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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
For the quarterly period ended December 31, 2012

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File No. 001-35314

eGAIN CORPORATION

(Exact name of registrant as specified in its charter)
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Delaware 77-0466366
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification No.)

1252 Borregas Avenue, Sunnyvale, CA
(Address of principal executive offices)
94089
(Zip Code)
(408) 636-4500
(Registrant s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days: Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or non-accelerated filer or a smaller reporting
company. See the definitions of large accelerated filer ; accelerated filer and smaller reporting company , in Rule 12b-2 of the Exchange Act
(check one):

Large accelerated filer ~ Accelerated filer

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company X
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act): Yes © No x

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest practicable date.

Class Outstanding at February 6, 2013
Common Stock $0.001 par value 24,798,315
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

eGAIN CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands, except par value data)

ASSETS

Current assets:

Cash and cash equivalents
Restricted cash

Accounts receivable, less allowance for doubtful accounts of $467 and $303 at December 31, 2012

and June 30, 2012, respectively
Deferred commissions
Prepaid and other current assets

Total current assets

Property and equipment, net

Deferred commissions, net of current portion
Goodwill

Restricted cash, net of current portion

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:

Accounts payable

Accrued compensation

Accrued liabilities

Current portion of deferred revenue

Current portion of bank borrowings

Related party notes payable

Total current liabilities

Deferred revenue, net of current portion
Bank borrowings, net of current portion
Related party notes payable

Other long term liabilities

Total liabilities

Commitments and contingencies (Note 6)
Stockholders equity:
Common stock, $0.001 par value
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authorized: 50,000 shares; outstanding: 24,779 shares as of
December 31, 2012 and 24,485 shares as of June 30, 2012

December 31,

2012

(Unaudited)

$

18,839
37

8,308
1,629
1,038

29,851
2,481
1,071
4,880
1,000

793

40,076

1,111
3,745
1,785
19,398
2,167
2,786

30,992
2,982
3,333

289

37,596

25

June 30,
2012
(As Adjusted)

$ 9,911
35

6,535
955
795

18,231
2,295
643
4,880
1,000
894

$ 27,943

$ 1,875
3,385
1,549
6,896
1,666

15,371
1,187
1,667
5,563

242

24,030

24



Edgar Filing: EGAIN Corp - Form 10-Q

Additional paid-in capital 327,589
Notes receivable from stockholders (86)
Accumulated other comprehensive loss (787)
Accumulated deficit (324,261)
Total stockholders equity 2,480
Total liabilities and stockholders equity $ 40,076

See accompanying notes to unaudited condensed consolidated financial statements
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326,742
(85)
(750)
(322,018)

3,913

27,943



Edgar Filing: EGAIN Corp - Form 10-Q

Table of Conten

e¢GAIN CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)

Revenue:

License

Recurring revenue
Professional services

Total revenue

Cost of license

Cost of recurring revenue
Cost of professional services

Total cost of revenue
Gross profit

Operating expenses:
Research and development
Sales and marketing
General and administrative

Total operating expenses

Income/ (loss) from operations

Interest expense, net
Other income (expense)

Income/ (loss) before income taxes

Income tax provision
Net income/ (loss)

Per share information:

Basic net income/ (loss) per common share

Diluted net income/ (loss) per common share

(in thousands, except per share data)

Weighted average shares used in computing basic net income/ (loss) per

common share

Weighted average shares used in computing diluted net income/ (loss) per

common share

Table of Contents

Three Months Ended
December 31,
2012 2011
(As Adjusted)
$ 3,426 $ 3,033
7,806 5,725
3,505 2,078
14,737 10,836
46 (1)
1,208 1,291
3,012 1,961
4,266 3,251
10,471 7,585
2,142 1,377
5,946 4,923
1,570 1,728
9,658 8,028
813 (443)
(136) (214)
93 (51)
770 (708)
(129) 47
$ 641 $ (755)
$ 0.03 $ (0.03)
$ 0.02 $ (0.03)
24,670 24,351
26,099 24,351

Six Months Ended
December 31,
2012 2011
(As Adjusted)

$ 4,139 $ 5918

14,980 11,506
6,341 3,796
25,460 21,220
91 (11)
2,604 2,557
5915 3,510
8,610 6,056
16,850 15,164
4,092 2,807
11,495 9,027
3,077 2,841
18,664 14,675
(1,814) 489
(277) (389)
50 (262)
(2,041) (162)
(202) (77)

$ (2,243) $ (239)

$ (0.09 $ (0.01)

$ (0.09) $ (0.01)

24,593 24,246

24,593 24,246

See accompanying notes to unaudited condensed consolidated financial statements
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e¢GAIN CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE / INCOME (LOSS) (Unaudited)

(in thousands)

Three Months Ended
December 31,
2012 2011

(As Adjusted)
Net income/ (1oss) $ 641 $ (755)
Other comprehensive income/ (loss), net of taxes:
Foreign currency translation adjustments (103) 54)
Comprehensive income/ (loss) $ 538 $ (809)

See accompanying notes to unaudited condensed consolidated financial statements
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Six Months Ended
December 31,
2012 2011
(As Adjusted)
$(2,243) $ (239)

(37) (100)

$(2,280) $ (339)
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e¢GAIN CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

Cash flows from operating activities:
Net loss

(in thousands)

Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation and amortization
Amortization of deferred commissions
Stock-based compensation

Provisions for doubtful accounts

Accrued interest on related party notes payable

Changes in operating assets and liabilities:
Accounts receivable

Deferred commissions

Prepaid expenses and other assets
Accounts payable

Accrued compensation

Accrued liabilities

Deferred revenue

Other long term liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of property and equipment
Proceeds from sale of short-term investments

Net cash used in investing activities

Cash flows from financing activities:
Payment on related party notes payable
Payments on bank borrowings
Payments on capital lease obligations
Proceeds from bank borrowings
Increase in restricted cash

Proceeds from exercise of stock options

Net cash used in financing activities

Effect of change in exchange rates on cash and cash equivalents

Net increase/ (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental cash flow disclosures:
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Six Months Ended
December 31,
2012 2011
(As Adjusted)
$ (2,243) $ (239)
571 360
643 321
585 265
198 86
222 316
(1,803) 2,420
(1,743) (350)
(236) (316)
(883) 168
256 (743)
154 (339)
14,185 (753)
26 107
9,933 1,303
(623) (944)
605
(623) (339)
(3,000)
(833) (833)
(28)
3,000
(1,000)
261 61
(572) (1,800)
190 (48)
8,928 (884)
9,911 12,424
$ 18,839 $ 11,540
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Cash paid for interest $ 1,818
Cash paid for taxes $ 183

Non-cash items:
Non-cash investing activities of purchasing equipment in trade accounts payable $ 88
See accompanying notes to unaudited condensed consolidated financial statements
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eGAIN CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)
Note 1. Organization, Nature of Business and Basis of Presentation

eGain Corporation is one of the premier providers of cloud customer engagement solutions. For over a decade, eGain solutions have helped
improve customer experience, grow sales, and optimize service processes across the web, social, and phone channels. Hundreds of global
enterprises rely on eGain to transform fragmented sales engagement and customer service operations into unified Customer Interaction Hubs.
The company has operations in the United States, United Kingdom, Netherlands, Ireland, Italy, Germany, France, South Africa and India.

We have prepared the condensed consolidated financial statements pursuant to the rules and regulations of the Securities and Exchange
Commission and included the accounts of our wholly-owned subsidiaries. All significant intercompany balances and transactions have been
eliminated. Certain information and footnote disclosures, normally included in financial statements prepared in accordance with generally
accepted accounting principles, or GAAP, have been condensed or omitted pursuant to those rules and regulations, although we believe that the
disclosures made are adequate to make the information not misleading. In our opinion, the unaudited condensed consolidated financial
statements reflect all adjustments (consisting only of normal recurring adjustments) necessary for a fair presentation of our financial position,
results of operations and cash flows for the periods presented.

These financial statements and notes should be read in conjunction with our audited consolidated financial statements and notes thereto for the
fiscal year ended June 30, 2012, included in our Annual Report on Form 10-K. The condensed consolidated balance sheet at June 30, 2012 was
derived from audited financial statements as of that date but does not include all the information and footnotes required by GAAP for complete
financial statements. The results of our operations for the interim periods presented are not necessarily indicative of results that may be expected
for any other interim period or for the full fiscal year ending June 30, 2013. We have evaluated whether there were material subsequent events
requiring recognition or disclosure, and there were none.

Voluntary Change in Accounting Policy

Effective July 1, 2012, we made a voluntary change to our accounting policy for sales commissions related to new cloud contracts with our
customers, from recording an expense when incurred to deferral and amortization of the sales commission in proportion to the revenue

recognized over the term of the contract. We believe this method is preferable because commission charges (that are direct and incremental) are
so closely related to the revenue from the contracts that they should be deferred and charged to expense over the same period that the related
revenue is recognized. Furthermore, based upon internal research and feedback from external research analysts it is our belief that most industry
peers have adopted a similar commission expense policy. This change should improve the comparability of the Company s consolidated financial
statements to its industry peers and provide better matching of revenue and expenses.

We have, in accordance with Accounting Standards Codification (ASC) 250, Accounting Changes and Error Corrections, retrospectively applied
this new accounting policy to all applicable prior period financial information presented herein as required. The cumulative effect of this change
on accumulated deficit was a decrease of $503,000 as of July 1, 2011 and $2.7 million as of December 31, 2012. In addition, the impact of this
change to the Company s net loss and comprehensive loss was a decrease of $559,000 and $1.1 million, or a loss of $0.02 and $0.04 per share on
a basic and diluted basis for the three and six months ended December 31, 2012. The change resulted in an increase to deferred commissions,
both, current and non-current portion, on the condensed consolidated balance sheet in the amounts of $1.6 million and $1.1 million, respectively,
as of December 31, 2012. The change also resulted in a net increase of $1.1 million to deferred commissions reported on the condensed
consolidated statement of cash flows for the six months ended December 31, 2012; however there was no impact on the cash flows from
operating activities for the three months ended December 31, 2012.

The following tables present the effect on the condensed consolidated financial statements of the accounting change that was retrospectively
adopted on July 1, 2012:

Condensed Consolidated Balance Sheet

(in thousands) June 30, 2012
As Adjustment As
Previously
Reported (1) Adjusted

Table of Contents 11
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Deferred commissions

Total current assets

Deferred commissions, net of current portion
Total assets

Accumulated deficit

Total stockholders equity

Total liabilities and stockholders equity

Table of Contents

17,276

(323,616)
2,315

$
$
$
$ 26,345
$
$
$ 26,345

R A

955
955
643
1,598
1,598
1,598
1,598

LB PH PP BB

955
18,231
643
27,943
(322,018)
3,913
27,943

12
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Condensed Consolidated Statement of Operations

(in thousands) Three Months Ended Six Months Ended
December 31, 2011 December 31, 2011
Adjustment As Adjustment As
As Previously As Previously
Reported (1) Adjusted Reported (1) Adjusted
Sales and marketing $ 5,010 $ 87 $ 4,923 $ 9,056 $ 29 $ 9,027
Total operating expenses $ 8,115 $ 87 $ 8,028 $ 14,704  $ 29 $ 14,675
Income / (loss) from operations $ (530) $ 87 $ 443) $ 460 $ 29 $ 489
Net income / (loss) before income tax $ (795) $ 87 $ (708) $ (191) $ 29 $ (162)
Net income / (loss) $ (842) $ 87 $ (755) $ (268) $ 29 $ (239)
Condensed Consolidated Statement of Comprehensive
Income
(in thousands) Three Months Ended Six Months Ended
December 31, 2011 December 31, 2011
Adjustment As Adjustment As
As Previously As Previously
Reported (1) Adjusted Reported (1) Adjusted
Net income / (loss) $ 842) $ 87 $ (755) $ (268) $ 29 $ (239)
Comprehensive income / (loss) $ 896) $ 87 $ (809) $ (368) $ 29 $ (339)
Condensed Consolidated Statement of Cash Flows
(in thousands) Six Months Ended
December 31, 2011
Adjustment As
As Previously
Reported (1) Adjusted
Net income / (loss) $ (268) $ 29 $ (239
Amortization of deferred commissions $ $ 321 $ 321
Deferred commissions $ $ (350) $ (350)

(1) Reflects the retrospective impact to sales commission expense as a result of the voluntary change to our sales commission expense policy
which was adopted in the first quarter of fiscal year 2013.
Segment Information

We operate in one segment, the development, implementation and support of our customer engagement software solutions. Our software
solutions are implemented in the eGain Cloud or at the customer s location. Operating segments are identified as components of an enterprise for
which discrete financial information is available and regularly reviewed by the Company s chief operating decision-makers in order to make
decisions about resources to be allocated to the segment and assess its performance. Our chief operating decision-makers, under ASC 280,
Segment Reporting, are our executive management team. Our chief operating decision-makers review financial information presented on a
consolidated basis for purposes of making operating decisions and assessing financial performance.

Information relating to our geographic areas for the three and six months ended December 31, 2012 and 2011 are as follows (unaudited, in
thousands):

Three Months Ended Six Months Ended
December 31, December 31,
2012 2011 2012 2011

Table of Contents 13



Edgar Filing: EGAIN Corp - Form 10-Q

Total Revenue:

North America $ 8,383 $ 5,265 $ 14,653 $11,846
EMEA 6,292 5,507 10,670 9,277
Asia Pacific 62 64 137 97

$ 14,737 $ 10,836 $ 25,460 $21,220

Operating Income/ (loss):

North America $ 865 $ 979 $ 116 $ 201
EMEA 1,245 1,425 607 2,150
Asia Pacific* (1,297) (889) (2,536) (1,863)

$ 813 $ (443) $(1.8149 $ 489

* Includes costs associated with corporate support.
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In addition, identifiable tangible assets corresponding to our geographic areas are as follows (unaudited, in thousands):

December 31, June 30,

2012 2012
North America $ 23,527 $ 15,692
EMEA 10,089 6,162
Asia Pacific 1,580 1,209
$ 35,196 $ 23,063

The following table provides the revenue for the three and six months ended December 31, 2012 and 2011, respectively, (unaudited, in
thousands):

Three Months Ended Six Months Ended
December 31, December 31,
2012 2011 2012 2011
Revenue:
License $ 3,426 $ 3,033 $ 4,139 $ 5918
Cloud services 4,503 2,560 8,229 5,183
Maintenance and support services 3,303 3,165 6,751 6,323
Professional services 3,505 2,078 6,341 3,796

$ 14,737 $10,836 $ 25,460 $21,220

For the three months ended December 31, 2012, there was one customer that accounted for 19% of total revenue. For the three months ended
December 31, 2011, no customer accounted for more than 10% of total revenue. For the six months ended December 31, 2012 and 2011, there
was one customer that accounted for 17% and 10% of total revenue, respectively.

Revenue Recognition

We derive revenue from three sources: license fees, recurring revenue, and professional services. Recurring revenue includes cloud services and
software maintenance and support. Maintenance and support consists of technical support and software upgrades and enhancements.
Professional services primarily consist of consulting, implementation services and training. Significant management judgments and estimates are
made and used to determine the revenue recognized in any accounting period. Material differences may result in changes to the amount and
timing of our revenue for any period if different conditions were to prevail. We present revenue net of taxes collected from customers and
remitted to governmental authorities.

We apply the provisions of Accounting Standards Codification, or ASC 985-605, Software Revenue Recognition, to all transactions involving
the licensing of software products. In the event of a multiple element arrangement for a license transaction, we evaluate the transaction as if each
element represents a separate unit of accounting taking into account all factors following the accounting standards. We apply ASC 605, Revenue
Recognition, for cloud transactions to determine the accounting treatment for multiple elements. We also apply ASC 605 for fixed fee
arrangements in which we use the percentage of completion method to recognize revenue when reliable estimates are available for the costs and
efforts necessary to complete the implementation services. When such estimates are not available, the completed contract method is utilized.
Under the completed contract method, revenue is recognized only when a contract is completed or substantially complete.

When licenses are sold together with system implementation and consulting services, license fees are recognized upon shipment, provided that
(i) payment of the license fees is not dependent upon the performance of the consulting and implementation services, (ii) the services are
available from other vendors, (iii) the services qualify for separate accounting as we have sufficient experience in providing such services, have
the ability to estimate cost of providing such services, and we have vendor-specific objective evidence of pricing, and (iv) the services are not
essential to the functionality of the software.
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We use signed software license and services agreements and order forms as evidence of an arrangement for sales of software, cloud,
maintenance and support. We use signed engagement letters to evidence an arrangement for professional services.
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License Revenue

We recognize license revenue when persuasive evidence of an arrangement exists, the product has been delivered, no significant obligations
remain, the fee is fixed or determinable, and collection of the resulting receivable is probable. In software arrangements that include rights to
multiple software products and/or services, we use the residual method under which revenue is allocated to the undelivered elements based on
vendor-specific objective evidence of the fair value of such undelivered elements. The residual amount of revenue is allocated to the delivered
elements and recognized as revenue assuming all other criteria for revenue recognition have been met. Such undelivered elements in these
arrangements typically consist of software maintenance and support, implementation and consulting services and, in some cases, cloud services.

Software is delivered to customers electronically or on a CD-ROM, and license files are delivered electronically. We assess whether the fee is
fixed or determinable based on the payment terms associated with the transaction. We have standard payment terms included in our contracts.
We assess collectability based on a number of factors, including the customer s past payment history and its current creditworthiness. If we
determine that collection of a fee is not reasonably assured, we defer the revenue and recognize it at the time collection becomes reasonably
assured, which is generally upon receipt of cash payment. If an acceptance period is required, revenue is recognized upon the earlier of customer
acceptance or the expiration of the acceptance period.

We periodically sell to resellers. License sales to resellers as a percentage of total revenue were approximately 3% and 1% for three months
ended December 31, 2012 and 2011, respectively. License sales to resellers as a percentage of total revenue was approximately 2% and 1% for
the six months ended December 31, 2012 and 2011, respectively. Revenue from sales to resellers is generally recognized upon delivery to the
reseller but depends on the facts and circumstances of the transaction, such as our understanding of the reseller s plans to sell the software,
whether there are any return provisions, price protection or other allowances, the reseller s financial status and our past experience with the
particular reseller. Historically sales to resellers have not included any return provisions, price protections, or other allowances.

Cloud Services Revenue

Included in recurring revenue is revenue derived from our cloud services. We recognize cloud services revenue ratably over the period of the
applicable agreement as services are provided. Cloud agreements typically have an initial term of one or two years and automatically renew
unless either party cancels the agreement. The majority of the cloud services customers purchase a combination of our cloud services and
professional services. In some cases the customer may also acquire a license for our software.

We evaluate whether each of the elements in these arrangements represents a separate unit of accounting, as defined by ASC 605, using all
applicable facts and circumstances, including whether (i) we sell or could readily sell the element unaccompanied by the other elements, (ii) the
element has stand-alone value to the customer, and (iii) there is a general right of return. We use vendor specific objective evidence, or VSOE,
of fair value for each of those units, when available. For revenue recognition with multiple-deliverable elements, in certain limited circumstances
when vendor specific objective evidence of fair value does not exist, we apply the selling price hierarchy. We consider the applicability of ASC
985-605, on a contract-by-contract basis. In hosted term-based agreements, where the customer does not have the contractual right to take
possession of the software, the revenue is recognized on a monthly basis over the term of the contract. Invoiced amounts are recorded in
accounts receivable and in deferred revenue or revenue, depending on whether the revenue recognition criteria have been met. For professional
services that we determine do not have stand-alone value to the customer, we recognize the services revenue ratably over the longer of the
remaining contractual period or the average estimated life of the customer cloud relationship, once cloud has gone live or system ready. We
currently estimate the life of the customer cloud relationship to be approximately 30 months, based on the average life of all cloud customer
relationships.

We consider a software element to exist when we determine that the customer has the contractual right to take possession of our software at any
time during the cloud period without significant penalty and can feasibly run the software on its own hardware or enter into another arrangement
with a third party to host the software. Additionally, we have established vendor-specific objective evidence of fair value for the cloud and
support elements of perpetual license sales, based on the prices charged when sold separately and substantive renewal terms. Accordingly, when
a software element exists in a cloud services arrangements, license revenue for the perpetual software license element is determined using the
residual method and is recognized upon delivery. Revenue for the cloud and support elements is recognized ratably over the contractual time
period. Professional services are recognized as described below under Professional Services Revenue. If vendor-specific evidence of fair value
cannot be established for the undelivered elements of an agreement, the entire amount of revenue from the arrangement is recognized ratably
over the period that these elements are delivered.

Maintenance and Support Revenue

Table of Contents 17



Edgar Filing: EGAIN Corp - Form 10-Q

Included in recurring revenue is revenue derived from maintenance and support services. We use vendor-specific objective evidence of fair
value for maintenance and support to account for the arrangement using the residual method, regardless of any separate prices stated within the
contract for each element. Maintenance and support revenue is recognized ratably over the term of the maintenance contract, which is typically
one year. Maintenance and support is renewable by the customer on an annual basis. Maintenance and support rates, including subsequent
renewal rates, are typically established based upon a specified percentage of net license fees as set forth in the arrangement.
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Included in professional services revenue is revenue derived from system implementation, consulting and training. For license transactions, the
majority of our consulting and implementation services qualify for separate accounting. We use vendor-specific objective evidence of fair value
for the services to account for the arrangement using the residual method, regardless of any separate prices stated within the contract for each
element. Our consulting and implementation service contracts are bid either on a fixed-fee basis or on a time-and-materials basis. Substantially
all of our contracts are on a time-and-materials basis. For time-and-materials contracts, where the services are not essential to the functionality,
we recognize revenue as services are performed. If the services are essential to functionality, then both the product license revenue and the
service revenue are recognized under the percentage of completion method. For a fixed-fee contract we recognize revenue based upon the costs
and efforts to complete the services in accordance with the percentage of completion method, provided we are able to estimate such cost and
efforts.

For cloud arrangements, consulting and implementation services that do not qualify for separate accounting, we recognize the services revenue
ratably over the estimated life of the customer cloud relationship.

Training revenue that meets the criteria to be accounted for separately is recognized when training is provided or, in the case of cloud, when the
customer also has access to the cloud services.

Deferred Revenue

Deferred revenue primarily consists of payments received in advance of revenue recognition from cloud and support services and is recognized
as the revenue recognition criteria are met. The Company generally invoices customers in annual or quarterly installments. The deferred revenue
balance does not represent the total contract value of annual or multi-year, non-cancelable cloud or support agreements. Deferred revenue is
influenced by several factors, including seasonality, the compounding effects of renewals, invoice duration, invoice timing and new business
linearity within the quarter.

Deferred revenue that will be recognized during the succeeding twelve month period is recorded as current deferred revenue and the remaining
portion is recorded as noncurrent.

Deferred Commissions

Deferred commissions are the direct and incremental costs directly associated with cloud contracts with customers and consist of sales
commissions to the Company s direct sales force.

The commissions are deferred and amortized over the terms of the related customer contracts, which are typically one or two years. The
commission payments are paid based on contract terms in the month following the quarter in which the commissions are earned. The deferred
commission amounts are recognized under Sales and Marketing expense in the consolidated statement of operations over the terms of the related
customer contracts, in proportion to the recognition of the associated revenue.

Accounts Receivable and Allowance for Doubtful Accounts

The Company extends unsecured credit to its customers on a regular basis. Our accounts receivable are derived from revenue earned from
customers and are not interest bearing. We also maintain an allowance for doubtful accounts to reserve for potential uncollectible trade
receivables. We review our trade receivables by aging category to identify specific customers with known disputes or collectability issues. We
exercise judgment when determining the adequacy of these reserves as we evaluate historical bad debt trends, general economic conditions in
the U.S. and internationally, and changes in customer financial conditions. If we made different judgments or utilized different estimates,
material differences may result in additional reserves for trade receivables, which would be reflected by charges in general and administrative
expenses for any period presented. We write off a receivable after all collection efforts have been exhausted and the amount is deemed
uncollectible.

Deferred Costs

Deferred costs are included in other assets. Such amounts include fees we pay to third party partners for technology and are deferred and
amortized over the related customer contract term. Amortization of deferred third party partner fees is included in sales and marketing expense
in the accompanying unaudited condensed consolidated statements of operations.
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Stock-Based Compensation

We account for stock-based compensation in accordance with ASC 718, Compensation  Stock Compensation. Under the fair value recognition
provisions of ASC 718, stock-based compensation cost is measured at the grant date based on the fair value of the award and is recognized as
expense over the vesting period. All of our stock-based compensation is accounted for as an equity instrument.

Below is a summary of stock-based compensation included in the costs and expenses (unaudited, in thousands):

Three Months Ended Six Months Ended

December 31, December 31,
2012 2011 2012 2011
Cost of professional services and recurring revenue $ 30 $ 13 $ 59 $ 31
Research and development 78 18 155 41
Sales and marketing 90 63 186 106
General and administrative 83 41 185 87
Total stock-based compensation expense $ 281 $ 135 $ 585 $ 265

We utilized the Black-Scholes valuation model for estimating the fair value of the stock-based compensation of options granted. All shares of
our common stock issued pursuant to our stock option plans are only issued out of an authorized reserve of shares of common stock which were
previously registered with the Securities and Exchange Commission on a registration statement on Form S-8.

Options to purchase 128,400 and 124,900 shares of common stock were granted during the three months ended December 31, 2012 and 2011

with a weighted average fair value of $ 2.97 and $4.19, respectively. Options to purchase 157,250 and 328,200 shares of common stock were

granted during the six months ended December 31, 2012 and 2011, with a weighted-average fair value of $2.99 and $3.09, respectively, using
the following assumptions:

Three Months Ended Six Months Ended
December 31, December 31,
2012 2011 2012 2011
Dividend yield
Expected volatility 90% 85% 89% 85%
Average risk-free interest rate 0.69% 0.95% 0.69% 1.08%
Expected life (in years) 4.50 4.50 4.50 4.47

The dividend yield of zero is based on the fact that we have never paid cash dividends and have no present intention to pay cash dividends. We
determined the appropriate measure of expected volatility by reviewing historic volatility in the share price of our common stock, as adjusted for
certain events that management deemed to be non-recurring and non-indicative of future events. The risk-free interest rate is derived from the
average U.S. Treasury Strips rate with maturities approximating the expected lives of the awards during the period, which approximate the rate
in effect at the time of the grant.

We develop the estimate of the expected life based on the historical exercise behavior, and cancellations of all past option grants made by the
company during the time period which its equity shares have been publicly traded, the contractual term of the option, the vesting period and the
expected remaining term of the outstanding options.

Total compensation cost, net of forfeitures, of all options granted but not yet vested as of December 31, 2012 was $1,248,703, which is expected
to be recognized over the weighted average period of 1.34 years. There were 191,952 and 284,069 options exercised for the three and six months
ended December 31, 2012 and there were 29,778 and 69,939 options exercised for the three and six months ended December 31, 2011.

New Accounting Pronouncements

In October 2012, the FASB issued ASU 2012-04, Technical Corrections and Improvement, which contains amendments to make technical
corrections, clarifications, and limited-scope improvements to various topics throughout the Codification. The amendments apply to all reporting
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entities within the scope of the affected accounting guidance. For public entities, the amendments that are subject to the transition guidance will
be effective for fiscal periods beginning after December 15, 2012 (our fiscal 2014). We do not anticipate the adoption of this amendment to have
a material impact on our consolidated financial statements.
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In December 2011, the FASB issued ASU 2011-12, Comprehensive Income, which supersedes certain pending paragraphs in ASU 2011-05,
Presentation of Comprehensive Income, to effectively defer only those changes in ASU 2011-05 that relate to the presentation of reclassification
adjustments out of accumulated other comprehensive income. The amendments will be temporary to allow the Board time to redeliberate the
presentation requirements for reclassifications out of accumulated other comprehensive income for annual and interim financial statements for
public, private, and non-profit entities. We do not anticipate the adoption of this amendment to have a material impact on our consolidated
financial statements.

In September 2011, the FASB issued ASU 2011-08, Intangibles  Goodwill and Other, to allow an entity to first assess qualitative factors to
determine whether it is necessary to perform the two-step quantitative goodwill impairment test. Under these amendments, an entity would not
be required to calculate the fair value of a reporting unit unless the entity determines, based on a qualitative assessment, that it is more likely
than not that its fair value is less than its carrying amount. The amendments include a number of events and circumstances for an entity to
consider in conducting the qualitative assessment. For public entities, the amendments are effective for annual and interim goodwill impairment
tests performed for fiscal years beginning after December 15, 2011 (our fiscal 2013). The adoption of this amendment did not have a material
impact on our consolidated financial statements.

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income, on comprehensive income presentation to allow an entity
the option to present the total of comprehensive income, the components of net income, and the components of other comprehensive income
either in a single continuous statement of comprehensive income or in two separate but consecutive statements. In both choices, an entity is
required to present each component of net income along with total net income, each component of other comprehensive income along with a
total for other comprehensive income, and a total amount for comprehensive income. This update eliminates the option to present the
components of other comprehensive income as part of the statement of changes in stockholders equity. The amendments to the Codification in
the ASU do not change the items that must be reported in other comprehensive income or when an item of other comprehensive income must be
reclassified to net income. This update should be applied retrospectively. The adoption of this amendment resulted in the addition of the
Condensed Consolidated Statements of Comprehensive Income / (Loss) statement to our condensed consolidated financial statements.

In May 2011, the FASB issued ASU 2011-04, Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S.
GAAP and IFRS, on fair value measurement, which is intended to create consistency between U.S. GAAP and International Financial Reporting
Standards. The amendments include clarification on the application of certain existing fair value measurement guidance and expanded
disclosures for fair value measurements that are estimated using significant unobservable (Level 3) inputs. The update should be applied
prospectively. For public entities, the amendments are effective during interim and annual periods beginning after December 15, 2011 (our fiscal
2013). Early application by public entities is not permitted. The adoption of this amendment did not have a material impact on our consolidated
financial statements.

Note 2. Net Income/ (loss) per Common Share

Basic net income/ (loss) per common share is computed using the weighted-average number of shares of common stock outstanding. In periods
where net income is reported, the weighted average number of shares outstanding is increased by warrants and options in the money to calculate
diluted net income per common share.

The following table represents the calculation of basic and diluted net income/ (loss) per common share (unaudited, in thousands, except per
share data):

Three Months Ended Six Months Ended
December 31, December 31,

2012 2011 2012 2011
Net income/ (loss) applicable to common stockholders $ 641 $ (755 $ (2,243) $ (239
Basic net income/ (loss) per common share $ 003 $ (0.03) $ (0.09) $ (0.01)
Weighted-average common shares used in computing basic net income
per common share 24,670 24,351 24,593 24,246
Effect of dilutive options 1,429

26,099 24,351 24,593 24,246
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(loss) per common share

Diluted net income/ (loss) per common share $ 0.02
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Weighted average shares of stock options to purchase 726,836 and 2,650,351 shares of common stock for the three and six months ended
December 31, 2012 and 2,535,459 and 2,488,734 shares of common stock for the three and six months ended December 31, 2011 were not
included in the computation of diluted net income/(loss) per common share due to their effect being anti-dilutive.

Note 3. Related Party Notes Payable

On December 24, 2002, we entered into a note and warrant purchase agreement, as amended, or the 2002 Agreement, with Ashutosh Roy, our
Chief Executive Officer, pursuant to which Mr. Roy made a loan to us, evidenced by a subordinated secured promissory note and received
warrants to purchase shares of our common stock in connection with such loan. The five year subordinated secured promissory note bore interest
at an effective annual rate of 12% due and payable upon the term of such note. We had the option to prepay the note at any time subject to the
prepayment penalties set forth in such note. On December 31, 2002, Mr. Roy loaned us $2.0 million under the agreement and received warrants
that allowed him to purchase up to 236,742 shares of our common stock at an exercise price equal to $2.11 per share. These warrants expired in
December 2005. In connection with this loan, we recorded $1.83 million in related party notes payable and $173,000 of discount on the note
related to the relative value of the warrants issued in the transaction that was amortized to interest expense over the five year life of the note.

On October 31, 2003, we entered into an amendment to the 2002 Agreement with Mr. Roy, pursuant to which he loaned to us an additional $2.0
million evidenced by a subordinated secured promissory note, or the 2003 Note, and received additional warrants to purchase up to 128,766
shares of our common stock at an exercise price of $3.88 per share. These warrants expired in October 2008. In connection with this additional
loan we recorded $1.8 million in related party notes payable and $195,000 of discount on the notes related to the relative value of the warrants
issued in the transaction that was amortized to interest expense over the five year life of the note. This note was amended and restated on

June 29, 2007 and on September 24, 2008.

On March 31, 2004, we entered into notes and warrant purchase agreement with Mr. Roy, Oak Hill Capital Partners L.P., Oak Hill Capital
Management Partners L.P., and FW Investors L.P., or the lenders, pursuant to which the lenders loaned to us $2.5 million evidenced by secured
promissory notes and received warrants to purchase shares of our common stock in connection with such loan. The secured promissory notes
had a term of five years and bore interest at an effective annual rate of 12% due and payable upon the maturity of such notes. The warrants
allowed the lenders to purchase up to 312,500 shares of our common stock at an exercise price of $2.00 per share. These warrants expired in
March 2007. We recorded $2.3 million in related party notes payable and $223,000 of discount on the notes related to the relative value of the
warrants issued in the transaction that was amortized to interest expense over the five year life of the notes. These notes were amended and
restated on September 24, 2008.

On June 29, 2007, we amended and restated the 2002 and 2003 notes with Mr. Roy and he loaned to us an additional $2.0 million evidenced by
a subordinated secured promissory note, or the 2007 Note, and received additional warrants that allowed him to purchase up to 333,333 shares of
our common stock at $1.20 per share. These warrants expired in June 2010. In connection with this additional loan we recorded $1.8 million in
related party notes payable and $187,000 discount on the note related to the relative value of the warrants issued in the transaction that is being
amortized to interest expense over the life of the note. In addition, the amendment extended the maturity date of the previous note through
March 31, 2009. This note was amended and restated on September 24, 2008.

On September 24, 2008, we entered into a Conversion Agreement and Amendment to Subordinated Secured Promissory Notes, as amended, or
the Agreement, with the lenders. Immediately prior to the Agreement, the total outstanding indebtedness, including accrued interest, under the
prior notes issued to the lenders, including the 2002, 2003 and 2007 Notes, as amended as applicable, equaled $13.8 million. Pursuant to the
Agreement and subject to the terms and conditions contained therein, we and the lenders (i) converted a portion of the outstanding indebtedness
under the prior notes equal to $6.5 million into shares of our common stock at a price per share equal to $0.95, or at a fair value of $3.4 million,
or the Note Conversion, and (ii) extended the maturity date of the remaining outstanding indebtedness of $7.3 million to March 31, 2012, as well
as the period for which interest shall accrue, or the Note Extension. We recorded the $3.1 million gain on the Note Conversion as a deemed
contribution to capital since the lenders are related parties. In consideration for the Note Extension, the lenders received warrants to purchase an
aggregate of 1,525,515 shares of our common stock at a price per share equal to $0.95 and as a result, we recorded $272,000 of discount on the
notes related to the relative value of the warrants issued in the transaction that was amortized to interest expense over the three year life of the
note (see note 6). Mr. Roy exercised his warrants to purchase 1,218,493 shares of our common stock in March 2011. In September 2011, Oak
Hill Capital Partners L.P., Oak Hill Capital Management Partners L.P., and FW Investors L.P. exercised 307,022 warrants on a cashless basis
and received 238,393 shares of our common stock. On June 30, 2011, and pursuant to the Agreement, we repaid in full all outstanding
indebtedness, including interest, to Oak Hill Capital Partners L.P., Oak Hill Capital Management Partners L.P., and FW Investors L.P. In
addition, we made a partial payment to Mr. Roy for $2.9 million, including accrued interest, against his notes.
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On March 31, 2012, we entered into Amendment No.1 to the Agreement with Mr. Roy. Pursuant to the Amendment and subject to the terms and
conditions contained therein, we agreed that (i) the maturity date of the Note is extended 90 days to June 29, 2012; (ii) as of April 1, 2012 the

Face Amount of the Note is $5.6 million, which includes $109,000 of interest for the 90 day extension. The face amount reflects the reduced
interest rate on the Note of 8% beginning April 1, 2012; and (iii) the Company may prepay the Note in full or in part at any time prior to the
maturity date without interest penalty.

On June 28, 2012, we entered into Amendment No. 2 to the Agreement with Mr. Roy. Pursuant to the Amendment and subject to the terms and
conditions contained therein, we agreed to extend the maturity date of the Note to July 31, 2013. We may prepay the Note in full or in part at any
time prior to the maturity date without interest penalty. On December 31, 2012, we made a $3.0 million partial repayment to Mr. Roy bringing
the remaining indebtedness to Mr. Roy to $2.8 million. As of December 31, 2012 and June 30, 2012, the balance of the loan was $2.8 million
and $5.6 million, respectively. The interest expense on related party notes was $111,000 and $160,000 for the three months ended December 31,
2012 and 2011, respectively. The interest expense on related party notes was $222,000 and $316,000 for the six months ended December 31,
2012 and 2011, respectively.

Note 4. Bank Borrowings

On June 27, 2011, we entered into a Loan and Security Agreement, or the Comerica Credit Facility, with Comerica Bank, or Comerica, as may
be amended from time to time. Our obligations under the Comerica Credit Facility are secured by a lien on our assets. In addition, Mr. Roy has
subordinated his security interests to those of Comerica pursuant to a Subordination Agreement dated as of June 27, 2011. The Comerica Credit
Facility provides for the advance of up to the lesser of $1.5 million under a revolving line of credit, or the sum of (i) 80% of certain qualified
receivables, less (ii) the aggregate face amounts of any letters of credit issued and any outstanding obligations to Comerica. The revolving line of
credit matured on June 27, 2012 and bore interest at a rate of prime plus 0.75% per annum. As of December 31, 2012 there was no outstanding
balance under the revolving credit line. The Comerica Credit Facility also provided $5.0 million to pay off obligations associated with our
related parties, or the Comerica Term Loan, bears interest at a rate of prime plus 1.0% per annum, and is payable in 36 equal monthly payments
of principal and interest with a maturity date of June 15, 2014. There are a number of affirmative and negative covenants under the Comerica
Credit Facility, with the primary covenants being that we are required to maintain a minimum cash balance of $1.0 million and we must
maintain liquidity to debt ratio of at least 1.50 to 1.00. If we fail to comply with our covenants, Comerica can declare any outstanding amounts
immediately due and payable and stop extending credit to us. As of December 31, 2012, we were in compliance with the covenants.
Additionally, we account for the $1.0 million minimum cash balance as non-current restricted cash as the funds are not available for immediate
withdraw or use and the term of the borrowing arrangement is more than 12 months. The Comerica Credit Facility also required Mr. Roy s
remaining related party debt to be repaid or converted to equity by the end of December 2011. On December 28, 2011, we amended the Loan
and Security Agreement with Comerica Bank. Pursuant to an Amendment to the Loan and Security Agreement entered into on December 28,
2011, the time period in which Mr. Roy s remaining related party debt to be repaid or converted to equity was extended to June 30, 2012. On
June 28, 2012, we entered into another amendment that further extended the maturity date to July 31, 2013. In addition, Mr. Roy entered into an
Affirmation of Subordination Agreement with Comerica, under which Mr. Roy acknowledges our execution of the Second Amendment and
affirms his obligations under the Subordination Agreement with Comerica dated June 27, 2011.

On December 28, 2012, we entered into a Third Amendment to Loan and Security Agreement with Comerica, which amended the Second Loan
and Security Agreement, entered into by the Company and the Bank on June 28, 2012. Subject to and upon the terms and conditions of the Loan
Amendment, the Bank agreed to make a term loan to the Company in one disbursement in the amount of $3.0 million, which the Company was
obligated to use to pay down indebtedness owed to Mr. Roy. As of December 31, 2012 and June 30, 2012, the amount outstanding under the
Comerica Term Loans was $5.5 million and $3.3 million, respectively, with an interest rate of prime plus one as per the amendment signed on
December 28, 2012.

The Third Amendment to Loan and Security Agreement provides, in addition to other terms and conditions contained therein, that (i) the
maturity date of the term loan will June 28, 2016; (ii) the Company shall repay the term loan in thirty-six (36) equal monthly installments of
principal in the amount of $83,333.33 each, plus all accrued interest, beginning on July 1, 2013, and continuing on the same day of each month
thereafter through the maturity date, at which time remaining amounts due shall be immediately due and payable; (iii) the proceeds of the term
loan must be used to pay-down the Note; (iv) the interest on the term loan is the prime interest rate plus one percent and (v) there are no
prepayment penalties or warrants associated with the term loan.

On December 31, 2012, the Company used the proceeds of the term loan to pay $3.0 million of the indebtedness due to Mr. Roy. The Company s
remaining outstanding indebtedness to Mr. Roy after the partial repayment is $2.8 million.
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Note 5. Income Taxes

Income taxes are accounted for using the asset and liability method in accordance with ASC 740, Income Tax. Under this method, deferred tax
liabilities and assets are recognized for the estimated future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. Based upon the weight of available evidence, which includes our
historical operating performance and the reported cumulative net losses in all prior years, we have provided a full valuation allowance against
our net deferred tax assets except the deferred tax assets related to India as we believe it is more likely than not that those assets will be realized.
Our provision consists of foreign and state income taxes. Our income tax rate differs from the statutory tax rates primarily due to the utilization
of net operating loss carry-forwards which had previously been valued against.

The Company accounts for uncertain tax positions according to the provisions of ASC 740. ASC 740 contains a two-step approach for
recognizing and measuring uncertain tax positions. Tax positions are evaluated for recognition by determining if the weight of available
evidence indicates that it is probable that the position will be sustained on audit, including resolution of related appeals or litigation. Tax benefits
are then measured as the largest amount which is more than 50% likely of being realized upon ultimate settlement. The Company considers
many factors when evaluating and estimating tax positions and tax benefits, which may require periodic adjustments and which may not
accurately anticipate actual outcomes. No material changes have occurred in the Company s tax positions taken as of June 30, 2012 and in the
three and six months ended December 31, 2012.

Note 6. Commitments and Contingencies
Warranty

We generally warrant that the program portion of our software will perform substantially in accordance with certain specifications for a period
up to one year from the date of delivery. Our liability for a breach of this warranty is either a return of the license fee or providing a fix, patch,
work-around or replacement of the software.

We also provide standard warranties against and indemnification for the potential infringement of third party intellectual property rights to our
customers relating to the use of our products, as well as indemnification agreements with certain officers and employees under which we may be
required to indemnify such persons for liabilities arising out of their duties to us. The terms of such obligations vary. Generally, the maximum
obligation is the amount permitted by law.

Historically, costs related to these warranties have not been significant. Accordingly, we have no liabilities recorded for these costs as of
December 31, 2012 and June 30, 2012. However we cannot guarantee that a warranty reserve will not become necessary in the future.

Indemnification

We have also agreed to indemnify our directors and executive officers for costs associated with any fees, expenses, judgments, fines and
settlement amounts incurred by any of these persons in any action or proceeding to which any of those persons is, or is threatened to be, made a
party by reason of the person s service as a director or officer, including any action by us, arising out of that person s services as our director or
officer or that person s services provided to any other company or enterprise at our request.

Transfer pricing

We have received transfer pricing assessments from tax authorities with regard to transfer pricing issues for certain fiscal years, which we have
appealed with the appropriate authority. We believe that such assessments are without merit and would not have a significant impact on our
consolidated financial statements.

Litigation

From time to time, we are involved in legal proceedings in the ordinary course of business. We believe that the resolution of these matters will
not have a material effect on our consolidated financial position, results of operations or liquidity.

Note 7. Fair Value Measurement
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ASC 820, Fair Value Measurement and Disclosures, defines fair value, establishes a framework for measuring fair value of assets and liabilities,
and expands disclosures about fair value measurements. Fair value is defined as the exchange price that would be received for an asset or paid to
transfer a liability in the principal or most advantageous market for the assets or liabilities in an orderly transaction between market participants
on the measurement date. Subsequent changes in fair value of these financial assets and liabilities are recognized in earnings or other
comprehensive income when they occur. ASC 820 applies whenever other statements require or permit assets or liabilities to be measured at fair
value.
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ASC 820 includes a fair value hierarchy, of which the first two are considered observable and the last unobservable, that is intended to increase
the consistency and comparability in fair value measurements and related disclosures. Valuation techniques used to measure fair value must
maximize the use of observable inputs and minimize the use of unobservable inputs. Observable inputs reflect assumptions market participants
would use in pricing an asset or liability based on market data obtained from independent sources while unobservable inputs reflect a reporting
entity s pricing based upon their own market assumptions. The fair value hierarchy consists of the following three levels:

Level 1 instrument valuations are obtained from real-time quotes for transactions in active exchange markets involving identical assets.
Level 2 instrument valuations are obtained from readily-available pricing sources for comparable instruments.

Level 3 instrument valuations are obtained without observable market value and require a high level of judgment to determine the fair value.
The following table summarizes the fair value hierarchy of our financial assets and liabilities measured (unaudited, in thousands):

As of December 31, 2012 As of June 30, 2012
Level 1 Total Balance Level 1 Total Balance
Assets
Cash, cash equivalent and restricted cash:
Money market funds $3,013 $ 3,013 $7,010 $ 7,010
Total Assets $3,013 $ 3,013 $7,010 $ 7,010

The Company uses quoted prices in active markets for identical assets or liabilities to determine fair value of Level 1 investments.
As of December 31, 2012 and June 30, 2012, we did not have any Level 2 or 3 assets or liabilities.

Our financial instruments consist of cash and cash equivalents, accounts receivable, accounts payable and debt. We do not have any derivative
financial instruments. We believe the reported carrying amounts of these financial instruments approximate fair value, based upon their
short-term nature and comparable market information available at the respective balance sheet dates.

Note 8. Share Repurchase Program

On September 14, 2009, we announced that our board of directors approved a repurchase program under which we may purchase up to
1,000,000 shares of our common stock. The duration of the repurchase program is open-ended. Under the program, we purchase shares of
common stock from time to time through the open market and privately negotiated transactions at prices deemed appropriate by management.
The repurchase is funded by cash on hand. For the three and six months ended December 31, 2012 and 2011 there were no shares repurchased.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
This report on Form 10-Q and the documents incorporated herein by reference contain forward-looking statements that involve risks and
uncertainties. These statements may be identified by the use of the words such as anticipates,  believes,  continue,  could, would,
estimates,  expects, intends, may, might, plans, potential,  should, or will and similar expressions or the negative of
those terms. The forward-looking statements include, but are not limited to, risks stemming from: our lengthy sales cycles and the difficulty in
predicting timing of sales or delays may impair our operating results; our failure to compete successfully in the markets in which we do
business, the adequacy of our capital resources and need for additional financing; our ability to improve our current products, our ability to
innovate and respond to rapid technological change and competitive challenges, legal liability and/or negative publicity for the services
provided to consumers via our technology platforms; legal and regulatory uncertainties and other risks related to protection of our intellectual
property assets; our ability to anticipate our competitors; the operational integrity and maintenance of our systems,; an unauthorized access is
obtained to a customer s data or our data or our IT systems; the uncertainty of demand for our products; the anticipated customer benefits from
our products; the actual mix in new business between cloud and license transactions when compared with management s projections; the
ability to continue increasing investment in sales and marketing; our ability to hire additional personnel and retain key personnel; our ability to
expand and improve our sales performance and marketing activities; our ability to manage our expenditures and estimate future expenses,
revenue, and operational requirements; our ability to manage our business plans, strategies and outlooks and any business-related forecasts or
projections; risks from our substantial international operations; our inability to successfully detect weaknesses or errors in our internal
controls; our ability to manage future growth; the trading price of our common stock; and geographical and currency fluctuations and other
risks discussed in Risk Factors in this report and in our Annual Report on Form 10-K for the fiscal year ended June 30, 2012. Our actual
results could differ materially from those discussed in statements relating to our future plans, product releases, objectives, expectations and
intentions, and other assumptions underlying or relating to any of these statements. These forward-looking statements represent our estimates
and assumptions and speak only as of the date hereof. We expressly disclaim any obligation or understanding to release publicly any updates or
revisions to any forward-looking statements contained herein to reflect any change in our expectations with regard thereto or any change in
events, conditions or circumstances on which any such statement is based unless required by law.

All references to eGain ,the Company , our , we or us meaneGain Corporation and its subsidiaries, except where it is clear from the context t
such terms mean only this parent company and excludes subsidiaries.

Overview

eGain Corporation is one of the premier providers of cloud customer engagement solutions. For over a decade, eGain solutions have helped
improve customer experience, grow sales, and optimize service processes across the web, social, and phone channels. Hundreds of global
enterprises rely on eGain to transform fragmented sales engagement and customer service operations into unified Customer Interaction Hubs.
The company has operations in the United States, United Kingdom, Netherlands, Ireland, Italy, Germany, France, South Africa and India.

Unbilled Deferred Revenue

Unbilled deferred revenue represents business that is contracted but not yet invoiced or collected and off balance-sheet and, accordingly, is not
recorded in deferred revenue. As such, the deferred revenue balance on our consolidated balance sheet does not represent the total contract value
of annual or multi-year, non-cancelable subscription agreements. As of December 31, 2012, unbilled deferred revenue decreased to $18.1
million, down from approximately $20.7 million as of June 30, 2012.

Critical Accounting Policies and Estimates

Management s Discussion and Analysis of Financial Condition and Results of Operations discuss our condensed consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States of America. The
preparation of these financial statements requires our management to make estimates and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenue
and expense during the reporting period. On an on-going basis, our management evaluates its estimates and judgments, including those related to
revenue recognition, valuation allowance and accrued liabilities, long-li