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incorporation or organization) Identification No.)

7730 So Union Park Avenue, Suite 500, Midvale, UT 84047
(Address of principal executive offices and Zip Code)
(801) 320-3200

(Registrant s telephone number, including area code)

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 is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act.

" Large accelerated filer x Accelerated filer " Non-accelerated filer " Smaller reporting company
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 as of November 7, 2008
Common Stock, $.0001 par value 31,065,228 shares
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UCN, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS - (Unaudited)

(in thousands except share data)

September 30, December 31,
2008 2007
ASSETS
Current assets:
Cash and cash equivalents $ 4,139 $ 2,760
Auction rate preferred securities (Note 10) 700 2,000
Accounts and other receivables, net of allowance for uncollectible accounts of $1,564 and $1,779,
respectively 9,215 9,988
Other current assets 776 941
Total current assets 14,830 15,689
Property and equipment, net 7,097 6,375
Intangible assets, net 4,301 6,813
Goodwill 2,685 2,155
Auction rate preferred securities (Note 10) 250
Other assets 477 336
Total assets $ 29,640 $ 31,368
LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:
Current portion of long-term debt and capital lease obligations $ 791 $ 781
Trade accounts payable 6,617 7,713
Accrued liabilities 3,311 2,120
Accrued commissions 1,282 1,470
Deferred revenue 875 338
Total current liabilities 12,876 12,422
Long-term debt and capital lease obligations 5,185 746
Other long-term liabilities and deferred revenue 386 172
Total liabilities 18,447 13,340
Commitments and contingencies (Notes 4 and 6)
Stockholders equity:
Common stock, $0.0001 par value; 100,000,000 shares authorized; 31,065,228 and 31,015,593 shares
issued and outstanding as of September 30, 2008 and December 31, 2007, respectively 3 3
Additional paid-in capital 69,872 68,738
Warrants and options outstanding 1,318 1,318
Accumulated deficit (59,950) (52,031)
Accumulated other comprehensive loss (50)
Total stockholders equity 11,193 18,028
Total liabilities and stockholders equity $ 29,640 $ 31,368

See accompanying notes to condensed consolidated financial statements

Table of Contents 4



Edgar Filing: UCN INC - Form 10-Q

Table of Contents



Edgar Filing: UCN INC - Form 10-Q

Table of Conten
UCN, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS - (Unaudited)

(in thousands except share and per share data)

Three months Nine months
ended September 30, ended September 30,
2008 2007 2008 2007

Revenue $19.803 $19,628 $58,969  $59,422
Operating expenses:
Costs of revenue (excluding depreciation and amortization shown separately below) 10,242 10,931 31,112 33,595
Selling and promotion 4,040 3,883 12,520 11,835
General and administrative 4,757 4,574 15,382 12,436
Depreciation and amortization 1,609 1,453 4,501 4,740
Research and development 1,046 674 3,082 1,549
Total operating expenses 21,694 21,515 66,597 64,155
Loss from operations (1,891) (1,887) (7,628) (4,733)
Other income (expense):
Interest income 10 3 41 22
Interest expense (155) (126) (323) (529)
Total other expense (145) (123) (282) (507)
Loss before income taxes (2,036) (2,010) (7,910) (5,240)
Income tax expense 3 9 9 14
Net loss $(2,039) $(2,019) $(7,919) $(5,254)
Net loss per common share:
Basic and diluted $ (0.07) $ (0.07) $ (0.26) $ (0.19)
Weighted average common shares outstanding:
Basic and diluted 31,065 28,908 31,044 27,804

See accompanying notes to condensed consolidated financial statements
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UCN, INC.

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS EQUITY - (Unaudited)

(in thousands)

Warrants Accumulated
Common Stock Additional and Other
Paid-in Options Accumulated Comprehensive
Shares Amount Capital Outstanding Deficit Loss Total

Balance at January 1, 2008 31,016 $ 3 $ 68,738 $ 1,318 $ (52,031) $ $ 18,028
Common stock issued for options exercised (Note
8) 49 105 105
Stock-based compensation 1,029 1,029
Comprehensive loss:
Net loss (7,919)
Unrealized loss on available-for-sale securities
(Note 10) (50)
Total comprehensive loss (7,969)
Balance at September 30, 2008 31,065 $ 3 $ 69872 $ 1,318 $ (59,950) $ (50) $11,193

See accompanying notes to condensed consolidated financial statements
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UCN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS - (Unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash provided by (used in) operating activities:

Depreciation and amortization
Amortization of note financing costs
Stock-based compensation

Warrants issued for consulting services

(in thousands)

Changes in operating assets and liabilities (net of effects of acquisitions):

Accounts and other receivables, net

Other current assets

Other non-current assets

Trade accounts payable

Accrued liabilities

Accrued commissions

Deferred revenue and other long-term liabilities

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Decrease in restricted cash

Acquisition of BenchmarkPortal, Inc.

Contingent purchase price payments

Direct acquisition costs

Proceeds from sale of auction rate preferred securities
Purchase of intangible asset

Purchases of property and equipment

Net cash used in investing activities

Cash flows from financing activities:
Borrowings (payments) under line of credit
Principal payments on long-term debt

Principal payments on long-term debt assumed in conjunction with the acquisition of ScheduleQ, LLC

Proceeds from exercise of options and warrants
Proceeds from shelf registration, net of offering costs

Net cash provided by financing activities

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental cash flow information
Cash paid for interest
Cash paid for taxes
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Supplemental schedule of non-cash investing and financing activities:

Unrealized loss on change in fair value of auction rate securities $ 50
Property and equipment financed with short-term payables 118
Contingent purchase price payments included in accounts payable

Property and equipment and other assets financed through capital leases 1,108

Issuance of common stock related to the acquisition of BenchmarkPortal, Inc.
Issuance of long-term debt related to the acquisition of BenchmarkPortal, Inc.
Warrants issued to lender for approval of BenchmarkPortal, Inc. acquisition
Issuance of common stock related to the acquisition of ScheduleQ, LLC
Issuance of long-term debt related to the acquisition of ScheduleQ, LLC
Assumption of long-term debt related to the acquisition of ScheduleQ, LLC
Conversion of convertible term note at $3.00 per share for 1,126,664 shares of common stock
Cashless warrant exercise
Lender fee charged for approval of BenchmarkPortal Inc. acquisition applied to revolving credit facility
Fee charged by lender for modification of certain debt covenants applied to revolving credit facility
See accompanying notes to condensed consolidated financial statements
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UCN, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE 1 BASIS OF PRESENTATION

These unaudited condensed consolidated financial statements of UCN, Inc. and its subsidiaries (collectively UCN or the Company ) have been
prepared in accordance with the rules and regulations of the United States Securities and Exchange Commission ( SEC ). Such rules and
regulations allow the omission of certain information and footnote disclosures normally included in financial statements prepared in accordance
with accounting principles generally accepted in the United States, so long as the statements are not misleading. In the opinion of management,
these financial statements and accompanying notes contain all adjustments (consisting of normal recurring adjustments) necessary to present

fairly the financial position and results of operations for the periods presented herein. These condensed consolidated financial statements should

be read in conjunction with the consolidated audited financial statements and notes thereto contained in the Annual Report on Form 10-K for the
year ended December 31, 2007, filed with the SEC on April 1, 2008. The results of operations for the nine month period ended September 30,

2008 are not necessarily indicative of the results to be expected for the year ended December 31, 2008. The Company s significant accounting
policies are set forth in Note 2 to the consolidated financial statements in the 2007 Annual Report on Form 10-K.

NOTE2 A NTING PR EMENTS
Adoption of New Accounting Pronouncements

In September 2006, the Financial Accounting Standards Board ( FASB ) issued Statement of Financial Accounting Standard ( SFAS ) No. 157,
Fair Value Measurements ( SFAS 157 ). SFAS 157 defines fair value, establishes a framework for measuring fair value under GAAP and expands
disclosures about fair value measurements. The Company adopted SFAS 157 on January 1, 2008. See Note 10 for discussion of fair value
measurements and the impact on the Company s condensed consolidated financial statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Liabilities  Including an amendment of
FASB Statement No. 115 ( SFAS 159 ). SFAS 159 allows entities the option to measure eligible financial instruments at fair value as of specified
dates. Such election, which may be applied on an instrument by instrument basis, is typically irrevocable once elected. The Company elected not
to measure any additional financial assets or liabilities at fair value at the time SFAS 159 was adopted on January 1, 2008. As a result,
implementation of SFAS 159 had no impact on the Company s condensed consolidated financial statements.

In December 2007, the SEC issued Staff Accounting Bulletin ( SAB ) No. 110, Year-End Help for Expensing Employee Stock Options ( SAB

110 ). SAB 110 expresses the views of the SEC regarding the use of a simplified or shortcut method, as discussed in SAB No. 107, Share-Based
Payment, in developing an estimate of expected term of plain vanilla share options in accordance with SFAS No. 123R. The guidance in SAB

110 was adopted on January 1, 2008, and based on management s assessment, the estimated term of the options used to determine the fair value

of the options granted increased from 3.5 years to 4.4 years for standard options. This change in the estimated option term for standard plain

vanilla options did not have a material impact on the Company s condensed consolidated financial statements.

NOTE 3 BASIC AND DILUTED NET L PER COMM HARE

Basic earnings per share is computed by dividing the net income or loss applicable to common shares by the weighted average number of
common shares outstanding. Diluted earnings per share is computed by dividing the net income or loss by the sum of the weighted average
number of common shares plus the weighted average common stock equivalents, which would arise from the exercise of outstanding stock
options and warrants, using the treasury stock method and the average market price per share during the period.

As a result of incurring a net loss for the three and nine months ended September 30, 2008 and 2007, no outstanding common stock equivalents
are included in the calculation of diluted earnings per share because such effect would be anti-dilutive. The Company had outstanding options
and warrants to purchase a total of 5,817,000 and 5,459,000 shares of common stock at September 30, 2008 and 2007, respectively.

NOTE 4 ACQUISITIONS
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On February 9, 2007 and February 15, 2007, UCN completed the acquisitions of BenchmarkPortal, Inc. ( BenchmarkPortal ) and ScheduleQ,
LLC ( ScheduleQ ), respectively. The Company accounted for both the BenchmarkPortal and ScheduleQ transactions using the purchase method
of accounting and has included the operating results of each business in UCN s consolidated statements of operations since the respective date of
each acquisition. Management allocated the purchase price to the acquired tangible and intangible assets and liabilities based on their respective
fair values.

In addition to the amounts paid at closing of the BenchmarkPortal acquisition, UCN agreed to pay contingent purchase price payments to
BenchmarkPortal stock holders in the following amounts:

$2.0 million of additional contingent purchase price cash payments to BenchmarkPortal stockholders in 36 equal monthly
installments of $55,556, subject to adjustment if monthly recurring revenue during the payout period from customers accounts
acquired in the transaction does not remain at certain levels which are adjusted for estimated attrition; and

Up to an additional $7.0 million maximum contingent quarterly earn out to BenchmarkPortal stockholders paid on a variable
percentage of recurring revenue from the sale of Echo services in excess of $900,000 per quarter during the four-year period after the
acquisition.
During the three and nine months ended September 30, 2008, BenchmarkPortal stockholders earned a total of $167,000 and $512,000,
respectively, in contingent purchase price payments that have been recorded as additional goodwill.

Table of Contents 11
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In addition to the amounts paid at closing of the ScheduleQ acquisition, UCN agreed to pay contingent purchase price payments to ScheduleQ
stockholders over a term of 48 months based on the number of licenses sold by UCN, with a minimum aggregate earn out payment of $100,000
and a maximum of $982,000.

During the three and nine months ended September 30, 2008, former ScheduleQ stockholders earned a total of $6,000 and 18,000, respectively,
in contingent purchase price payments that have been recorded as additional goodwill.

NOTE S ACCRUED LIABILITIES

Accrued liabilities consisted of the following (in thousands):

September 30, December 31,
2008 2007
Accrued payroll and other compensation $ 1,958 $ 1,192
Accrued payphone and carrier charges 421 626
Current portion of deferred operating lease obligations 473 78
Accrued professional fees 311 94
Other 148 130
$ 3,311 $ 2,120

NOTEG6 L -TERM DEBT AND CAPITAL LEASES

The Company drew $4.0 million from its revolving credit note with ComVest Capital, LLC during the nine months ended September 30, 2008.
The revolving credit note bears interest at a fixed rate of nine percent (9.0%) and there are no requirements to repay outstanding principal
payments until May 2010.

The Company entered into an equipment leasing facility with an equipment financing company ( Lessor ) in 2008. Under the terms of the leasing
facility, the Lessor has agreed to provide the Company financing of $2.8 million to lease computer related equipment and software for UCN s
business operations, which the Lessor will lease to UCN in the form of a capital lease. The term of the facility is 30 months upon acceptance of
the leased property by the Company. The calculated interest rate is subject to change based on changes in the Treasury yield, installation period

of the lease and the residual value. UCN has utilized $1.1 million of the leasing facility at September 30, 2008 to acquire computer related
equipment and software which has been recorded to property and equipment and other assets and long-term debt and capital lease obligations.

NOTE7 RELATED PARTY TRANSACTIONS
During the three and nine month periods ended September 30, 2008, UCN paid the Chairman of the Board of Directors ( Chairman ) $6,000 per

month for consulting and marketing activities. During the three and nine month periods ended September 30, 2007, UCN paid the Chairman
$5,000 per month for consulting and marketing activities.

Between September 2001 and January 2003, the Chairman provided three telecommunications carriers with his personal guaranty of payment up
to $800,000. UCN has indemnified the Chairman for any losses for which he may become personally liable. In January and February 2008, UCN
received notification that two of the three long distance carriers released the Chairman s personal guaranty, resulting in one remaining personal
guaranty totaling $250,000.

NOTES8 CAPITAL TRANSACTIONS

During the nine months ended September 30, 2008, employees exercised options to purchase a total of approximately 49,000 shares of common
stock and the Company received total proceeds of $105,000.

NOTE 9 STOCK-BASED COMPENSATION
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The Company accounts for stock-based compensation in accordance with SFAS No. 123R, Share-Based Payment . UCN has allocated
stock-based compensation expense to the respective departments based on where the employee s regular compensation is charged as follows (in
thousands):

Three months ended September 30, Nine months ended September 30,
2008 2007 2008 2007
Costs of revenue $ 1 $ 3 $ 5 $ 5
Selling and promotion 176 109 450 338
General and administrative 109 231 429 552
Research and development 58 44 145 91
Total $ 344 $ 387 $ 1,029 $ 986

UCN estimated the fair value of options granted under its employee stock-based compensation arrangements at the grant date using the
Black-Scholes model. Upon adoption of SAB 110 on January 1, 2008, the Company increased the estimated term of the options used to
determine the fair value of standard options granted from 3.5 years, which was based on the short cut method, to 4.4 years, which was based on
historical option activity.

During the nine months ended September 30, 2008 and 2007, there were 903,250 and 1,509,000 stock options granted, respectively. The
weighted-average fair value of options granted during the nine months ended September 30, 2008 and 2007 was $1.21 and $1.65, respectively.
The range of exercise prices for the options granted during the nine months ended September 30, 2008 and 2007 were $2.00 to $4.50 and $2.93
to $4.45, respectively.
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As of September 30, 2008, there was $1.5 million of total unrecognized compensation cost related to non-vested stock-based compensation
awards granted under UCN s stock option plans. The compensation cost is expected to be recognized over a weighted average period of 0.81
years.

NOTE 10 AUCTION RATE PREFERRED SECURITIES

As of September 30, 2008 and December 31, 2007, the Company had investments in auction rate preferred securities ( ARPS ), which are
classified as available-for-sale securities and reflected at fair value. At December 31, 2007, the ARPS were valued based on quoted market
prices and classified as current assets. In January 2008, UCN sold $1.0 million of its ARPS at the quoted market prices, which was equal to the
carrying value at December 31, 2007. Subsequent to the successful sale in January, the auction events for these instruments held by the
Company failed during the first quarter of 2008 and have continued to fail during the second and third quarters of 2008. Due to the failed
auctions, the par value of the ARPS will not be available to the Company until a successful auction occurs, a buyer is found outside the auction
process, the securities are called or the underlying securities have matured. Due to these liquidity issues, the fair values of these securities were
estimated utilizing a discounted cash flow analysis as of September 30, 2008. This analysis considers, among other items, the collateralization of
the underlying security investments, the creditworthiness of the counterparty, the timing of expected future cash flows and the expectation of the
next time the security is expected to have a successful auction.

As a result of the temporary decline in fair value for the Company s ARPS, the Company has recorded an unrealized loss of $50,000 at

September 30, 2008 to Accumulated other comprehensive loss. The ARPS held by the Company at September 30, 2008, totaling $950,000, were
in AAA rated funds, so the Company attributes the decline entirely to liquidity issues, not credit issues. As disclosed in Note 13, due to the
redemption and announced redemption of ARPS in October 2008, the Company has classified $700,000 of these investments as current and the
remaining $250,000 as noncurrent and has included them as Auction rate preferred securities on the unaudited Condensed Consolidated Balance
Sheet at September 30, 2008. As of September 30, 2008, UCN continues to earn interest on its ARPS based on the original investment balance

of $1.0 million. Any future fluctuation in fair value related to these instruments that UCN deems to be temporary, including any recoveries of
previously recorded unrealized loss, would be recorded to  Accumulated other comprehensive loss. If UCN determines that any future valuation
adjustment is other than temporary, it would record a charge to earnings as appropriate.

UCN adopted SFAS No. 157, Fair Value Measurements, ( SFAS 157 ) as of January 1, 2008 for financial instruments. SFAS 157 defines fair
value, establishes a framework for measuring fair value in accordance with accounting principles generally accepted in the United States and
expands disclosures about fair value measurements.

SFAS 157 establishes a three-tier fair value hierarchy which prioritizes the inputs used in measuring fair value. The hierarchy gives the highest
priority to unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurements) and the lowest priority to
unobservable inputs (level 3 measurements). These tiers include:

Level 1, defined as observable inputs such as quoted prices in active markets;

Level 2, defined as inputs other than quoted prices in active markets that are either directly or indirectly observable; and

Level 3, defined as unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own
assumptions.
The ARPS were the Company s only assets measured at fair value on a recurring basis subject to the disclosure requirements of SFAS 157 at
September 30, 2008. The Company has classified its investment in ARPS as a Level 3 investment as these securities have significant
unobservable inputs. The fair value of the investment in ARPS as of September 30, 2008 was $950,000. Based on market conditions, the
Company changed its valuation methodology for ARPS to a discounted cash flow analysis during the first quarter of 2008. Accordingly, these
securities changed from Level 1 to Level 3 within SFAS 157 s hierarchy.
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The following table presents the Company s assets measured at fair value on a recurring basis using significant unobservable inputs (Level 3) as
defined in SFAS 157 at September 30, 2008 and for the nine months ended September 30, 2008 (in thousands):

Auction Rate
Preferred Securities

Balance at January 1, 2008 $

Transfers to Level 3 2,000

Total unrealized loss included in other comprehensive loss (50)
Settlements (1,000)
Balance at September 30, 2008 $ 950

There were no changes to Level 3 assets for the three months ended September 30, 2008.

NOTE 11 COMPREHENSIVE LOSS

Comprehensive loss equaled net loss of $5.3 million for the nine months ended September 30, 2007. Comprehensive loss totaled $8.0 million for
the nine months ended September 30, 2008 and included unrealized losses on auction rate preferred securities. The difference between net loss
and comprehensive loss for the nine months ended September 30, 2008 was as follows (in thousands):

Nine months ended

September 30, 2008
Net loss $ (7,919)
Unrealized loss on available-for-sale securities (50)
Comprehensive loss $ (7,969)

NOTE 12 SEGMENTS

Prior to January 1, 2008, UCN managed and reported its financial results based on two customer segments: inContact and Telecom. The
inContact segment included all product revenues from customers using at least $100 of inContact services each month as well as their long
distance voice and data services. The previous Telecom segment included all voice and data long distance services provided to customers not
utilizing at least $100 of inContact services each month.

Effective January 1, 2008, UCN s management changed the way it manages the business and accordingly, UCN is changing the way it reports
segments to reflect sales based on its two primary product service segments. The new segments are Software as a Service ( SaaS ) and Telecom,
which is different than the previously reported Telecom segment. The SaaS segment includes all revenues from UCN s all-in-one inContact suite
of services, including contact handling, agent optimization and customer experience improvement services. The Telecom segment includes all
voice and long distance services provided to customers regardless of their use of SaaS services listed above.

UCN s performance is evaluated by its chief executive officer and other chief decision makers based on reviewing revenue and segment
operating income (loss) information for each segment. Prior to January 1, 2008, UCN managed and reported its financial results based on two
customer segments: inContact and Telecom. UCN changed its operating and reporting structure to track product service agreements in order to
more effectively analyze the operating results of the different services offered by UCN. As its strategy continues to evolve, the way in which
management views financial information to best evaluate performance and operating results may also change.

10
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Operating segment revenues and profitability for the three and nine months ended September 30, 2008 and 2007, revised to reflect the new
segments adopted in 2008, were as follows (in thousands):

Three months ended September 30, 2008 Three months ended September 30, 2007

Telecom SaaS Consolidated Telecom SaaS Consolidated
Revenue (1) $ 14,766 $ 5,037 $ 19,803 $ 15,795 $ 3,833 $ 19,628
Costs of revenue (excluding depreciation and
amortization shown separately below) 10,092 150 10,242 10,848 83 10,931
Selling and promotion 1,307 2,733 4,040 1,527 2,356 3,883
General and administrative 3,010 1,747 4,757 2,875 1,699 4,574
Depreciation and amortization 740 869 1,609 741 712 1,453
Research and development 1,046 1,046 674 674
Loss from operations $ (383) $ (1,508) $ (1,891) $ (196) $ (1,691) $ (1,887)

Nine months ended September 30, 2008 Nine months ended September 30, 2007

Telecom SaaS Consolidated Telecom SaaS Consolidated
Revenue (2) $45,029 $ 13,940 $ 58,969 $49,944 $ 9478 $ 59,422
Costs of revenue (excluding depreciation and
amortization shown separately below) 30,758 354 31,112 33,403 192 33,595
Selling and promotion 4,027 8,493 12,520 5,183 6,652 11,835
General and administrative 9,552 5,830 15,382 8,764 3,672 12,436
Depreciation and amortization 2,177 2,324 4,501 2,743 1,997 4,740
Research and development 3,082 3,082 1,549 1,549
Loss from operations $ (1,485 $ (6,143) $ (7,628) $ (149) $ (4,584) $ (4,733)

(1) SaaS segment revenue includes professional services revenue of $266,000 and $388,000 for the three months ended September 30, 2008
and 2007, respectively.

(2) SaaS segment revenue includes professional services revenue of $747,000 and $837,000 for the nine months ended September 30, 2008
and 2007, respectively.

NOTE 13 SUBSEQUENT EVENTS

On October 20, 2008, the fund that issued the ARPS to the Company executed a partial redemption of its outstanding ARPS, which resulted in a
redemption of $350,000 of the Company s $950,000 in ARPS outstanding as of September 30, 2008. On October 20, 2008 the same fund issued a
press release announcing a partial redemption of up to an additional $350,000 of the Company s ARPS outstanding as of September 30, 2008.
Accordingly, the Company has classified $700,000 of the ARPS outstanding as of September 30, 2008 as current assets in the accompanying
condensed consolidated balance sheet.

On November 7, 2008, the Company entered into a mutual release with a former officer of the Company whereby the Company agreed to make
a onetime payment of $81,270 to this former officer and issue him warrants to purchase 70,000 shares of common stock with an exercise price of
the greater of $1.00 per share or the closing price of UCN common stock on November 10, 2008.

11
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ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
BASIS OF PRESENTATION

The following discussion and analysis of financial condition and results of operations should be read in conjunction with the December 31, 2007
consolidated financial statements and notes thereto, along with the Management s Discussion and Analysis of Financial Condition and Results of
Operations included in UCN s 2007 Annual Report on Form 10-K, filed separately with the U.S. Securities and Exchange Commission.

OVERVIEW

UCN, Inc. ( we , us ,our , UCN orthe Company ) offers a wide range of hosted contact handling and performance management software service
in addition to a variety of connectivity options for carrying an inbound call into its inContact suite of services or linking agents to inContact,

including dedicated T1s, IP connectivity, toll free and local inbound numbers. We sell telecom services unbundled from our inContact service

offering including: dedicated, switched, toll free, and data lines at competitive prices with superior service levels.

We are in the process of transitioning our business from being a pure telecom services provider to being a Software as a Service ( SaaS ) provider.
Our SaaS offering to users consists primarily of on-demand, hosted, contact handling software we market as our inContact suite and business
telecommunication services, which are delivered over our national Voice over Internet Protocol ( VoIP ) network or other connectivity options.
Our inContact application suite includes an integrated package of advanced contact handling, reporting and administration applications as well

as performance monitoring and management tools.

We offer our users a set of traditional connectivity products, which include the dedicated voice T1 product, the Intelligent-T , VoIP connectivity
services and our switched 1+ services. In addition to long distance, toll-free, and other traditional telephone service, these connectivity options
enable our users to connect to our VolP Network and the complete set of inContact services we have available. Our users publish toll free and
local inbound numbers to their customers enabling inbound calls to be handled directly or through the inContact applications embedded in the
VoIP Network. Our distribution channels pursue multiple marketing avenues, including using independent agents, value-added resellers and
direct and inside sales forces.

RESULTS OF OPERATIONS

We continue focusing marketing efforts on our SaaS offerings. We believe the opportunity to increase revenues through the sale of enhanced
telecommunications services to business customers is much greater than through the sale of traditional long distance services to residential
customers. We have developed a menu of enhanced communication services that are marketed to existing and potential customers through our
multiple sales channels. As a result of these changes, we are experiencing a transition in sales mix, which we expect will continue because of our
marketing commitment to promote our contact handling SaaS solution.

As noted above, we continue to focus most of our marketing efforts on promoting our SaaS segment technology services, which carry
significantly higher margins than the Telecom segment services. As a result, we expect continued improvements in margins from sales as we add
higher gross margin SaaS segment revenue. We continue to support our telecom reseller channel that markets our telecom products to business
users and encourage those resellers to refer inContact opportunities to us.

Three Months Ended September 30, 2008 and 2007

To aid readers of our financial statements in understanding our operating results, we have provided below a tabular presentation of our operating
results for the most recent three months ended September 30, 2008 compared to our operating results for the same period in 2007.

Three Months Ended September 30, 2008 and 2007

Condensed Statement of Operations

(Amounts in thousands) 2008 2007 $ Change % Change
Revenue $ 19,803 $ 19,628 175 1%
Costs of revenue 10,242 10,931 (689) - 6%
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Gross profit

Selling and promotion
General and administrative
Depreciation and amortization
Research and development

Total operating expenses

Loss from operations
Interest expense, net

Loss before income taxes
Income tax expense

Net loss

Consolidated revenue

Edgar Filing: UCN INC - Form 10-Q

9,561

4,040
4,757
1,609
1,046

11,452

(1,891)
145

(2,036)
3

$ (2,039)

8,697

3,883
4,574
1,453

674

10,584

(1,887)
123

(2,010)
9

$ (2,019)

157
183
156
372

22

4%
4%
11%
55%

18%

Consolidated revenue increased $175,000 or 1% to $19.8 million during the three months ended September 30, 2008 from $19.6 million during
the same period in 2007. The increase is due to an increase of $1.2 million in SaaS segment revenue due to increased focus on our sales and
marketing efforts on our all-in-one hosted inContact solution. This increase is offset by a decrease of $1.0 million in Telecom segment revenue

due to expected attrition.
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Costs of revenue

Costs of revenue decreased $689,000 or 6% to $10.2 million during the three months ended September 30, 2008 from $10.9 million during the
same period in 2007. Consistent with other telecommunication companies, we do not include depreciation and amortization in our calculation of
costs of revenue. Costs of revenue as a percentage of revenue decreased four percentage points to 52% during the quarter compared to 56%
during the same period in 2007. The decrease is primarily driven by our transition in sales mix from Telecom segment revenue that has lower
margins to our SaaS technology products and services revenue that has much higher margins.

Selling and promotion

Selling and promotion expenses increased $157,000 or 4% to $4.0 million during the three months ended September 30, 2008 from $3.9 million
during the same period in 2007. This increase is due to an overall increase in the number of sales and lead generation activities related to
expanding the inContact suite of services in the market. As previously noted, we continue to focus most of our marketing efforts on promoting
our inContact suite of services.

General and administrative

General and administrative increased $183,000 or 4% to $4.8 million during the three months ended September 30, 2008 from $4.6 million
during the same period in 2007. Bad debt expense decreased $100,000 during the three months ended September 30, 2008 compared to the same
period in 2007, which was caused by a one-time recovery of a previously written off account. This decrease was offset by a $260,000 increase in
rent and maintenance expenses during the three months ended September 30, 2008 compared to the same period in 2007, due to moving our
corporate offices in the fourth quarter of 2007, which has affected subsequent quarters.

Depreciation and amortization

Depreciation and amortization expenses increased $156,000 or 11% to $1.6 million during the three months ended September 30, 2008 from
$1.4 million during the same period in 2007. The increase is due to an increase in depreciation expense for acquired property and equipment
offset by decreases in intangible assets obtained in past acquisitions becoming fully amortized in 2007.

Research and development

Research and development expenses increased $372,000 or 55% to $1.0 million during the three months ended September 30, 2008 from
$674,000 during the same period in 2007. The increase is due to an increase in compensation expense related to the addition of new employees
in our research and development department as we continue to develop new products and enhance existing products for our inContact suite of
services.

Other expense

Interest expense increased $22,000 or 18% to $145,000 during the three months ended September 30, 2008 from $123,000 during the same
period in 2007. The increase is primarily due to a higher outstanding balance on our revolving credit facility in the third quarter of 2008 as
compared to the third quarter of 2007.

Nine Months Ended September 30, 2008 and 2007

To aid readers of our financial statements in understanding our operating results, we have provided below a tabular presentation of our operating
results for the most recent nine months ended September 30, 2008 compared to our operating results for the same period in 2007.

Nine Months Ended September 30, 2008 and 2007

Condensed Statement of Operations

(Amounts in thousands) 2008 2007 $ Change % Change
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Revenue
Costs of revenue

Gross profit

Selling and promotion
General and administrative
Depreciation and amortization
Research and development

Total operating expenses

Loss from operations
Interest expense, net

Loss before income taxes
Income tax expense

Net loss

Consolidated revenue
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$ 58,969
31,112

27,857

12,520
15,382
4,501
3,082

35,485

(7,628)
282

(7,910)
9

$ (7,919)

$ 59,422
33,595

25,827

11,835
12,436
4,740
1,549

30,560

(4,733)
507

(5,240)
14

$ (5,254)

(453)
(2,483)

685

2,946
(239)

1,533

(225)

- 1%
- 1%

6%
24%
- 5%
99%

-44%

Consolidated revenues decreased $453,000 or 1% to $59.0 million during the nine months ended September 30, 2008 from $59.4 million during
the same period in 2007. This decrease is due to decreased revenue in our Telecom segment, which was down $4.9 million or 10% from the
same period in 2007. The decrease in our Telecom segment is due to expected attrition as we have focused our sales and marketing efforts on
increasing customers in our SaaS segment. The decrease is offset by significant increases in SaaS segment revenue which increased $4.5 million
or 47% from the same period in 2007. The BenchmarkPortal acquisition in first quarter 2007 allowed us to provide customers a hosted process
for measuring the effectiveness of agent interactions with clients. The ScheduleQ acquisition allowed us to provide our customers a hosted

solution for automating the scheduling, forecasting and alert notification functions common to most contact center/customer service type

operations. These additions augmented our all-in-one hosted inContact solution and accounted for $420,000 of the $4.5 million increase in SaaS

segment revenue.
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Costs of revenue decreased $2.5 million or 7% to $31.1 million during the nine months ended September 30, 2008 from $33.6 million during the
same period in 2007. Consistent with other telecommunication companies, we do not include depreciation and amortization in our calculation of
costs of revenue. Costs of revenue as a percentage of revenue decreased four percentage points to 53% during the nine months ended

September 30, 2008 compared to 57% during the same period in 2007. The decrease in our costs of revenue is primarily due to a significant
decline of $4.9 million in our Telecom segment revenue that has much lower margins than our SaaS technology products and services revenue.

Selling and promotion

Selling and promotion expenses increased $685,000 or 6% to $12.5 million during the nine months ended September 30, 2008 from $11.8
million during the same period in 2007. The increase is primarily due to an overall increase in the number of sales and lead generation activities
related to expanding the inContact suite of services in the market. Additionally, our sales force grew substantially through the addition of
employees related to the BenchmarkPortal and ScheduleQ acquisitions that were completed during the first quarter of 2007. As previously
noted, we continue to focus most of our marketing efforts on promoting our inContact suite of services.

General and administrative

General and administrative expenses increased $2.9 million or 24% to $15.4 million during the nine months ended September 30, 2008 from
$12.4 million during the same period in 2007. Since 2007, we have continued to increase the number of user support and new user
implementation personnel, which has caused an overall increase in salaries, benefits, recruiting and training costs. Our general and
administrative staff also grew substantially through the addition of employees related to the BenchmarkPortal and ScheduleQ acquisitions that
were completed during the middle of the first quarter of 2007. The increase in general and administrative expenses is due to $1.4 million in
additional compensation expenses related to the implementation and support of inContact customers, 700,000 in additional rent and maintenance
costs resulting from moving our corporate offices in the fourth quarter of 2007, and $600,000 in accounting and legal costs associated with the
internal investigation, restatement of previously filed financial statements and increased costs related to our internal control material weaknesses
remediation.

Depreciation and amortization

Depreciation and amortization expenses decreased $239,000 or 5% to $4.5 million during the nine months ended September 30, 2008 from $4.7
million during the same period in 2007. The decrease is primarily due to a significant number of intangibles related to past acquisitions
becoming fully amortized during the first quarter of 2007.

Research and development

Research and development expenses increased $1.5 million or 99% to $3.1 million during the nine months ended September 30, 2008 from $1.6
million during the same period in 2007. The increase is due to an increase in compensation expense related to the addition of new employees in
our research and development department as we continue to develop new products and enhance existing products for our inContact suite of
services.

Other expense

Interest expense decreased $225,000 or 44% to $282,000 during the nine months ended September 30, 2008 from $507,000 during the same
period in 2007. The decrease is due to paying off the outstanding balance of our revolving credit facility in the third quarter of 2007 and the
conversion of the ComVest Convertible Term Note in April 2007, thereby reducing the amount of debt on which interest is incurred. The
decrease was partially offset by interest expense incurred from drawing $4.0 million from our revolving credit facility in the second and third
quarters of 2008.

Segment Reporting

Effective January 1, 2008, we began managing and reporting our financial results based on a product-based segment rather than a

customer-based segment. The segments are SaaS and Telecom. The SaaS segment includes all revenues from UCN s all-in-one inContact suite of
services, including contact handling, agent optimization and customer experience improvement services. The Telecom segment includes all

voice and long distance services provided to customers.
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To aid readers of our financial statements in understanding our segment operating results, we have provided below a tabular presentation of our
segment operating results for the most recent three and nine months ended September 30, 2008 compared to our segment operating results for
the same periods in 2007.

SaaS Segment Operating Results

Three months ended September 30, Nine months ended September 30,
(Amounts in thousands) 2008 2007 $ Change % Change 2008 2007 $ Change % Change
Revenue $ 5,037 $ 3,833 1,204 31% $13,940 $ 9,478 4,462 47%
Costs of revenue 150 83 67 83% 354 192 162 84%
Gross profit 4,887 3,750 13,586 9,286
Selling and promotion 2,733 2,356 377 16% 8,493 6,652 1,841 28%
General and administrative 1,747 1,699 48 3% 5,830 3,672 2,158 59%
Depreciation and amortization 869 712 157 22% 2,324 1,997 327 16%
Research and development 1,046 674 372 55% 3,082 1,549 1,533 99%
Total operating expenses 6,395 5,441 19,729 13,870
Loss from operations $(1,508) $(1,691) $ (6,143) $ (4,584)

The SaaS segment revenue increased by $1.2 million or 31% to $5.0 million during the three months ended September 30, 2008 from $3.8
million during the same period in 2007. The increase is a result of the selling and promotional efforts we have undertaken to expand these
services in the market.

We continue to focus a significant amount of our resources in expanding our inContact suite of services in the market. As a result, selling and
promotion expenses in the SaaS segment increased $377,000 or 16% to $2.7 million during the three months ended September 30, 2008 from
$2.4 million during the same period in 2007. General and administrative expenses remained relatively flat at $1.7 million during the three
months ended September 30, 2008 compared to the same period in 2007. We also continue to develop the services provided in the segment by
investing in research and development. During the three months ended September 30, 2008, we spent $1.0 million in research and development
costs as compared to $674,000 during the same period in 2007 and have capitalized an additional $325,000 of costs incurred during the three
months ended September 30, 2008 related to our internally developed software.

14
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The SaaS segment revenue increased by $4.5 million or 47% to $13.9 million during the nine months ended September 30, 2008 from $9.5
million during the same 