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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

(Mark One)

X ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the Fiscal Year Ended June 30, 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 Number: 0-30260

eGain Communications Corporation

(Exact name of registrant as specified in its charter)

Delaware 77-0466366
(State or other jurisdiction (LR.S. Employer
of incorporation or organization) Identification No.)
1252 Borregas Avenue, California 94089 (408)636-4500
(Address of principal executive offices, including zip code) (Registrant s telephone number, including area code)

Securities registered pursuant to Section 12(b) of the Act:
Common Stock, par value $0.001 per share
Securities registered pursuant to Section 12(g) of the Act: None
Indicate by check mark if registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act. Yes © No x

Indicate by check mark if registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes = No x
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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 if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this Form
10-K or any amendment to this Form 10-K. x

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.

The aggregate market value of the voting and non-voting common equity held by non-affiliates (based on the closing price on the Nasdaq
Capital Market) on December 31, 2011, was approximately $38.6 million. For purposes of the foregoing calculation only, the registrant has
included in the shares owned by affiliates the beneficial ownership of voting and non-voting common equity of officers and directors, and
affiliated entities, of the registrant and members of their families. Such inclusion shall not be construed as an admission that any such person is
an affiliate for any other purpose.

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

Outstanding at
Class September 21, 2012
Common Stock $0.001 par value 24,568,513

DOCUMENTS INCORPORATED BY REFERENCE

Items 10 (as to directors), 11, 12, 13 and 14 of Part III incorporate by reference information from the registrant s proxy statement to be filed with
the Securities and Exchange Commission in connection with the solicitation of proxies for the registrant s 2012 Annual Meeting of Stockholders.
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CAUTIONARY NOTE ON FORWARD-LOOKING STATEMENTS

This report on Form 10-K 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 hybrid revenue model may impact our
operating results; continued lengthy and delayed sales cycles; our failure to compete successfully in the markets in which we do business; our
history of net losses and our ability to sustain profitability; the adequacy of our capital resources and need for additional financing; the
development and expansion of our strategic and third party distribution partnership and relationships with systems integrators; 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; 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 hosting and license transactions when compared with management s projections;
the anticipated revenue to us from the Cisco OEM agreement; the ability to increase revenue as a result of the increased investment in sales and
marketing, our ability to hire additional personnel and retain key personnel; 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 and geographical and currency fluctuations. 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 Communications Corporation and its subsidiaries, except where it is clear 1
the context that such terms mean only this parent company and excludes subsidiaries.

PART I

ITEM 1. BUSINESS
Overview

The Company was incorporated in Delaware in September 1997. eGain is one of the premier providers of cloud and on-site customer interaction
software for sales and service. 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.

Industry Background

As products get commoditized in a global economy, differentiation increasingly depends on customer interactions. For businesses that sell to
consumers (B2C), one poor customer experience can be amplified and spread overnight through social networks. Consumers expect businesses
to serve them conveniently and intelligently across all touch points. Furthermore, multichannel customers are more demanding and spend more
than the average customer. Not surprisingly, businesses are looking for efficient, scalable solutions to deliver smart multichannel customer
interactions.
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Traditional CRM solutions are not designed for the multichannel world. Mostly, they see the phone as the primary customer contact channel.
Other channels like web and social are seen as secondary and are often not designed in the solution from the start. As a result, customer
experience delivered through these platforms tends to be fragmented and inconsistent across channels. For instance, unified customer history
across channels requires solution integration and user interface patchwork.

The eGain Solution

Our solution is designed to provide clients with the following benefits:

Build profitable long-term customer relationships. Customers are spending more time conducting business on the Web and Social
channels. Our solution helps businesses design brand-aligned experiences at every touch point. Whether a customer is looking to
buy, ask a question, or pay a bill, our solution helps businesses provide customers personalized, consistent responses.

Increase revenue through improved sales conversion and cross-sell. In addition to strengthening customer relationships,
our solution helps businesses convert website visitors into buyers. It also helps agents to contextually up-sell and
cross-sell products in the course of customer interactions. A visitor to a website that uses eGain can be proactively offered
personalized promotional content or real-time assistance based on configurable business rule informed by visitor behavior
and history. Visitors can interact with a customer service representative live over the Web through click to call, chat and
cobrowse to inquire about and buy a product. Customers calling into a service center can be offered powerful cross-sell
offers by agents using the expert reasoning capability of eGain.

Reduce operating costs through improved agent productivity and self-service automation. Our solution helps companies to provide
highly effective customer service while reducing operating costs. Our intelligent routing, auto-response, tracking, and reporting
features, complemented with agent-facing knowledge tools, measurably enhance the productivity of service agents. Our robust online
self-service tools, with integrated escalation paths and sophisticated artificial intelligence, help resolve customer inquiries without
human assistance.

Reduce total cost of ownership through an open architecture, integration adapters, and scalable design. Our solution is designed
to easily integrate with business data and processes residing in legacy systems and other enterprise data sources. By integrating out
of the box with leading business applications, our platform allows clients to leverage existing data, content, and communication
assets.

Offer rapid time to value through flexible deployment options. Our solution can be deployed on-site, on-demand, or as a managed
service. In addition, we offer eGain Solution-as-a-Service (SLaaS ), a package that enables clients to use our solution without a
long-term contract or upfront implementation fee. Moreover, our clients have the flexibility to move from one deployment model to
another when their needs change.

Products and Services

eGain 10 Suite

Recognized by industry analysts and trusted by leading companies worldwide, eGain 10 helps businesses engage, acquire, and serve customers
through multiple interaction channels. It offers modular, best-of-breed applications built on a one-of-a-kind customer interaction hub platform
that provides 360-degree customer context and actionable knowledge to enhance every customer interaction. Built for rapidly implementing
next-generation customer interaction strategies, eGain 10 consists of:

eGain Interactive Sales Suite to transform B2C websites into interactive shopping destinations.

Table of Contents 5



Edgar Filing: EGAIN COMMUNICATIONS CORP - Form 10-K

eGain Service Suite to transform traditional call centers into knowledge-powered multichannel customer interaction hubs.
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eGain CIH , a multichannel customer interaction hub (CIH) platform that provides centralized business rules, interactions,
knowledge, workflow, analytics, administration, and integrations to all applications.

eGain Adapters for integrating with leading call center, business, content, and email systems.
A special edition of eGain 10, eGain 10 for Cisco Unified CCX , provides a pre-integrated, multichannel interaction solution for use with Cisco
Unified Contact Center Express.

eGain 10 includes the following best-of-breed applications for web, social and contact center interactions:

Web Customer Interaction Applications

eGain Offers helps businesses engage visitors on the company website and Facebook fan pages with proactive, targeted offers.
Using browsing behavior and other attributes, the solution anticipates visitor needs and proactively serves a personalized offer. It
leapfrogs existing proactive chat point solutions by providing coupons, promotions, surveys, personalized content and contextual
help in the form of FAQ, chatbot, chat, click to call, and cobrowse options.

eGain Chatbot enables businesses to offer text and speech chat interactions with one or more virtual assistants (chatbots).
Multilingual, emotionally and culturally intelligent, the eGain Chatbot is capable of understanding natural language. It can be
deployed on websites and mobile devices and supports seamless integration with assisted chat channels.

eGain Cobrowse enables phone and chat reps to show customers around the website, help locate information, and hand-hold them
during complex, anxiety-ridden tasks such as completing forms or checking out shopping carts. It offers true collaborative browsing
without any customer download requirement. Access to web page views and actions is controlled through user roles and business

rules.

eGain Chat enables website visitors to conduct text and video chats with agents. It gives representatives a comprehensive set of
tools for serving customers in real-time. eGain Chat supports two-way, follow me web browsing so that agents and customers can
lead each other to specific web pages for faster issue resolution. The system s powerful, query-specific routing and workflow
maximize both agent productivity and interaction quality.

eGain ClickToCall provides website visitors the ability to request a callback while browsing. Callbacks can be scheduled according
to the customer s convenience or be established in real-time.

eGain SelfService is a comprehensive solution supporting what we believe to be the broadest set of self-service access options in the
industry dynamic FAQs, topic-based browsing, natural language search, guided help, virtual assistant technology, and case tracking.
eGain SelfService offers a unique combination of rich, multi-access self-service capabilities built on a collaborative knowledge
management framework within eGain OpenCIH Platform. This framework makes it easy for organizations to create, maintain, and
enhance common content in a distributed manner, as well as leverage existing content from across the enterprise. The key modules of
this application are:

eGain Portals enables organizations to provide distinctive, productive and brand-aligned self-service experiences. Powered
by eGain Multisearch knowledge access technologys, it brings together the power of a broad set of knowledge access methods,
federated search, process intelligence, multilingual capabilities, and flexible look and feel all behind a single search box for
distinctive, on-target self-service. Customers can also view frequently asked questions, manage their own accounts, review
open tickets, and review their communications with the company within a secure, personalized environment.
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eGain Guided Help gives customers interactive access to the company s knowledge base, allowing them to find answers and
troubleshoot problems by themselves at their convenience. It uses patented search and reasoning technology, coupled with
natural language and advanced linguistic processing to search, suggest additional questions, and recommend solutions.
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eGain MessageCenter enables secure and authenticated messaging between a business and its customers. eGain
MessageCenter is a secure web-based portal for customers to read confidential messages, including attachments.

eGain Widgets enable contextual access to knowledge and account information through mobile devices and web pages.

eGain Survey helps contact centers, ecommerce sites, and customer portals connect with their customers in a vital and
immediate way by eliciting feedback at various points of contact. It enables them to measure and improve the quality of
service across all interaction channels, thereby maximizing customer retention.

Social Customer Interaction Applications

eGain Social is a one-of-a-kind application for social customer service knowledge harvesting and single-sourced social publishing,
and reputation management. It enables businesses to monitor social networks such as Facebook, Twitter and blogs for customer
queries, analyze their content, analyze search results for sentiment, route them intelligently, and post responses privately or back to
the social cloud in media appropriate format.

eGain Community enables the creation and management of online communities or forums, community knowledge harvesting, and
single-sourced publishing. Forum posts are searchable from portals, and can be submitted as content for the Knowledge Base
Adapters to allow integration with existing forums.

Contact Center Applications

eGain Mail is an industry-leading application for processing inbound customer emails and providing mission-critical email customer
response, incorporating hundreds of best practices developed over years of serving innovative global enterprises. Secure messaging,
lifecycle audits, and real-time archival are some of the features that provide our customers a next-generation email management
platform for their enterprises. Designed to process very high volumes of email and webform requests, eGain Mail allows companies

to deliver consistent, high-quality service through flexible process automation, optimized user interface, and powerful reports.
Additional modules include:

eGain SecureMail for authenticated web-based access to confidential emails. It is widely used in financial services sector
and other regulated industries.

eGain EncryptedMail for encrypted email payload delivered to the customer s mailbox (push), complementing eGain
SecureMail (invitation to secure website to share payload).

eGain Fax and eGain SMS to enable timely responses to faxes (and postal mail) and SMS with the same infrastructure that is
used to handle emails. Optical Character Recognition (OCR) technology is used to process faxes and postal mail.

eGain CallTrack is a comprehensive and a flexible phone call logging system. Together with eGain KnowledgeAgent , it provides
an integrated application for phone call logging, tracking and resolution as well as follow-on task management for service
fulfillment.
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eGain KnowledgeAgent empowers contact center agents with best-practice knowledge management and is designed to make every
agent as productive and capable as the enterprise s best agent. This application delivers fast, consistent, and accurate answers to
agents as they use the rich conversational interface while engaging customers over the phone. eGain KnowledgeAgent uses patented
search and reasoning technology coupled with natural language and advanced linguistic processing to search, suggest additional
questions, and recommend solutions. eGain Multisearch enables simple search-based access to various types of federated content and
guided help.
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eGain Notify is a flexible, easy-to-use application for managing and delivering automatic reminders, alerts, and updates at all stages
of the customer relationship cycle. It is used to provide proactive customer service by sending alerts to customers via multiple
interaction channels such as email, phone and SMS. These alerts could span various stages of a service transaction, a customer s life
event, or a customer s overall life progression where a business may want to add value by providing contextual customer service.

eGain SME is an enterprise collaboration tool that allows subject matter experts, or SMEs, to participate in the process of resolving
customer queries. SMEs, both internal in the contact center and external in other departments or companies, are able to fully
participate in both solving ongoing problems and suggesting new solutions for inclusion in the knowledge base.

Flexible Deployment Options

eGain s deployment options, we believe, are unmatched in the industry. eGain customers can choose from multiple options: on-site, cloud,
managed, and solution as a service. They can even choose a hybrid model or switch from one deployment type to another. eGain is one of the
few vendors that has consistently offered both cloud and on-site deployments for more than a decade.

Operations

We serve our customers and end users from several secure data centers worldwide. Physical security features at these facilities include 24x7x365
on-site security, three physical barriers and multiple access controls. The systems at these facilities are protected by firewalls and encryption
technology we utilize. Operational redundancy features include redundant power, on-site backup generators, multiple carrier entrance facilities,
and robust environmental controls and monitoring.

We employ a wide range of security features, including two-factor authentication, data encryption, encoded session identifications and
passwords. We contract with specialized security vendors to conduct regular security audits of our infrastructure. We also employ outside
vendors for 24x7x365 managed network security and monitoring. Every page we serve is delivered encrypted to the end user via a Secure
Socket Layer, or SSL, transaction. We also use encryption in our storage systems and backup technology.

We continuously monitor the performance of our application suite using a variety of automated tools. We designed our infrastructure with
built-in redundancy for all key components. Our network includes redundant firewalls, switches and intrusion detection systems, and
incorporates failover backup for maximum uptime. We load balance at each tier in the network infrastructure. We also designed our application
server clusters so that servers can fail without interrupting the user experience, and our database servers are clustered for failover. We regularly
back up and store customer data both on and off-site in secure locations to minimize the risk of data loss at any facility.

Customers

We serve a worldwide customer base across a wide variety of industry sectors, including retail, telecommunications, financial services,
insurance, outsourced services, technology, utilities, government, manufacturing and consumer electronics. Our product is sold primarily to large
enterprises (over $500 million in annual revenue). For the fiscal year ended June 30, 2012, international revenue accounted for 44% and
domestic revenue for 56% of total revenue, compared to 53% and 47% respectively for fiscal year 2011 and 47% and 53% respectively for fiscal
year 2010.

One customer accounted for about 10% of total revenue in fiscal year 2012, compared to 22% and 14% respectively in fiscal years 2011 and
2010.
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We compete with other application software vendors including Avaya, Inc., Genesys Telecommunications, Kana Software, Inc., Live Person,
Inc., and Moxie Software, Inc. In addition, we face actual or potential competition from larger software companies such as Microsoft
Corporation, Oracle Corporation, and Salesforce.com, Inc. that may attempt to sell customer interaction software to their installed base. We also
compete with internally developed applications within large enterprises. Finally, we face, or expect to face, competition from software vendors
who may develop toolsets and products that allow customers to build new applications that run on the customers infrastructure or as hosted
services.

We believe the principal competitive factors in our market include the following:

proven track record of customer success;

speed and ease of implementation;

product functionality;

financial stability and viability of the vendor;

product adoption;

ease of use and rates of user adoption;

low total cost of ownership and demonstrable cost-effective benefits for customers;

performance, security, scalability, flexibility and reliability of the service;

ease of integration with existing applications;

quality of customer support;

availability and quality of implementation, consulting and training services; and

vendor reputation and brand awareness.
Sales and Marketing

Sales Strategy
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Our sales strategy is to pursue targeted accounts, mostly Business to Consumer (B2C) enterprises, through a combination of our direct sales
force and partners. We target our sales efforts at Enterprise companies. Our North American direct sales organization is based at our corporate
headquarters in Sunnyvale, California, with field sales presence throughout the United States. Internationally, we have field offices in France,
Germany, Ireland, Italy, India, the Netherlands and the United Kingdom.

The direct sales force is organized into teams that include sales representatives and sales consultants. Our direct sales force is made up of two
components, field sales and inside sales representatives. It is complemented by lead generation representatives.

We also complement our direct sales force with reseller and sales alliances. We believe we are able to leverage additional sales, marketing and
deployment capabilities through these alliances.

Marketing and Partner Strategy

Our marketing strategy is to build our brand around innovative and robust products trusted by leading enterprises. Our marketing organization
focuses on public relations, analyst relations, marketing communications and demand generation. We employ a wide range of marketing avenues
to deliver our message, including print
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and Internet advertising, targeted electronic and postal mailing, email newsletters, and a variety of trade shows, seminars, webinars, and interest
groups.

Our marketing group also produces sales tools, including product collateral, customer case studies, demonstrations, presentations, and
competitive analyses. In addition, the group performs market analyses and customer reviews to identify and develop key partnership
opportunities and product capabilities.

We believe that our partners help extend the breadth and depth of our product offerings, drive market penetration, and augment our professional
service capabilities. We believe these relationships are important to delivering successful, integrated products and services to our customers, and
scaling our business. Our partner portal, EcoNet , enables us to provide comprehensive sales, support and services information for channel
partners, while enabling them to collaborate with one another through an online forum. Partner enablement is a key focus area for our consulting
and training teams too.

As of fiscal year ended June 30, 2012, there were approximately 138 employees engaged in worldwide sales and marketing activities.
Consulting and Education

Our worldwide professional services organization provides consulting and education services designed to facilitate customer success and build
customer loyalty.

Consulting Services. Our consulting services group offers rapid implementation services, custom solution development, and
systems integration services. Consultants work with customers to understand their specific requirements, analyze their business
needs, and implement integrated solutions. We provide these services independently or in partnership with system integrators who
have developed consulting expertise on our platform.

Education Services. Our education services group provides a comprehensive set of basic and customized training

programs to our customers and partners in addition to online tutorial modules for ongoing refresher courses. Training

programs are offered either in-person at the customer site, or at one of our worldwide training centers.
As of fiscal year ended June 30, 2012, we had approximately 100 professionals providing worldwide services for systems installation, solutions
development, application management, and education.

Customer Support

We offer a comprehensive collection of support services designed to rapidly respond to inquiries. Our technical support services are available to
customers worldwide under maintenance agreements. Our customer support strategy is to provide dedicated customer support account managers
for large enterprise customers. The customer support team uses eGain s own software suite to provide world-class service to all our customers
through support centers located in California, the United Kingdom, and India.

As of fiscal year ended June 30, 2012, there were approximately 33 employees engaged in worldwide customer support services.
Research and Development

The market for our products changes rapidly and is characterized by evolving industry standards, swift changes in customer requirements, and

frequent new product introductions and enhancements. We believe that strong product development capabilities are essential to our strategy of
maintaining technology leadership. This includes enhancing current technology, providing excellent quality, performance, and functionality, as
well as developing
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additional applications, and maintaining the competitiveness of our product and service offerings. We have invested significant time and
resources to set up a comprehensive software development process that involves several functional groups at all levels within our organization
and is designed to provide a framework for defining and addressing the activities required in bringing product concepts and development
projects to market successfully.

In addition, we continuously analyze market and customer requirements and evaluate technology that we believe will enhance platform
acceptance in the market.

As of fiscal year ended June 30, 2012, there were approximately 113 employees engaged in worldwide product development activities. We spent
approximately $6.1 million on research and development in fiscal year 2012, and $5.6 million and $5.5 million respectively in fiscal years 2011
and 2010.

Intellectual Property

We regard our intellectual property as critical to our success. We rely on intellectual property and other laws, in addition to confidentiality
procedures and licensing arrangements, to protect the proprietary aspects of our technology and business.

We continually assess the propriety of seeking intellectual property protection for those aspects of our technology that we believe constitute
innovations providing significant competitive advantages. Future applications may or may not receive the issuance of valid patents or registered
trademarks.

We routinely require our employees, customers, and potential business partners to enter into confidentiality and nondisclosure agreements before
we will disclose any sensitive aspects of our products, technology, or business plans. In addition, we require employees to agree to surrender to
us any proprietary information, inventions or other intellectual property they generate or come to possess while employed by us. Despite our
efforts to protect our proprietary rights through confidentiality and license agreements, unauthorized parties may attempt to copy or otherwise
obtain and use our products or technology. These precautions may not prevent misappropriation or infringement of our intellectual property. In
addition, some of our license agreements with certain customers and partners require us to place the source code for our products into escrow.
These agreements typically provide that some party will have a limited, non-exclusive right to access and use this code as authorized by the
license agreement if there is a bankruptcy proceeding instituted by or against us, or if we materially breach a contractual commitment to provide
support and maintenance to the party.

Third parties may infringe or misappropriate our intellectual property and similar proprietary rights. In addition, other parties may assert
infringement claims against us. Our products may infringe issued patents that may relate to our products. In addition, because patent applications
in the United States are not publicly disclosed until the patent is issued, applications may have been filed which relate to our software products.
We may be subject to legal proceedings and claims from time to time in the ordinary course of our business, including claims of alleged
infringement of the patents and other intellectual property rights of third parties. Intellectual property litigation is expensive and time consuming
and could divert management s attention away from running our business. This litigation could also require us to develop non-infringing
technology or enter into royalty or license agreements. These royalty or license agreements, if required, may not be available on acceptable
terms, if at all, in the event of a successful claim of infringement. Our failure or inability to develop non-infringing technology or license the
proprietary rights on a timely basis would harm our business.

Employees

As of fiscal year ended June 30, 2012, we had 454 full-time employees, of which 113 were in product development, 157 in services and support,
138 in sales and marketing, and 46 in finance and administration.
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None of our employees are covered by collective bargaining agreements. While we believe our relations with our employees are good, our future
performance depends largely upon the continued service of our key technical, sales and marketing, and senior management personnel, none of
whom are bound by employment agreements requiring service for a defined period of time. The loss of services of one or more of our key
employees could have a material adverse effect on our business.

We may not be successful in attracting, training and retaining qualified personnel, and the failure to do so, particularly in key functional areas
such as product development and sales, could materially and adversely affect our business, results of operations and financial condition. Our
future success will likely depend largely on our ability to attract and retain experienced sales, technical, marketing and management personnel.
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ITEM 1A. RISK FACTORS
The risks and uncertainties described below are not the only ones facing us. Other events that we do not currently anticipate or that we currently
deem immaterial also may affect our results of operations, cash flows and financial condition.

Our business is influenced by a range of factors that are beyond our control and that we have no comparative advantage in forecasting.
These include:

general economic and business conditions;

currency exchange rate fluctuations;

the overall demand for enterprise software and services;

governmental budgetary constraints or shifts in government spending priorities; and

general political developments.

The continued global economic crisis caused a general tightening in the credit markets, lower levels of liquidity, increases in the rates of default
and bankruptcy, and extreme volatility in credit, equity and fixed income markets. These macroeconomic developments negatively affected, and
could continue to negatively affect, our business, operating results or financial condition which, in turn, could adversely affect our stock price. A
general weakening of, and related declining corporate confidence in, the global economy or the curtailment in government or corporate spending
could cause current or potential customers to reduce their technology budgets or be unable to fund software or services purchases, which could
cause customers to delay, decrease or cancel purchases of our products and services or cause customers not to pay us or to delay paying us for
previously purchased products and services.

Our hybrid revenue model may impact our operating results

We have a hybrid delivery model meaning that we offer our solutions on a hosted or license basis to our customers. For license transactions, the
license revenue amount is generally recognized in the quarter delivery and acceptance of our software takes place. Whereas, for hosting
transactions, hosting revenue is recognized ratably over the term of the hosting contract, which is typically one to two years. As a result, our total
revenue may increase or decrease in future quarters as a result of the timing and mix of license and hosting transactions This could be
exacerbated if we have more customers that choose the hosted solution over our licensed solution; causing us to increase the amount of revenue
recognized ratably over the life of the contract therefore resulting in our total revenue to decrease in the short-term.

Our lengthy sales cycles and the difficulty in predicting timing of sales or delays may impair our operating results

The long sales cycle for our products may cause license revenue and operating results to vary significantly from period to period. The sales cycle
for our products can be six months or more and varies substantially from customer to customer. Because we sell complex and deeply integrated
solutions, it can take many months of customer education to secure sales. While our potential customers are evaluating our products before, if
ever, executing definitive agreements, we may incur substantial expenses and spend significant management effort in connection with the
potential customer. Our multi-product offering and the increasingly complex needs of our customers contribute to a longer and unpredictable
sales cycle. Consequently, we often face difficulty predicting the quarter in which expected sales will actually occur. This contributes to the
uncertainty and fluctuations in our future operating results. In particular, the corporate decision-making and approval process of our customers
and potential customers has become more complicated. This has caused our average sales cycle to further increase and, in some cases, has
prevented the closure of sales that we believed were likely to close. In addition, historically our license sales have comprised a relatively small
number of high value transactions; consequently, we may miss our revenue forecasts and may incur expenses that are not offset by
corresponding revenue from the delay in even one transaction.
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We must compete successfully in our market segment

The market for customer interaction software is intensely competitive. Other than product innovation and existing customer relationships, there
are no substantial barriers to entry in this market, and established or new entities may enter this market in the future. While software internally
developed by enterprises represents indirect competition, we also compete directly with packaged application software vendors, including
Avaya, Inc., Genesys Telecommunications, Kana Software, Inc, Live Person, Inc., and Moxie Software, Inc. In addition, we face actual or
potential competition from larger software companies such as Microsoft Corporation, Oracle Corporation, Salesforce.com, Inc. and similar
companies that may attempt to sell customer interaction software to their installed base.

We believe competition will continue to be fierce as current competitors increase the sophistication of their offerings and as new participants
enter the market. Many of our current and potential competitors have longer operating histories, larger customer bases, broader brand
recognition, and significantly greater financial, marketing and other resources. With more established and better-financed competitors, these
companies may be able to undertake more extensive marketing campaigns, adopt more aggressive pricing policies, and make more attractive
offers to businesses to induce them to use their products or services.

We have experienced growth in recent periods and expect to continue to grow. If we fail to manage our growth effectively, we may be
unable to execute our business plan, maintain high levels of service or adequately address competitive challenges

To achieve our business objectives, we will need to continue to expand our business at an appropriate pace. This expansion has placed, and is
expected to continue to place, a significant strain on our managerial, administrative, operational, financial and other resources. We anticipate that
expansion will require substantial management effort and additional investment in our infrastructure and headcount. If we are unable to
successfully manage our growth, our business, financial condition and results of operations will be adversely affected.

Part of the challenge that we expect to face in the course of our expansion is increased staffing which is being used primarily towards developing
new sales strategies and expanding into different markets. We have considerable need to recruit, train, and retain qualified staff and any delays
or difficulties we encounter in these staffing efforts could impair our ability to grow.

We intend to continue to expand our distribution channels into international markets and to spend significant financial and managerial resources
to do so. If our revenue from international operations does not exceed the expense associated with establishing and maintaining these channels,
our business and operating results will suffer.

If we fail to expand and improve our sales performance and marketing activities, we may be unable to grow our business, negatively
impacting our operating results and financial condition

Expansion and growth of our business is dependent on our ability to expand our sales force and on the ability of our sales force to become more
productive. If we are not able to effectively develop and maintain awareness of our products in a cost-effective manner, we may not achieve
widespread acceptance of our existing and future products. This may result in a failure to expand and attract new customers and enhance
relationships with existing customers. This may impede our efforts to improve operations in other areas of the Company and may result in
further decline of the market price of our common stock.

Due to the complexity of our customer interaction hub platform and related products and services, we must utilize highly trained sales personnel
to educate prospective customers regarding the use and benefits of our products and services as well as provide effective customer support. If we
have turnover in our sales and marketing forces and because we have fewer resources than those of our competitors, we may not be able to
successfully compete with those of our competitors.
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Our failure to develop and expand strategic and third-party distribution channels would impede our revenue growth

Our success and future growth depends in part upon the skills, experience, performance and continued service of our distribution partners,
including software and hardware vendors and resellers. We engage with distribution partners in a number of ways, including assisting us to
identify prospective customers, to distribute our products in geographies where we do not have a physical presence and to distribute our products
where they are considered complementary to other third party products distributed by the partner. We believe that our future success depends in
part upon our ability to develop and expand strategic, long term and profitable partnerships and reseller relationships. If we are unable to do so,
or if any existing or future distribution partners fail to successfully market, resell, implement or support our products for their customers, or if
distribution partners represent multiple providers and devote greater resources to market, resell, implement and support competing products and
services, our future revenue growth could be impeded. Our failure to develop and expand relationships with systems integrators could harm our
business.

We sometimes rely on system integrators to recommend our products to their customers and to install and support our products for their
customers. We likewise depend on broad market acceptance by these system integrators of our product and service offerings. Our agreements
generally do not prohibit competitive offerings and system integrators may develop market or recommend software applications that compete
with our products. Moreover, if these firms fail to implement our products successfully for their customers, we may not have the resources to
implement our products on the schedule required by their customers. To the extent we devote resources to these relationships and the
partnerships do not proceed as anticipated or provide revenue or other results as anticipated, our business may be harmed. Once partnerships are
forged, there can be no guarantee that such relationships will be renewed in the future or available on acceptable terms. If we lose strategic third
party relationships, fail to renew or develop new relationships, or fail to fully exploit revenue opportunities within such relationships, our results
of operations and future growth may suffer.

Our international operations involve various risks

We derived 44% of our revenue from international sales for the fiscal year 2012 compared to 53% for the fiscal year 2011, and 47% for fiscal
year 2010. Including those discussed above, our international sales operations are subject to a number of specific risks, such as:

general economic conditions in each country or region in which we do or plan to do business;

foreign currency fluctuations and imposition of exchange controls;

expenses associated with complying with differing technology standards and language translation issues;

difficulty and costs in staffing and managing our international operations;

difficulties in collecting accounts receivable and longer collection periods;

health or similar issues, such as a pandemic or epidemic;

various trade restrictions and tax consequences;

hostilities in various parts of the world; and
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reduced intellectual property protections in some countries.
About 47% of our workforce is employed in India. Of these employees, more than 41% are allocated to research and development. Although the
movement of certain operations internationally was principally motivated by cost cutting, the continued management of these remote operations
requires significant management attention and financial resources that could adversely affect our operating performance. In addition, with the
significant increase in the numbers of foreign businesses that have established operations in India, the
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competition to attract and retain employees there has increased significantly. As a result of the increased competition for skilled workers, we
experienced increased compensation costs and expect these costs to increase in the future. Our reliance on our workforce in India makes us
particularly susceptible to disruptions in the business environment in that region. In particular, sophisticated telecommunications links, high
speed data communications with other eGain offices and customers, and overall consistency and stability of our business infrastructure are vital
to our day-to-day operations, and any impairment of such infrastructure will cause our financial condition and results to suffer. The maintenance
of stable political relations between the United States, European Union and India are also of great importance to our operations.

Any of these risks could have a significant impact on our product development, customer support, or professional services. To the extent the
benefit of maintaining these operations abroad does not exceed the expense of establishing and maintaining such activities, our operating results
and financial condition will suffer.

Our revenue and operating expenses are unpredictable and may fluctuate, which may harm our operating results and financial
condition

Due to the emerging nature of the multichannel contact center market and other similar factors, our revenue and operating results may fluctuate
from quarter to quarter. Our revenue could fall short of expectations if we experience delays or cancellations of even a small number of orders. It
is possible that our operating results in some quarters will be below the expectations of financial analysts or investors. In this event, the market
price of our common stock is also likely to decline.

A number of factors are likely to cause fluctuations in our operating results, including, but not limited to, the following:

demand for our software and budget and spending decisions by information technology departments of our customers;

the mix of hosted and license transactions;

seasonal trends in technology purchases;

our ability to attract and retain customers; and

litigation relating to our intellectual proprietary rights.
In addition, we base our expense levels in part on expectations regarding future revenue levels. In the short term, expenses, such as employee
compensation and rent, are relatively fixed. If revenue for a particular quarter is below expectations, we may be unable to reduce our operating
expenses proportionately for that quarter. Accordingly, such a revenue shortfall would have a disproportionate effect on expected operating
results for that quarter. For this reason, period-to-period comparisons of our operating results may also not be a good indication of our future
performance.

We may need additional capital, and raising such additional capital may be difficult or impossible and will likely significantly dilute
existing stockholders

We believe that existing capital resources will enable us to maintain current and planned operations for the next 12 months. However, our
working capital requirements in the foreseeable future are subject to numerous risks and will depend on a variety of factors, in particular,
whether we maintain or exceed the level of revenue achieved in fiscal year 2012 and that customers continue to pay on a timely basis. We may
need to secure additional financing due to unforeseen or unanticipated market conditions. We may try to raise additional funds through public or
private financings, strategic relationships, or other arrangements. Such financing may be difficult to obtain on terms acceptable to us, if at all. If
we succeed in raising additional funds through the issuance of equity or convertible securities, then the issuance could result in substantial
dilution to existing stockholders. If we raise additional funds through the issuance of debt securities or preferred stock, these new securities
would have rights, preferences, and privileges senior to those of the holders of our common stock. The terms of these securities could impose
restrictions on our operations.
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Difficulties in implementing our products could harm our revenue and margins

We generally recognize license revenue from a customer sale when persuasive evidence of an arrangement exists, the product has been
delivered, the arrangement does not involve significant customization of the software, the license fee is fixed or determinable and collection of
the fee is probable. If an arrangement requires significant customization or implementation services from us, recognition of the associated
license and service revenue could be delayed. The timing of the commencement and completion of these services is subject to factors that may
be beyond our control, as this process requires access to the customer s facilities and coordination with the customer s personnel after delivery of
the software. In addition, customers could cancel or delay product implementations. Implementation typically involves working with
sophisticated software, computing and communications systems. If we experience difficulties with implementation or do not meet project
milestones in a timely manner, we could be obligated to devote more customer support, engineering and other resources to a particular project.
Some customers may also require us to develop customized features or capabilities. If new or existing customers cancel or have difficulty
deploying our products or require significant amounts of our professional services, support, or customized features, revenue recognition could be
cancelled or further delayed and our costs could increase, causing increased variability in our operating results.

Our reserves may be insufficient to cover receivables we are unable to collect

We assume a certain level of credit risk with our customers in order to do business. Conditions affecting any of our customers could cause them
to become unable or unwilling to pay us in a timely manner, or at all, for products or services we have already provided them. In the past, we
have experienced collection delays from certain customers, and we cannot predict whether we will continue to experience similar or more severe
delays in the future. Although we have established reserves to cover losses due to delays or inability to pay, there can be no assurance that such
reserves will be sufficient to cover our losses. If losses due to delays or inability to pay are greater than our reserves, it could harm our business,
operating results and financial condition.

We may be subject to legal liability and/or negative publicity for the services provided to consumers via our technology platforms.

Our technology platforms enable representatives of our customers as well as individual service providers to communicate with consumers and
other persons seeking information or advice on the Internet. The law relating to the liability of online platform providers such as us for the
activities of users of their online platforms is often challenged in the U.S. and internationally. We may be unable to prevent users of our
technology platforms from providing negligent, unlawful or inappropriate advice, information or content via our technology platforms, or from
behaving in an unlawful manner, and we may be subject to allegations of civil or criminal liability for negligent, fraudulent, unlawful or
inappropriate activities carried out by users of our technology platforms.

Claims could be made against online services companies under both U.S. and foreign law such as fraud, defamation, libel, invasion of privacy,
negligence, copyright or trademark infringement, or other theories based on the nature and content of the materials disseminated by users of our
technology platforms. In addition, domestic and foreign legislation has been proposed that could prohibit or impose liability for the transmission
over the Internet of certain types of information. Our defense of any of these actions could be costly and involve significant time and attention of
our management and other resources.

The Digital Millennium Copyright Act, or DMCA, is intended, among other things, to reduce the liability of online service providers for listing
or linking to third party Web properties that include materials that infringe copyrights or rights of others. Additionally, portions of The
Communications Decency Act, or CDA, are intended to provide statutory protections to online service providers who distribute third party
content. A safe harbor for copyright infringement is also available under the DMCA to certain online service providers that provide specific
services, if the providers take certain affirmative steps as set forth in the DMCA. Important questions regarding the safe harbor under the DMCA
and the CDA have yet to be litigated, and we cannot guarantee that we will meet the safe harbor requirements of the DMCA or of the CDA. If
we are not covered by a safe harbor, for any reason, we could be exposed to claims, which could be costly and time-consuming to defend.

14

Table of Contents 24



Edgar Filing: EGAIN COMMUNICATIONS CORP - Form 10-K

Table of Conten

From time to time, we may become defendants in legal proceedings about which we are unable to assess our exposure and which could
become significant liabilities upon judgment.

We may become defendants in legal proceedings from time to time. Companies in our industry have been subject to claims related to patent
infringement as well as contract and employment-related claims. We may not be able to accurately assess the risk related to these lawsuits, and
we may be unable to accurately assess our level of exposure.

We rely on trademark, copyright, trade secret laws, contractual restrictions and patent rights to protect our intellectual property and
proprietary rights and if these rights are impaired our ability to generate revenue will be harmed

If we fail to protect our intellectual property rights adequately, our competitors might gain access to our technology, and our business might be
harmed. In addition, defending our intellectual property rights might entail significant expense. Any of our trademarks or other intellectual
property rights may be challenged by others or invalidated through administrative process or litigation. While we have some U.S. patents and
pending U.S. patent applications, we may be unable to obtain patent protection for the technology covered in our patent applications. In addition,
our existing patents and any patents issued in the future may not provide us with competitive advantages, or may be successfully challenged by
third parties. Furthermore, legal standards relating to the validity, enforceability and scope of protection of intellectual property rights are
uncertain. Effective patent, trademark, copyright and trade secret protection may not be available to us in every country in which our service is
available. The laws of some foreign countries may not be as protective of intellectual property rights as those in the U.S., and mechanisms for
enforcement of intellectual property rights may be inadequate. Accordingly, despite our efforts, we may be unable to prevent third parties from
infringing upon or misappropriating our intellectual property.

We might be required to spend significant resources to monitor and protect our intellectual property rights. We may initiate claims or litigation
against third parties for infringement of our proprietary rights or to establish the validity of our proprietary rights. Any litigation, whether or not
it is resolved in our favor, could result in significant expense to us and divert the efforts of our technical and management personnel.

Unknown software defects could disrupt our products and services and problems arising from our vendors products or services could
disrupt operations, which could harm our business and reputation

Our product and service offerings depend on complex software, both internally developed and licensed from third parties. Complex software
often contains defects or errors in translation or integration, particularly when first introduced or when new versions are released or localized for
international markets. We may not discover software defects that affect our new or current services or enhancements until after they are
deployed. It is possible that, despite testing by us, defects may occur in the software and we can give no assurance that our products and services
will not experience such defects in the future. Furthermore, our customers generally use our products together with products from other
companies. As a result, when problems occur in the integration or network, it may be difficult to identify the source of the problem. Even when
our products do not cause these problems, these problems may cause us to incur significant warranty and repair costs, divert the attention of our
engineering personnel from product development efforts and cause significant customer relations problems. These defects or problems could
result in damage to our reputation, lost sales, product liability claims, delays in or loss of market acceptance of our products, product returns and
unexpected expenses, and diversion of resources to remedy errors.
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QOur stock price has demonstrated volatility and continued market conditions may cause declines or fluctuations

The price at which our common stock trades has been and will likely continue to be highly volatile and show wide fluctuations due to factors
such as the following:

concerns related to liquidity of our stock;

actual or anticipated fluctuations in our operating results, our ability to meet announced or anticipated profitability goals and changes
in or failure to meet securities analysts expectations;

announcements of technological innovations and/or the introduction of new services by us or our competitors;

developments with respect to intellectual property rights and litigation, regulatory scrutiny and new legislation;

conditions and trends in the Internet and other technology industries; and

general market and economic conditions.
Furthermore, the stock market has recently and in the past experienced significant price and volume fluctuations that have affected the market
prices for the common stock of technology companies, regardless of the specific operating performance of the affected company. These broad
market fluctuations may cause the market price of our common stock to increase or decline.

QOur insiders who are significant stockholders may control the election of our board and may have interests that conflict with those of
other stockholders

Our directors and executive officers, together with members of their immediate families, beneficially owned, in the aggregate, approximately
42% of our outstanding capital stock as of our record date, September 21, 2012. As a result, acting together, this group has the ability to exercise
significant control over most matters requiring our stockholders approval, including the election and removal of directors and significant
corporate transactions.

Ability to hire and retain key personnel

Our success will also depend in large part on the skills, experience and performance of our senior management, engineering, sales, marketing
and other key personnel. The loss of the services of any of our senior management or other key personnel, including our Chief Executive Officer
and co-founder, Ashutosh Roy, could harm our business.

We have embarked upon an aggressive hiring plan to support our growth. Our hiring is focused in the areas of sales and development. We are
taking steps to retain our key personnel.

An increase in attrition in the Indian workforce on which we deeply rely for research and development would have significant negative effects
on us and our results of operations.

Unplanned system interruptions and capacity constraints and failure to effect efficient transmission of customer communications and
data over the Internet could harm our business and reputation

Our customers have in the past experienced some interruptions with eGain-hosted operations. We believe that these interruptions will continue
to occur from time to time. These interruptions could be due to hardware and operating system failures. As a result, our business will suffer if we
experience frequent or long system interruptions that result in the unavailability or reduced performance of our hosted operations or reduce our
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ability to provide remote management services. We expect to experience occasional temporary capacity constraints due to sharply increased
traffic or other Internet-wide disruptions, which may cause unanticipated system disruptions, slower response times, impaired quality, and
degradation in levels of customer service. If this were to continue to happen, our business and reputation could be seriously harmed.

The growth in the use of the Internet has caused interruptions and delays in accessing the Internet and transmitting data over the Internet.
Interruptions also occur due to systems burdens brought on by unsolicited bulk email or Spam, malicious service attacks and hacking into
operating systems, viruses, worms and a Trojan horse, the proliferation of which is beyond our control and may seriously impact our and our
customers businesses.

Because we provide Cloud-based software, interruptions or delays in Internet transmissions will harm our customers ability to receive and
respond to online interactions. Therefore, our market depends on ongoing improvements being made to the entire Internet infrastructure to
alleviate overloading and congestion.

Our success largely depends on the efficient and uninterrupted operation of our computer and communications hardware and network systems. A
significant amount of our computer and communications systems are located in Sunnyvale, California. Due to our location, our systems and
operations are vulnerable to damage or interruption from fire, earthquake, power loss, telecommunications failure and similar events.

We have entered into service agreements with some of our customers that require minimum performance standards, including standards
regarding the availability and response time of our remote management services. If we fail to meet these standards, our customers could
terminate their relationships with us, and we could be subject to contractual refunds and service credits to customers. Any unplanned interruption
of services may harm our ability to attract and retain customers.

The terms we agree to in our Service Level Agreements or other contracts may expose us to increased risk through indemnity or other
provisions.

Our Service Level Agreement (SLA) could impose additional risks in the form of added indemnification, service credits for system
unavailability, and loss, damage or costs resulting from use of our system. Our typical SLA does provide the customer with unavailability credit.

If our security measures are breached and unauthorized access is obtained to a customer s data or our data or our IT systems, our
service may be perceived as not being secure, customers may curtail or stop using our service and we may incur significant legal and
financial exposure and liabilities.

Our service involves the storage and transmission of customers proprietary information, and security breaches could expose us to a risk of loss
of this information, litigation and possible liability. These security measures may be breached as a result of third-party action, including
intentional misconduct by computer hackers, employee error, malfeasance or otherwise and result in someone obtaining unauthorized access to
our customers data or our data, including our intellectual property and other confidential business information, or our IT systems. Additionally,
third parties may attempt to fraudulently induce employees or customers into disclosing sensitive information such as user names, passwords or
other information in order to gain access to our customers data or our data or IT systems. Because the techniques used to obtain unauthorized
access, or to sabotage systems, change frequently and generally are not recognized until launched against a target, we may be unable to
anticipate these techniques or to implement adequate preventative measures. In addition, our customers may authorize third party access to their
customer data located in our hosting environment. Because we do not
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control the transmissions between customer authorized third parties, or the processing of such data by customer authorized third parties, we
cannot ensure the integrity or security of such transmissions or processing. Any security breach could result in a loss of confidence in the
security of our service, damage our reputation, negatively impact our future sales, disrupt our business and lead to legal liability.

The regulatory environment for and certain legal uncertainties in the operation of our business and our customer s business could
impair our growth or decrease demand for our services or increase our cost of doing business

The imposition of more stringent protections and/or new regulations and the application of existing laws to our business could burden our
company and our business partners and customers. Further, the adoption of additional laws and regulations could limit the growth of our
business and that of our business partners and customers. Any decreased generalized demand for our services, or the loss/decrease in business by
a key partner or customer due to regulation or the expense of compliance with any regulation, could either increase the costs associated with our
business or affect revenue, either of which could harm our financial condition or operating results.

We face increased regulatory scrutiny and potential criminal liability for our executives associated with various accounting and corporate
governance rules promulgated under the Sarbanes-Oxley Act of 2002. We review and continue to monitor all of our accounting policies and
practices, legal disclosure and corporate governance policies in accordance with the Sarbanes-Oxley Act of 2002, including those related to
relationships with our independent accountants, enhanced financial disclosures, internal controls, board and board committee practices,
corporate responsibility and loan practices, and intend to fully comply with such laws. Nevertheless, such increased scrutiny and penalties
involve risks to both eGain and our executive officers and directors in monitoring and insuring compliance. A failure to properly navigate the
legal disclosure environment and implement and enforce appropriate policies and procedures, if needed, could harm our business and prospects.

As Internet commerce continues to evolve, increasing regula