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PART I
ITEM 1. BUSINESS.
THE COMPANY

TransAct was incorporated in June 1996 and began operating as a
stand-alone business in August 1996 as a spin-off of the printer business that
was formerly conducted by certain subsidiaries of Tridex Corporation. We
completed an initial public offering on August 22, 1996.

TransAct Technologies Incorporated ("TransAct" or the "Company")
designs, develops, manufactures and markets transaction-based printers under the
Ithaca(R) and Magnetec(R) brand names. In addition, we market related
consumables, spare parts and service. Our printers are used worldwide to provide
transaction records such as receipts, tickets, coupons, register journals and
other documents. We focus on two core markets: (1) point-of-sale and banking
("POS") and (2) gaming and lottery. We sell our products directly to original
equipment manufacturers ("OEMs"), value-added resellers ("VARs"), selected
distributors and directly to end-users. Our product distribution spans across
the Americas, Europe, the Middle East, Africa, the Caribbean Islands and the
South Pacific. We have one primary operating facility located in Ithaca, New
York, five sales offices located in the United States, and one sales office and
service depot in the United Kingdom. Our executive offices are located at 7
Laser Lane, Wallingford, CT 06492 with a telephone number of (203) 269-1198.

GENERAL DEVELOPMENT OF BUSINESS

The year 2003 was a pivotal, and successful, year for TransAct,
highlighted by the following achievements:

- Increased revenues by $12,637,000, or 32% over 2002
- Increased operating income by $3,672,000

- Reported our first profitable year since 1999 with
net income of $1,528,000

- Repaid all our revolving bank borrowings

We continue to focus on sales growth in our two core markets, point of
sale and banking ("POS") and gaming and lottery, to drive increased
profitability.

The POS market remained soft in 2003 due to continued lower capital
spending by users of POS products and overall economic weakness, primarily in
the U.S. We expect to see some improvement in the POS market during 2004,
although not until the second half of 2004. Despite weakness of the market in
2003, our POS printer sales increased by 8.7% due primarily to growing sales of
our POSjet(R) and Bankjet(R) line of inkjet printers. During 2003, we announced
wins from two major financial services companies for shipments of over 19,000
Bankjet(R) printers to upgrade bank teller applications, which we began to ship
in 2003 and expect to complete shipping during 2004. Given our success in 2003
and in light of the renewed focus we see banks placing on branch banking, we
plan to more proactively seek opportunities with other banks for upgrading bank
teller systems, if and when they arise. Our long-term strategy in the POS market
is to capture at least 20% market share, or approximately $200 million in sales,
primarily through increasing and enhancing our product portfolio, increasing
geographic coverage, and growing our customer base.

Our focus in the gaming and lottery market is two-fold. On the lottery
side, we continue to hold a leading position based on our long-term purchase
agreements with GTECH Corporation ("GTECH"), our largest customer and the
world's largest provider of lottery terminals, with an approximately 70% market
share. GTECH has been our customer since 1995, and we continue to maintain a
good relationship with them. Currently, we fulfill substantially all of GTECH's
printer requirements for lottery terminal installations and upgrades. Our sales
to GTECH each year are directly dependent on the timing and number of
new and upgraded lottery terminal installations GTECH performs.

On the gaming side, our focus lies primarily in supplying printers for
use in slot machines in casinos. During 2003, we benefited from the increasing
number of casinos that began to convert traditional coin-issuing slot machines
into ticket-issuing slot machines. As a result, sales of our gaming and lottery
printers increased by over 50%. We expect this trend to continue into 2004, as
more casinos convert their slot machines. The adoption and rollout of the
ticket-in/ticket-out initiative is happening and we expect all 700,000 slot
machines in North America to be fitted with a printer within the next two to
four years. We also expect growth from gaming sales internationally, beginning
in late 2004, as markets such as Australia and Europe evaluate the use of this
technology for their slot machines.



Our services and consumables products, which include the repair of
printers and the sale of spare parts and consumables (paper, ribbons and inkjet
cartridges), offer a substantial growth opportunity and recurring revenue stream
for TransAct. Our services and consumables products revenue has grown to
$8,543,000 and 16.4% of net sales in 2003, an increase of over 22% from 2002.
During 2004, we plan to more actively promote and dedicate increased resources
to our services and consumables products in an effort to substantially increase
the volume of sales. We have implemented a specialized software system, improved
our sales lead tracking and prospecting processes, and instituted incentive
schemes for our sales people to enable us to better cross-sell our services and
consumables products to our customers. We also believe that the increasing sales
of our inkjet printers will drive substantially higher inkjet cartridge sales in
2004 and beyond.

Operationally, gross margin and operating margin were significantly
improved. We expect to see further gross margin and operating margin improvement
in 2004 as the volume of sales increases and we continue to focus on controlling
expenses. We reported net income for 2003 - the first time since 1999. We also
generated sufficient cash during 2003 to repay all outstanding revolving
borrowings under our credit facility, and had almost $500,000 of cash on our
balance sheet as of December 31, 2003.

FINANCIAL INFORMATION ABOUT SEGMENTS

We have assessed our operating and reportable segments and have
determined that we operate in one reportable segment, the design, development,
manufacture and marketing of transaction-based printers and printer-related
products.

PRODUCTS AND SERVICES

TransAct designs, develops, manufactures and markets a broad array of
transaction-based printers utilizing inkjet, thermal and impact printing
technology for applications requiring up to 60 character columns, primarily in
the POS and gaming and lottery markets. Our printers are configurable and offer
customers the ability to choose from a variety of features and functions.
Options typically include PC board configuration, paper cutting devices, paper
handling capacities and cabinetry color. In addition to our configurable
printers, we manufacture custom printers for certain OEM customers. In
collaboration with these customers, we provide engineering and manufacturing
expertise for the design and development of specialized printers. In addition,
we offer inkjet cartridges, printer ribbons, paper and replacement parts for all
of our products.

We provide customers with telephone sales and technical support, a
personal account representative to handle orders, shipping and general
information, and expedited shipping for orders of our configurable and custom
products. Technical and sales support personnel receive training on all of our
products and services manufactured. Our printers generally carry up to a
two-year limited warranty; extended warranties are available for purchase to
supplement the original warranty. Service contracts for the repair and
maintenance of printers beyond the original warranty period are also available
for purchase.

SOURCES AND AVAILABILITY OF RAW MATERIALS

The principal materials used in manufacturing are inkjet, thermal and
impact printheads, injection molded plastic parts, formed/stamped metal parts,
circuit boards and electronic components. Although we could experience temporary
disruption if certain suppliers ceased doing business with us, our requirements
generally are available from a number of sources, except as described below.

Okidata Americas, Inc. ("Okidata"), is the sole supplier for a printer
component kit consisting of a printhead, control board and carriage (the "Oki
Kit"), that is used in all of our Ithaca(R) brand impact printers. The loss of
the supply of Oki Kits would have a material adverse effect on TransAct. We have
a supply agreement with Okidata to provide Oki Kits until June 8, 2005. Prices
under this agreement are fixed, but may be changed by Okidata after providing
180 days written notice.

Hewlett-Packard Company ("HP") is the sole supplier of inkjet
cartridges that are used in all of our inkjet printers. The loss of the supply
of HP inkjet cartridges would have a material adverse effect on the sale of our
inkjet printers. We have a supply agreement with HP to purchase inkjet
cartridges until February 1, 2005 at fixed prices.
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We believe our relations with Okidata and HP are good and have
received no indication that these supply agreements will not be renewed beyond
the respective expiration dates of the current contracts. We cannot be certain,
however, that these supply agreements will be renewed, or if renewed, that the
terms will be as favorable as those under the current contracts.

PATENTS AND PROPRIETARY INFORMATION

We have significantly expanded our patent portfolio over the past four
years, and expect to continue to do so in the future. We also believe our patent
portfolio will provide additional opportunities to license our intellectual
property in the future. We currently own eight patents, four of which we
consider material. The earliest expiration date of these eight patents is in
2008 with the latest expiration date in 2020. Of the material patents, one
patent covers methods and apparatus for allowing a two-color printer to print
images using single pass technology by printing during both forward and reverse
movement of the print mechanism; another patent relates to our proprietary void
and reprint receipt printing method which is used in certain of our slot machine
printers; and two other patents cover a method for converting a full color image
into a two-color image, plus a background color. We also have sought patent
protection for certain design features of 1) printers using inkjet technology,
2) POS printers using thermal technology, and 3) thermal printers for use in
casino slot machines. We regard certain manufacturing processes and designs to
be proprietary and attempt to protect them through employee and third-party
nondisclosure agreements and similar means. It may be possible for unauthorized
third parties to copy certain portions of our products or to reverse engineer or
otherwise obtain and use, to our detriment, information that we regard as
proprietary. Moreover, the laws of some foreign countries do not afford the same
protection to our proprietary rights as do United States laws. There can be no
assurance that legal protections relied upon by the Company to protect our
proprietary position will be adequate or that our competitors will not
independently develop technologies that are substantially equivalent or superior
to our technologies.

In November 2002, the Company was advised that certain POS printers
sold by us since late 1999 may use technology covered by recently issued patents
of a third party competitor. In an effort to resolve this matter, we originally
offered to pay approximately $160,000, while the other party sought payment of
up to $950,000. We recorded a charge of $160,000 in cost of sales in the fourth
quarter of 2002 related to this matter. Based on the likely outcome of current
negotiations, we recorded an additional charge of $740,000 in the fourth quarter
of 2003 related to usage prior to January 1, 2003. Although settlement
negotiations are continuing, we believe that the total accrual of $900,000 (the
"Patent Resolution Payment") reflects the best estimate of the expense related
to the pre-2003 usage of this third party patented technology. We also accrued
estimated royalty payments for usage of this technology after January 1, 2003.

SEASONALITY

Retailers typically reduce purchases of new POS equipment in the fourth
quarter, due to the increased volume of consumer transactions in the holiday
period, and our sales of printers in the POS market historically have increased
in the third quarter and decreased in the fourth quarter. Similarly,
installations of lottery terminals are typically reduced in the fourth quarter
resulting in decreased sales of lottery printers. However, we did not experience
material seasonality in our total net sales, due to significant growth in sales
from our gaming market (for which we have not experienced seasonality). As a
result, we experienced little impact from the mild seasonality of our POS and
lottery market.

CERTAIN CUSTOMERS

We currently have two ongoing OEM purchase agreements with GTECH
Corporation ("GTECH"). The first OEM purchase agreement ("GTECH Impact Printer
Agreement") provides for the sale of impact on-line lottery printers and spare
parts through December 31, 2004. The second OEM purchase agreement ("GTECH
Thermal Printer Agreement") provides for the sale of thermal on-line lottery
printers and spares parts, at fixed prices, through June 28, 2007. Firm purchase
orders for printers under either agreement may be placed annually by GTECH.
Pursuant to orders placed under the GTECH Impact Printer Agreement, we have
orders for approximately $2,000,000 of impact on-line lottery printers for
delivery during the second and third quarters of 2004. Because our new thermal
on-line lottery printer is a replacement for our impact on-line printer, we do
not expect any further shipments of impact on-line lottery printers in 2004
beyond the third quarter. Additionally, pursuant to the GTECH Thermal Printer
Agreement, we have received orders for approximately $1,800,000 worth of thermal
printers for delivery in 2004. We expect to receive additional orders from GTECH
for thermal printers during 2004. We also sell printers to GTECH for use in
lottery terminals at grocery store check-out lanes ("in-lane lottery printers").
Sales of in-lane lottery printers are project-oriented, and, as such, we cannot
predict if and when future sales may occur. Sales to GTECH accounted for
approximately 19%, 27% and 33% of net sales in 2003, 2002 and 2001,
respectively.

We also provide printers to Harrah's for use in casino slot machines
throughout the United States. During 2003, sales to Harrah's accounted for
approximately 12% of net sales. We have received orders for approximately
$2,200,000 from Harrah's of printers for delivery in 2004. We expect to receive
additional orders from them for printers during 2004.






BACKLOG

Our backlog of firm orders was approximately $5,344,000 as of March 5,
2004, including approximately $3,200,000 and $500,000 to GTECH and Harrah's,
respectively, compared to $7,628,000 as of March 14, 2003, including
approximately $4,300,000 to GTECH and none to Harrah's. Based on customers'
current delivery requirements, we expect to fill our entire current backlog
during 2004.

COMPETITION

The market for transaction-based printers is extremely competitive, and
we expect such competition to continue in the future. We compete with a number
of companies, many of which have greater financial, technical and marketing
resources than us. We believe our ability to compete successfully depends on a
number of factors both within and outside our control, including durability,
reliability, quality, design capability, product customization, price, customer
support, success in developing new products, manufacturing expertise and
capacity, supply of component parts and materials, strategic relationships with
suppliers, the timing of new product introductions by us and our competitors,
general market, economic and political conditions and, in some cases, the
uniqueness of our products.

In the POS market, our major competitor is Epson America, Inc., which
controls a dominant portion of the POS markets into which we sell. We also
compete, to a much lesser extent, with Axiohm Transaction Solutions, Star
Micronics America, Inc., Citizen -- CBM America Corporation, and Korean Printer
Solutions. Certain competitors of ours have greater financial resources, lower
costs attributable to higher volume production, and sometimes offer lower prices
than us.

In the lottery market (consisting principally of on-line lottery
transaction printing), we hold a leading position, based largely on our
long-term purchase agreements with GTECH, which controls approximately 70% of
the worldwide on-1line lottery market. We compete in this market based solely on
our ability to provide specialized, custom-engineered products to GTECH.

In the gaming market (consisting principally of slot machine and video
lottery terminal transaction printing), we and our major competitor,
FutureLogic, Inc., comprise a substantial portion of the market. We also
compete, to a lesser extent, with JCM American Corporation and Money Controls, a
division of Coin Acceptors, Inc. (Coinco). Certain of our products sold for
gaming applications compete based upon our ability to provide highly specialized
products, custom engineering and ongoing technical support.

Our strategy for competing in our markets is to continue to develop new
products and product line extensions, to increase our geographic market
penetration, take advantage of strategic relationships, and to lower product
costs by sourcing certain products overseas. We expect to particularly focus on
(1) promoting our line of slot machine printers into the gaming market, (2)
increasing sales of our new iTherm(TM)280 thermal POS printer and family of
printers utilizing Hewlett Packard's inkjet printing technology, and (3)
expanding our consumables, spare parts and service business. Although we believe
that our products, operations and relationships provide a competitive
foundation, there can be no assurance that we will compete successfully in the
future.

RESEARCH AND DEVELOPMENT ACTIVITIES

We spent approximately $2,276,000, $2,025,000 and $3,070,000 in 2003,
2002 and 2001, respectively, on engineering, design and product development
efforts in connection with specialized engineering and design to introduce new
products and to customize existing products. During 2004, we expect to focus the
majority of our research and development activities on the continuing
development and enhancement of (1) our family of printers for the POS market
utilizing inkjet and thermal printing technology and (2) our ticket-issuing
printers for use in the casino market.

ENVIRONMENT

We are not aware of any material noncompliance with federal, state and
local provisions that have been enacted or adopted regulating the discharge of
materials into the environment, or otherwise relating to the protection of the
environment.

EMPLOYEES

As of March 12, 2004, TransAct Technologies and our subsidiaries
employed 201 persons, of whom 148 were full-time and 53 were temporary
employees. None of our employees is unionized, and we consider our relationships
with our employees to be good.



FINANCIAL INFORMATION ABOUT GEOGRAPHIC AREAS

We have foreign operations primarily from TransAct Technologies Ltd., a
wholly-owned subsidiary located in the United Kingdom, which had sales to its
customers of $1,068,000, $738,000, and $1,791,000 (primarily to Fujitsu for
sales and service of printers used in the British Post Office) in 2003, 2002 and
2001, respectively. We had export sales to our customers from our domestic
operations of approximately $3,663,000, $3,968,000 and $6,131,000 in 2003, 2002
and 2001, respectively. Total international sales, which include sales from our
foreign subsidiary and export sales from our domestic operations, were
approximately $4,731,000, $4,706,000 and $7,922,000 in 2003, 2002 and 2001,
respectively.

ADDITIONAL INFORMATION

We make available free of charge through our internet website,
WWW . TRANSACT-TECH.COM, our annual report on Form 10-K, quarterly reports on Form
10-Q, current reports on Form 8-K, and all amendments to those reports as soon
as reasonably practicable after such material is electronically filed with or
furnished to the SEC.

We maintain a Code of Business Conduct that is applicable to all
employees, including our Chief Executive Officer, Chief Financial Officer and
Controller. This Code, which requires continued observance of high ethical
standards such as honesty, integrity and compliance with the law in the conduct
of our business, is available for public access on our internet website.

EXECUTIVE OFFICERS OF THE REGISTRANT

Pursuant to General Instructions G(3) of form 10-K, the following list
is included as an unnumbered item in Part I of this Report in lieu of being
included in the Proxy Statement for the Annual Meeting of Stockholders to be
held on May 26, 2004.

The following is a list of the names and ages of all executive officers
of the registrant, indicating all positions and offices with the registrant held
by each such person and each person's principal occupations and employment
during at least the past five years.

Name Age Position
Bart C. Shuldman 46 Chairman of the Board, President and Chief Executive Officer
Richard L. Cote 62 Executive Vice President, Chief Financial Officer, Treasurer, Secretary
and Director
James B. Stetson 46 Executive Vice President - Sales and Marketing
Michael S. Kumpf 54 Executive Vice President - Engineering
Steven A. DeMartino 34 Senior Vice President - Finance and Information Technology

BART C. SHULDMAN has been Chief Executive Officer, President and a
Director of the Company since its formation in June 1996. Previously, Mr.
Shuldman served as President of Magnetec and later the combined operations of
Magnetec and Ithaca from August 1993 until June 1996. In February 2001, Mr.
Shuldman was elected Chairman of the Board.

RICHARD L. COTE has been Executive Vice President, Chief Financial
Officer, Treasurer, Secretary and a Director of the Company since its formation
in June 1996. Prior thereto, he served as Senior Vice President and Chief
Financial Officer of Tridex from September 1993 to June 1996. On June 1, 2004,
Mr. Cote will step down as Executive Vice President, Chief Financial Officer,
Treasurer, Secretary and Director of the Company. Mr. Cote will continue in a
consulting capacity through the end of 2004.

JAMES B. STETSON was appointed Executive Vice President, Sales and
Marketing in November 2001, and served as Senior Vice President of Worldwide
Sales from February 2000 to November 2001, and Vice President of Sales, Latin
America from October 1997 to February 2000. Prior to joining TransAct, Mr.
Stetson served as Vice President and Sales Manager at Gekay Sales and Service
Company from 1995 until October 1997.

MICHAEL S. KUMPF was appointed Executive Vice President of Engineering
in March 2002. He served as Senior Vice President, Engineering from June 1996 to
March 2002 and Vice President, Engineering of Ithaca from 1991 until June 1996.
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STEVEN A. DEMARTINO, a certified public accountant, joined TransAct as
Corporate Controller in August 1996 and was appointed an officer of the Company
in January 1998, Vice President in December 1999, and Senior Vice President,
Finance and Information Technology in October 2001. Prior to joining TransAct,
Mr. DeMartino was a self-employed financial consultant from May 1996 to August
1996. Prior thereto, Mr. DeMartino served as Controller of Copart, Inc. from
September 1994 to May 1996. On June 1, 2004, Mr. DeMartino will succeed Mr. Cote
as TransAct's Executive Vice President, Chief Financial Officer, Treasurer and
Secretary.

ITEM 2. PROPERTIES.

Our operations are currently conducted at the facilities described
below. In February 2001, we announced plans to establish a global engineering
and manufacturing center at our Ithaca, NY facility. As part of this strategic
decision, we consolidated all manufacturing and engineering from our
wallingford, CT facility into our existing Ithaca, NY facility. Our corporate
headquarters are still located in the Wallingford, CT facility. Although we are
actively seeking to sublease our Wallingford, CT facility, in 2003 we determined
that because of the continuing regional decline in the commercial real estate
market, it was unlikely that we would be able to sublease our facility. As such,
we increased our restructuring accrual at December 31, 2003 to provide for the
remaining non-cancelable lease payments and other related costs for this
facility through the expiration of the lease (March 31, 2008). The increase in
the restructuring accrual includes the reversal of estimated sublease income for
the remainder of the lease term.

In connection with the consolidation of facilities into Ithaca, we
added approximately 10,000 square feet of manufacturing space and 3,000 square
feet of office space to our Ithaca facility during 2002.

Size Owned or

Location Operations Conducted (Approx. Sq. Ft.) Leased
wallingford, Connecticut Executive offices 49,000 Leased
Ithaca, New York Manufacturing facility 74,000 Leased
Doncaster, United Kingdom Sales office and service 2,800 Leased

depot

Georgia (2), Nevada, New York and Five (5) regional sales 750 Leased
Texas offices

We believe that our facilities generally are in good condition,
adequately maintained and suitable for their present and currently contemplated
uses.

ITEM 3. LEGAL PROCEEDINGS.

None.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matters were submitted to a vote of security holders during the last
quarter of the year covered by this report.
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PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUERS PURCHASES OF EQUITY SECURITIES.

Our common stock is traded on the Nasdaq SmallCap Market under the
symbol TACT. As of March 12, 2004, there were 675 holders of record of the
common stock. The high and low sales bid quotations of the common stock reported
during each quarter of the years ended December 31, 2003 and 2002 were as
follows:

Year Ended Year Ended
December 31, 2003 December 31, 2002
High Low High Low
First Quarter $ 5.67 $ 3.90 $ 6.70 $ 3.90
Second Quarter 13.89 5.05 7.00 4.51
Third Quarter 17.90 11.75 5.99 3.60
Fourth Quarter 27.40 15.82 5.12 3.91

No dividends on common stock have been declared, and we do not
anticipate declaring dividends in the foreseeable future. Our credit agreement
with Banknorth N.A. restricts the payment of cash dividends on our common stock
for the term of the agreement.

ITEM 6. SELECTED FINANCIAL DATA (IN THOUSANDS, EXCEPT PER SHARE AMOUNTS)

Year Ended December 31,

2003 2002 2001 2000
Statement of Operations Data:

Net sales $ 52,098 $ 39,461 $ 43,974 $ 53,720
Gross profit 15,543 10,216 9,774 14,142
Operating expenses 12,855 11,200 17,060 14,296
Operating income (loss) 2,688 (984) (7,286) (154)
Net income (loss) 1,528 (692) (4,922) (344)
Net income (loss) available
to common shareholders 1,170 (1,050) (5,280) (664)
Net income (loss) per share:

Basic 0.20 (0.19) (0.95) (0.12)

Diluted 0.19 (0.19) (0.95) (0.12)

December 31,

2003 2002 2001 2000
Balance Sheet Data:

Total assets $26, 361 $22,030 $25,791 $27,619
Working capital 11,787 8,798 8,366 13,631
Long-term debt, excluding

current portion 330 2,791 5,344 5,944
Redeemable convertible

preferred stock 3,902 3,824 3,746 3,668
Shareholders' equity 10,347 6,545 7,315 12,191

$25,684
11,094

7,100

12,207



ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.

This discussion should be read in conjunction with the Consolidated
Financial Statements and notes thereto.

FORWARD LOOKING STATEMENTS

Certain statements included in this report, including without
limitation statements in this Management's Discussion and Analysis of Financial
Condition and Results of Operations, which are not historical facts are
"forward-looking statements" within the meaning of 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 involve risks and uncertainties,
including, but not limited to, customer acceptance and market share gains, both
domestically and internationally, in the face of substantial competition from
competitors that have broader lines of products and greater financial resources;
introduction of new products into the marketplace by competitors; successful
product development; dependence on significant customers; dependence on third
parties for sales outside the United States including Australia, New Zealand,
Europe and Latin America; economic and political conditions in the United
States, Australia, New Zealand, Europe and Latin America; marketplace acceptance
of new products; risks associated with the Patent Resolution Payment;
availability of third-party components at reasonable prices; and the absence of
price wars or other significant pricing pressures affecting our products in the
United States and abroad. Actual results may differ materially from those
discussed in, or implied by, the forward-looking statements. The forward-looking
statements speak only as of the date of this report and we assume no duty to
update them to reflect new, changing or unanticipated events or circumstances.

OVERVIEW

The year 2003 was a pivotal, and successful, year for TransAct,
highlighted by the following achievements:

- Increased revenues by $12,637,000, or 32% over 2002
- Increased operating income by $3,672,000

- Reported our first profitable year since 1999 with
net income of $1,528,000

- Repaid all our revolving bank borrowings

We continue to focus on sales growth in our two core markets, point of
sale and banking ("POS") and gaming and lottery, to drive increased
profitability. During 2003, our total net sales grew by over 32% to
approximately $52,098,000. See the table below for a breakdown of our sales.

Year ended Year ended
(In thousands) December 31, 2003 December 31, 2002
Printers - POS $14, 027 26.9% $12,900 32.7%
Printers - Gaming and lottery 29,528 56.7% 19,578 49.6%
Subtotal - printers 43,555 83.6% 32,478 82.3%
Services and consumables 8,543 16.4% 6,983 17.7%
Total net sales $52,098 100.0% $39, 461 100.0%

The POS market remained soft in 2003 due to continued lower capital
spending by users of POS products and overall economic weakness, primarily in
the U.S. We expect to see some improvement in the POS market during 2004,
although not until the second half of 2004. Despite weakness of the market in
2003, our POS printer sales increased by 8.7% due primarily to growing sales of
our POSjet(R) and Bankjet(R) line of inkjet printers. During 2003, we announced
wins from two major financial services companies for shipments of over 19,000
Bankjet(R) printers to upgrade bank teller applications, which we began to ship
in 2003 and expect to complete shipping during 2004. Given our success in 2003
and in light of the renewed focus we see banks placing on branch banking, we
plan to more proactively seek opportunities with other banks for upgrading bank
teller systems, if and when they arise. Our long-term strategy in the POS market
is to capture at least 20% market share, or approximately $200 million in sales,
primarily through increasing and enhancing our product portfolio, increasing
geographic coverage, and growing our customer base.

Oour focus in the gaming and lottery market is two-fold. On the lottery
side, we continue to hold a leading position based on our long-term purchase
agreements with GTECH Corporation ("GTECH"), our largest customer and the
world's largest provider of lottery terminals, with an approximately 70% market
share. GTECH has been our customer since 1995, and we continue to maintain a
good relationship with them. Currently, we fulfill substantially all of GTECH's
printer requirements for lottery terminal installations and upgrades. During
2003, total sales to GTECH were approximately $9,750,000, representing a

Change
$ %
$ 1,127 8.7%
9,950 50.8%
11,077 34.1%
1,560 22.3%
$12, 637 32.0%



decrease of approximately 9% from 2002. Based on existing orders and expected
future demand based on input from GTECH, we expect overall sales to GTECH in
2004 to be slightly below the 2003 level. Our sales to GTECH each year are
directly dependent on the timing and number of new and upgraded lottery terminal
installations GTECH performs.



Oon the gaming side, our focus lies primarily in supplying printers for
use in slot machines in casinos. During 2003, we benefited from the increasing
number of casinos that began to convert traditional coin-issuing slot machines
into ticket-issuing slot machines. As a result, sales of our gaming and lottery
printers increased by over 50%. We expect this trend to continue into 2004, as
more casinos convert their slot machines. The adoption and rollout of the
ticket-in/ticket-out initiative is happening and we expect all 700,000 slot
machines in North America to be fitted with a printer within the next two to
four years. We also expect growth from gaming sales internationally, beginning
in late 2004, as markets such as Australia and Europe evaluate the use of this
technology for their slot machines.

Our services and consumables products, which include the repair of
printers and the sale of spare parts and consumables (paper, ribbons and inkjet
cartridges), offer a substantial growth opportunity and recurring revenue stream
for TransAct. Our services and consumables products revenue has grown to
$8,543,000 and 16.4% of net sales in 2003, an increase of over 22% from 2002.
During 2004, we plan to more actively promote and dedicate increased resources
to our services products in an effort to substantially increase the volume of
sales. We have implemented a specialized software system, improved our sales
lead tracking and prospecting processes, and instituted incentive schemes for
our sales people to enable us to better cross-sell our services products to our
customers. We also believe that the increasing sales of our inkjet printers will
drive substantially higher inkjet cartridge sales in 2004 and beyond.

Operationally, gross margin and operating margin were significantly
improved. We expect to see further gross margin and operating margin improvement
in 2004 as the volume of sales increases and we continue to focus on controlling
expenses. We reported net income for 2003 - the first time since 1999. We also
generated sufficient cash during 2003 to repay all outstanding revolving
borrowings under our credit facility, and had almost $500,000 of cash on our
balance sheet as of December 31, 2003.

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 by us in accordance with accounting principles generally accepted in
the United States of America. These principles require the use of estimates,
judgments and assumptions. Such estimates and judgments are based upon
historical experience and certain assumptions that are believed to be reasonable
in the particular circumstances. Those judgments affect both balance sheet items
and income statement categories. Our estimates include those related to revenue
recognition, inventory obsolescence, the valuation of deferred tax assets and
liabilities, depreciable lives of equipment, warranty obligations, and
restructuring accruals. We evaluate our assumptions on an ongoing basis by
comparing actual results with our estimates. Actual results may differ from the
original estimates. The following accounting policies are those that we believe
to be most critical in the preparation of our financial statements.

REVENUE RECOGNITION - Our typical contracts include the sale of
printers, which are sometimes accompanied by separately-priced extended warranty
contracts. We also sell spare parts, consumables, and other repair services
(sometimes pursuant to multi-year product maintenance contracts) which are not
included in the original printer sale and are ordered by the customer as needed.
We recognize revenue pursuant to the guidance within SAB 104, "Revenue
Recognition". Specifically, revenue is recognized when evidence of an
arrangement exists, delivery (based on shipping terms which are generally FOB
shipping point) has occurred, the selling price is fixed and determinable, and
collectibility is reasonably assured. We provide for an estimate of product
returns and price protection based on historical experience at the time of
revenue recognition.

Revenue related to extended warranty and product maintenance contracts
is recognized pursuant to FASB Technical Bulletin 90-1 ("FTB 90-1"), "Accounting
for Separately Priced Extended Warranty and Product Maintenance Contracts."
Pursuant to FTB 90-1, revenue related to separately priced product maintenance
contract is deferred and recognized over the term of the maintenance period. We
record deferred revenue for amounts received from customers for maintenance
contracts prior to the maintenance period.

Our customers have the right to return products that do not function
properly within a limited time after delivery. We monitor and track product
returns and record a provision for the estimated future returns based on
historical experience. Returns have historically been within expectations and
the provisions established, but we cannot guarantee that we will continue to
experience return rates consistent with historical patterns.

We offer some of our customers price protection as an incentive to
carry inventory of our product. These price protection plans provide that if we
lower prices, we will credit them for the price decrease on inventory they hold.
Our customers typically carry limited amounts of inventory, and we infrequently
lower prices on current products. As a result, the amounts paid under these
plans have been minimal. However, we cannot guarantee that this minimal level
will continue.



ACCOUNTS RECEIVABLE - We have standardized credit granting and review
policies and procedures for all customer accounts, including: credit reviews of
all new customer accounts; ongoing credit evaluations of current customers;
credit limits and payment terms based on available credit information; and
adjustments to credit limits based upon payment history and the customer's
current credit worthiness. We also provide an estimate of doubtful accounts
based on historical experience and specific customer collection issues. Our
allowance for doubtful accounts as of December 31, 2003 was $100,000, or 1.1% of
outstanding accounts receivable, which we feel is appropriate considering the
overall quality of the accounts receivable. While credit losses have
historically been within expectations and the reserves established, we cannot
guarantee that our credit loss experience will continue to be consistent with
historical experience. As of December 31, 2003, we had an accounts receivable
balance due from Harrah's (casinos) of 31% of the total balance due. No other
customer accounts receivable balance exceeded 10%.

INVENTORY - Our inventories are valued at the lower of cost or market.
We assess market value based on historical usage and estimates of future demand.
Assumptions are reviewed at least quarterly and adjustments are made, as
necessary, to reflect changed market conditions. Should circumstances change and
we determine that additional inventory is subject to obsolescence, additional
write-downs of inventory could result in a charge to income. As of December 31,
2003, our net inventory included a reserve to write inventory down to lower of
cost or market of $1,950,000, or 19.5% of gross inventory. Reserves increased
significantly in 2002 and remained at that level during 2003 due to several
products that were discontinued during that time period.

INCOME TAXES - In preparing our consolidated financial statements, we
are required to estimate income taxes in each of the jurisdictions in which we
operate. This involves estimating the actual current tax exposure together with
assessing temporary differences between the tax basis of certain assets and
liabilities and their reported amounts in the financial statements, as well as
net operating losses, tax credits and other carryforwards. These differences
result in deferred tax assets and liabilities, which are included within our
consolidated balance sheets. We then assess the likelihood that the deferred tax
assets will be realized from future taxable income, and to the extent that we
believe that realization is not likely, we establish a valuation allowance.

Significant judgment is required in determining the provision for
income taxes and, in particular, any valuation allowance recorded against our
deferred tax assets. On a quarterly basis, we evaluate the recoverability of our
deferred tax assets based upon historical results and forecasted taxable income
over future years, and match this forecast against the basis differences,
deductions available in future years and the limitations allowed for net
operating loss and tax credit carryforwards to ensure that there is adequate
support for the realization of the deferred tax assets. While we have considered
future taxable income and ongoing prudent and feasible tax planning strategies
in assessing the need for the valuation allowance, in the event we were to
determine that we would not be able to realize all or part of our deferred tax
assets in the future, an adjustment to the deferred tax assets would be charged
as a reduction to income in the period such determination was made. Likewise,
should we determine that we would be able to realize future deferred tax assets
in excess of its net recorded amount, an adjustment to the deferred tax assets
would increase net income in the period such determination was made.

As of December 31, 2003, we recorded a net deferred tax asset of
approximately $3,024,000 and a valuation allowance of $331,000, primarily on a
portion of our foreign tax credits, research and development credits and certain
state net operating loss carryforwards. We will need to recognize approximately
$8.0 million in future taxable income in order to realize all of our deferred
tax assets at December 31, 2003. Based on our projection of future taxable
income, no additional valuation allowance is considered necessary. Should
circumstances change and we determine that some or all of the deferred taxes
would not be realized, a valuation allowance would be recorded resulting in a
charge to income in the period the determination is made.

GOODWILL - We test the impairment of goodwill each year, or whenever
events or changes in circumstances indicate that the carrying value may not be
recoverable. We completed our last assessment as of December 31, 2003. Factors
considered that may trigger an impairment review are: significant
underperformance relative to expected historical or projected future operating
results; significant changes in the manner of use of acquired assets or the
strategy for the overall business; significant negative industry or economic
trends; and significant decline in market capitalization relative to net book
value. Goodwill amounted to $1,469,000 at December 31, 2003.

RESTRUCTURING - In February 2001, we announced plans to establish a
global engineering and manufacturing center at our Ithaca, NY facility. As part
of this strategic decision, we undertook a plan to consolidate all manufacturing
and engineering into our existing Ithaca, NY facility and close our Wallingford,
CT manufacturing facility (the "Consolidation"). However, our Company
headquarters remains in wallingford, CT. Our technology shift to inkjet and
thermal printing from dot matrix impact printing has dramatically reduced the
labor content in our printers, and therefore, lowered the required production
capacity. As of December 31, 2001, we successfully transferred substantially all
our Wallingford product lines to Ithaca, NY, with the exception of a small
service depot that remains in Connecticut. The closing of the wallingford
manufacturing facility resulted in the termination of employment of
approximately 70 production, administrative and management employees.
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Through December 31, 2003, we have incurred approximately $6.2 million
of expenses associated with the Consolidation, including severance pay, stay
bonuses, employee benefits, moving expenses, non-cancelable lease payments, and
other costs, of which approximately $1.1 million, $1.0 million and $4.1 million
were recognized in 2003, 2002 and 2001, respectively. We do not expect to incur
any additional restructuring expenses related to the Consolidation beyond 2003.
See the "Liquidity and Capital Resources" section for a discussion of the
expected impact of the Consolidation on our future results of operations and
cash flows.

In connection with the Consolidation of manufacturing facilities in
2001, we recorded significant accruals. These accruals comprised severance pay,
stay bonuses, employee benefits, non-cancelable lease payments and certain other
expenses. Management has made reasonable estimates of such costs and expenses.
However, if actual costs differ from the estimates, charges or credits to income
could result in the period the adjustments are determined. In 2002 and 2003, we
changed our estimate of sublease income on the wallingford, CT facility,
resulting in additional restructuring expense.

WARRANTY - We generally warranty our products for up to 24 months and
record the estimated cost of such product warranties at the time the sale is
recorded. Estimated warranty costs are based upon actual past experience of
product returns and the related estimated cost of labor and material to make the
necessary repairs. If actual future product return rates or the actual costs of
material and labor differ from the estimates, adjustments to the accrued
warranty liability would be made.

CONTINGENCIES - We record an estimated liability related to
contingencies based on our estimates of the probable outcomes. On a quarterly
basis, we assess the potential liability related to pending litigation, audits
and other contingencies and confirm or revise estimates and reserves as
appropriate.

In November 2002, we were advised that certain POS printers sold by us
since late 1999 may use technology covered by recently issued patents of a third
party competitor. In an effort to resolve this matter, we originally offered to
pay approximately $160,000, while the other party sought payment of up to
$950,000. We recor