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PART I—FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements.
Liquidity Services, Inc. and Subsidiaries
Consolidated Balance Sheets

(Dollars in Thousands)

Assets

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowance for doubtful accounts of $752 and $668 at March 31,
2018 and September 30, 2017, respectively
Inventory

Prepaid taxes

Prepaid expenses and other current assets
Total current assets

Property and equipment, net

Intangible assets, net

Goodwill

Net deferred long-term tax assets

Other assets

Total assets

Liabilities and stockholders’ equity

Current liabilities:

Accounts payable

Accrued expenses and other current liabilities
Distributions payable

Payables to sellers

Total current liabilities

Deferred taxes and other long-term liabilities
Total liabilities

Commitments and contingencies (Note 12)
Stockholders’ equity:

Common stock, $0.001 par value; 120,000,000 shares authorized; 31,993,077 shares issued
and outstanding at March 31, 2018; 31,503,349 shares issued and outstanding at September
30, 2017

Additional paid-in capital

Accumulated other comprehensive loss
Retained earnings (accumulated deficit)
Total stockholders’ equity

Total liabilities and stockholders’ equity

See accompanying notes to the unaudited consolidated financial statements.

March 31, September 30,
2018 2017
(Unaudited)

$99,677  $94,348
6,146 11,598
10,099 20,736

2,491 2,466

6,567 9,774
124,980 138,922
15,859 16,793

411 427

45,656 45,388

963 962

12,246 12,737
$200,115 $215,229
$18,974  $ 13,099
19,219 30,193

2,575 3,081

24,527 24,383
65,295 70,756

6,683 11,837
71,978 82,593

0 0

29 29

229,850 227,264
(6,448 ) (6,431 )
(95,294 (88,226 )
128,137 132,636
$200,115 $215,229
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Liquidity Services, Inc. and Subsidiaries
Unaudited Consolidated Statements of Operations
(Dollars in Thousands, Except Per Share Data)

Revenue
Fee revenue
Total revenue

Costs and expenses from operations:

Cost of goods sold

Seller distributions
Technology and operations
Sales and marketing

General and administrative
Depreciation and amortization
Other operating expenses
Total costs and expenses

Loss from operations

Interest and other (income) expense, net
Loss before provision (benefit) for income taxes

Provision (benefit) for income taxes
Net loss

Basic and diluted loss per common share

Three Months Ended Six Months Ended

March 3
2018
$43,104
16,993
60,097

28,727
3,859
15,955
8,225
7,456
1,144
311
65,677
(5,580
(304
(5,276
379

1,
2017
$52,415
19,920
72,335

34,564
4,960
21,075
9,149
8,230
1,434
1,319
80,731

)(8,396

)01

)(8,305
(583

March 31,

2018 2017
$83,384 $100,395
37,856 42,736
121,240 143,131

56,358 66,835
7,171 9,508
34,055 42,968
16,535 19,136
15,028 18,087
2,355 2,863
1,770 391
133,272 159,788
) (12,032) (16,657
) (729 ) (102
) (11,303 ) (16,555
) (4,436 ) 50

)
)
)

$(5,655)% (8,252 ) $(6,867) $(16,605 )

$(0.18

)$(0.26

) $(0.22 ) $(0.53

)

Basic and diluted weighted average shares outstanding 31,972,7521,361,122 31,924,14%91,310,816

See accompanying notes to the unaudited consolidated financial statements.
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Liquidity Services, Inc. and Subsidiaries

Unaudited Consolidated Statements of Comprehensive Loss
(Dollars in Thousands)

Three Months Six Months Ended
Ended March 31, March 31,
2018 2017 2018 2017

Net loss $(5,655) $(8,252) $(6,867) $(16,605)
Other comprehensive income (loss):

Foreign currency translation 35 248 (16 ) (391 )
Other comprehensive income (loss), net of taxes 35 248 (16 ) (391 )
Comprehensive loss $(5,620) $(8,004) $(6,883) $(16,996)

See accompanying notes to the unaudited consolidated financial statements.
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Liquidity Services, Inc. and Subsidiaries
Unaudited Consolidated Statements of Cash Flows
(In Thousands)

Six Months Ended

March 31,

2018 2017
Operating activities
Net loss $(6,867 ) $(16,605 )
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation and amortization 2,355 2,863
Stock compensation expense 2,698 3,899
Provision for inventory allowance 1,841 4,636
Provision for doubtful accounts 181 (150 )
Deferred tax benefit 4,915 ) —
Impairment of intangible assets — 142
Change in fair value of financial instruments 90 (749 )
Gain from sale of property and equipment 481 ) —
Changes in operating assets and liabilities:
Accounts receivable 5,272 (1,566 )
Inventory 8,796 498
Prepaid and deferred taxes (26 ) (53 )
Prepaid expenses and other assets 3,608 (204 )
Accounts payable 5,875 2,838
Accrued expenses and other current liabilities (11,171 ) (11,299 )
Distributions payable (506 ) 3,016
Payables to sellers 144 (1,055 )
Other liabilities (372 ) (564 )
Net cash provided by (used in) operating activities 6,522 (14,353 )
Investing activities
Increase in intangibles (19 ) (41 )
Purchases of property and equipment, including capitalized software (1,580 ) (3,959 )
Proceeds from sales of property and equipment 662 —
Net cash used in investing activities (937 ) (4,000 )
Financing activities
Proceeds from exercise of common stock options (net of tax) 12 79
Net cash provided by financing activities 12 79
Effect of exchange rate differences on cash and cash equivalents 268 ) (129 )
Net increase (decrease) in cash and cash equivalents 5,329 (18,403 )
Cash and cash equivalents at beginning of period 94,348 134,513
Cash and cash equivalents at end of period $99.677 $116,110
Supplemental disclosure of cash flow information
Cash paid for income taxes, net $505 $193

See accompanying notes to the unaudited consolidated financial statements.
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Liquidity Services, Inc. and Subsidiaries
Notes to the Unaudited Consolidated Financial Statements

1.Organization

Liquidity Services (the “Company”) operates a network of leading ecommerce marketplaces that enable buyers and
sellers to transact in an efficient, automated environment offering over 500 product categories. The Company’s
marketplaces provide professional buyers access to a global, organized supply of new, surplus, and scrap assets
presented with digital images and other relevant product information. Additionally, the Company enables its corporate
and government sellers to enhance their financial return on offered assets by providing a liquid marketplace and
value-added services that encompass the consultative management, valuation, and sale of surplus assets. The
Company's services include program management, valuation, asset management, reconciliation, Return to Vendor
("RTV") and Returns Management Authorization ("RMA"), refurbishment and recycling, fulfillment, marketing and
sales, warehousing and transportation, buyer support, and compliance and risk mitigation, as well as self-service tools
for its sellers. The Company organizes the products on its marketplaces into categories across major industry verticals
such as consumer electronics, general merchandise, apparel, scientific equipment, aerospace parts and equipment,
technology hardware, energy equipment, industrial capital assets, fleet and transportation equipment and specialty
equipment. The Company’s marketplaces are www.liquidation.com, www.govliquidation.com, www.govdeals.com,
www.networkintl.com, www.secondipity.com, www.go-dove.com, www.irondirect.com, and www.auctiondeals.com.
The Company has over 10,000 sellers, including Fortune 1000 and Global 500 organizations as well as federal, state,
and local government agencies. The Company has three reportable segments, Retail Supply Chain Group (RSCG),
Capital Assets Group (CAG), and GovDeals. See Note 13 in the Notes to the Consolidated Financial Statements for
Segment Information.

The Company's operations are subject to certain risks and uncertainties, many of which are associated with
technology-oriented companies, including, but not limited to, the Company's dependence on use of the Internet, the
effect of general business and economic trends, the Company's susceptibility to rapid technological change, actual and
potential competition by entities with greater financial and other resources than the Company, and the potential for the
U.S. Government agencies or the commercial sellers from which the Company derives a significant portion of its
inventory to change the way they conduct their disposition of surplus or scrap assets or to otherwise terminate or elect
not to renew their contracts with the Company.

The Company has evaluated subsequent events through the date that these financial statements were issued and filed
with the Securities and Exchange Commission.

2. Summary of Significant Accounting Policies
Unaudited Interim Financial Information

The accompanying unaudited consolidated financial statements have been prepared in accordance with generally
accepted accounting principles (GAAP) for interim financial information. Accordingly, they do not include all of the
information and notes required by GAAP for complete financial statements. In the opinion of management, all
adjustments, consisting of normal, recurring adjustments considered necessary for a fair presentation have been
included. The information disclosed in the notes to the consolidated financial statements for these periods is
unaudited. Operating results for the three and six months ended March 31, 2018 are not necessarily indicative of the
results that may be expected for the year ending September 30, 2018 or for any future period.

In the Consolidated Statements of Operations, revenue from the resale of inventory that the Company purchases from
sellers is recognized within “Revenue”. Commission fees from the sale of inventory that the Company sells on a
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consignment basis and other non-consignment fee revenue, which is largely made up of service revenue, is recognized
within “Fee Revenue”.

New Accounting Pronouncements

Accounting Standards Adopted

In March 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
2016-09, Compensation - Stock Compensation (Topic 718). This update was issued as part of the FASB’s
simplification initiative and affects all entities that issue share-based awards to their employees. The amendments in

this update cover such

7
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Liquidity Services, Inc. and Subsidiaries
Notes to the Unaudited Consolidated Financial Statements — (Continued)

areas as the recognition of excess tax benefits and deficiencies and an accounting policy election for forfeitures. As
part of the new guidance:

Excess tax benefits or deficiencies arising from share-based awards are reflected in the condensed consolidated
statements of operations as income tax expense rather than within stockholders’ equity.

Excess tax benefits will be presented as an operating activity on the statement of cash flows rather than as a financing
activity.

A forfeiture election will be made to either estimate forfeitures (similar to the requirement in effect prior to adoption
of the update) or recognize actual forfeitures as they occur. Entities will apply the forfeiture election provision using a
modified retrospective transition approach, with a cumulative effect adjustment recorded to retained earnings as of the
beginning of the period of adoption.

Methods used to satisfy statutory tax withholding requirements by employers who withhold shares upon settlement of
an award on behalf of an employee to cover tax obligations are broadened to allow for a range of withholding from
the minimum to the maximum statutory allowable amounts.

The Company adopted the remaining provisions of this guidance during the first quarter of fiscal 2018 as follows:

Excess tax benefits arising from share-based awards are reflected within the Consolidated Statements of Operations as
income tax expense; adopted prospectively, with no impact to prior year amounts;
Excess tax benefits are presented as an operating activity on the statement of cash flows; adopted prospectively.

As part of its adoption of ASU 2016-09, the Company made an accounting policy election to change the way in which
it accounts for forfeitures of share-based awards. Specifically, beginning in the first quarter of fiscal 2018, the
Company recognizes forfeitures of share-based awards as they occur in the period of forfeiture rather than estimating
the number of awards expected to be forfeited at the grant date and subsequently adjusting the estimate when awards
are actually forfeited. The change in accounting policy resulted in an adjustment to retained earnings as of October 1,
2017 of approximately $0.2 million.

Accounting Standards Not Yet Adopted

In January 2017, the FASB issued ASU 2017-01, Business Combinations (Topic 805). ASU 2017-01 clarifies the
definition of a business to assist entities with evaluating whether transactions should be accounted for as acquisitions
(or disposals) of assets or businesses. The definition of a business affects many areas of accounting including
acquisitions, disposals, goodwill, and consolidation. This guidance will become effective for the Company beginning
on October 1, 2018. The amendments in this update should be applied prospectively on or after the effective date. No
disclosures are required at transition. The Company does not expect the adoption of this standard to have a material
effect upon the consolidated financial statements.

8
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Liquidity Services, Inc. and Subsidiaries
Notes to the Unaudited Consolidated Financial Statements — (Continued)

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers, which supersedes most
existing revenue recognition guidance under GAAP. The new standard will change the way the Company recognizes
revenue and significantly expand the disclosure requirements for revenue arrangements. The guidance may be adopted
either retrospectively or on a modified retrospective basis whereby the new standard would be applied to new and
existing arrangements with remaining performance obligations as of the effective date, with a cumulative catch-up
adjustment recorded to retained earnings at the effective date for existing arrangements with remaining performance
obligations. During the fiscal year ended September 30, 2017, the Company initiated a formal project to assess the
new standard, which is being completed in three phases: an assessment phase, design phase, and implementation
phase. The Company has completed the assessment phase of its project, which consisted of reviewing a representative
sample of contracts, engaging in discussions with key stakeholders, and cataloging potential impacts on the Company’s
accounting policies, financial statements, and systems and processes. The implementation team has apprised both
management and the audit committee of project status on a recurring basis. The Company is continuing to evaluate the
accounting impacts and has identified some areas of the accounting guidance which will require more detailed
analysis, including the principal-agent guidance, the transfer of control guidance, and the guidance on when certain
services that the Company provides would be considered separate performance obligations. Because this assessment is
preliminary and the accounting for revenue recognition is subject to significant judgment, this could change as the
Company finalizes its assessment of the new standard. The Company does not yet know and cannot reasonably
estimate the quantitative impact of adoption of the new standard on the consolidated financial statements. This
guidance will become effective for the Company beginning on October 1, 2018, which is when the Company must
adopt the new standard. The Company intends to adopt the new standard on a modified retrospective basis. This
determination is subject to change based on finalization of the Company's design and implementation phases.

In February 2016, the FASB issued ASU 2016-2, Leases. ASU 2016-02 will change the way the Company recognizes
its leased assets. ASU 2016-2 will require organizations that lease assets—referred to as "lessees"—to recognize on the
balance sheet the assets and liabilities representing the rights and obligations created by those leases. ASU 2016-2 will
also require disclosures to help investors and other financial statement users better understand the amount, timing, and
uncertainty of cash flows arising from leases. The guidance will be effective for the Company beginning on

October 1, 2019. A modified retrospective transition approach is required for lessees for capital and operating leases
existing at, or entered into after, the beginning of the earliest comparative period presented in the financial statements.
The Company is currently evaluating the new standard and the effect that adoption of the standard is expected to have
on the Company's consolidated financial statements and related disclosures.

In January 2017, the FASB issued ASU 2017-04, Intangibles-Goodwill and Other (Topic 350). Under ASU 2017-04
the entity is required to perform its annual or interim goodwill impairment test by comparing the fair value of a
reporting unit with its carrying amount. An entity is required to recognize an impairment charge for the amount by
which the carrying amount of a reporting unit exceeds the reporting unit's fair value; however, the loss recognized
should not exceed the total amount of goodwill allocated to that reporting unit. Additionally, an entity is required to
consider income tax effects from any tax-deductible goodwill on the carrying amount of the reporting unit when
measuring the goodwill impairment loss, if applicable. This guidance will become effective for the Company
beginning on October 1, 2020. The Company is currently evaluating the methods of adoption allowed by the new
standard and the effect that adoption of the standard is expected to have on the Company’s consolidated financial
statements and related disclosures.

In March 2017, the FASB issued ASU 2017-07, Improving the Presentation of Net Periodic Pension Cost and Net
Periodic Postretirement Benefit Cost. ASU 2017-07 changes how employers that sponsor defined benefit pension
and/or other postretirement benefit plans present the cost of the benefits in the income statement. Under this standard,
employers will present the service cost component of net periodic benefit cost in the same income statement line
item(s) as other employee compensation costs arising from services rendered during the period. Employers will

11
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present the other components of the net periodic benefit cost separately from the line item(s) that includes the service
cost and outside of any subtotal of operating income, if one is presented. This guidance will become effective for the
Company beginning on October 1, 2018. The Company is currently evaluating the methods of adoption allowed by
the new standard. The adoption of the standard is expected to have an insignificant impact on the Company’s
consolidated financial statements and related disclosures.

Promissory Note

On September 30, 2015, the Company sold certain assets related to its Jacobs Trading business to Tanager

Acquisitions, LLC (the ‘‘Buyer’’). In connection with the disposition, the Buyer assumed certain liabilities related to the
Jacobs Trading business. The Buyer issued a $12.3 million five-year interest bearing promissory note to the Company.
Of the $12.3 million, $2.5 million has been repaid. Of the remaining $9.8 million, $8.3 million is recorded in Other
assets, and $1.5 million in Prepaid expenses and other current assets as of March 31, 2018.

9
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Liquidity Services, Inc. and Subsidiaries
Notes to the Unaudited Consolidated Financial Statements — (Continued)

Risk Associated with Certain Concentrations

The Company does not perform credit evaluations for the majority of its buyers. However, substantially all sales are
recorded subsequent to payment authorization being received. As a result, the Company is not subject to significant
collection risk, as most goods are not shipped before payment is received.

For consignment sales transactions, funds are typically collected from buyers and are held by the Company on the
sellers' behalf. The funds are included in cash in the consolidated financial statements. The Company releases the
funds to the seller, less the Company's commission and other fees due, after the buyer has accepted the goods or
within 30 days, depending on the state where the buyer and seller conduct business. The amount of cash held on
behalf of the sellers is recorded within Accounts payable and Payables to sellers in the accompanying Consolidated
Balance Sheets.

Financial instruments that potentially subject the Company to significant concentrations of credit risk consist
principally of cash in banks over FDIC limits, and accounts receivable. The Company deposits its cash with financial
institutions that the Company considers to be of high credit quality.

During the six months ended March 31, 2018, the Company had two material vendor contracts with the Department of
Defense (DoD) under which it acquired, managed and sold government property, the Surplus Contract and the Scrap
Contract. Revenue from the sale of property acquired, as well as provision of services, under the Surplus Contract
accounted for approximately 19.3% and 27.1% of the Company's consolidated revenue for the three months ended
March 31, 2018 and 2017, respectively, and for approximately 22.9% and 28.5% of the Company's consolidated
revenue for the six months ended March 31, 2018 and 2017, respectively. Revenue from the sale of property acquired
under the Scrap Contract accounted for approximately 10.0% and 10.6% of the Company's consolidated revenue for
the three months ended March 31, 2018 and 2017, respectively, and 9.2% and 10.3% of the Company's consolidated
revenue for the six months ended March 31, 2018 and 2017, respectively. These contracts are included within the
Company's CAG segment. See Note 3, Significant Contracts, for further information related to the wind-down of the
Surplus Contract.

Additionally, the Company has a vendor contract with Amazon.com, Inc. under which the Company acquires and sells
commercial merchandise. The property purchased under this contract represented approximately 28.7% and 23.5% of
cost of goods sold for the three months ended March 31, 2018 and 2017, respectively, and 24.1% and 20.8% of cost of
goods sold for the six months ended March 31, 2018 and 2017, respectively. This contract is included within the
Company's RSCG segment.

Earnings per Share

The Company calculates net income (loss) per share in accordance with FASB Topic 260 Earnings Per Share (“ASC
260”). Under ASC 260, basic net income (loss) per common share is calculated by dividing net income (loss) by the
weighted-average number of common shares outstanding during the reporting period. The weighted average number
of shares of common stock outstanding includes vested restricted stock units. Diluted net income (loss) per share
reflects the potential dilution that could occur assuming conversion or exercise of all dilutive unexercised stock
options and unvested restricted stock units. The dilutive effect of unexercised stock options and unvested restricted
stock units was determined using the treasury stock method. Under the treasury stock method, the proceeds received
from the exercise of stock options, and the amount of compensation cost for future service not yet recognized by the

13
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Company are assumed to be used to repurchase shares of the Company’s common stock. Stock options and restricted
stock units are not included in the computation of diluted net income (loss) per share when they are antidilutive.

For the three and six months ended March 31, 2018 and 2017, the basic and diluted weighted average common shares
were the same because the inclusion of dilutive securities in the computation of diluted net income would have been
anti-dilutive. See Note 7 for outstanding stock options and unvested restricted stock, all of which are anti-dilutive for
the three and six months ended March 31, 2018 and 2017.

10
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Liquidity Services, Inc. and Subsidiaries
Notes to the Unaudited Consolidated Financial Statements — (Continued)

The following summarizes the basic and diluted loss per share:

Three Months Ended Six Months Ended

March 31, March 31,
2018 2017 2018 2017
(Unaudited)

(dollars in thousands, except per
share amounts)
Weighted average shares calculation:
Basic weighted average common shares outstanding  31,972,7531,361,122 31,924,1491,310,816
Treasury stock effect of options and restricted stock — — — —
Diluted weighted average common shares outstanding 31,972,7531,361,122 31,924,1491,310,816

Net loss $(5,655) $(8,252 ) $(6,867) $(16,605 )
Basic and diluted loss per common share $(0.18 ) $(0.26 ) $(0.22 ) $(0.53 )

Stock-Based Compensation

The Company estimates the fair value of share-based awards on the date of grant. The Company issues stock options
and stock appreciation rights with restrictions that lapse upon either the passage of time (service vesting conditions),
the achievement of performance targets (performance vesting conditions), or some combination thereof. In addition,
the Company issues stock options that vest upon the achievement of certain Company stock price targets (market
vesting conditions). The fair value of stock options and stock appreciation rights with service and/or performance
vesting conditions is determined using the Black-Scholes option-pricing model. For those stock options with only
service vesting conditions, the Company recognizes compensation cost on a straight-line basis over the explicit
service period. For stock options with both performance and service vesting conditions, the Company starts
recognizing compensation cost over the remaining service period, when it is probable the performance condition will
be met.

The Company issues restricted stock units with service vesting conditions, performance vesting conditions, and
market vesting conditions, or some combination thereof. For those restricted stock units with only service vesting
conditions, the Company recognizes compensation cost on a straight-line basis over the explicit service period. For
restricted stock units with both performance and service vesting conditions, the Company starts recognizing
compensation cost over the remaining service period when it is probable the performance condition will be met. The
fair value of restricted stock units with service vesting and/or performance vesting is based on the closing price of the
Company’s common stock on the date of grant.

For the Company's stock options and restricted stock units with market vesting conditions, the ultimate number of
shares to be earned depends on the Company's total shareholder return during the performance period. The fair value
of these stock options and restricted stock units is estimated on the grant date using a Monte Carlo simulation model.
The Company recognizes compensation cost for stock options and restricted stock units with market vesting
conditions over the derived service period.

The determination of the fair value of the Company’s stock options and stock appreciation rights with service and
performance vesting conditions is based on a variety of factors including, but not limited to, the Company’s common

15
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stock price on the date of grant, expected stock price volatility over the expected life of units, and actual and projected
exercise behavior. The determination of the fair value of the Company’s stock options and restricted stock units with
service and market vesting conditions is based on a variety of factors including, but not limited to, the Company’s
common stock price on the grant date, expected stock price volatility, risk free interest rate, dividend yield, and
projected exercise behavior.

Upon adoption of ASU 2016-09, in the first quarter of fiscal 2018, the Company recognizes forfeitures of share-based
awards as they occur in the period of forfeiture rather than estimating the number of awards expected to be forfeited at
the grant date and subsequently adjusting the estimate when awards are actually forfeited. The change in accounting
policy resulted in an adjustment to retained earnings of $0.2 million as of October 1, 2017.

Stock options and restricted stock units that contain performance vesting or market vesting conditions are excluded

from, diluted earnings per share computations until the applicable contingency is met as of the end of that reporting
period.

11
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Liquidity Services, Inc. and Subsidiaries
Notes to the Unaudited Consolidated Financial Statements — (Continued)

The Company presents the cash flows from the tax benefits resulting from tax deductions in excess of the
compensation cost recognized for those options (excess tax benefits) as an operating activity in the Consolidated
Statements of Cash Flows.

3. Significant Contracts

The Company has two material vendor contracts with the DoD, the Surplus Contract and the Scrap Contract. The
Surplus Contract is a competitive-bid contract under which the Company acquires, manages and sells usable DoD
surplus personal property turned into the DLA. Surplus property generally consists of items determined by the DoD to
be no longer needed, and not claimed for reuse by any federal agency, such as electronics, industrial equipment, office
supplies, scientific and medical equipment, aircraft parts, clothing and textiles. The Surplus Contract requires the
Company to purchase all usable surplus property offered to the Company by the DoD at 4.35% of the DoD's original
acquisition value. The Company retains 100% of the profits from the resale of the property and bears all of the costs
for the merchandising and sale of the property. Included in Accrued expenses and other current liabilities in the
Consolidated Balance Sheet is a liability to the DoD for the inventory that has not been paid for in the amount of $4.2
million and $6.8 million as of March 31, 2018 and September 30, 2017, respectively.

On October 11, 2017, the DLA published a Request for Technical Proposal (“RFTP”) and draft Invitation for Bid (“IFB”)
for the sale of surplus, useable non-rolling stock property. The RFTP and IFB related to the DLA’s award of two term
contracts. On December 5, 2017, the DLA determined that the Company was not the high bidder for either of the two
contracts. The Company made its final inventory purchase under the Surplus Contract during December 2017 and is
currently in the process of winding down the Surplus Contract. The wind-down is expected to be completed within

fiscal 2018.

Revenue from the Surplus Contract accounted for approximately 19.3% and 27.1% of the Company's consolidated
revenue for the three months ended March 31, 2018 and 2017, respectively, and for approximately 22.9% and 28.5%
of the Company's consolidated revenue for the six months ended March 31, 2018 and 2017, respectively.

Under the Scrap Contract, the Company is the remarketer of all DoD non-electronic scrap turned into the DLA
available for sale within the United States, Puerto Rico, and Guam.

The Scrap contract was awarded to the Company in April 2016. The Scrap Contract has a 36-month base term that
commenced in the first quarter of fiscal year 2017, with two 12-month extension options exercisable by the DLA. The
base period of the Scrap contract will expire on September 30, 2019. The Company pays a revenue-sharing payment
to the DL A under this contract equal to 64.5% of the gross resale proceeds of the scrap property, and the Company
bears all of the costs for the sorting, merchandising and sale of the property. The contract contains a provision
permitting the DLA to terminate the contract for convenience upon written notice to the Company. The Company
commenced operations under this contract in the quarter ended December 31, 2016, the first quarter of fiscal year
2017.

Revenue from the Scrap Contract accounted for approximately 10.0% and 10.6% of the Company's consolidated
revenue for the three months ended March 31, 2018 and 2017, respectively, and 9.2% and 10.3% of the Company's
consolidated revenue for the six months ended March 31, 2018 and 2017, respectively.

4. Goodwill
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The goodwill of acquired companies is primarily related to the acquisition of an experienced and knowledgeable
workforce. The following table presents goodwill balances and foreign currency translation adjustments to those
balances during the six months ended March 31, 2018:

Goodwill (in thousands) CAG  GovDeals Total
Balance at September 30, 2017 $21,657 $23,731 $45,388
Translation adjustments 268 — 268

Balance at March 31, 2018 $21,925 $23,731 $45,656

As part of the Company's fiscal year 2017 annual goodwill impairment assessment, the Company determined that
certain events required performing a step one evaluation of goodwill to identify potential impairment. After
performing the step

12
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one test, the Company concluded its remaining reporting units with goodwill had fair values as of July 1, 2017, that
substantially exceeded their respective book values. During the six months ended March 31, 2018, the Company did
not identify any indicators of impairment that required performing a step one evaluation.

5. Intangible Assets

The components of identifiable intangible assets as of March 31, 2018 and September 30, 2017 are as follows:

March 31, 2018 September 30, 2017
U.seful GrOSS.Accumulated Net . Gross,Accumulated Net .
Life Carryi ... _ Carrying Carrylg .. Carrying
. ortization ortization
(in years) Amount Amount Amount Amount
(dollars in thousands)
Patent and trademarks 3 - 10 795 (384 ) 411 943 (516 ) 427
Total intangible assets $795$ (384 ) $ 411 $943 $ (516 ) $ 427
Future expected amortization of intangible assets at March 31, 2018 is as follows:
Future
Amortization

Years ending September 30, (in thousands)
2018 Remaining six months $ 35

2019 66
2020 63
2021 77
2022 and thereafter 170
Total $ 411

Intangible assets amortization expense was approximately $0.02 million and $0.4 million for the three months ended
March 31, 2018 and 2017, respectively. Intangible assets amortization expense was approximately $0.04 million and
$0.6 million for the six months ended March 31, 2018 and 2017, respectively.

6.Income Taxes

On December 22, 2017, the Tax Cuts and Jobs Act (“the Act”) was signed into law. The Act reduces the corporate tax
rate from 35% to 21%. During the three months ending December 31, 2017, the Company revised its estimated annual
effective tax rate to reflect this change in the statutory rate. The rate change is administratively effective at the
beginning of the Company's 2018 fiscal year, using a blended rate of 24.53%. At March 31, 2018, the Company had
not yet completed its accounting for the tax effects of the Act; however, in the following cases the Company has made
a reasonable estimate of the Act's effects. The Company recognized a tax benefit of $3.5 million for the period ended
December 31, 2017 as a result of adjusting its deferred tax balance to reflect the new corporate tax rate. In addition,
the Act makes the alternative minimum tax (“AMT”) credit refundable in tax years beginning after 2017 and before
2022. As a result of this change, the Company reduced its valuation allowance on its AMT credits and recognized an
income tax benefit of $1.7 milli