the total lease payments to be received reduced by lease
payments already collected. Sales type lease revenues consists of the initial sale of the product shipped and the interest and
maintenance elements of the lease payments as they are made. We maintain an allowance for estimated uncollectible sales type lease
receivables at an amount that we believe is sufficient to provide adequate protection against losses in our sales-type lease portfolio.
Our allowance is determined principally on the basis of historical loss experience and management’s assessment of the credit quality
of the sale-type lease customer base. If loss rates increase or credit conditions at our customers deteriorate, we may need to increase
our allowance for uncollectible sales-type leases. Unearned income, including an interest and maintenance element, is the amount by
which the original sum of the lease contract receivable exceeds the fair value of the equipment sold. The interest element is amortized
to lease income over the lease in a manner that produces a constant rate of return. The maintenance element is amortized on a straight-
line basis over the lease term.

Any unguaranteed residual value accruing to us at the completion of the sales-type lease is recognized at the time the product is
returned to us or payment is received to purchase the product. The residual value for products returned to us is recorded at fair value.
Our estimate of fair value is based on an evaluation of market information, including specific evidence of like-kind sales where
possible.

Net investment in sales-type leases consist of the following (dollars in thousands):

December 31,
2002 2001
Lease contracts receivable........... $ 31,865 $23,346
Allowance for credit losses.......... (1,418) (607)
Uneamned income..............ccvc.v.e. (9.460) (7.394)
Net investment........c..ooveeevvereennens $ 20987 $15,343

Minimum rentals on the sales-type leases are contractually due as follows (dollars in thousands):

Years Ending December 31,

7. Fair Value of Financial Instruments
The Company’s financial instruments consist of cash and cash equivalents, marketable securities, net investment in direct

financing leases and long-term debt. As of December 31, 2002 and 2001 the fair value (see Note 2) of these financial instruments
approximated their respective carrying values.
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8. Inventories
Inventories consist of the following (dollars in thousands):

December 31,

2002 2001
Purchased parts........cccccoevvvevnvnnnnn. $ 15,715 $21,502
Work in Process......ccoveveverrerircrniens 4,986 8,560
Finished goods.......cccoovervnririnnennnne 25,704 _32.349

$46406 $62411

9. Property, Plant and Equipment

Property, plant and equipment consist of the following (dollars in thousands):

December 31,

2002 2001
Land and improvements.......c.....c.cccveeveveenn. $§ 4,691 $ 4,701
Building ...cocoeveviireccriirrnsecen e 14,665 16,729
Computer equipment and software ............ 19,130 18,175
Machinery and equipment...........ccccececveunene 19,471 22,604
Furniture and fiXtures.......ococvveeeeeeerererenenn, 5,531 5,919
Leasehold improvements ..............coccvveeene. 3.066 2.985

66,554 71,113
Less accumulated depreciation .................. (36.340) _ (33.149)

$ 30214 § 37964

Depreciation expense from continuing operations was $8.0 million and $9.2 million for the years ended December 31, 2002 and
2001, respectively.

10. Goodwill and Intangible Assets

The carrying amount of goodwill upon the adoption of SFAS 142 was $21.8 million at January 1, 2002, of which $20.3 million
was attributed to Golden Eagle, which comprises all of the equipment leasing segment, with the remaining amount of $1.5 million
attributed to the POS/Network Systems segment. Under the transitional provisions of SFAS 142, the Company evaluated its reporting
units for impairment of goodwill as of January 1, 2002, completing the evaluations by June 30, 2002. The impairment test relative to
Golden Eagle’s goodwill was performed by an independent third party valuation firm using market multiple, comparable transaction

and discounted net earnings methodologies, with the remaining amount of goodwill evaluated internally using similar valuation
methodologies.

The results of the impairment tests resulted in a full write-off of the carrying value of goodwill of $21.8 million. In accordance
with the transition provisions of SFAS 142, the write-off is reported as a cumulative effect of a change in accounting principle
impacting the first quarter of 2002. The following table reflects the impact of the cumulative effect of a change in accounting principle
on the reported results for the Company’s first quarter ended March 31, 2002:

Quarter Ended
__March 31,2002

Net income before discontinued operations, extraordinary item, and cumulative

effect of change in accounting principle ........cccooveerervririreneic e $ 927
Loss from discontinued OPerations.........c.ouvvrveeierceiinniienesiee e eeetreceeeresenene (1,736)
Extraordinary Iem, Net........cc.coeiriirerieiereriieni ettt sen e et s be e (1.833)
Net 1088, @S FEPOFIE. .......ccociiiieiiiiiii ittt (2,642)
Cumulative effect of change in accounting principle.........ccocecvivioiniininccecn (21,766)
Net 108S, @S AATUSIEA. ..ottt st $ (24,408)
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Quarter Ended
Mareh 31, 2002
Basic loss per share:
Net income before discontinued operations, extraordinary item, and

cumulative effect of change in accounting principle.........c.cocooveeenciinninncn $ 0.02
Loss from discontinued Operations...........c.ccccevievirrereerinrnn s seeeieseerererenenne (0.04)
Extraordinary fem, NET.........o.coeceiierirerreniecrcrniees e seerete st snenesesess e sen e (0.04)
Net 10ss per Share, as FEPOFLEd .........cooeovvrervieririeceircisree e (0.06)
Cumulative effect of change in accounting principle......c.cccoviviniviiinciinnne, (0.54)
Net loss per share, as adjusted .............ccccvnevnvininirinccinnneecne s 5 (0.60)
Diluted loss per share:

Net income before discontinued operations, extraordinary item, and

cumulative effect of change in accounting principle.........ccccvveeenevenncieenn, $ 0.02
Loss from discontinued Operations...........c.ceeeveeerirrerenrerecenrenereseeeeseseesneseencnnencs (0.04)
EXtraordinary Hem, NEt......c...ececerurrrerirreeneetnesretsseseenrresietesnescerestesestesmeenensesenne (0.04)
Net 10Ss per Share, s FEPOFIEd .......cooveieeieeiiiie et (0.06)
Cumulative effect of change in accounting principle........cccccoievninncninnnnen. (0.49)
Net loss pet share, as adjusted ... § (0595

The Company provided a full valuation reserve against the deferred tax benefit attributed to the write-off of the goodwill that has
tax basis, and accordingly has not reported the cumulative effect of a change in accounting principle net of tax. Due to the goodwill
balances that have tax basis with amortizable lives extending up to 13 years, the Company was uncertain as to whether the tax benefits
would be realized over such an extended time period. Although the Company has not provided a tax benefit attributed to the write off
of goodwill, the tax benefit would be available to the Company in the future to the extent sufficient taxable income is recognized in
the United States.

The following table reflects the reconciliation of reported net loss and loss per share to adjust for the exclusion of goodwiil
amortization in prior year periods (in thousands except per share data).

Year Ended December 31,
2602 2001 2060

Net loss
Reported loss before discontinued operations, extraordinary item and cumulative

effect of change in accounting PrinCiple.........ocovvvvercrnierrnineecreeecetnereeeereenene s $ (23,057) $ (16,874) § (28,308)
Add back: Goodwill amortization, net of taxX ..o — 1,354 1,277
Adjusted loss before discontinued operations, extraordinary item and cumulative

effect of change in accounting principle..........ccoovvevririnniniicne e (23,057)  (15,520) (27,031
Loss from diScontinued OPETALIONS ........cccvvvrereerienieriiireeie sttt et eeabe s e anens (13,643) (3,034) (2,643)
EXIra0orAinary IEEIM .....cccceroirevreii et ete st et e et eeteestaerraeseecebesbeesraenneonneensassennsens (2,618) — —
Cumulative effect of change in accounting principle.......ccccocvevrininiiicinni e (21.766) — —

AdJUSIE NELLOSS ..ottt e 3 (61,084) § (18,554) § (29,672)
Per share of common stock
Basic and diluted:

Reported loss before discontinued operations, extraordinary item and cumulative

effect of change in accounting principle .........coceeveicieieineiinicc e $ (0350) $ (0.46) (0.83)

Add back: Goodwill amortization, Net Of tAX .........ccvevveivir i eenes — 0.03 0.04

Loss from discontinued OPETations .......cc.vereeirerereirinenieieeiniaie e eeie e sie e srereseeneenee e (0.29) (0.08) (0.08)

EXtraordiNAry HEIM ....cccoviriiiiiieeie et st cteste s rre e saaesbe e e e s e e st e et e e erea st eabe s neseneanee (0.06) — —

Cumulative effect of change in accounting principle..........cocevevveiieirinnienecencnennns (0.47) — —

Adjusted 108S PET SNATE .....ooviiiicicieeeie et e st $ (132)8 (051) 8 (087

52




Intangible assets consist of the following (amounts in thousands):

December 31,

2002 2001
Capitalized SORWArE..........c.ccceveecirierereree e $§ 6,904 3 6911
Unpatented technology.........ccccecriiininininncccrncnnne, 2,943 13,319
OhET ..o e 2,352 3.000
12,199 23,230
Less accumulated amortization ...........o.cccvvvvrreeeenin, (7.566) __ (9.693)
$ 4633 § 13,537

Other intangible assets represents acquired customer lists, marketing rights, and covenants not to compete. Intangible assets are
amortized in a straight-line basis over periods ranging from 3 to 7.5 years. Amortization expense from continuing operations was $3.2
million and $3.7 million for the years ended December 31, 2002 and 2001, respectively. The estimated amortization expense for the
next five years is as follows (dollars in thousands):

Years Ending December 31,

2003 .o $ 2,400
2004 ......coooiiiiiieiiiieeee e 1,200
2005 i 400
2006 ... 400
2007 i 200
Thereafter ........ccocvevevniriinnene 33

‘ $ 4,633

11. Long-term Debt
Long-term debt consist of the following (dollars in thousands):

December 31,
2002 2001

Floating Rate Option note payable to Bank One, Arizona; payable in semi-
annual installments plus interest at a variable rate, due April 1, 2019;
collateralized by unconditional, irrevocable, direct pay letter of credit........... $ 9305 § 9,585

Loan and Security agreement ($45 million senior secured credit facility
consisting of revolving line of credit and two separate term loans for
$5 million and $15 million, respectively collateralized by substantially all of
the assets of the borrower’s to the agreement):

Revolving line of credit bears interest at the greater of 8% per annum or
the prime rate plus 2%, if amounts are outstanding under the term loans,
or the prime rate plus 1% if there are no amounts outstanding under the
term loans, and includes a $6 million letter of credit sub-facility,

matures July 31, 2004.......ccooiiiiiriii et e — 6,891
Term Loan A paid in 2002 ... — 4,008
Term Loan B paid in 2002 .........cccoiiiiiinriiiieieseciee e vevenes — 14,291

Contract-backed term notes to Rothschild, (“the Notes”), payable on a

monthly basis including interest at 8.58% based on a twenty-nine month

amortization schedule, notes mature November 2006............cocvvieivieeeiiirinns 11,774 24,839
Note payable to third party, collateralized by building in Brazil, payable in 51

installments including interest at 11.5% plus a variable inflation rate factor,

matures February 2005 .........oooovviieoiiie et v 673 1,440
Note payable to Dao Heng Bank, collateralized by building, payable in 84

equal monthly installments including interest at the bank’s prime rate minus

1% per annum, matures December 2007 ..........ocoeveiiiiiiniiere e 1,212 1,434
Note payable to director and stockholder paid in 2002 (see Note 15) ............... — 3,100
Lease payable to Banc One Leasing, collateralized by equipment, payable in

48 equal monthly installments including interest at 8.62%, matures June

D004 ..o et ettt et e ere 678 1,084
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December 33,

2002 2001
Loan and Security agreement with Webster Bank, interest at Company’s
option of prime rate plus 1.75% or 30 day LIBOR plus 470 basis points, due
February 2004........ccooooiiiirectee et et 750 750
Other capital 188SES ..o s 633 341
Other debt ......cc.ooviriviieiiii sttt — 125
25,025 67,888
Current portion of long-term debt and revolving line of credit...........c.ccceuennen. (13.331) _ (27.607)
Long-term debt ..o $ 11694 § 40281

In connection with the floating rate option note, the related letter of credit is subject to renewal on April 1, 2006. If the letter of
credit is not renewed, the entire remaining principal balance will become due and payable. The letter of credit is collateralized by land
and buildings. The Company is required to make increasing monthly deposits of $18,490 up to $81,752 over the life of the note into a
sinking fund to provide periodic repayment of the notes. The Company has entered into an interest rate swap agreement to fix the
effective interest rate at 7.895%. The interest rate swap agreement matures at the time the related note matures. The Company is
exposed to credit loss in the event of non-performance by the other parties to the interest rate swap agreement. However, the Company
does not anticipate nonperformance by the counter-parties.

In August 2000, the Company entered into a $60 million revolving credit agreement (“Credit Agreement”) provided by a syndicate
of banks, including Bank One, expiring in August 2002. At the Company’s option, the facility bore interest at either prime or LIBOR
based rates payable on a monthly basis. The loan agreement was collateralized by domestic trade receivables, inventories and
marketable securities. Concurrent with this agreement, the Company also entered into a $50 million Receivables Purchase Agreement
(the “Conduit”) that allowed the Company to borrow against certain lease receivables generated through its wholly owned subsidiary,
Golden Eagle Leasing. This agreement expired in August 2001, and at the Company’s option, bore interest at either prime or LIBOR
based rates, payable monthly. These agreements were replaced in 2001 by the $45 million senior secured credit facility discussed
hereafter.

On May 24, 2001, Golden Eagle securitized approximately $45.6 million of its equipment leases. The securitization was accounted
for as a financing transaction in accordance with Statement of Financial Accounting Standards No. 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities”. In connection with the securitization, Golden Eagle, through a
special purpose subsidiary, Golden Eagle Funding Corp. issued $32 million of contract-backed term notes (the Notes). The Notes are
collateralized by equipment leases acquired from Golden Eagle, security interest in the leased equipment, cash collateral and reserve
accounts, as well as other contractual rights and residual proceeds. The Notes bear interest at an annual rate of 8.58%. Principal and
interest 1s payable monthly based on a twenty-nine month amortization schedule. The principal balance outstanding on the Notes at
December 31, 2002 amounted to $11.8 million. The net carrying amount of the securitized equipment leases, included in the net
investment in direct financing leases at December 31, 2002, amounted to $17.8 million.

To secure the payment of the principal and interest on the Notes, and to maintain certain credit enhancement and liquidity levels,
an indenture trustee maintains possession of the contracts, and receives all payments on the contracts and the receivables for the
benefit of the noteholders. For this purpose, a segregated trust account was established at the corporate trust office of the indenture
trustee in the name of the indenture trustee for the benefit of the noteholders. At December 31, 2002 there was $6.8 million in
deposits, restricted for use in the cash collections, collateral and reserve accounts.

Under the terms of securitization, Golden Eagle retained the right to act as servicer of the contract assets. The initial measure of the
servicing assets net of servicing liabilities retained in the securitization was determined to be zero, and as such, no servicing asset or
liability was recorded.

Cash flows from the securitized assets are used to satisfy the servicing fees, administration expenses and debt payments, including
any provision for funding the reserve and cash collateral accounts, related to the Notes on a priority basis. After all parties to the
agreement have been satisfied in order of priority, any excess funds are returned to Golden Eagle on a monthly basis.

The securitization agreements provide for additional credit enhancements, including excess collateralization and the funding of a
reserve account. In addition, the covenants under these agreements, among other things, require Golden Eagle Leasing to maintain
certain financial ratios and to maintain credit facilities in an aggregate amount of at least $30 miilion after April 30, 2002. Golden
Eagle was in compliance with such covenants as of December 31, 2002.
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In June 2001, the Company entered into certain interim financing arrangements pending the completion of the refinancing of credit
facilities. On June 4, 2001, the Company entered a Loan Agreement with a group of eight investors pursuant to which the Company
borrowed an aggregate of $3.4 million. The loans bore interest at 7.5% per annum and had a maturity date of September 5, 2001. The
promissory notes evidencing the loans were convertible into shares of common stock at a conversion rate of $3.16 per share. On
July 30, 2001, all of the notes plus accrued interest were converted into an aggregate of 1,088,342 shares of common stock. In
connection with this borrowing, the Company issued to the lenders Series B Warrants to purchase up to 460,000 shares of common
stock in the aggregate at an exercise price of $3.16 per share exercisable through June 4, 2003. In addition, on July 30, the Company
entered into a Stock Purchase Agreement with several investors, including four of the Series B Warrant holders, under which they
purchased an aggregate of 1,745,201 shares of common stock at a price of $4.2975 per share.

The estimated fair value of the Series B stock warrants at the date issued was $1.44 per share using a Black-Scholes option pricing
model. The total fair value of these stock warrants of $0.7 million was recorded as additional paid in capital and loan discount. The
loan discount was written off to interest expense during 2001 when the related loan agreements were converted to common stock.
During 2002, 93,750 Series B Warrants were exercised. No warrants were exercised during 2001.

On June 6, 2001, the Company borrowed $15 million from Michelle Investments LLC pursuant to a Loan and Security Agreement.
The loan bore interest at 7.5% per annum and had a maturity date of June 6, 2002. In connection with the Michelle Investments loan,
the Company granted to Michelle Investments a Series A Warrant to purchase up to 1.0 million shares of common stock, subject to
certain adjustments, at an exercise price of $3.19 per share exercisable through June 6, 2003. On July 31, 2001, the Company and
Michelle Investments entered into a Stock Purchase Agreement under which Michelle Investments purchased 2,475,248 shares of
common stock at a price of $3.03 per share. Michelle Investments paid for the stock through a $7.5 million reduction of the
outstanding balance under this loan. Concurrently with the issuance of these shares to Michelle Investments, the Company repaid the
remaining balance of the loan out of funds available under a new credit facility.

The estimated fair value of the Series A stock warrant at the date issued was $1.36 per share using a Black-Scholes option pricing
model. The total fair value of these stock warrants of $1.4 million was recorded as additional paid in capital and loan discount. The
loan discount was written off to interest expense during 2001 when the related loan agreement was paid off. No warrants were
exercised during 2002 or 2001.

As a condition to obtaining forbearance from our principal lenders under our pre-existing loan agreements, and to secure the $3.4
million in loans above, George Wallner, our Chief Strategist and our principal stockholder, agreed to loan the Company $3.1 million
and to subordinate these loans to our other indebtedness, including our new lending facility.

In August 2001, the Company replaced our principal credit facility with a new $45 million senior secured credit facility comprised
of a $25 million revolving credit facility and two separate term loans for $5 million and $15 million. The two separate term loans were
paid off and the revolving credit facility paid down to zero in March 2002 in conjunction with the private placement of common stock
completed on March 22, 2002 (see Note 20). The maximum borrowing capacity under this facility is based on inventory and
receivables levels and other factors. The borrowers under the new credit facility are Hypercom Corporation and seven domestic
subsidiaries, and the guarantors consist of Golden Eagle Leasing and two foreign subsidiaries. At December 31, 2001, the prime rate
used to compute interest rates under the new credit facility was 4.75%.

Under the covenant provisions of the new credit facility, the Company has agreed to, among other things, maintain certain
specified financial ratios and consolidated net worth, not make certain distributions with respect to capital stock (including cash
dividends), not make certain investments and not allow our subsidiaries to incur certain types and amounts of debt. In particular,
subject to special exceptions, these covenants prohibit the Company from:

* incurring any additional indebtedness;

* incurring or permitting to exist any additional liens on assets;

+ engaging in a change of control transaction or other fundamental change, such as a merger, recapitalization or liquidation;

» disposing of assets, including equipment and inventory, outside the ordinary course of business;

+ prepaying or modifying the terms of existing indebtedness, except in connection with a permitted financing;

» redeeming, repurchasing or paying dividends or other distributions on capital stock;

+ engaging in certain transactions with affiliates;

« failing to maintain specified levels of EBITDA and tangible net worth and ratios of senior debt and total debt to EBIDTA; and
» issuing or selling any prohibited preferred stock.
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As of December 31, 2001 the Company had not met a covenant requiring the pledge of certain assets as collateral to the term loans
of the senior credit facility. However, on March 13, 2002 the Company obtained a waiver of any event of default related to this
pledge.

As partial consideration for the senior secured credit facility, the Company issued to Ableco Holding LLC, an affiliate of one of
the Company’s lenders, a Series C Warrant to purchase up to 375,000 shares of common stock at an exercise price of $4.00 per share
(adjusted to $3.907 as discussed below). The Series C Warrant is exercisable over a period of five years. The Series C Warrant may be
exercised, at the same exercise price, for an additional 350,000 shares at every six-month anniversary of the issue date of the term
loans while there remain amounts outstanding under the term loans. During 2002, prior to the payoff of the term loans, an additional
350,000 Series C Warrant shares were issued. The estimated fair value of the Series C stock warrant to purchase 375,000 and 350,000
shares of the Company’s common stock, at the date issued and at the first six-month anniversary was $2.64 and $2.21 per share,
respectively, using a Black-Scholes option pricing model. No warrants were exercised during 2002 or 2001. The total fair value of
these stock warrants of $1.8 million was recorded as additional paid in capital and loan discount. The remaining loan discount of $1.6
million was written off in 2002 in connection with the pay-off of the term loans in March 2002 as discussed below.

The Company also paid to Roth Capital Partners LLC, which assisted the Company in obtaining the new credit facility, a fee of
$2.5 million and issued to it a Series D Warrant to purchase up to 312,477 shares of our common stock at an exercise price of $5.33
per share (adjusted to $5.207 per below). The Series D Warrant is exercisable over a period of five years. The estimated fair value of
the Series D stock warrant at the date issued was $2.24 per share using a Black-Scholes option pricing model. No warrants were
exercised during 2002 or 2001. The total fair value of these stock warrants of $0.7 million was recorded as additional paid in capital
and debt issuance costs. Amortization of the debt issuance costs, including both the fair value of the Series D stock warrant and the
cash fee paid, in the amount of $0.5 million was recorded as interest expense in 2001. This fee and the value of the Series C and D
Warrants will be amortized as part of the loan costs.

On March 22, 2002, the Company completed the issuance and sale of 7,870,000 shares of its common stock, par value $0.001 per
share (the “Shares”), at a price of $5.00 per Share. The shares were sold in a private transaction exempt from registration under
Section 4(2) of the Securities Act of 1933, as amended. The shares were subsequently registered with the Securities and Exchange
Commission effective May 2, 2002. The net proceeds of the private offering amounted to $36.5 million and were used to repay the
two term loans noted above with principal balances of $15.3 million and $3.3 million, respectively, $3.1 million in outstanding loans
from a director and principal stockholder and to reduce the outstanding borrowings under the Company’s $25 million revolving credit
facility. The remaining proceeds were used for general corporate purposes.

In connection with the early retirement of our term loans, we recorded an extraordinary loss on retirement of debt of $2.6 million.
The extraordinary loss resulted from the write-off of unamortized debt issuance costs and the loan discount associated with the term
loans.

Further, in connection with the sale of shares used to extinguish debt, the Series C and D Warrants were adjusted for an anti-
dilution clause, in the warrants. The exercise price of the Series C Warrants was changed to $3.907 and an additional 17,257 warrant
shares were issued. The exercise price of the Series D Warrants was changed to $5.207 and an additional 7,381 watrant shares were
issued. The financial impact of this adjustment was not material.

At December 31, 2002, the Company has a $2.0 million letter of credit issued by a bank to cover a performance bond requirement
from a contractual sale agreement in Brazil. Amounts drawn against this letter of credit bear interest at the bank’s prime rate. The
letter of credit expires on November 30, 2003. There were no amounts outstanding on this letter of credit as of December 31, 2002.

The aggregate principal payments due on long-term debt are as follows (dollars in thousands):

Years Ending December 31,

2003 .. § 13,331
2004 ... 2,060
2005 i 800
2006 8,579
2007 .o 255

$ 25025
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12. Restructuring Charges and Discontinued Operations

In September 2002, the Company committed to a plan to improve profits in its POS/Network Systems segment. The plan entailed
downsizing certain operations and streamlining their product offerings, changing to a distributor sales model versus a direct sales
model in certain international locations and disposing of unprofitable operations around the world. The profit improvement plan
encompasses both restructuring activities to be accounted and reported under SFAS 146, as well as discontinued operations to be
accounted and reported under SFAS 144.

The downsizing activities principally focused on the Company’s manufacturing operations in Brazil. Such activities entailed
moving to a contract manufacturer, reducing the number of personnel and holding for sale certain long-lived assets such as buildings
and production equipment, which supported the manufacturing operations. Inventories were also written down to support a more
streamlined product offering. These activities were substantially complete as of September 30, 2002, with final compietion occumng
during the fourth quarter of 2002. The Company anticipates selling the assets held for sale within one year.

In addition, the Company 1dent1ﬁed certain sales offices around the world to close in favor of a more cost-effective distributor
arrangement in those locations. Costs associated with closing these sales offices principally included employee severance, inventory
write downs and costs associated with exiting office space and disposing of office fixed assets. These activities were substantially
complete as of September 30, 2002, with final completion occurring during the fourth quarter of 2002.

The Company also identified certain under-performing operating units around the world whose activities were not closely aligned
with the core business and made a decision to hold these operations for sale. The results of operations for these operating units held for
sale have been classified as discontinued operations and prior periods have been restated to present these operating units as
discontinued operations. At the time the Company determined to hold these operations for sale the carrying amounts of their assets
were written down to fair value less costs to sell. Assets written down consisted principally of accounts receivable, inventories,
intangible assets and fixed assets. The operations held for sale are being actively marketed to certain potential buyers. The sales
transactions are expected to be sales of the operating units’ shares of stock and sales of assets plus the transfer of liabilities and
completed within one year of September 30, 2002.

Restructuring charges

The restructuring charges encompassed write-downs of fixed assets and inventory, one-time termination benefits and other
miscellaneous accruals incurred in connection with the Company’s profit improvement plan as discussed previously. The following
table sets forth the expected costs to be incurred with the activity, the amount incurred during the period and the unpaid balances as of
December 31, 2002:

Expected and Actual
Costs of the Activity

Incurred During Year Unpaid Balances at
Ended December 31, 2002 December 31, 2002
Restructuring charges in Cost of Sales
Write down of inventories and related coStS .............ce..... $ 2,033 100
Total restructuring charges in cost of sales ...........ccc.e. $ 2,033 100
Restructuring charges
Write down of building to fair value...... $ 2,184 § —
Write down of fixed assets to fair value.... 1,388 —
Write down of other assets to fair value 233 —
One-time termination benefits.........coooovvrricvcneinernnnns 482 134
Miscellaneous operating accruals 147 25
Total restructuring charges.........ccceeevvcverirerreeieceicannnn $ 4,434 $ 159

There were no restructuring charges incurred in 2001.
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Discontinued Operations

In conjunction with the Company’s decision to hold certain operations for sales as discontinued operations the Company
recognized a loss on the initial write down of the assets to fair value as discussed above. The initial write off amounted to $8.0 million
and is included as part of the results of the discontinued operations for the year ended December 31, 2002. Net revenue of the
operating units classified as discontinued operations for the year ended December 31, 2002, 2001 and 2002 were $22.7, $26.4 and
$32.3 million, respectively. Pretax losses of the operating units classified as discontinued operations, including initial write downs of
assets to fair value, for the years ended December 31, 2002, 2001 and 2000 were $13.6, $4.2 and $4.4 million, respectively.

During 2002 two operating units held for sale commencing in September, were sold as of December 31, 2002. The sales did not
result in material gains or losses.

The assets and liabilities of the remaining operating units classified as discontinued operations are separately reported in the
balance sheet under the captions “Net assets of discontinued operations held for sale” and “Liabilities of discontinued operations held
for sale.” Both captions are classified as current due to the expected sale of these operations within one year of September 30, 2002.
The assets and liabilities of discontinued operations held for sale consist of the following:

December 31, 2002
Accounts receivable........cooeeeeviverienenn. $ 3,097
INVENLOIY.. oo ieeiriireseee e e 5,270
Other assets....cueieeiviievcrinieeieie e, 467
Total assets .........cccevveevivvieeieeceiennn. $ 8834
Accounts payable...........ccoeenincinennn. § 342
Other liabilities .........coovovvvivveeeiei i 307
Total liabiliti€S.......cccceeerveveriiirieereennn, $ 649

In accordance with SFAS 144, the operating results of the discontinued operating units will be classified as discontinued
operations as they are incurred.

13. Contract Accounting

The Company is involved in one long-term contract with the Brazil Health Ministry requiring substantial performance of
customized software and hardware. The Company recognizes revenues and an estimated gross profit upon the attainment of scheduled
performance milestones. The Company follows this method since the contract contains well-defined performance milestones and the
Company can make reasonably dependable estimates of the costs applicable to various stages of the contract.

Revenues under this contract have been less than 10% of total revenues for each of the fiscal years 2000 through 2002. The
estimated gross profit recorded upon the attainment of scheduled milestones is based upon the Company’s estimate of the total gross
profit to be recognized over the life of the long-term contract. The Company’s gross profit estimates rely on our continuous estimates
of total contract costs compared to contract revenue and any claims in excess of contract revenue where it is both probable the claims
will result in additional contract revenue and the amount of the excess claim can be reliably estimated. Previously recognized gross
profits and the valuation of deferred contract costs are subject to revisions as the contract progresses to completion and any claims for
revenues in excess of the original contract are settled. Revisions in profit estimates and the valuation of deferred contract costs are
reflected in income in the period in which the facts that give rise to the revision become known.

As of December 31, 2002, the Company has identified and made a claim for approximately $6.5 million of revenue in excess of
the agreed contract. The Company believes it is probable the claim will result in additional revenue and have reasonably estimated
such amount in accordance with Statement of Position 81-1, Accounting for Performance of Construction-Type and Certain
Production-Type Contracts. While the revenue related to these claims has not been recorded under the percentage-of-completion
milestone approach, contract costs attributed to these revenue claims amounting to approximately $5.9 million have been deferred
within other long-term assets and treated as normal costs of contract performance. If the revenue claim is denied or results in revenue
less than the associated costs, the operating results would be significantly impacted.
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14. Income Taxes

Income (loss) before income taxes consists of the following (dollars in thousands):

Year Ended December 31,
2002 2001 2000
Income (loss) before income taxes:
United States ......ccooeeeeviieeecienrerenereneneene $ (55,956) $ (30,586) $ (29,039)
FOT@IgN .ovovreeereereirere vt 15.275 5,701 (8,559)

$ (40681) $ (24.885) § (37,598)

The tax effect of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax liabilities are
as follows (dollars in thousands):

December 31,

2002 2001
Deferred tax assets, current:
Inventory valuation and r€Serves........c..ccocvvenrvvenrerenn. $§ 3286 $ 8,386
Compensation accruals ..........cccevrineeeieeiennieneeeneee 3,238 6,756
Allowance for doubtful accounts...........ccccocervveereennene 3,032 3,367
OtheT .ot — —
Valuation alloWance ........coe..ovivvevvevveeeieneeeerecninennns (9.556) (2419)
Deferred tax assets, CUITENt...........cocuvrcievireniiiones § 0§ 1609
Deferred tax assets (liabilities), non-current:
Tax loss carry forwards ........c.ococvveeiirenineeeeneiecininnnas $ 24282 $ 10,759
INtangibles ......ccoeevirerieeiie e 9,743 1,069
Property, plant and equipment..............cccceninericeenans (484) (781)
OHET .ottt 3,472 3,400
Valuation allowance ..........coccovvvriviivieviereceecie e (37.013) (4.444)
Net deferred tax assets, non-current ...........co.cevee.. § 0 § 10,003

The components of income tax expense (benefit) are as follows (dollars in thousands):

Year Ended December 31,
2002 2001 2000
Current:
Federal.......cc.oocovnivnnennne. $ (10,125) $ (2,302) § 8
State....uvveeiiiiieceeea, 15 15 9
Foreigh .....cooevvieevrnnen, 4420 1.433 720
(5,690) (854) 737
Deferred:
Federal.............coevvevnnn. 21,999 (4,274) (7,409)
State...ooveeeeiiiee e 3,143 (510) (775)
Foreign .....coccoevenncnninane 951 661 799

26,093 (4.123) __ (7.385)
3§ 20403 $ (4977) $ (6,648)

The Company’s effective income tax rate differs from the U.S. federal income tax rate as shown below:
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Year Ended December 31,

2002 2001 2000

Tax expense (benefit) at the federal statutory rate........c...ccccvvinerninnne (35.00% (35.0)% (35.00%
State income taxes (benefit), net of federal income tax effect............. — (2.0 (2.0)
Foreign taxes attributable to foreign operations less than federal

SEATULOTY TALE ..ocverierice ettt ettt et sttt e ssbe s e sanesarees 13.2 0.3) 12.0
TaX CTEAILS 1.vvrevieeeiiiiiie ettt e ae e e seaesressae s cnsenaeanns — (2.0) (5.3)
Translation 108S ..o e — 1.0 1.5
Change in valuation allowance ...........oceveveereieiereiccinencieesee e 73.7 18.6 5.9
Capital loss from investment in equity affiliate ...........ocooveeririnccnnnnn — 04 0.9
OFNET .ottt ettt et e e nee (1.7 _(0.7) 4.3
Effective taX TALE ....viciiiiir sttt 502% (20.00% (7.7%

During the third quarter of 2002 we recorded a full valuation allowance on our then remaining unreserved deferred tax asset
balance of approximately $20.0 million. We further increased our valuation allowance in 2002 by $19.7 million for net increases in
deferred tax assets that occurred principally by 2002 charges to expense that are not currently deductible or recoverable, a significant
portion of which related to our $21.8 million change in accounting principle charge for goodwill write-off, a majority of which has tax
basis. The increase in the valuation allowance was based on the weight of all available evidence, principally influenced by the
continued U.S. derived losses in the third quarter of 2002 coupled with a continuing extension of the U.S. recession as well as
cumulative U.S. derived losses in recent years. The U.S. derived losses in the third quarter of 2002 and cumulatively over recent years
together with an uncertain economic outlook for the U.S., were deemed to be significant negative evidence. As a result, the Company
determined it did not meet the “more likely than not” recoverability criteria in SFAS 109 “Accounting for Income Tax,” requiring
positive evidence of sufficient quality and quantity to overcome the negative evidence in order to support a conclusion that a valiation
allowance is not needed. The valuation allowance is subject to reversal in future years at such time that the benefits are actually
utilized or, the operating profits in the U.S. become sustainable at a level that meets the recoverability criteria under SFAS 109. There
are no remaining balances of deferred tax assets reported on the balance sheet as of December 31, 2002.

The 2002 current Federal tax benefit relates principally to loss carrybacks that are refundable against reported taxable U.S. income
five years ago, under special tax law changes applicable to losses generated in 2002.

As of December 31, 2002 and 2001, the Company had not provided deferred income tax benefits on cumulative losses of certain
individual international subsidiaries of $30.1 million and $26.6 million, respectively. If deferred income tax assets were recognized for
these net operating losses, they would be approximately $6.0 million and $5.3 million, respectively. Upon distribution of earnings in
the form of dividends or otherwise, the Company may be subject to both U.S. income taxes and withholding taxes in its various
international jurisdictions. As a result of certain employment actions and capital investments undertaken by Hypercom, income from
manufacturing activities in certain countries is subject to reduced tax rates, and in some cases is wholly exempt from taxes, for years
through 2005.

At December 31, 2002, the Company has U.S. Federal and State net operating loss carryforwards of approximately $69.0 million.
These Federal and State net operating loss carryforwards will begin to expire beginning in 2020 and 2005, respectively, if not
previously utilized.

15. Prefit Sharing Plans

The Company has a 401(k) profit sharing plan, which commenced in fiscal 1998, covering all eligible full-time employees of the
Company. Contributions to the 401(k) plan are made by the participants to their individual accounts through payroll withholding.
Additionally, the plan provides for the Company to make profit sharing contributions to the plan in amounts at the discretion of
management. The employer contribution for the years ended December 31, 2002 and 2001 was approximately $146,000 and
$165,000, respectively.

16. Steckholders’ Equity
Stock Options

During fiscal 1997, the Company’s board of directors approved the Hypercom Corporation Long-Term Incentive Plan (the “1997
Plan”), which allocates 5,000,000 shares of common stock for issuance at the Company’s discretion. The 1997 Plan authorizes

issuance of “incentive stock options” (as defined by the Internal Revenue Code of 1986), non-qualified stock options, stock
appreciation rights, restricted stock awards, performance share awards, dividend equivalent awards and other stock-based awards.
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Stock options issued under the 1997 Plan become exercisable over a period determined by the Board of Directors (generally over five
years) and expire ten years after the date of grant.

In July 2000, the Company’s Board of Directors approved the Hypercom Corporation 2000 Broad-Based Stock Incentive Plan (the
“2000 Plan”), which allocates 5,000,000 shares of common stock for issuance at the Company’s discretion. The 2000 Plan authorizes
the issuance of non-qualified stock options and restricted stock awards, the majority of which must be issued to employees of the
Company who are not officers or directors. Non-qualified stock options issued under the 2000 Plan become exercisable over a period
determined by the Board of Directors, and expire after a period determined by the Board of Directors.

A summary of the Company’s stock option activity and related information follows:

Year Ended December 31,
2002 2001 2000

Weighted Weighted Weighted
Shares Average Shares Average Shares Average
Under Exercise Under Exercise Under Exercise

Option Price Option Price Option Price
Beginning balance outstanding...... 10,663,352 § 6.32 7,057,043 § B8.67 5,639,684 § 7.14
Granted.........ccoovveveeieeiereenn, 1,046,000 5.64 5,653,600 3.75 2,830,850 11.62
EXEICISed rrvvvveerrerereeeeeeeeeereeer (154,475)  3.88 (80) 1038  (548,962)  4.73
Forfeited .....ccoooevveiciviiieeiiiiieas (772,404) 6.50 (2,047.211) 7.29 _(864.529) 10.83
Ending balance outstanding........... 10,782,473 § 628 10,663.352 § 632 7057043 $§ 8.67
Exercisable at end of year............. 6,502,702 § 642 4,054,616 $§ 683 2,682934 § 589

The following table summarizes additional information about the Company’s stock options outstanding as of December 31, 2002:

Options Qutstanding Options Exercisable

Weighted Weighted Weighted

Shares Average Average ‘ Shares Average

Under Remaining Exercise Under Exercise

Range of Exercise Prices Option Contractual Life Price Option Price

$ 1.10-266...... 783,000 14 $ 193 777,500 $ 193

$ 3.00-3.50....... 3,202,413 8.13 3.49 1,618,214 349

$ 3.60-640...... 3,472,450 6.90 5.67 1,998,144 6.05
$6.81-15.00.......... 3.324610 7.08 10.64 2.108.844 10.68

10,782,473 6,502,702

Pro forma information regarding net income and net income per share as disclosed in Note 2, has been determined as if the
Company had accounted for its stock option plans under the fair value based method of SFAS 123. The fair value of these options was
estimated at the date of grant using a Black-Scholes option pricing model. The Black-Scholes option valuation model was developed
for use in estimating the fair value of traded options which have no vesting restrictions and are fully transferable. In addition, option
valuation models require the input of highly subjective assumptions, including the expected stock price volatility. Because changes in
the subjective input assumptions can materially affect the fair value estimate, in management’s opinion, the existing models do not
necessarily provide a reliable single measure of the fair value of its employee stock options. The weighted average fair value of -
options granted in the years ended December 31, 2002, 2001 and 2000 was $5.64, $2.87, and $8.90, respectively.

Employee Stock Purchase Plan

On September §, 1997, the Company’s Board of Directors adopted and the stockholders of the Company approved the Hypercom
Corporation 1997 Employee Stock Purchase Plan (the “Purchase Plan™). The Purchase Plan allows eligible employees of the Company
to purchase shares of the Common Stock through periodic payroll deductions. The initial offering period commenced immediately
following the IPO and extended through June 30, 1998, with subsequent offering periods beginning every six months thereafter (every
three months effective November 16, 1999). At the end of each offering period, payroll deductions for the offering period are used to
purchase shares of Common Stock for each participant’s account at a price equal to 90% (85% effective November 16, 1999) of the
fair market value of the Common Stock on either the first or last day of the offering period, whichever is less. Payroll deductions
under the Purchase Plan are limited to 10% of each eligible employee’s earnings during the offering period, and no single participant
will be granted an option to purchase shares with a value in excess of $25,000 for each calendar year. The Board has reserved 625,000
shares of Common Stock for issuance under the Purchase Plan, subject to adjustment in the event of a stock split, reverse stock split,
stock dividend or similar event. Under the plan, for the years ended December 31, 2002, 2001, and 2000 the Company sold 90,571,
156,765, and 83,641 shares to employees at weighted average prices of $3.68, $2.84, and $9.16 per share, respectively.
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Preferred Stock

On September 8, 1997, the Company’s board of directors authorized 10,000,000 shares of $0.001 par value preferred stock. As of
December 31, 2002 and 2001, there were no shares outstanding.

Direciors’ Stock Plan

On September 8, 1997, the Company’s Board of Directors adopted and the stockholders of the Company approved the Hypercom
Corporation Directors’ Stock Plan (the “Director Plan™). The Director Plan is administered by a committee appointed by the Board
and provides for an initial grant to each Director of an option to purchase 6,250 shares of Common Stock immediately following the
Cffering. In addition, each individual who first becomes a Director after the date of the initial grant of options will be granted an
option to purchase 6,250 shares of Common Stock, and will receive an annual grant of options to purchase 6,250 shares of Common
Stock. The aggregate number of shares of Common Stock subject to the Director Plan may not exceed 93,750, subject to adjustment in
the event of a stock split, reverse stock split, stock dividend or similar event. Options granted under the Director Plan are fully vested
and become fully exercisable on the first anniversary of the date of grant and have a term of ten years. The exercise price per share
under the Director Plan is equal to the fair market value of such shares upon the date of grant. In general, options may be exercised by
payment in cash or a cash equivalent, and/or previously acquired shares having a fair market value at the time of exercise equal to the
total option exercise price.

17. Commitments and Contingencies
Lease Commitments

The Company leases office and warchouse space, equipment and vehicles under non-cancelable operating leases. The office space
leases provide for annual rent payments plus a share of taxes, insurance and maintenance on the properties.

Future minimum payments under operating leases are as follows (dollars in thousands):

Years Ending December 31,

2003 e $ 2,522
2004 ... 1,430
2005 e 715
2006 ..., 253
2007 .o, 247
Thereafter.........cccovvvviviveeeinennn 133

$ 5,300

Rental expense amounted to $3.4 million, $4.5 million, and $4.4 million for the years ended December 31, 2002, 2001, and 2000,
respectively.

Litigation

The Company is subject to legal demands, which have arisen in the ordinary course of its business. Although there can be no
assurance as to the ultimate disposition of these matters and the proceedings disclosed above, it is the opinion of the Company’s
management, based upon the information available at this time, that the expected outcome of these matters, individually or in the
aggregate, will not have a material adverse effect on the results of operations or financial condition of the Company.
18. Related Party Transactions
Receivables from and Payable to Stockholders

During the year ended December 31, 2001, the Company entered into loan agreements as amended and restated, with George
Wallner, the Company’s Chief Strategist and principal stockholder, in the aggregate amount of $3.1 million. The loans bore interest at

12% annually and were due January 31, 2003. The entire outstanding principal balance of $3.1 million was paid in full as of
December 31, 2002.
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In fiscal 1997, the Company made a loan to George Wallner, the Company’s Chief Strategist, in the principal amount of $749,000
and to Paul Wallner, in the principal amount of $749,000. The loans are non-interest bearing and are due in full in March 2004. The
outstanding balance on these notes is included as a separate component of Stockholders’ Equity. During the year ended December 31,
2002, the Company received cash repayments of $160,500 from George Wallner and $160,500 from Paul Wallner, for a total of
$321,000.

19. Segment Information

As of December 31, 2002, the Company had two segments: Point-of-Sale (POS)/Network Systems and Direct-Finance Leasing.
POS Systems develops, manufactures, markets, and supports products that automate electronic payment transactions at the point of
sale in merchant establishments. Network Systems develops, manufactures, markets, and supports enterprise-networking systems.
Direct-finance leasing includes the activities of our direct finance lease subsidiary, Golden Eagle.

The Company’s reportable segments are strategic business units that market distinctly different products and services to a
respectively different group of customers. Their business models vary and each is separately managed given their unique marketing,
operations and financing strategies. The POS/Network Systems segment information excludes the results of the operating units that
have been discontinued as more fully described in Note 12. The following table presents certain segment financial information for the
years ended December 31, 2002, 2001, 2000 (dollars in thousands):

2002
POS/Network Direct-Finance
Systems Leasing Corporate Total
Revenue from external customers.................. $ 244,965 $ 25686 $ — $ 270,651
Total restructuring costs™®........cccovevvvencrinene 6,467 — — 6,467
Income (loss) from continuing operations...... 22,333 2,777 (18,042) 7,068
Depreciation and amortization expense.......... 8,145 644 2,383 11,172
Segment assetS .....cocvicvieerieiecee e 179,590 42,337 38,076 260,003
*Amount includes $2,033 recognized in cost of sales. See Note 12.
2001
POS/Network Direct-Finance
Systems Leasing Corporate Total
Revenue from external customers................. $ 236,773 $ 28,565 § — § 265,338
Income (loss) from continuing operations.... 17,203 (7,376) (17,376) (7,549)
Depreciation and amortization expense........ 8,278 2,590 2,045 12,913
Segment assetS.....cooveiiciiiiiinnienie e 212,078 74,804 50,812 337,694
2000
POS/Network Direct-Finance
Systems Leasing Corporate Total
Revenue from external customers ................ $ 269,855 $ 25357 § — $ 295,212
Income (loss) from continuing operations.... 9,719 (4,397) (24,757) (19,435)
Depreciation and amortization expense........ 7,133 1,799 1,929 10,861
Segment aSSES.....ovivrvrerieriiieeeieenireeerreee s 234,659 87,103 47,475 369,237

There were no intersegment revenues or intersegment operating profits for the years ended December 31, 2002, 2001, and 2000.
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Net revenues to external customers are based on the location of the customer. Geographic information as of and for each of the
years ended December 31, 2002, 2001, and 2000 is presented in the table below (dollars in thousands):

United States Latin America Asia/Pacific Europe Total

Year ending December 31, 2002

REVENUES...covoiiiviieie e $ 108,724 $ 65,318 $ 38,422 § 58,187 § 270,651
Long-lived assets .........ccooeeeernrcrernnnenns 26,121 15,210 2,334 1,842 45,507
Year ending December 31, 2001

Revenues........ ettt et enre s $ 115,786 $ 69,855 $ 34,143 § 45,554 § 265,338
Long-lived assets .........ccoeevrerreririnnnn. 57,974 18,257 3,343 2,178 81,752
Year ending December 31, 2000 v
Revenues.......cccccooovvveiviiiiccccieceen $ 126,419 $ 73,403 $ 39,908 $ 55,482 $§ 295212
Long-lived assets ........cccocervveerereerenene 61,036 20,232 6,405 2,837 90,510

29. Supplemental Cash Flow Information (in thousands)

Year Ended December 31,

2002 2001 2000
Changes in operating assests and liabilities:
Accounts TECEIVADIE......c.vi vttt $ 8880 $§ 6,000 § (23,747)
Net investment in sales-type 1eases .......cccoivvicereeiiieeineneeie e (6,453)  (2,947) (4,416)
INVENEOIIES c.ovieie ettt e 5,732 29 (1,281)
Income tax reCeiVable........ccooviiiiiieiiic e (9,118) — —
Prepaid tAXES . veeiiiiciiiie et et 337 2,273 2,408
Prepaid expenses and other current assets ........c.cooveeverirrerreriernenen. 3,251 (5,908) 1,312
OtHET ASSCLS....eeivviiiiiereirieieerrestae e rersstesresresesrneesaesteeseeasssansesseenseanes (4,572) (1,476) (3,958)
Accounts PaYabIe.......cccovivciniiiice et (13,726) (960) 4,250
Accrued payroll and related eXpenses ......ooeeveveinierieinieceeeeiaeeeens 696 (244) 277
Accrued sales and other taX ..........cocceevviviieeiiieice e 1,602 1,080 (995)
Accrued Habilities......c.cocovvviiiinciee e (4,079) (158) 2,327
Deferred TeVENUE ......ocooiiiieeri ettt 101 (210) (2,380)
Income taxes payable.........ococvviriieincniniiee e 298 (1,574) 909
Other Habilities ....oovviiirieeeiee e s 627 _ (113) 163
Net decrease in operating assets and liabilities............ccococevernennen. $ (16424) § (4266) § (25,131)
Cash paid during the year for:
IIEETESE ...oveeiiieeeee ettt es sttt essac b ese s s et b sene s § (4.629) % (8614) $ (8,979)
INCOME tAXES ....veveriererie ettt sttt sttt et sttt erenn e ste e $ (3.048) § (2,340) § (368)
Noncash investing activities:
Acquisition of plant and equipment through capital leases .............. $ 523 § — $ 1,630
Changes in accounts payable related to the purchase
of property, plant and eqUIPMENt ..........cccoovereeeriererenienninrenninnene $ (477) 8§ 471 § (36)
Noncash financing activities:
Issuance of stock to pay off notes payable ..........ccccocvevereeincrinnnnn. $ — $ (7,500) $ —
Issuance of common stock warrants at fair value.........c.c..ceceevennene. h) (833) § (3,722) § —
Beneficial conversion feature ........cc.ocoevvreveicciie oo reens $ — §  (667) § —
Conversion of notes payable and accrued interest
INTO COMIMON SEOCK. .c.eieiviiieiieiie ettt e $ — $ (3.438) § —
Acquisition of controlling interest in subsidiaries:
Assets acquired (net of seller financing)..........ccovvereeiciniiecvernnen. $ — 3 — $ 69,512
Liabilities aSSUMEd ......c..coooviiiieeereiiiee ettt esneeen — — (41.378)
Net assets acquired ......oooeviiiiiiiiineccr e — — 28,134
Less issuance of cOmmon StOCK........c.coieveeieiiernierereeernieerenieenne — — _(4.,000)
Net cash paid for acquisition of controlling interest in subsidiaries. $ — § — § 24134

21. Interim Financial Results (Unaudited)

The following tables set forth certain unaudited consolidated financial information for each of the four quarters in the years ended
December 31, 2002 and 2001. In management’s opinion, this unaudited quarterly information has been prepared on the same basis as
the audited consolidated financial statements and includes all necessary adjustments, consisting only of normal recurring adjustments,
that management considers necessary for a fair presentation of the unaudited quarterly results when read in conjunction with the
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Consolidated Financial Statements and Notes. The Company believes that quarter-to-quarter comparisons of its financial results are
not necessarily meaningful and should not be relied upon as an indication of future performance. (Dollars in thousands, except per

share amounts. Certain amounts do not sum due to rounding.)

2002
First(1) Second Third Fourth
Quarter(2) _Quarter(l) Quarter - Quarter Fiscal Year
NELTEVENUE «.eoiii ettt s b e $ 70,773 § 67,848 $ 64,050 $ 67,980 $ 270,651
GIOSS PIOfIE.c.ccerieiicriiiiieii et 27,520 26,664 22,216 25,037 101,437
Income (loss) from continuing Operations................cvevevnee. 4,413 4,529 (6,097) 4,223 7,068
Income (loss) before discontinued operations, extraordinary
item, and cumulative effect of change in accounting
PIINCIPIE oo 927 1,266 (27,601) 2,351 (23,057)
Loss from discontinued operations..........c.coovevevvviiesvenenen (1,736) (886) (9,888)  (1,133) (13,643)
Extraordinary item.......ccccveeviriioiioie et (1,833) — (785) — (2,618)
Cumulative effect of change in accounting principle ......... (21,766) — — — (21,766)
Net income (10SS) c.ovirivriveiiieieiet et $ (24.408) § 380 § (38274) 3 1218 $ (61,084)
Earnings (loss) per share - basie:
Income (loss) before discontinued operations, extraordinary
item, and cumulative effect of change in accounting
PLNCIPIE oot $ 002 $ 003 § (©357)S$ 005 % (0.50)
Loss from discontinued operations.............ccccoooeeveeveenenenne (0.04) (0.02) (0.2 (0.02) (0.29)
Extraordinary item........cccovvvioireiinieeeeseere e ereere e (0.04) — (0.02) — {0.06)
Cumulative effect of change in accounting principle.......... (0.54) — — — (0.47)
Earnings (108S) per share ........c.ccovviviviiiicninececce e § (©60) § 001 $§ (08 S 003 § (1.32)
Earnings (loss) per share - diluted:
Income (loss) before discontinued operations, extraordinary
itemn, and cumulative effect of change in accounting
PIINCIPLE oottt $ 002 $ 002 § (037)$ 005 $ (0.50)
Loss from discontinued operations.............ccoceeveveeeerirvennes (0.04) (0.01) (0.21) (0.02) (0.29)
Extraordinary iem........ccovvviieriieririiireaerie e (0.04) — (0.02) — (0.06)
Cumulative effect of change in accounting principle......... (0.49 — — — (0.47)
Earnings (loss) per share ..o $ (0.55) § 001 $ (080)$ 003 $ (1.32)
2001
First Second Third Fourth
Quarter(1) _Quarter(l) _Quarter(1) _Quarter(1)(3) Fiscal Year
NELTEVEIUE ..oeviiiieiie et § 64,040 §$ 68,522 § 64,714 § 68,062 § 265,338
GIOSS PIOfIt...vi et 17,161 24,621 25,955 27,420 95,157
Income (loss) from continuing operations.............c..c...... (10,962) (1,684) 1,462 3,635 (7,549)
Income (loss) before discontinued operations................. (12,555) (5,359) (1,397) 2,437 (16,874)
Loss from discontinued operations...........c.oceevevvvrvrennnnens (698) (400) (988) (948) (3.034)
Net MCOME (10S8) vevvrieieiiiiiiiie e $§ (13253) § (5759) § (2.385) $ 1489 § (19,908)
Earnings (loss) per share - basic and diluted:
Income (loss) before discontinued operations.................. § (037 % (016) $ (004 $ 006 3 (0.46)
Loss from discontinued operations..........ccccooeeirecnnnnens (0.02) (0.01) (0,02) (0.02) (0.08)
Earnings (10ss) per Share .......c.cccocveevveveieivieereeveie s $§ (039 § (017) $__(0.06) S __0.04 § __ (0.54)

(1) During the third quarter of 2002, the Company identified certain unprofitable businesses and made the decision to hold these

operating units for sale. For comparative purposes, all prior periods presented have been restated to reflect the results of operations

of these unprofitable businesses in discontinued operations. See Note 12.

(2) During 2002, the Company adopted SFAS 142, Goodwill and Intangible Assets. During the second quarter of 2002, the Company

completed the evaluation of its reporting units for impairment of goodwill and recorded a $21.8 million write-off of goodwill

primarily attributable to Golden Eagle Leasing. Under the transitional provisions of SFAS 142, this write-off has been reflected as
a cumulative effect of change in accounting principle. The first quarter operating results have been restated to reflect this charge as

required by SFAS No. 3, Reporting Accounting Changes in Interim Financial Statements. See Note 10.

(3) During the fourth quarter of 2001 we reduced sales by $7.5 million to reflect a reserve for product returns. This reserve for product
returns related to one particular customer whereby we decided to take back product for the purpose of providing additional product

features and enhancements. These new features and enhancements were not included in the specifications at the date of the
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original sales, and we were not required to make the modifications under the terms of the original sale. We elected to make a
customer concession and provide the enhancements and have recorded this as a product return. As a result of this sales return,
gross profit was reduced by $2.0 million during the fourth quarter of 2001. As the product is modified and determined to meet the
customet’s revised requirements, we will record sales when all requirements of SAB 101 are met.




FINANCIAL STATEMENT SCHEBDULE

SCHEDULE if VALUATION AND QUALIFYEING ACCOUNTS

Additions
Charged to
Costs and
Expensesin  Charged to
Balance at Continuing Other
Beginning of QOperations Accounts Deductions Balance at
{amounts in thousands) Period (A) {A) (B) End of Period
Year Ended December 31, 2000:
Allowance for doubtful accounts.............. $ 1,589 $ 2,674 $ 58 §$ (666) $ 3,655
INVentory reServes ..oouvrriieecrniieeeeenennes 5,024 3,093 77 (968) 7,226
Allowance for credit losses on
direct finance leases ..........ccocveurrveeenine, — 11,681 1,600 (11,157) 2,124
Year Ended December 31, 2601:
Allowance for doubtful accounts.............. 3,655 1,056 117 (1,406) 3,422
Inventory I€Serves ......oovvveveereeevvverersneeen, 7,226 3,716 328 (250) 11,020
Allowance for credit losses on
direct finance 1€aSes .......occoeeeeveeeeviirin, 2,124 18,075 — (14,893) 5,306
Allowance for credit losses on
sales-type 1eases ..o reiecicnnn, — 607 — — 607
Year Ended December 31, 2002:
Allowance for doubtful accounts.............. 3,422 874 — (1,014) 3,282
INventory reServes ..o.oovveeivireeeinrieeienenens 11,020 5,957 — (7,554) 9,423
Allowance for credit losses on
direct finance 1€ases .......cccoovevvvervinennns 5,306 8,377 — (8,822) 4,861
Allowance for credit losses on
sales-type 1eases ......c.oceevercrveneinreininnenn. 607 691 — 120 1,418

(A) Certain amounts in the 2001 and 2000 periods relating to operations discontinued in 2002 have been reclassified to conform with
the 2002 presentation.

(B) Write-offs of uncollectible amounts and recoveries of amounts previously written off.
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EXHIBIT 99.1
CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS AND RISK FACTORS

In passing the Private Securities Litigation Reform Act of 1995 (the "Reform Act"), Congress encouraged public companies to make
"forward-looking statements" by creating a safe harbor to protect companies from securities law liability in connection with forward-
looking statements. We intend to qualify both our written and oral forward-looking statements for protection under the Reform Act
and any other similar safe harbor provisions.

"Forward-looking statements" are defined by the Reform Act. Generally, forward-looking statements include expressed expectations
of future events and the assumptions on which the expressed expectations are based. The words "believe," "expect," "anticipate,"
"intend," "forecast," "estimate," "project," and similar expressions identify forward-looking statements. Such statements may include,
but are not limited to, the state of the electronic payments industry and competition within the industry; projections regarding specific
demand for our products and services; the commercial feasibility of new products, services and market development initiatives; our
future financial performance and financial condition; the adequacy of our current facilities and management systems infrastructure to
meet our operational needs; the status of our relationship with and condition of third parties upon whom we rely in the conduct of our
business, the sufficiency of reserves for assets and obligations exposed to revaluation; our ability to effectively hedge our exposure to
foreign currency exchange rate fluctuations; our ability to successfully expand our Global Alliance Channel to international markets;
expected demand for POS products in underdeveloped markets such as China, Russia and India; and future access to capital on terms
that are acceptable, as well as assumptions related to the foregoing. Such forward-looking statements are within the meaning of that
term in Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended.
All forward-looking statements are inherently uncertain as they are based on various expectations and assumptions concerning future
events and they are subject to numerous known and unknown risks and uncertainties that could cause actual events or result to differ
materially from those projected. Due to those and other uncertainties and risks, you are urged not to place undue reliance on our
written or oral forward-looking statements. We undertake no obligation to update or revise this Cautionary Statement Regarding
Forward-Looking Statements to reflect future developments. In addition, we undertake no obligation to update or revise forward-
looking statements to reflect changed assumptions, the occurrence of unanticipated events, or changes to future operating results over
time.

We provide the following risk factor disclosure in connection with our continuing effort to qualify our written and oral forward-
looking statements under the safe harbor protection of the Reform Act and any other similar safe harbor provisions. Important factors
currently known to management that could cause actual results to differ materially from those in forward-looking statements include
the disclosures contained in our Annual Report on Form 10-K to which this statement is appended as an exhibit and also include the
following:

RISK FACTORS
Risks Related to Our Business

We have incurred significant losses. If we are unable to improve our financial performance, the price of our common stock will

suffer.

We incurred losses of $61.1 and $19.9 million for the years ended December 31, 2002 and 2001, respectively. Although we have
undertaken aggressive efforts to improve our profitability and increase our cash flows, it is possible that the steps we have taken will
not be successful or of sufficient impact for us to achieve an acceptable level of profitability or positive cash flow. If we fail to do so,
the price of our common stock will suffer.

We expect our results of operations to vary from quarter to quarter and, as a result, we may not meet the expectations of our
investors and stock analysts, which could cause the price of our common stock to fluctuate or decline.

Our revenues and results of operations have fluctuated significantly in the past and are likely to fluctuate significantly in the future.
Accordingly, we believe that period-to-period comparisons of our results of operations may be misleading. You should not rely upon
the results of one quarter as an indication of future performance. Qur revenue and operating results may fall below the expectations of
securities analysts or investors in some future quarter or quarters. Our failure to meet these expectations could cause the market price
of our common stock to decline.

Our quarterly revenue and operating results may vary depending on a number of factors, including:
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v the type, timing and size of orders and shipments for major customers;

e demand for and acceptance of our new product offerings, and returns or warranty costs from new product failures that exceed
our established reserves;

= delays in the implementation and delivery of our products and services, which may impact the timing of our recognition of
revenue;

= write-offs of receivables in excess of reserves;
= variations in product mix and margins during any period,

@ development of new relationships and maintenance and enhancement of existing relationships with customers and strategic
partners;

= manufacturing or production difficulties;

e  deferral of customer contracts in anticipation of product or service enhancements;

= foreign currency exchange rate fluctuations;

@ availability of financing; and

= industry and economic conditions, including competitive pressures and inventory obsolescence.
The loss of one or more of our key customers could significantly reduce our revenues and profits.
We have derived, and believe that we may continue to derive, a significant portion of our revenues from a limited number of large
customers. For the fiscal year ended December 31, 2002, our two largest customers accounted for 17.7% of our net revenue and our
five largest customers accounted for 29.7% of our net revenue. As of December 31, 2002, three customers represented 58%, or $45.0
million, of our total backlog of $77.4 million. Our customers may buy less of our products or services depending on their own
technological developments and internal budget cycles. A major customer in one year may not purchase any of our products or

services in another year, which may negatively affect our financial performance.

Our products may contain defects that may be difficult or even impossible to correct. Product defects could result in sales delays,
delays in our collection of receivables and claims against us.

We offer technically complex products which, when first introduced or released in new versions, may contain software or hardware
defects that are difficult to detect and correct. The existence of defects and delays in correcting them could result in negative
consequences, including the following:

@ delays in shipping products;

e loss of market acceptance for our products;

@ product returns;

@  additional warranty expenses;

= diversion of resources from product development; and

o Joss of credibility with distributors and customers.
Even though we test all of our products, defects may continue to be identified after products are shipped. In past periods, we have

experienced various issues in connection with product launches, including the need to rework these products and stabilize product
designs. Correcting defects can be a time-consuming and difficult task. Software errors may take several months to correct, and
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hardware errors may take even longer. Such issues may result in sales delays, delays in the collection of receivables, and cancellation
of orders, which could adversely affect our results of operations and financial condition, and future business.

We may accumulate excess or obsolete inventory that could result in unanticipated price reductions and write downs and adversely
affect our financial condition.

Managing the proper inventory levels for components and finished products is challenging. In formulating our product offerings, we
have focused our efforts on providing to our customers products with greater capacity and functionality, which requires us to develop
and incorporate the most current technologies in our products. This approach tends to increase the risk of obsolescence for products
and components we hold in inventory and may compound the difficulties posed by other factors that affect our inventory levels,
including the following:

= the need to maintain significant inventory of components that are in limited supply;
= buying components in bulk for the best pricing;

« responding to the unpredictable demand for products; and

= responding to customer requests for quick delivery schedules.

If we accumulate excess or obsolete inventory, price reductions and inventory write downs may result, which could adversely affect
our business and financial condition.

If we are unable to adequately protect our proprietary technology, our competitors may develop products substantially similar to
our products and use similar technologies, which may result in the loss of customers.

We rely on patent, copyright, trademark and trade secret laws, as well as confidentiality, licensing and other contractual arrangements,
to establish and protect the proprietary aspects of our products. Our efforts may result in only limited protection, and our competitors
may develop, market and sell products substantially equivalent to our products, or utilize technologies similar to those used by us. If
we are unable to adequately protect our proprietary technology, these third parties will be able to compete more effectively against us,
which could result in the loss of customers and affect our business adversely.

Our products and other proprietary rights may infringe on the proprietary rights of third parties, which may expose us to litigation.

Although we believe that our products do not infringe on any third party's patents, we cannot be certain that we will not become
involved in litigation involving patents or proprietary rights. Patent and proprietary rights litigation entails substantial legal and other
costs, and there can be no assurance that we will have the necessary financial resources to defend or prosecute our rights in connection
with any such litigation. Responding to, defending or bringing claims related to our intellectual property rights may require our
management to redirect our human and monetary resources to address these claims.

A disruption in the manufacturing capabilities of our third-party manufacturers or suppliers would negatively impact our ability to
meet customer demands.

We rely on third-party manufacturers to manufacture and assemble our products. We also depend upon third-party suppliers to deliver
components that are free from defects, competitive in functionality and cost and in compliance with our specifications and delivery
schedules. Since we generally do not maintain large inventories of our products or components, any termination of, or significant
disruption in, our relationship with our third-party manufacturers or suppliers may prevent us from filling customer orders in a timely
manner.

We have occasionally experienced, and may in the future experience, delays in delivery of products and delivery of products of
inferior quality from third-party manufacturers. Although alternate manufacturers and suppliers are available to produce our products
and product components, the number of manufacturers or suppliers of some of our products and components is limited, and qualifying
a replacement manufacturer or supplier could take several months. In addition, our use of third-party manufacturers reduces our direct
control over product quality, manufacturing timing, yields and costs. Disruption of the manufacture or supply of our products and
components, or a third-party manufacturer's or supplier's failure to remain competitive in functionality, quality or price, could delay or
Interrupt our ability to manufacture or deliver our products to customers on a timely basis, which would have a material adverse effect
on our business.
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Terrorist attacks, such as the attacks that occurred in New York and Washington, D.C. on September 11, 2001, and other acts of
violence or war may affect the markets in which our common stock irades, the markets in whicl we operate and our profitability.

On September 11, 2001, the United States was the target of terrorist attacks of unprecedented scope. These attacks may lead to armed
hostilities or to further acts of terrorism and civil disturbances in the United States or elsewhere. The terrorist attacks caused instability
in the global financial markets, and contributed to downward pressure on securities prices of United States publicly traded companies,

such as us. Future terrorist attacks or armed conflict, including war with Iraq or other countries, could result in economic, political and
other uncertainties that could adversely affect our revenues and operating results, and further depress securities prices, including the
price of our common stock. The September 11 attacks disrupted the global insurance and reinsurance industries, and we may
experience delays in renewing some insurance policies and may not be able to obtain insurance at historical levels for all of our
facilities. Future terrorist attacks and armed conflicts could affect our domestic and international sales, disrupt our supply chain and
impair our ability to produce and deliver our products. Such attacks and conflicts could directly impact our physical facilities or those
of our suppliers or customers, both in the United States and elsewhere. Our primary facilities include administrative, sales and R&D
facilities in the United States, and manufacturing facilities in China. Additional acts of terrorism may make transportation of our
supplies and products more difficult or cost prohibitive. Any impairment of our financial performance as a result of terrorist attacks or
armed hostilities would increase the risk of non-compliance with the financial covenants under our senior secured credit facility and
other lending arrangements, resulting in events of default and the possible acceleration of our indebtedness.

Our results of operations could be harmed if our operating expenses do not correspond with the timing of our revenue.

Most of our operating expenses, such as employee compensation, manufacturing, and rental expense for properties, are either
relatively fixed in the short-term or incurred in advance of sales. Moreover, our spending levels are based in part on our expectations
regarding future revenue. As a result, if revenue for a particular quarter is below expectations, we may not be able to proportionately
reduce operating expenses for that quarter. A shortfall in revenue, therefore, could have a disproportionate effect on our expected
operating results for that quarter and could cause the trading price of our common stock to decline.

If we cannot manage the additional challenges presented by our international operations, our revenues and profitability may

suffer.

We derived approximately 59% of our total net revenues from sales outside the United States, principally in Latin America and
Europe, for the year ended December 31, 2002. We expect that international sales will continue to account for a significant percentage
of our net revenue in the foreseeable future. Because a substantial percentage of our revenues are derived from foreign customers, we
face numerous risks associated with conducting international operations, any of which could negatively affect our financial
performance and results of operations. These risks include the following:

e we are subject to foreign regulatory requirements that may change without notice;

@ our expenses related to sales and marketing and research and development may increase;

©  we are subject to various import/export restrictions, and import/export licenses may not always be available;

©  we are subject to foreign tariffs and other trade barriers;

= some of the foreign countries that we deal with suffer from political and economic instability;

@ some of the foreign currencies that we deal with fluctuate significantly and are subject to inflationary pressures;

®  we may have difficulty staffing and managing our foreign operations;

@ there is a tendency for international payment cycles to be longer than for our North American operations;

o we may have difficulty collecting accounts receivable; and

= we are subject to the Foreign Corrupt Practices Act, which may place us at a competitive disadvantage to foreign companies
that are not subject to similar regulations.
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Our golden eagle leasing subsidiary is engaged in micro-ticket leasing of pos related appliances. By nature, this activity carries a
high rate of lease default that, if excessive, can result in a substantial write-off of our lease portfolio and further impair
profitability.

Golden Eagle Leasing, Inc., our equipment leasing subsidiary, is focused on providing micro-ticket leasing (generally less than
$5,000) through nation-wide vendors of equipment in defined niche markets that are not served by traditional lessors. Golden Eagle's
primary market is that of POS equipment, the leases for which currently account for nearly its entire portfolio. It also originates leases
in other commercial-use microticket markets, such as computer and office equipment, and is actively exploring expansion into these
and other lines of equipment having similar dollar value and market risk. Golden Eagle originates its leases directly with the
equipment end-user, which for POS equipment is most often a merchant. Golden Eagle's micro ticket leasing business is characterized
by high incidences of delinquencies, which in turn can lead to significant levels of loan losses. The current level of profitability could
be substantially impaired if existing lease loss reserves prove inadequate or leases originated in the future experience a default rate
greater than that for which reserves are established at the time of inception.

We are dependent on current management and key personnel. The loss of certain of these individuals could cause material harm
to the operation and future prospects of our business.

Christopher Alexander, our Chairman, President and Chief Executive Officer, John W. Smolak, our Executive Vice President, Chief
Financial Officer, and Chief Administrative Officer, and Jairo Gonzalez, President of Hypercom Transaction Systems Group, are
instrumental in the development, growth and operations of Hypercom. The loss of any of these key executives could have a material
adverse effect on the operation and future prospects of our business.

We also believe our future success will depend largely upon our ability to attract and retain highly-skilled hardware and software
engineers, managerial, and sales and marketing personnel. We compete against numerous companies, including larger, more
established companies, for our personnel. We do not know if we will be successful in attracting or retaining skilled personnel. Further,
the loss of certain key employees or our inability to attract and retain other qualified employees could negatively affect our financial
performance.

We have in the past and may in the future make acquisitions and strategic investmenis, which will involve numerous risks. We may
not be able to address these risks without substantial expense, delay or other operational or financial problems.

We may acquire or make substantial investments in related businesses, technologies or products in the future. These acquisitions or
investments involve various risks, such as:

= the difficulty of assimilating the technologies, operations and personnel of the acquired business, technology or product;

the potential disruption of our ongoing business, including the diversion of management attention;

= the possible inability to obtain the desired financial and strategic benefits from the acquisition or investment;

s the loss of key employees of an acquired business; and

e the possibility of our entering markets in which we have limited prior experience.
Future acquisitions and investments could also result in substantial cash expenditures, potentially dilutive issuance of our equity
securities, our incurring of additional debt and contingent liabilities, and amortization expenses related to other intangible assets that
could adversely affect our business, operating results and financial condition. Our prior acquisitions have consumed and will continue
to consume management attention and company resources, and will continue to require significant efforts and involve ongoing risks in
the integration of these operations. To date, we have not achieved expected results from certain of our acquisitions. We will be
dependent on the retention and performance of these businesses' existing management and employees for the day-to-day management
and future operating results of these businesses.

Risks Related to the Industry

The markets in which we compete are highly competitive and subject to price erosion.
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The markets in which we operate are highly competitive. Increased competition from manufacturers or distributors of products similar
to or competitive with our products, or from service providers that provide services similar to our services, could result in price
reductions, reduced margins and a loss of market share or could render our products obsolete.

We expect to continue to experience significant and increasing levels of competition in the future. With respect to our POS payment
system products, we compete primarily on the basis of ease-of-use, product performance, price, features, quality, the availability of
application software programs, the number of third-party network host and telecommunication system certifications we have obtained
for our products and application programs, rapid development, release and delivery of software products and customer support and
responsiveness. Software products compete on the basis of functionality, scalability, quality and support.

In the POS terminal segment, our global competitors are Ingenico, a France-based company, VeriFone, Inc., a privately-held
domestic company, and Lipman, an Israel-based company. In any particular market, we may also find ourselves in competition with
local or regional manufacturers and distributors.

In the electronic cash register market, we compete with companies such as IBM, Siemens, NCR, ICL and Micros.

In the specialty network products niche of the marketplace, our primary competitors are Cisco, 3Com, Motorola and Suntec all of
which are U.S.-based.

In the equipment leasing segment, our primary competitors are MicroFinancial (Leasecomm), Ladco Leasing, CIT Lease Finance
Group, and Northern Leasing.

We often face additional competitive factors in foreign countries, including preferences for national vendors and difficulties in
obtaining necessary certifications and in meeting the requirements of government policies. Some of our competitors and potential
competitors are more established, benefit from greater name recognition and have significantly greater resources than we do.
Moreover, there are limited barriers to entry that could keep our competitors from developing products or services and technology
similar to ours or from selling competing products or services in our markets.

We are subject to industry and technology changes and are dependent on development and market acceptance of new products. If
we are unable to adequately respond to these changes and to market demands in a timely manner, our business will not be
successful,

The industry in which we operate is characterized by rapid changes in technology and numerous new product introductions. Our
success, particularly in this industry, depends to a large degree upon our continued ability to offer new products and enhancements to
our existing products to meet changing market and industry requirements. The introduction of new products and technologies by third
parties could have an adverse effect on the sales of our existing products and technologies. We cannot be certain of our ability to
successfully:

= identify, develop, or manufacture new products and technologies;

e market or support these new products and technologies;

= climinate defects in new products;

= control delays in introducing new products;

= gain market acceptance for the new products and technologies; or

= respond to technological changes, new industry standards, and announcements of new products by competitors.
Developing new products and technologies is a complex, uncertain process requiring innovation and accurate anticipation of
technological and market trends. When changes to the product line are announced, we will be challenged to manage possible
shortened life cycles for existing products, continue to sell existing products and prevent customers from returning existing products.
Our inability to respond effectively to any of these challenges may have a material adverse effect on our business and financial

success. We may suffer other business and financial losses if we are not successful in marketing new products and responding to
industry changes and new product introductions or enhancements by our competitors.
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We are subject to extensive industry standards and government regulations. Our failure to properly comply with these standards
and regulations could adversely afffect our production and sales.

Our product sales are subject to a substantial and complex array of industry driven standards and governmental regulation, both
domestic and foreign, including:

®  industry standards imposed by EuroPay International, Mastercard International, VISA International, and others;

s certification standards required for connection to some public telecommunications networks;

&« Federal Communications Commission regulations; and

= Underwriters Laboratories' regulations.
Our failure to properly comply with these standards and regulations could result in lost product sales, significant costs associated with
required remedial measures or production stoppages, any of which could have a material adverse effect on our financial condition and
future prospects.

Risks Related to Gur Common Stock

Certain of our existing stockholders have effective voting control over our affairs, which substantially limits your rights as a
stockholder and may affect the market value of our stock.

George Wallner and his brother, Paul Wallner, together own approximately 40.4% of our outstanding common stock. Accordingly, the
Wallners have the ability to effectively control our affairs, including the election of our Board of Directors. They can also, except as
otherwise provided by law, approve or disapprove other matters submitted to a vote of our stockholders, including a merger,
consolidation, or sale of assets. This voting control also may have the effect of delaying or preventing a change of control of
Hypercom and may affect the price investors are willing to pay in the future for shares of our common stock.

Our stock price has been and may continue to be volatile.

The market price of our common stock has been, and is likely to continue to be, volatile. When we or our competitors announce new
customer orders or services, change pricing policies, experience quarterly fluctuations in operating results, announce strategic
relationships or acquisitions, change earnings estimates, experience government regulatory actions or suffer from generally adverse
economic conditions, our stock price is often affected. Recently, companies similar to ours have experienced extreme price
fluctuations, often for reasons unrelated to their performance.

We are subject to anti-takeover effects of certain charter and bylaw provisions and Delaware law.

We have provisions in our certificate of incorporation and bylaws which:

*  make it more difficult for a third party to acquire control of us, and discourage a third party from attempting to acquire
control of us;

"  may limit the price some investors are willing to pay for our common stock;
= enable us to issue preferred stock without a vote of our stockholders or other stockholder action;
»  provide for a classified Board of Directors and regulate nominations for the Board of Directors;
= make it more difficult for stockholders to take certain corporate actions; and
=  may delay or prevent a change of control.
These and other provisions of our charter documents, as well as certain provisions of Delaware law, could delay or make more

difficult certain types of transactions involving a change of control of Hypercom or our management. As a result, the price of our
common stock may be adversely affected.
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Our stock price could be affected because a substantial number of shares of our common stock will be available for sale in the
Suture.

As of March 19, 2003, we had 48,050,109 shares of our common stock outstanding, all of which were eligible for trading on the New
York Stock Exchange. We also had outstanding, as of March 19, 2003, options and warrants to acquire an additional 13,126,851
shares of our common stock. All of the shares underlying the outstanding options and warrants have been registered for resale. Future
public sales of such common stock, or the availability of such shares for sale, including the shares subject to outstanding options and
warrants, could adversely affect the prevailing market price of our common stock and impair our ability to raise capital through the
sale of additional equity securities.

We do not plan to pay any dividends on our common stock.

We do not anticipate paying any dividends on, or repurchasing shares of, our common stock for the foreseeable future. Our credit
agreements restrict our ability to pay cash dividends or repurchase our common stock.

Risks Related te OQur Indebtedness

Our indebtedness and the restrictions imposed by the terms of our debt could adversely afffect our financial condition and our
ability to respond to changes in our business.

As a result of the terms of our senior secured credit facility:

e our vulnerability to adverse general economic conditions and competitive pressures is heightened;

o we are and will continue to be governed by restrictive covenants that require us to maintain certain financial ratios and limit
our ability to, among other things, borrow additional funds, make capital expenditures, pay dividends, make investments,
purchase our stock, consummate asset sales or conduct mergers and acquisitions;

= our flexibility in planning for, or reacting to, changes in our business and industry will be limited;

= we are sensitive to fluctuations in interest rates because some of our debt obligations are subject to variable interest rates; and

®  our ability to obtain additional financing in the future for working capital, capital expenditures, acquisitions, general
corporate purposes or other purposes may be impaired.

We cannot assure you that our leverage and such restrictions will not materially and adversely affect our ability to finance our future
operations or capital needs or to engage in other business activities. In addition, we cannot assure you that additional financing will be
available when required or, if available, will be on terms satisfactory to us. Further, even if we were able to obtain additional
financing, we may be required to use proceeds to repay a portion of our debt.

Our loan agreement contains restrictive and financial covenants and, if we are unable to comply with these covenants, we will be
in defauit. A defuult could result in the acceleration of our outstanding indebtedness, which would have an adverse effect on our
business and the price of our common stock.

Our senior secured credit facility contains customary covenants that require us to maintain certain specified financial ratios and
consolidated net worth and restrict our ability to make certain distributions with respect to our capital stock, prepay other debt, or
undertake various other corporate activities. For example, our senior secured credit facility contains covenants that, subject to
specified exceptions, prohibit us from:

© incurring any additional indebtedness;

= incurring or permitting to exist any additional liens on our assets;

= engaging in a change of control transaction or other fundamental change, such as a merger, recapitalization or liquidation;

e disposing of our assets, including equipment and inventory, outside the ordinary course of business;
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prepaying or modifying the terms of our existing indebtedness, except in connection with a permitted refinancing;
redeeming, repurchasing or paying dividends or other distributions on our capital stock;
®  engaging in certain transactions with our affiliates;

= failing to maintain specified levels of EBITDA and tangible net worth and ratios of senior debt and total debt to EBITDA;
and

e jssuing or selling any prohibited preferred stock.

If we are unable to comply with any of these covenants, we will be in default, which could cause cross-defaults under other loans or
agreements. A default, if not waived by our lenders, could result in the acceleration of our outstanding indebtedness and cause our
debt to become immediately due and payable. If we were required to obtain waivers of defaults, we may incur significant fees and
transaction costs. If waivers of defaults are not obtained and acceleration occurs, we may not be able to repay our debt and we may not
be able to borrow sufficient additional funds to refinance this debt. Even if new financing is made available to us, it may not be
available on acceptable terms.
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EXHIBIT 99.2

CERTIFICATION OF CHIEF EXECUTIVE OFFICER OF HYPERCOM CORPORATION PURSUANT TO 18
U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I certify that: (i) the Annual Report on Form 10-K for the year ended December 31, 2002 of Hypercom Corporation (the “Report™)
fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and (ii) the information
contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Hypercom
Corporation.

By: /s/ C. S. Alexander
Christopher S. Alexander
Chief Executive Officer

March 28, 2003
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EXHIBIT 99.3

CERTIFICATION OF CHIEF FINANCIAL OFFICER OF HYPERCOM CORPORATION PURSUANT TO 18
U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

I certify that: (i) the Annual Report on Form 10-K for the year ended December 31, 2002 of Hypercom Corporation (the “Report™)
fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, and (ii) the information
contained in the Report fairly presents, in all material respects, the financial condition and results of operations of Hypercom
Corporation.

By: /s/ John W. Smolak
John W. Smolak
Chief Financial Officer

March 28, 2003
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