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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 whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
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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 2007 Annual Meeting of Stockholders.
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eGAIN COMMUNICATIONS CORPORATION

PART I

ITEM 1.    BUSINESS

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,� �forecasts,� �expects,� �intends,� �may,� �might,� �plans,� �potential,� �predicts,� �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 failure to
improve our sales results and grow revenue; our failure to compete successfully in the markets in which we do business; the impact of our
hybrid revenue model; our history of net losses and our ability to achieve profitability; the adequacy of our capital resources and need for
additional financing; the continued lengthy and delayed sales cycles of our goods and services; the development of our strategic relationships
and third party distribution channels; broad economic and political instability around the world affecting the market for our goods and services;
the continued adoption of customer service and contact center software solutions; our ability to respond to rapid technological change and
competitive challenges; our substantial international operations; legal and regulatory uncertainties and other risks related to protection of our
intellectual property assets; and the operational integrity and maintenance of our systems. 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. Factors that could contribute to such differences include those discussed in �Factors That May Affect
Future Results� and elsewhere in this document. These forward-looking statements 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.

Overview

We are a pioneer and a leading provider of customer service and contact center software that enables companies to build customer interaction
hubs. An innovative approach to customer service, these hubs reduce customer service costs while enhancing customer experience within and
across interaction channels by centralizing interaction history, knowledge management, business rules, analytics, workflow and application
management in one platform. Trusted by prominent enterprises and growing mid-sized companies worldwide, eGain�s award winning software
has been helping organizations achieve and sustain customer service excellence for more than a decade. The company was incorporated in
Delaware in September 1997.

Industry Background

Customer service has become a key, if not the only, differentiator for businesses as products continue to become commoditized. Furthermore,
businesses are under pressure to deliver a unified and seamless multichannel customer service experience, while �doing more with less.� Today�s
customers demand instant access to customer service and expect immediate, accurate, and consistent responses through a range of traditional and
new interaction channels. The ability to deliver consistent service across a multichannel contact center and self-service is a must in today�s
competitive business environment. Failure to do so erodes customer loyalty and risks brand reputation.
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Over the past few years, numerous software vendors have developed point solutions designed to handle online customer communications
through a specific channel such as email, real-time web collaboration, or web self-service.

However, we believe point solutions do not meet the demands of today�s customers since they increasingly use multiple channels of
communication. Point solutions also create interaction silos, making it difficult for
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customer service agents to easily reference a customer�s past communications that originated from multiple channels. Nor do they use a common
knowledge base to deliver consistent accurate responses. Moreover, many of these solutions do not integrate easily with a company�s existing
systems, making them difficult to implement and maintain.

To meet growing customer demand for seamless multichannel service, businesses need a comprehensive, functionally rich, yet deeply integrated
customer service suite to serve customers across phone, web, email and other media. Our software suite enables companies to transform their
siloed contact centers into multichannel customer interaction hubs that improve service quality and customer experience, dramatically reduce
service costs, increase self-service adoption through highly flexible and adaptive self-service, boost agent productivity, and enhance end-to-end
service process efficiencies.

The eGain Solution

Recognized by leading industry analysts and customers alike, our application suite, eGain ServiceTM, is available through licensed or hosted
models. It includes integrated, best-in-class applications for web self-service, email management, paper/fax management, chat, cobrowsing,
SMS, call tracking and resolution, proactive notifications, cross-channel knowledge management, case management and service fulfillment.
These robust applications are built on the eGain Service Management Platform (eGain SMPTM), a scalable next-generation framework that
includes end-to-end service process management, multichannel, multi-site contact center management, and certified out-of-the-box integrations
with leading call center, content, and business systems.

Our applications and platform are built on a service-oriented architecture, using open standards such as J2EE, XML, HTTP, JDBC and Java.
They are designed to be modular (each application can be deployed stand-alone) while ensuring complete and simple integration across all
applications in the suite. Finally, the eGain application suite comes with certified, out-of-the-box integrations with several third-party call center
and business systems through eGain AdaptersTM.

Our products are designed to provide companies with the following benefits:

� Build profitable long-term customer relationships.    Whether a customer is asking a question, seeking a resolution to an issue, or
making a purchase, our solution allows businesses to enhance the customer interaction experience. Using our solutions, businesses can
provide 24x7 web self-service, respond rapidly and effectively to large volumes of email, communicate over the web in real time with
their customers, answer questions using best-practice processes on the phone, track the history of individual customer interactions,
fulfill service requests, send proactive notifications and allow customers to handle their own service needs at any time.

� Increase revenue through improved sales conversion and cross-sell.    In addition to strengthening customer relationships, our
products help businesses convert website visitors into customers, and help agents to contextually upsell and cross-sell products and
services. A visitor to a website utilizing eGain solutions can interact with a customer service representative live over the web through
chat and cobrowse to inquire about a specific product or issue, thereby catalyzing the sales process. Furthermore, customers calling
into a service center can be offered powerful cross-sell offers by agents using the best-practice capture and expert reasoning capability
of eGain�s knowledge management products.

� Reduce operating costs through improved agent productivity and self-service automation.    Our products are designed to enable
companies to provide highly effective and efficient customer service while reducing operating costs. Our intelligent routing,
autosuggest and autoresponse capabilities, tracking, and reporting features, complemented with agent-facing knowledge tools,
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measurably enhance the productivity of service agents. From an online service perspective, our robust self-service tools, integrated
escalation paths, and sophisticated artificial intelligence engine help resolve business issues without human assistance.

2

Edgar Filing: EGAIN COMMUNICATIONS CORP - Form 10-K

Table of Contents 8



Table of Contents

� Reduce total cost of ownership (TCO) through open architecture, integration adapters, and scalable design.    Our products are
designed to integrate, not only with each other, but with data and processes residing in legacy systems and other enterprise data
sources. By integrating out-of-the-box with leading business applications and content systems, our platform allows companies to
leverage existing business data and content assets.

� Offer rapid time to value through flexible deployment options.    Our products are designed to allow companies to deploy
on site or in a hosted environment operated and maintained by us. Customers using eGain OnDemandTM, our secure,
enterprise-class hosted solution, can take advantage of our on-demand expertise, thereby reducing the need for in-house
information technology resources. eGain OnDemand also enables customers to virtually eliminate risk in the purchase
process by quickly proving the value of our solution in the hosted mode. Thereafter, we can easily migrate the solution
on-site to tightly integrate within the customer�s IT and business infrastructure.

The eGain Strategy

Our objective is to further enhance our position as a leading provider of customer interaction hub software. The key elements of our strategy
include:

Enhance and Expand our Leading Integrated, MultiChannel Customer Service Platform.    We believe we are one of the few companies that
provide software to enable integrated communication across email, phone, paper, real-time web channels such as chat and cobrowsing, emerging
channels such as SMS and multimodal web self-service, including chatbot technology. We have a strong track record of successfully extending
our platform through internal development as well as acquisitions and continue to invest in research and development efforts. We believe we
were the first company to unify electronic channels of communication by integrating email and real-time web interactions. We also believe we
were the first company to offer self-service and knowledge management applications integrated into a complete customer service platform. In
addition, our solution is designed to integrate easily with leading CRM, ERP and call center systems, enabling customers to leverage
investments in existing systems.

Provide Demonstrable Return on Investment to Customers.    In today�s age of prudent IT investments, we believe customers will only buy
enterprise software if they are convinced it will result in real return on investment, or �ROI�, in both the short and long run. A central element of
our strategy is the ability to provide companies with demonstrable ROI from our software. Among the ways we believe our solutions deliver
ROI to clients are:

� Increase self-service adoption through multi-modal web self service

� Improve contact center agent productivity�in-house, or outsourced or hybrid

� Ensure compliance and security in customer interactions

� Enhance customer experience and retention

� Reduce escalations, field visits and service costs
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� Increase sales through upsell and cross-sell at the point of service

We believe our comprehensive ROI assessment tools make it easier for our customers and prospects to invest in our solutions.

Technology Leadership.    With the creation of our flagship product, eGain Mail, we were the first company to introduce a 100%
web-architected solution to address the need for online customer interaction management. Since inception, we have designed our products from
the ground up for easy browser access from anywhere at any time, and rapid, flexible deployment via in-house or on-demand options. We intend
to maintain our technology leadership by continuing to fine-tune our applications and user interfaces to a service-oriented
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architecture, or SOA for maximum performance, user adoption and productivity. We believe that the SOA approach provides true global access,
improved scalability, easier integration with existing enterprise applications and systems, and lower deployment costs than alternative
approaches.

Flexible Delivery Options.    We believe that offering our solution on a hosted or licensed basis provides customers with a meaningful choice of
deployment options. Customers can choose to license applications for deployment at their facilities, or employ our hosted operations. They may
also choose hybrid options such as licensing the software but have it managed by us. Customers choosing to receive hosted access to our
solutions can focus on core aspects of their business while benefiting from the rapid deployment, 24x7 reliability and support, scalability on
demand, and lower up-front investment that the hosting option offers. We believe that we offer the highest level of deployment flexibility among
enterprise-class customer service software vendors.

Expand Global Distribution Capabilities.    We intend to expand our global distribution capabilities through our direct sales efforts as well as
strategic partnerships with systems integrators, resellers, technology vendors and solution providers. We have sales presence in 18 countries
through direct presence and distribution partnerships. We have offices in the United States, United Kingdom, Netherlands, Ireland, Italy and
India.

Products and Services

eGain ServiceTM 7.6 Suite of Applications

eGain Service 7.6 is a complete customer service management solution. Built for rapidly implementing next-generation contact-center strategies,
it consists of a multichannel customer interaction hub, or CIH platform-eGain CIH Platform and best-of-breed applications for web self-service
and the contact center. The suite combines industry best practices and powerful service process management capabilities built on a
service-oriented architecture and an industry-leading, browser-based rich user interface. The solution enables unified multichannel service and
integrated work management, and is designed to leverage existing investments in contact centers, business systems, and web sites. The eGain
CIH platform centralizes business rules, interactions, knowledge bases, workflow, analytics, administration and integrations in one common
foundation, speeding up CIH implementation and time to value, while lowering total cost of ownership, �TCO�

The individual applications in the suite are described below:

� eGain Mail is an industry-leading solution for processing inbound customer emails and providing mission-critical email customer
service, 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. The first email management application designed as a true �application utility,� it can be implemented by
corporate IT departments to deliver customer email management capability on-demand to multiple business units within the enterprise.
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 Secure MailTM to authenticate the customer for secure communication with the business.

Edgar Filing: EGAIN COMMUNICATIONS CORP - Form 10-K

Table of Contents 11



� eGain FaxTM to route, track, and respond to faxes with the same infrastructure that is used to handle emails and webform
submissions.

� eGain SMETM to extend the use of enterprises� email management infrastructure to other parts of the enterprise with the help of
webforms.

� eGain CalltrackTM is a comprehensive and a flexible phone call logging system. Together with eGain knowledge agent, it provides an
integrated solution for phone call logging, tracking and resolution as well as follow�on task management for service fulfillment.

4
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� eGain ChatTM gives contact center agents 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. It
also features powerful file-sharing capabilities. The system�s powerful, query-specific routing and workflow maximize both agent
productivity and the quality of service delivered.

� eGain CobrowseTM enables contact center agents to provide high-value, live collaboration options to online customers and prospects.
It gives companies the ability to deliver real-time assistance and convert site visitors into profitable, long-term customers. The
capabilities include: enabling the agent and the customer to fill out forms together, creation of business rules for specific web pages,
and allowing phone agents to provide richer experience by conducting a cobrowse session.

� eGain Self-ServiceTM 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 agent technology and case tracking.
Shaped by our experience with enterprise customers, eGain Self-Service offers a unique combination of rich, multi-access self-service
capabilities built on a collaborative knowledge management framework within eGain SMPTM. 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.

� eGain AdviserTM empowers agents�whether they are novice, expert, in-house, or outsourced�to handle complex customer interactions.
Agents receive guided help for providing contextual upsell and cross-sell, follow-on service fulfillment, and value-added advice
through conversations that are compliant with regulations and corporate best practices. The solution includes a highly flexible user
interface, integrated workflow, and interactive process guidance, powered by the eGain Inference® Reasoning Engine, a proven
technology used by enterprises for over 15 years.

� eGain KnowledgeAgentTM 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 product 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. In the course of a natural conversation with the customer, a service agent is guided to the right answer by eGain
KnowledgeAgent. Experienced agents can choose additional access models like browse and search to get to the answers in the
knowledge base. In addition, this solution, in conjunction with eGain Content AdapterTM, allows an agent to access information stored
in external systems.

� eGain Adapters include a set of out-of-the-box integration modules for connecting eGain applications with content repositories, call
center telephony or CTI solutions, databases, and business applications. Using eGain Adapters, companies can leverage existing
investments and realize the benefits of an enterprise-wide business operation platform at reduced cost of ownership and reduced time
to benefit. We offer three integration modules: eGain Content AdapterTM, eGain CTI AdapterTM, and eGain Data AdapterTM.

� eGain CampaignTM is a full-featured, scalable outbound email management solution that offers comprehensive tools for planning,
targeting and executing high-volume customer service and direct marketing campaigns. Features of our outbound management
software include: targeting the right message to the right person, personalized one-to-one messages, high volume email delivery
architecture and the capability to integrate with eGain Service Suite.

� eGain NotifyTM 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
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customer�s overall life progression where a business may want to add value by providing contextual customer service.

� eGain Customer PortalTM delivers a secure, flexible, personalized web self-service gateway through which customers can retrieve
information using a standard web browser. This online customer service portal delivers to customers the personal information they
want, the way they want to see it, and when they want to see it. Customers can view the top frequently asked questions, manage their
own accounts, review open ticket and service issues, and review their communications with the company within a secure, personalized
environment.

� eGain Guided HelpTM customers have instant access to the company�s knowledge base, allowing them to answer questions and
troubleshoot problems by themselves when it is convenient for them.

� eGain MessageCenterTM enables secure and authenticated email communications between the customer and the company. eGain
MessageCenter is designed to help businesses provide their customers a secure web-based message center to read emails with
confidential and sensitive information. Agent responses are automatically replaced with a dynamically generated URL which directs
the customer to a secure message center to retrieve the response. Customers are authenticated before they can view their messages.

� eGain AutoClassifyTM enables companies to increase response turnaround and significantly improve problem resolution by
intelligently categorizing and routing incoming email and other inquiries. It can also be set up to provide auto-suggestions and
auto-responses. Powered by the patented eGain Inference® Reasoning Engine, it effectively adds a new �staff member� to the team�one
that can handle thousands of messages an hour, 24 x 7, without a break. eGain AutoClassify uses our powerful technology to
�understand� the customer�s issue and routes inquiries to queues based on categories and the confidence level assigned to those
categories. Customer interactions can be placed into multiple independent categories. For example, messages can be sorted by product
type as well as inquiry type.

Hosted Operations

eGain OnDemandTM Hosting is a proven, robust and scalable solution that has been used by enterprise companies to rapidly build customer
interaction hubs since 1998. Hosting our applications on servers located in our third party SAS 70 Type II data center allows: rapid deployment
of eGain products, including seamless secure access to customer�s in-house data systems; 24 x 7 management of infrastructure, security, servers,
operating systems and databases; proprietary management systems to monitor servers and applications allowing for high availability and
performance; easy migration from eGain OnDemand to in-house option and vice-versa. Designed with redundancy at all levels, the hosting
network eliminates single points of failure. Value-added services include email spam and virus cleaning, post office services, virtual private
networks, remote data access, encrypted backups, and test / reporting / warm spare servers. Enterprise customers receive full functionality access
of eGain�s application suite through a standard web browser over a secure Internet connection.

Professional Services

Our worldwide professional services organization provides consulting, hosting, technical support, and education services designed to ensure
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 systems integrators who have
developed consulting expertise on our platform.
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� Education Services.    Our educational services group provides a comprehensive set of basic and customized training programs to our
customers and partners. Training programs are offered either online, in-person at the customer site, or at one of our worldwide training
centers.
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� Hosted Services.    Our hosted services group provides 24x7 application management, monitoring and response services. We also
provide database services to maintain and enhance the performance, availability and reliability of production systems as well as
network security services.

� Support Services.    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.

As of fiscal year ended June 30, 2007 we had approximately 84 professionals providing worldwide services for systems installation, solutions
development, application management, and education and support.

Sales and Marketing

Sales Strategy

Our sales strategy is to pursue targeted accounts through a combination of our direct sales force and strategic alliances. We target our sales
efforts at Global 2000 companies. Our North American direct sales organization is based at our corporate headquarters in Mountain View,
California, with field sales presence throughout the United States. Internationally, we have field offices in Ireland, Italy, India, the Netherlands
and the United Kingdom.

The direct sales force is organized into teams that include both sales representatives and sales consultants. Our direct sales force is
complemented by telemarketing 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 market awareness that we are a leading provider of customer service and contact center software. We also
communicate to the market that we enable Global 2000 companies to transform traditional call centers into multichannel customer interaction
hubs that drive down service costs while enhancing customer service experience. 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 and Internet advertising, targeted electronic and postal
mailing, email newsletters and a variety of trade shows, seminars, webinars and interest groups.
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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 conducts focus group 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.

As of fiscal year ended June 30, 2007, there were approximately 76 employees engaged in worldwide sales and marketing activities.

Customers

We serve a worldwide customer base across a wide variety of industry sectors including: telecommunications, financial services, insurance,
outsourced services, retail, technology, manufacturing and
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consumer goods. Our revenues are divided between growing medium sized enterprises (companies with up to $250 million in annual revenues)
and large enterprises (over $250 million in annual revenues). For the fiscal year ended June 30, 2007, international revenue accounted for 45%
and domestic revenue for 55% of total revenue, compared to 51% and 49% respectively for fiscal year 2006 and 49% and 51% respectively for
fiscal year 2005.

None of our customers accounted for more than 10% of our revenues in fiscal years 2007, 2006 or 2005.

Competition

The market for customer service and contact center 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 near future.
While software internally developed by enterprises represents indirect competition, we also compete directly with packaged application software
vendors in the customer service arena, including Art Technology Group, Inc., Avaya, Inc., Genesys Telecommunications (a wholly-owned
subsidiary of Alcatel), Kana Software, Inc., LivePerson, Inc., RightNow Technologies, Inc., Knova, Inc. (a wholly-owned subsidiary of Cosona
Corporation), and Talisma Corp. In addition, we face actual or potential competition from larger software companies such as Microsoft
Corporation, Oracle Corporation and SAP Inc. and other such broad software companies that may attempt to sell customer service software to
their installed base.

We believe competition will continue to be strong as current competitors increase the sophistication of their offerings and with the possibility of
new participants entering 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 buy and use their products or services.

Further, any delays in the general market acceptance of our applications would likely harm our competitive position by allowing our competitors
additional time to improve their product and service offerings, and also provide time for new competitors to develop applications and solicit
prospective customers within our target markets. Increased competition could result in pricing pressures, reduced operating margins and loss of
market share.

Product 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 additional applications and maintaining the competitiveness of our product and service offerings. We have invested
significant time and resources to create a structured process for undertaking all product development. This process 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.
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In addition, we continuously analyze market and customer requirements and evaluate technology that we believe will enhance platform
acceptance in the market. We selectively choose partners with superior technology to enhance features and functionality of our product
offerings.

As of fiscal year ended June 30, 2007, there were approximately 93 employees engaged in worldwide product development activities.
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Intellectual Property

We regard our copyrights, service marks, trademarks and similar intellectual property as critical to our success. We rely on patent, trademark,
copyright, trade secret and other laws, as well as confidentiality procedures and licensing arrangements, to protect the proprietary aspects of our
technology and business. We own four patents in the field of case-based reasoning.

We are continually assessing the propriety of seeking patent and other 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 and 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 copyrights, trademarks 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 trademarks 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, 2007, we had 287 full-time employees, of which 93 were in product development, 84 in services and support, 76
in sales and marketing, and 34 in finance and administration.

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.
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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.

9
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ITEM 1A.    RISK FACTORS

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 has become more
complicated. This has caused our average sales cycle to further increase and, in some cases, has prevented deals from closing that we believed
were likely to close. Consequently, we may miss our revenue forecasts and may incur expenses that are not offset by corresponding revenue.

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.

If we fail to 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 the ability of our recently expanded sales force to become more productive. Moreover,
many of our competitors have sizeable sales forces and greater resources to devote to sales and marketing, which results in their enhanced ability
to develop and maintain customer relationships. Thus, failure of our sales and marketing investments to translate into increased sales volume and
enhanced customer relationships may hamper our efforts to achieve profitability. This may impede our efforts to ameliorate operations in other
areas of the company and may result in further decline of our common stock price.

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.
Because, in the past, we have experienced turnover in our sales force and have fewer resources than many of our competitors, our sales and
marketing organization may not be able to successfully compete with those of our competitors.

We must compete successfully in our market segment
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The market for customer service and contact center 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 near future.
While software internally developed by enterprises represents indirect competition, we also compete directly with packaged application software
vendors in the customer service arena, including Art Technology Group, Inc., Avaya, Inc., Genesys Telecommunications (a wholly-owned
subsidiary of Alcatel), Kana Software, Inc., LivePerson, Inc., RightNow Technologies, Inc., Knova, Inc. (a wholly-owned subsidiary of Cosona
Corporation) and Talisma Corp. In addition, we face actual or potential competition from larger software companies such as Microsoft
Corporation, Oracle Corporation and SAP Inc. and similar companies that may attempt to sell customer service software to their installed base.

10

Edgar Filing: EGAIN COMMUNICATIONS CORP - Form 10-K

Table of Contents 23



Table of Contents

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.

Further, any delays in the general market acceptance of our applications would likely harm our competitive position by allowing our competitors
additional time to improve their product and service offerings, and also provide time for new competitors to develop applications and solicit
prospective customers within our target markets. Increased competition could result in pricing pressures, reduced operating margins and loss of
market share.

We have a history of losses and may not be able to be profitable in the future

We incurred a net loss of $7.7 million for the year ended June 30, 2007. As of June 30, 2007, we had an accumulated deficit of approximately
$325.1 million. We do not know if we will be profitable in the foreseeable future. However, we must continue to spend resources on maintaining
and strengthening our business, and this may, in the near term, have a continued negative effect on our operating results and our financial
condition. If we incur net losses in future periods, we may not be able to retain employees, or fund investments in capital equipment, sales and
marketing programs, and research and development to successfully compete against our competitors. We also expect to continue to spend
financial and other resources on developing and introducing product and service offerings. Accordingly, if our revenue declines despite such
investments, our business and operating results could suffer. This may also, in turn, cause the price of our common stock to demonstrate
volatility and/or continue to decline.

We may not be able to pay our debt and other obligations

If our cash flow is inadequate to meet our obligations, we could face substantial liquidity problems. If we are unable to generate sufficient cash
flow or otherwise obtain funds necessary to make required payments on our outstanding debt, we would be in default under the terms thereof.
Any such default could have a material adverse effect on our business, prospects, financial condition and operating results.

Our failure to expand strategic and third-party distribution channels would impede our revenue growth

To grow our revenue base, we need to increase the number of our distribution partners, including software vendors and resellers. Our existing or
future distribution partners may choose to devote greater resources to marketing and supporting the products of our competitors which could
harm our financial condition or results of operations. Our failure to expand third-party distribution channels would impede our future revenue
growth.

In August 2006, we entered into an OEM agreement with Cisco Systems. Under this agreement, we will supply unified communications
technology for use in certain Cisco products. Pursuant to the agreement, there are certain minimum royalty payments due to us from Cisco based
upon our successful delivery of certain milestones that are projected over the first eighteen months of the relationship. This OEM agreement
with Cisco includes multiple elements, including significant product customizations that are subject to Cisco�s acceptance. We have and will
continue to invest a significant amount of time and resources into this agreement. We have limited control, if any, as to whether Cisco will
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devote adequate resources to promoting and selling their products that incorporate our technology. For example, to date this OEM agreement has
not contributed significantly to our annual revenues. If Cisco changes its strategy, reduces its efforts on our behalf or discontinues or alters its
relationship with us, our reputation as a technology partner with them could be damaged and our revenues and operating results could decline.

To increase our revenue and implementation capabilities, we must continue to develop and expand relationships with systems integrators. We
sometimes rely on systems integrators to recommend our products to
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their customers and to install and support our products for their customers. We likewise depend on broad market acceptance by these systems
integrators of our product and service offerings. Our agreements generally do not prohibit competitive offerings and systems 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.

Due to our limited operating history and the emerging market for our products and services, 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 revenues in certain past quarters fell and could continue to 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.

Changes to current accounting policies could have a significant effect on our reported financial results or the way in which we conduct
our business
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Generally accepted accounting principles and the related accounting pronouncements, implementation guidelines and interpretations for some of
our significant accounting policies are highly complex and require subjective judgments and assumptions. Some of our more significant
accounting policies that could be affected by changes in the accounting rules and the related implementation guidelines and interpretations
include:

� recognition of revenues;

� contingencies and litigation;

� accounting for income taxes; and

� stock-based compensation.
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Changes in these or other rules, or scrutiny of our current accounting practices, could have a significant adverse effect on our reported operating
results or the way in which we conduct our business.

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, that
revenues increase from levels achieved in fiscal year 2007 and that customers continue to pay on a timely basis. We may need to secure
additional financing due to unforeseen or unanticipated market conditions. Such financing may be difficult to obtain on terms acceptable to us
and will almost certainly dilute existing stockholder value.

We depend on broad market acceptance of our applications and of our business model

We depend on the widespread acceptance and use of our applications as an effective solution for businesses seeking to manage high volumes of
customer interactions across multiple channels, including web, phone, email, print and in-person. While we believe the potential to be very large,
we cannot accurately estimate the size or growth rate of the potential market for such product and service offerings generally, and we do not
know whether our products and services in particular will achieve broad market acceptance. The market for customer interaction software is
relatively new and rapidly evolving, and concerns over the security and reliability of online transactions, the privacy of users and quality of
service or other issues may inhibit the growth of the Internet and commercial online services. If the market for our applications fails to grow or
grows more slowly than we currently anticipate, our business will be seriously harmed.

Furthermore, our business model is premised on business assumptions that are still evolving. Historically, customer service has been conducted
primarily in person or over the telephone. Our business model assumes that both customers and companies will increasingly elect to
communicate via multiple channels, as well as demand integration of the online channels into the traditional telephone-based call center. Our
business model also assumes that many companies recognize the benefits of a hosted delivery model and will seek to have their customer
interaction software applications hosted by us. If any of these assumptions is incorrect, our business will be seriously harmed and our stock price
will decline.

Difficulties in implementing our products could harm our revenues and margins

We generally recogni
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