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UNITED STATES
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WASHINGTON, D.C. 20549

FORM 10-Q

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

For the quarterly period ended September 30, 2009.

¨ 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 000-03718

PARK CITY GROUP, INC.
(Exact name of small business issuer as specified in its charter)

Nevada 37-1454128
(State or other jurisdiction of incorporation or

organization)
(IRS Employer Identification No.)

3160 Pinebrook Road; Park City, UT 84098
(Address of principal executive offices)

(435) 645-2000
(Registrant's telephone number)

Indicate by check market whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities and 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.   xYes ¨
No

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

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

 Large accelerated filer  o  Accelerated filer  o
 Non-accelerated filer
(Do not check if smaller reporting company)

 o  Smaller reporting company  x
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Indicate by checkmark if whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
¨Yes    x No

State the number of shares outstanding of each of the issuer's classes of common stock, as of the latest practicable
date.  Common Stock, $0.01 par value:  10,627,324 shares as of November 6, 2009.
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PARK CITY GROUP, INC.

Consolidated Condensed Balance Sheets

Assets

September 30,
2009

(unaudited)
June 30,

2009

 Current assets:
 Cash and cash equivalents $ 543,515 $ 656,279
 Receivables, net of allowance of $57,000 and $21,000 at September 30,
2009 and June 30, 2009 1,064,957 1,203,218
 Unbilled receivables 210,354 120,953
 Prepaid expenses and other current assets 180,329 150,773
 Total current assets 1,999,155 2,131,223

 Property and equipment, net 482,221 534,716

 Other assets:
 Deposits and other assets 129,187 129,187
 Customer Relationships 3,924,020 4,029,599
 Goodwill 4,805,933 4,805,933
 Capitalized software costs, net 378,126 416,300
 Total other assets 9,237,266 9,381,019
 Total assets $ 11,718,642 $ 12,046,958

 Liabilities and Stockholders' Deficit

 Current liabilities:
 Accounts payable $ 756,226 $ 759,630
 Accrued liabilities 1,065,866 1,455,843
 Deferred revenue 1,319,647 1,422,497
 Capital lease obligations 90,757 109,842
 Line of credit 200,000 700,000
 Notes payable 1,070,707 2,200,025
 Total current liabilities 4,503,203 6,647,837

 Long-term liabilities:
 Notes payable, less current portion 4,416,186 2,902,986
 Line of credit 2,875,701 2,875,701
 Capital lease obligations, less current portion 104,550 122,506

 Total liabilities 11,899,640 12,549,030

 Commitments and contingencies - -
 Stockholders' deficit:
 Preferred stock, $0.01 par value, 30,000,000 shares authorized;
647,620 and 631,849 shares of Series A Convertible Preferred issued
and outstanding at September 30, 2009 and  June 30, 2009, respectively 6,476 6,318
 Common stock, $0.01 par value, 50,000,000 shares authorized;
10,614,008 and  10,569,848 and issued and outstanding at September

106,140 105,698
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30, 2009 and June 30, 2009, respectively
 Additional paid-in capital 29,329,786 29,096,215
 Accumulated deficit (29,623,400 ) (29,710,303 )
 Total stockholders' deficit (180,998 ) (502,072 )

 Total liabilities and stockholders' deficit $ 11,718,642 $ 12,046,958

See accompanying notes to consolidated condensed financial statements.
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PARK CITY GROUP, INC.

Consolidated Condensed Statements of Operations (unaudited)
For the Three Months Ended September 30, 2009 and 2008

2009 2008
Revenues:
Subscriptions $1,421,230 $58,104
Maintenance 674,457 288,632
Professional services and other revenue 392,704 145,302
Software licenses 201,010 38,240

Total revenues 2,689,401 530,278

Operating expenses:
Cost of services and product support 1,025,348 580,544
Sales and marketing 446,413 300,472
General and administrative 699,970 415,241
Depreciation and amortization 206,525 135,563

Total operating expenses 2,378,256 1,431,820

Income (loss) from operations 311,145 (901,542 )

Other income (expense):
Loss on equity method investment - (197,205 )
Gain on refinance of note payable 43,811 -
Other gains 24,185 -
Interest expense (210,747 ) (22,741 )

Income (loss) before income taxes 168,394 (1,121,488)

(Provision) benefit for income taxes - -

Net income (loss) 168,394 (1,121,488)

Dividends on preferred stock (81,491 ) (88,396 )

Net income (loss) applicable to common shareholders $86,903 $(1,209,884)

Weighted average shares, basic 10,600,000 9,303,000
Weighted average shares, diluted 10,602,000 9,303,000
Basic and diluted income (loss) per share $0.01 $(0.13 )

See accompanying notes to consolidated condensed financial statements.
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PARK CITY GROUP, INC.
Consolidated Condensed Statements of Cash Flows (Unaudited)

For the Three Months Ended September 30,

2009 2008

Cash Flows From Operating Activities:
Net income (loss) $ 168,394 $ (1,121,488 )
Adjustments to reconcile net loss to net cash (used in) provided
by operating activities:
Depreciation and amortization 206,525 135,563
Bad debt expense 44,973 -
Stock issued for services and expenses 76,461 20,000
Loss on equity method investment - 197,205
Amortization of discounts on debt 1,589 -
Gain on refinance of debt (43,811 ) -
Loss on disposal of assets 520 -
Decrease (increase)  in:
Trade receivables 93,288 209,012
Unbilled receivables (89,401 ) 39,310
Prepaids and other assets (29,556 ) (86,702 )
(Decrease) increase in:
Accounts payable (3,404 ) 40,610
Accrued liabilities (313,757 ) (2,643 )
Deferred revenue (102,850 ) (223,336 )

Net cash (used in) provided by operating activities 8,971 (792,469 )

Cash Flows From Investing Activities:
Purchase of equity method investment - (2,767,186 )
Purchase of property and equipment (10,797 ) (943 )
Release of restricted cash - 1,940,000

  Net cash used in investing activities (10,797 ) (828,129 )

Cash Flows From Financing Activities:
Net increase in lines of credit - 700,000
Proceeds from issuance of stock - 153,602
Proceeds from issuance of notes payable - 2,199,000
Payments on notes payable and capital leases (110,938 ) (1,975,694 )

Net cash (used in) provided by financing activities (110,938 ) 1,076,908

Net increase (decrease) in cash (112,764 ) (543,690 )

Cash and cash equivalents at beginning of period 656,279 865,563

Cash and cash equivalents at end of period $ 543,515 $ 321,873
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Supplemental Disclosure of Cash Flow Information:
Cash paid for income taxes $ - $ -
Cash paid for interest $ 294,769 $ 33,637

Supplemental Disclosure of Non-Cash Investing and Financing Activities:
Dividends accrued on preferred stock $ 81,491 $ 88,396
Dividends paid with preferred stock $ 157,710 $ 74,990

See accompanying notes to consolidated condensed financial statements.
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PARK CITY GROUP, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS

(unaudited)

NOTE 1.                      ORGANIZATION AND DESCRIPTION OF BUSINESS

Park City Group, Inc. (the “Company”) is incorporated in the state of Nevada.  The Company’s 98.76% and 100% owned
subsidiaries, Park City Group, Inc. and Prescient Applied Intelligence, Inc. (“Prescient”), respectively, are incorporated
in the state of Delaware.  All intercompany transactions and balances have been eliminated in consolidation.

The Company designs, develops, markets and supports proprietary software products. These products are designed to
be used in businesses having multiple locations to assist in the management of business operations on a daily basis and
communicate results of operations in a timely manner. In addition, the Company has built a consulting practice for
business improvement that centers around the Company’s proprietary software products. The principal markets for the
Company's products are multi-store retail and convenience store chains, branded food manufacturers, suppliers and
distributors, and manufacturing companies which have operations in North America, Europe, Asia and the Pacific
Rim.

Acquisition of Prescient Applied Intelligence, Inc.

On January 13, 2009, the Company consummated a merger of PAII Transitory Sub, Inc., a wholly-owned subsidiary
of the Company, with and into Prescient (the “Prescient Merger”). As a result of the Prescient Merger, the Company
owns 100% of Prescient.   The Company’s consolidated financial statements contain the results of operations of
Prescient, as well as the impact on the Company’s financial position resulting from consummation of the Prescient
Merger as of September 30, 2009.  

The Prescient Merger was accounted for as a business combination.  The Company was the acquirer. The assets
acquired and the liabilities assumed of Prescient have been recorded at their respective fair values.  The total
consideration paid to acquire Prescient was $11,391,318, $1,170,089 of which was for direct transaction costs.  The
acquisition cost includes $3,086,016 of cash acquired from Prescient.  The acquisition cost net of the $3,086,016
acquired cash was $8,305,302.  The net acquisition cost of $8,305,302 was allocated based on the fair value of the
assets and liabilities acquired, as follows:

-4-

Edgar Filing: PARK CITY GROUP INC - Form 10-Q

10



Table of Contents

Receivables $ 1,406,601
Unbilled receivables 73,100
Prepaid expenses and other current assets 34,139
Property and equipment 109,632
Deposits and other current assets 46,835
Customer relationships 4,223,161
Software/Developed technology 1,529,154
Goodwill 4,805,933
Accounts payable (227,084)
Accrued liabilities (481,514)
Note payable assumed (2,214,420)
Deferred revenue (1,047,148)

Net assets acquired 8,305,302

Note payable issued (1,759,413)
Related party notes payable issued (2,342,573)
Unclaimed tender offer (cash to be paid) (941,404)
Common stock issued (1,672,445)
Warrants issued (65,154)
Equity investment prior to acquisition  162,796

Cash paid for acquisition $ 1,687,109

Unaudited pro-forma results of operations for the three months ended September 30, 2009 and 2008, as though
Prescient had been acquired as of July 1, 2008, are as follows:

Three months ended
September 30,

2009 2008
Revenue $ 2,689,401 $ 2,726,879
Income (loss) from operations 311,145 (3,010,774)
Net income (loss) 168,394 (3,266,041)
Net income (loss) applicable to common shareholders 86,903 (3,688,515)
Basic and diluted income (loss) per share $ 0.01 $ (0.40)

The audited consolidated financial statements of the Company and Prescient for the year ended June 30, 2009 are
included in the Company’s Annual Report on Form 10-K filed with the Securities and Exchange Commission (“SEC”)
on September 24, 2009.

-5-
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The unaudited pro-forma summary financial information is based upon available information and upon certain
estimates and assumptions that are believed to be reasonable. These estimates and assumptions are preliminary and
have been made solely for the purposes of developing this pro-forma financial information. This unaudited pro-forma
summary financial information is presented for illustrative purposes only and does not purport to be indicative of the
results of operations of the combined company that would actually have been achieved had the transaction been
completed for the period presented, or that may be obtained in the future. This unaudited pro-forma financial
information is based upon our respective historical consolidated financial statements and those of Prescient and the
respective notes thereto.

NOTE 2.                      SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying unaudited consolidated condensed financial statements of the Company have been prepared by the
Company pursuant to the rules and regulations of the SEC on a basis consistent with the Company’s audited annual
financial statements and, in the opinion of management, reflect all adjustments, consisting only of normal recurring
adjustments, necessary to present fairly the financial information set forth therein. Certain information and footnote
disclosures normally included in financial statements prepared in accordance with U.S. generally accepted accounting
principles have been condensed or omitted pursuant to SEC rules and regulations, although the Company believes that
the following disclosures, when read in conjunction with the audited annual financial statements and the notes thereto
included in the Company’s most recent annual report on Form 10−K, are adequate to make the information presented
not misleading. Operating results for the three months ended September 30, 2009 are not necessarily indicative of the
operating results that may be expected for the fiscal year ending June 30, 2010.

Recent Accounting Pronouncements

In December 2007, the FASB amended FASB ASC 805, Business Combinations, and FASB ASC 810, Consolidation,
to change how business acquisitions are accounted for which will impact financial statements both on the acquisition
date and in subsequent periods.  This will also change the accounting and reporting for minority interests, which will
be recharacterized as non-controlling interests and classified as a component of equity.  This amendment is effective
for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008.  Early
adoption is not permitted.  The Company does not expect the adoption of this amendment to have an impact on its
financial statements.

In April 2008, the FASB amended FASB ASC 350, Intangibles-Goodwill and Other, which amends the factors that
should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset. This amendment is effective for fiscal years beginning after December 15, 2008 and is not expected
to have a material impact on our results of operations, financial position or liquidity.

In June 2008, the FASB amended FASB ASC 260, Earnings Per Share, which addresses whether instruments granted
in share-based payment awards are participating securities prior to vesting and, therefore, must be included in the
earnings allocation in calculating earnings per share under the two-class method described in the amendment. The
amendment requires that unvested share-based payment awards that contain non-forfeitable rights to dividends or
dividend-equivalents be treated as participating securities in calculating earnings per share. The amendment is
effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods
within those fiscal years, and shall be applied retrospectively to all prior periods. The Company is currently evaluating
the impact of adopting this amendment on its consolidated results of operations.
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In April 2009, the FASB amended FASB ASC 825, Financial Instruments, and FASB ASC 270, Interim Reporting,  to
require disclosures about fair value of financial instruments in interim financial statements as well as in annual
financial statements. These amendments are effective for interim and annual reporting periods ending after June 15,
2009. The adoption of these amendments did not have a material impact on the Company’s consolidated financial
position and results of operations.

In May 2009, the FASB amended FASB ASC 855, Subsequent Events, which establishes general standards of
accounting for and disclosure of events that occur after the balance sheet date but before the date the financial
statements are issued or available to be issued. The amendment requires an entity to reflect in their financial
statements the effects of subsequent events that provide additional evidence about conditions at the balance sheet date
including the estimates inherent in the process of preparing financial statements. Subsequent events that provide
evidence about conditions that arose after the balance sheet date should be disclosed. Disclosures should include the
nature of the event and either an estimate of its financial effect or a statement that an estimate cannot be made. The
amendment also requires the disclosure of the date through which an entity has evaluated subsequent events and the
basis for that date. The amendment is effective for interim and annual financial periods ending after June 15, 2009.
The amendment did not have a material impact on the Company’s consolidated financial position and results of
operations as the requirements under this statement are consistent with the Company’s current practice.

In June 2009, the FASB amended FASB ASC 860, Transfers and Servicing, which provides guidance to improve
transparency about transfers of financial assets and a transferor’s continuing involvement, if any, with transferred
financial assets. This amendment removes the concept of a qualifying special-purpose entity and removes the
exception for variable interest entities that are qualifying special-purpose entities; limits the circumstances in which a
transferor derecognizes a portion or component of a financial asset; defines a participating interest; requires a
transferor to recognize and initially measure at fair value all assets obtained and liabilities incurred as a result of a
transfer accounted for as a sale; and requires enhanced disclosures. This amendment is effective for the Company in
fiscal year beginning July 1, 2010 and is not expected to have a material impact on the Company’s consolidated
financial position and results of operations.

In June 2009, the FASB amended FASB ASC 810, Consolidation, to improve the financial reporting by enterprises
involved with variable interest entities and to provide more relevant and reliable information to users of financial
statements. This amendment is effective for the Company in fiscal year beginning July 1, 2010 and is not expected to
have a material impact on the Company’s consolidated financial position and results of operations as the Company
does not have variable interest entities.

Use of Estimates in the Preparation of Financial Statements

The preparation of consolidated financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that materially affect the amounts reported in the
consolidated financial statements.  Actual results could differ from these estimates.  The methods, estimates and
judgments the Company uses in applying its most critical accounting policies have a significant impact on the results
it reports in its financial statements.  The SEC has defined the most critical accounting policies as the ones that are
most important to the portrayal of the Company’s financial condition and results, and require the Company to make its
most difficult and subjective judgments, often as a result of the need to make estimates of matters that are inherently
uncertain.  Based on this definition, the Company’s most critical accounting policies include:  income taxes, goodwill
and other long lived asset valuations, revenue recognition, stock-based compensation, capitalization of software
development costs.

-7-
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Net Income and Income Per Common Share

Basic net income or loss per common share ("Basic EPS") excludes dilution and is computed by dividing net income
or loss by the weighted average number of common shares outstanding during the period.  Diluted net income or loss
per common share ("Diluted EPS") reflects the potential dilution that could occur if stock options or other contracts to
issue shares of common stock were exercised or converted into common stock.  The computation of Diluted EPS does
not assume exercise or conversion of securities that would have an anti-dilutive effect on net income (loss) per
common share.

For the three months ended September 30, 2009 and 2008 options and warrants to purchase 872,662 and 1,017,443
shares of common stock, respectively, were not included in the computation of diluted EPS due to the anti-dilutive
effect.  For three months ended September 30, 2009, 2,158,733 shares of common stock issuable upon conversion of
the Company’s Series A Convertible Preferred Stock were not included in the diluted EPS calculation as the effect
would have been anti-dilutive.

Use of Equity Method on Investment

The Company accounts for its investments in companies subject to significant influence using the equity method of
accounting, under which, the Company’s pro-rata share of the net income (loss) of the affiliate is recognized as income
(loss) in the Company’s income statement and the Company’s share of the equity of the affiliate is reflected in the
Company’s capital stock account and added to the investment on the balance sheet.

The Company accounts for its investments in subsidiaries using the consolidation method of accounting where the
company has greater than 50% ownership. The Company combines and recognizes subsidiary financial results in its
consolidated condensed financial statements. In the consolidated income statement the individual revenue and expense
accounts are combined with those of the Company’s.  In addition the balances in equity on the subsidiary’s balance
sheet are eliminated upon consolidation.

NOTE 3.                 LIQUIDITY

As shown in the consolidated condensed financial statements, the Company had income of $86,903 applicable to
common shareholders for the three months ended September 30, 2009 and losses applicable to common shareholders
of $1,209,884 for the three months ended September 30, 2008.  The net increase in income applicable to common
shareholders is primarily the result of: (i) the increase in total revenues of $2,159,123, resulting from the
consummation of the Prescient Merger, (ii) a $43,811 gain on refinance of debt, and (iii) other gains of $24,185. This
increase in income applicable to common shareholders was partially offset by an increase of operating expenses of
$946,463 resulting from the consummation of the Prescient Merger; and, an increase in net interest expense of
$188,006.

At September 30, 2009, the Company had negative working capital of $2,504,048, as compared with negative
working capital of $4,516,614 at June 30, 2009.  This $2,012,566 increase in working capital is principally a result of
the restructuring of a certain promissory note of the Company described below.

On August 25, 2009, the Company issued a promissory note in favor of a lender in the principal amount of
approximately $2.0 million. The note replaced a three year promissory note due August 25, 2009 originally issued by
Prescient, and assumed by the Company in connection with the Prescient Merger.  As a result of the restructuring, the
note is now due on August 1, 2012.  The note requires monthly principal and interest payments in the amount of
$60,419, with a final payment of unpaid principal and interest due August 1, 2012.  
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On September 30, 2009, the Company entered into certain loan modification agreements with its principal lender
pursuant to which the maturity date of certain credit agreements providing for maximum borrowings of approximately
$3.7 million, of which approximately $3,575,701 million was outstanding at September 30, 2009, have been extended
from September 30, 2009 to September 30, 2010, November 24, 2010, and February 15, 2011.  The new notes accrue
interest at an annual rate of between 3.25% and 4.25%.

As a result of the debt restructurings described above, the Company believes that current cash flows from operations
will allow the Company to fund its currently anticipated operations, capital spending and debt service requirements
during the year ending June 30, 2010.  The financial statements do not reflect any adjustments should the Company’s
working capital operations and other financing be insufficient to meet spending and debt service requirements.

NOTE 4.                    STOCK-BASED COMPENSATION

The Company has agreements with a number of employees to issue stock grants vesting over a four year term. 25% of
these bonuses are to be paid on each anniversary of the grant dates.  Total shares under these agreements vesting and
payable annually to employees are 117,046.  The stock grant agreements were dated effective between November 2,
2007 and April 1, 2009.

NOTE 5.                      OUTSTANDING STOCK OPTIONS

The following tables summarize information about fixed stock options and warrants outstanding and exercisable at
September 30, 2009:

Options and Warrants
Outstanding

at September 30, 2009

Options and Warrants
Exercisable

at September 30, 2009

Range of
exercise
prices

Number
Outstanding

at
September
30, 2009

Weighted
average

remaining
contractual
life (years)

Weighted
average
exercise

price

Number
Exercisable

at
September
30, 2009

Weighted
average
exercise

price
$1.50-2.76 90,040 1.55 $2.59 90,040 $2.59
$1.80-4.00 843,622 2.32 $3.63 843,622 $3.63

933,662 2.25 $3.53 933,662 $3.53

-9-
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NOTE 6.                        RELATED PARTY TRANSACTIONS

On September 2, 2008, the Company executed and delivered three promissory notes in an aggregate amount of
$2,200,000.  Each of such notes was unsecured, was due on or before December 1, 2008 and accrued interest at the
rate of 10% per annum.  The lenders and the amount of each note were as follows:

Lender
Principal
Amount

Riverview Financial Corp* $ 1,500,000
Robert K. Allen (Director of Company) 500,000
Robert Hermanns (Director and Senior Vice President) 200,000
Total $ 2,200,000

* Riverview Financial Corp (“Riverview”) is an affiliate of Randall Fields, the CEO and Chairman of the Board of the
Company.

The loan proceeds were used by the Company to fund a portion of the purchase price of shares of Series E Preferred
Stock of Prescient purchased by the Company. The purchase transaction was the first step in connection with the
Prescient Merger.  The purchase transaction and the Prescient Merger transaction are described in a Form 8-K filed by
the Company on September 3, 2008.

On January 12, 2009, the Company entered into a Purchase Agreement with Robert W. Allen, pursuant to which the
Company issued an unsecured Subordinated Promissory Note to Mr. Allen in the principal amount of $523,013.70
(the “Allen Note”).  The Allen Note was issued by the Company to replace the promissory note issued to Mr. Allen on
September 2, 2008 in the principal amount of $500,000.  The principal amount of the Allen Note reflects the principal
amount of the original note issued to Mr. Allen, plus accrued interest of $23,013.70.  The Allen Note bears interest
computed at a rate of twelve percent (12%) per annum, and is due and payable on the earlier to occur of July 12, 2011
or upon an event of default.  In addition to the Allen Note, Mr. Allen was issued 116,667 shares of the Company’s
Common Stock in consideration for the exchange of the original note.

On April 1, 2009, the Company issued an unsecured Subordinated Promissory Note to Riverview in the principal
amount of $620,558.53 (“New Note”).   The New Note was issued in consideration for the cancellation of the
promissory note, dated September 2, 2008, issued by the Company to Riverview in the original principal amount of
$1,500,000 (the “Old Note”), which principal amount was reduced by $1.0 million as a result of a payment made to
Riverview by the Company on February 3, 2009.  The New Note includes accrued but unpaid interest under the Old
Note of $80,171.84, certain fees owed to Riverview by the Company in the amount of $35,123.68 for guaranteeing
amounts owed by the Company under a line of credit with a bank, and $5,263.01 representing certain late fees owed
Riverview by the Company resulting from the failure by the Company to pay certain amounts to Riverview under the
terms of a Services Agreement between the Company and Riverview, dated July 1, 2005.  The New Note, which bears
interest computed at a rate of twelve percent (12%) per annum, is due on the earlier of September 30, 2011 or upon an
event of default.

-10-
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NOTE 7.                      PROPERTY AND EQUIPMENT

Property and equipment are stated at cost and consist of the following as of:

September 30,
2009

 (unaudited)
June 30,

2009
Computer equipment $ 1,397,367 $ 1,387,090
Furniture and equipment 363,762 363,762
Leasehold improvements 204,482 204,482

$ 1,965,611 $ 1,955,334
Less accumulated depreciation and amortization (1,483,390 ) (1,420,618 )

$ 482,221 $ 534,716

NOTE 8.                      CAPITALIZED SOFTWARE COSTS

Capitalized software costs consist of the following as of:

September 30,
2009

(unaudited)
June 30,

2009
Capitalized software costs $ 2,246,077 $ 2,246,077
Less accumulated amortization (1,867,951 ) (1,829,777 )

$ 378,126 $ 416,300

NOTE 9.                      ACCRUED LIABILITIES

Accrued liabilities consist of the following as of:

September 30,
2009

(unaudited)
June 30,

2009
Accrued compensation $ 391,425 $ 470,038
Unclaimed tender offer 268,099 338,133
Accrued stock grants 182,719 136,033
Accrued dividends 83,448 159,668
Other accrued liabilities 58,670 108,141
Accrued interest 46,505 137,731
Accrued legal fees 25,000 86,099
Accrued board compensation 10,000 20,000

$ 1,065,866 $ 1,455,843
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NOTE 10.                                INCOME TAXES

The Company or its subsidiaries files income tax returns in the U.S. federal jurisdiction, and various states.  With few
exceptions, the Company is no longer subject to U.S. federal, state and local income tax examinations by tax
authorities for years before 2000. 

Included in the balance at September 30, 2009 are nominal amounts of income tax positions for which the ultimate
deductibility is highly certain but for which there is uncertainty about the timing of such deductibility.  Because of the
impact of deferred income tax accounting, other than interest and penalties, the disallowance of the shorter
deductibility period would not affect the annual effective income tax rate but would accelerate the payment of cash to
the income taxing authority to an earlier period.

The Company’s policy is to recognize interest accrued related to unrecognized tax benefits in interest expense and
penalties in operating expenses.  During the three months ended September 30, 2009 and 2008, the Company did not
recognize any interest or penalties.  

NOTE 11.                                SUBSEQUENT EVENTS

In accordance with the Subsequent Events Topic of the FASB ASC 855, we have evaluated subsequent events through
November 9th, 2009, the date of issuance of the unaudited condensed consolidated financial statements and have
determined that their are no events that have or are reasonably likely to impact the financial statements.
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ITEM 2.MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

The Company’s Annual Report on Form 10-K for the year ended June 30, 2009 is incorporated herein by reference.

Forward-Looking Statements

This quarterly report on Form 10-Q contains forward looking statements.  The words or phrases "would be," "will
allow," "intends to," "will likely result," "are expected to," "will continue," "is anticipated," "estimate," "project," or
similar expressions are intended to identify "forward-looking statements."  Actual results could differ materially from
those projected in the forward looking statements as a result of a number of risks and uncertainties, including those
risks factors contained in our June 30, 2009 Form 10-K annual report, incorporated herein by reference.  Statements
made herein are as of the date of the filing of this Form 10-Q with the Securities and Exchange Commission and
should not be relied upon as of any subsequent date.  Unless otherwise required by applicable law, we do not
undertake, and specifically disclaim any obligation, to update any forward-looking statements to reflect occurrences,
developments, unanticipated events or circumstances after the date of such statement.

Overview

The Company designs, develops, markets and supports proprietary software products. These products are designed to
be used in businesses having multiple locations to assist in the management of business operations on a daily basis and
communicate results of operations in a timely manner. In addition, the Company has built a consulting practice for
business improvement that centers on the Company’s proprietary software products. The principal markets for the
Company's products are multi-store retail and convenience store chains, branded food manufacturers, suppliers and
distributors, and manufacturing companies which have operations in North America, Europe, Asia and the Pacific
Rim.

On January 13, 2009, the Company consummated a merger of PAII Transitory Sub, Inc., a wholly-owned subsidiary
of the Company, with and into Prescient (the “Prescient Merger”).   As a result of the Prescient Merger, the Company
now owns 100% of Prescient.

Prescient is a leading provider of on-demand solutions for the retail marketplace, including both retailers and
suppliers.  Its solutions capture information at the point of sale, provide greater visibility into real-time demand and
turn data into actionable information across the entire supply chain.   As a result of consummation of the Prescient
Merger, revenue has increased substantially, to $2,689,401 at September 30, 2009; and the Company has considerably
increased the number of active software implementations.  In this regard, the Company had approximately 40 active
software implementations in process as of September 30, 2009.

Results of Operations

Comparison of the Three Months Ended September 30, 2009 to the Three Months Ended September 30, 2008.

On January 13, 2009, the Company consummated the Prescient Merger. Results for the three months ended September
30, 2009 therefore include both the results of the Company and Prescient. The results for the three months ended
September 30, 2008 are for the Company prior to consummation of the Prescient Merger.
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Total Revenues

Total revenues were $2,689,401 and $530,278 for the three months ended September 30, 2009 and 2008, respectively,
a 407% increase.  This $2,159,123 increase in total revenues is principally due to the consummation of the Prescient
Merger, which contributed $2,271,435 in total revenue during the quarter.   The increase in revenue attributable to
consummation of the Prescient Merger was partially offset by a decrease of $109,887 resulting from the completion of
a project in the three months ended 2008 that did not recur in the same period 2009. While no assurances can be
given, management believes that as the Company benefits from the product synergies resulting from the Prescient
Merger, and as the Company continues its focus on marketing the Company’s combined products and services on a
subscription basis, total revenue will continue to be positively impacted.

Subscription Revenue

Subscription revenues were $1,421,230 and $58,104, for the three months ended September 30, 2009 and 2008
respectively; an increase of 2,346% in the three months ended September 30, 2009 when compared with the three
months ended September 30, 2008.  The increase is principally due to the consummation of the Prescient Merger,
which contributed $1,381,970 in subscription revenue during the quarter.  The increase in subscription revenue was
partially offset by a decrease of $18,844 resulting from the non renewal of two existing customers.  The Company
continues to focus its strategic initiatives on increasing the number of retailers, suppliers and manufacturers that use
its software on a subscription basis using an introductory trial to illustrate results to its prospects. However, while
management believes that marketing its suite of software solutions as a renewable and recurring subscription is an
effective strategy, it cannot be assured that subscribers will renew the service at the same level in future years,
propagate services to new categories, or recognize the need for expanding the service offering of the Company’s suite
of actionable products and services.

Maintenance and Support Revenue

Maintenance and support revenues were $674,457 and $288,632 for the three months ended September 30, 2009 and
2008, respectively, an increase of 134% in the three months ended September 30, 2009 compared with the three
months ended September 30, 2008.  The increase is principally due to the consummation of the Prescient Merger,
which contributed $375,336 in maintenance revenue during the quarter ended September 30, 2009.  In addition,
$10,489 of the increase in maintenance and support revenue was the result of increases in annual maintenance
contracts attributable to an increase in total maintenance contracts associated with new customers. While management
believes maintenance and support services are important to its customers, due to the macroeconomic environment and
the historical reliability of the Company’s suite of products, from time to time, customers may not perceive the
ongoing value of paying for maintenance when the frequency of maintenance activities needed by a customer becomes
infrequent.

Professional Services and Other Revenue

Professional Services and other revenue were $392,704 and $145,302 for the three months ended September 30, 2009
and 2008, respectively, an increase of 170%.  This $247,402 increase in professional services revenue for the quarter
ended September 30, 2009 when compared to the same period ended September 30, 2008 was principally due to the
consummation of the Prescient Merger, which contributed $389,129 in professional services revenue during the
quarter ended September 30, 2009, which was offset by a $139,302 decrease in professional services that was the
result of the completion of a product in the three months ended September 30, 2008 which did not recur in the same
period 2009.  Management believes that professional services may experience periodic fluctuations as the need for its
analytics offerings and change-management services becomes a natural addition to its software as a service (SaaS)
offerings.
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License Revenue

Software license revenues were $201,010 and $38,240 for the three months ended September 30, 2009 and 2008,
respectively, an increase of 426%. The increase is principally due to the consummation of the Prescient Merger, which
contributed $125,000 in license revenue during the quarter ended September 30, 2009. In addition, $37,770 of the
increase in license revenue was the result of the sale of additional licenses to two existing customers.   It is difficult to
predict and forecast future software license sales.  Therefore, the Company will continue to focus its resources on
recurring subscription based revenues. The Company has not eliminated the sale of its suite of products on a license
basis.  

Cost of Services and Product Support

Cost of services and product support was $1,025,348 and $580,544 for the three months ended September 30, 2009
and 2008, respectively, a 77% increase in the three months ended September 30, 2009 compared with the three
months ended September 30, 2008.  This increase of $444,804 for the quarter ended September 30, 2009 when
compared with the same period ended September 30, 2008 is principally due to the consummation of the Prescient
Merger, which resulted in an additional (i) $331,853 in salary, commission and payroll related expense, (ii) a $42,234
increase in contractor and outside consulting support, (iii) $25,352 in software and maintenance support, and (iv)
$18,550 in travel related expenses that were not incurred in the comparable period in 2008.   The Company has
continued to focus on decreasing expenses while pursuing integration of operations with Prescient, and its business
strategy to automate certain IT data gathering and processing functions which has resulted in a reduction of its
expenditures related to ongoing product support and IT services.

Sales and Marketing Expense

Sales and marketing expenses were $446,413 and $300,472 for the three months ended September 30, 2009 and 2008,
respectively, a 49% increase.  This $145,941 increase over the previous quarter was primarily the result of (i)
approximately $40,000 increase in inside sales force salaries which was due to new sales staff, partially offset by a
decrease in reliance on outside service consultants, (ii) a $50,644 increase in commission and payroll related expenses,
(iii) a $42,300 increase in recruiting expenses related to hiring 3 additional sales personnel, that did not occur in the
comparable period in 2008.

General and Administrative Expense

General and administrative expenses were $699,970 and $415,241 for the three months ended September 30, 2009 and
2008, respectively, a 69% increase in the three months ended September 30, 2009 compared with the three months
ended September 30, 2008.  This $284,729 increase when comparing expenditures for the quarter ended September
30, 2009 with the same period ended September 30, 2008 is principally due to (i) $112,060 increase in payroll and
related expenses principally attributable to the Prescient Merger, (ii) a $71,982 increase in computer equipment,
computer hardware/software maintenance and support as a result of the acquisition of additional third party
applications, and (iii) a $77,582 increase in franchise taxes, bank, membership, and professional fees.
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Depreciation and Amortization Expense

Depreciation and amortization expenses were $206,525 and $135,563 for the three months ended September 30, 2009
and 2008, respectively, an increase of 52% in the three months ended September 30, 2009 compared with the three
months ended September 30, 2008.  This increase of $70,962 for the quarter ended September 30, 2009 when
compared to the quarter ended September 30, 2008 is partially due to the consummation of the Prescient Merger,
which resulted in an additional $141,012 in depreciation and amortization expense that was not incurred in the
comparable period in 2008.  This increase due to the Prescient Merger was partially offset by a decrease in
amortization expense as a result of an impairment of certain intangible assets during a prior quarter, and therefore was
not amortized during the quarter ended September 30, 2009.

Other Income and Expense

Net interest expense was $210,747 for the quarter ended September 30, 2009 compared to net interest expense of
$22,741 for the three months ended September 30, 2008.  This $188,006 increase is principally due to the
consummation of the Prescient Merger.  In this regard, the Company incurred (i) $11,418 of interest expense for a
note payable acquired in the course of the Prescient Merger, (ii) $93,908 in interest expense on notes payable with
directors and officers issued in connection with financing arrangements associated with the consummation of the
Prescient Merger, and (iii) $60,945 resulting from an increase in lines of credit.

Preferred Dividends

Dividends accrued on preferred stock was $81,491 for the three months ended September 30, 2009 when compared
with $88,396 accrued in the same period in 2008.  Holders of the preferred stock are entitled to a 5.00% annual
dividend payable quarterly in either cash or preferred stock at the option of the Company with fractional shares paid in
cash.

Liquidity and Capital Resources

Net Cash Flows From Operating Activities

Net cash provided by operations for the three months ended September 30, 2009 was $8,971 when compared with net
cash used in operations of $792,469 for the same period in 2008.  The increase in cash flows provided by operations
was primarily the result of (i) a decrease in trade receivables from collecting outstanding accounts, (ii) a decrease in
accrued liabilities due to the payout of accrued tender offer, and other legal and operations fees associated with the
Prescient Merger, due to, (iii) an increase in stock issued for services due to the Prescient Merger and (iv) a loss on
equity method investment that was not applicable in the quarter ended September 30, 2009, that was applicable in the
same period in 2008.

Net Cash Flows from Investing Activities

Net cash used in investing activities for the three months ended September 30, 2009 was $10,797 compared with net
cash used in investing activities of $828,129 during the three months ended September 30, 2008. This $817,332
comparable decrease in cash used in investing activities during the three months ended September 30, 2009 when
compared to the same period in 2008 was the result of net cash paid in connection with the Prescient Merger which
was offset by the release of restricted cash.

-16-

Edgar Filing: PARK CITY GROUP INC - Form 10-Q

26



Edgar Filing: PARK CITY GROUP INC - Form 10-Q

27



Table of Contents

Net Cash Flows from Financing Activities

Net cash used in financing activities was $110,938 for the three months ended September 30, 2009 and net cash
provided by financing activities was $1,076,908 for 2008 respectively. The change in net cash provided by financing
activities is attributable to payments on notes payable and capital leases and proceeds raised through the placement of
certain notes payable to the Company’s officers and directors in connection with financing the Prescient Merger that
closed on January 13, 2009.

Cash and Cash Equivalents

Cash and cash equivalents was $543,515 at September 30, 2009, a decrease of $112,764 over the $656,279 of cash
and cash equivalents at June 30, 2009.  This comparative decrease from June 30, 2009 to September 30, 2009 is
primarily the result of cash used in financing activities.

Current Assets

Current assets at September 30, 2009 totaled $1,999,155, a 6% decrease from current assets on hand of $2,131,223 at
June 30, 2009.  The $132,068 decrease in current assets is due primarily to (i) net cash used by the Company, and (ii)
a decrease in accounts receivable.

Current Liabilities

Current liabilities as of September 30, 2009 and June 30, 2009, were $4,503,203 and $6,647,837, respectively.  The
decrease in current liabilities for the three months ended September 30, 2009 when compared with June 30, 2009 is
due to (i) a reduction of current lease obligations, (ii) a decrease in deferred revenue associated with acquisition of
Prescient maintenance customers, (iii) a decrease in accrued liabilities assumed as part of the Prescient Merger, and
(iv) the Company’s rate and term refinancing of certain notes payable and lines of credit.

Working Capital and Debt Restructuring

At September 30, 2009, the Company had negative working capital of $2,504,048, as compared with negative
working capital of $4,516,614 at June 30, 2009.  This $2,012,566 increase in working capital is principally a result of
the restructuring of certain lines of credit and a promissory note of the Company described below, offset by the net use
of cash during the quarter ended September 30, 2009.

On August 25, 2009, the Company issued a promissory note in favor of a lender in the principal amount of
approximately $2.0 million. The note replaced a three year promissory note due August 25, 2009 originally issued by
Prescient, and assumed by the Company in connection with the Prescient Merger.  As a result of the restructuring, the
note is now due on August 1, 2012.  The note requires monthly principal and interest payments in the amount of
$60,419, with a final payment of unpaid principal and interest due August 1, 2012.  

On September 30, 2009, the Company entered into certain loan modification agreements with its principal lender
pursuant to which the maturity date of certain credit agreements providing for maximum borrowings of approximately
$3.7 million, of which approximately $3.58 million was issued and outstanding at September 30, 2009, have been
extended from September 30, 2009 to September 30, 2010.  The new notes accrue interest at an annual rate of between
3.25% and 4.25%.
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Historically, the Company has financed its operations through operating revenues, as well as from (i) loans from
directors, officers, stockholders, and its CEO and majority shareholder; (ii) loans from its principal lender; and
(iii)  private placements of equity securities.  The Company believes that, as a result of the restructuring of its debt, as
described above, cash on hand, anticipated revenue growth in combination with continued strict cost control measures,
will allow the Company to meet its minimum operating cash requirements for the next 12 months.

Off-Balance Sheet Arrangements

The Company does not have any off balance sheet arrangements that are reasonably likely to have a current or future
effect on our financial condition, revenues, and results of operation, liquidity or capital expenditures.

Recent Accounting Pronouncements

In December 2007, the FASB amended FASB ASC 805, Business Combinations, and FASB ASC 810, Consolidation,
to change how business acquisitions are accounted for which will impact financial statements both on the acquisition
date and in subsequent periods.  This will also change the accounting and reporting for minority interests, which will
be recharacterized as non-controlling interests and classified as a component of equity.  This amendment is effective
for fiscal years, and interim periods within those fiscal years, beginning on or after December 15, 2008.  Early
adoption is not permitted.  The Company does not expect the adoption of this amendment to have an impact on its
financial statements.

In April 2008, the FASB amended FASB ASC 350, Intangibles-Goodwill and Other, which amends the factors that
should be considered in developing renewal or extension assumptions used to determine the useful life of a recognized
intangible asset. This amendment is effective for fiscal years beginning after December 15, 2008 and is not expected
to have a material impact on our results of operations, financial position or liquidity.

In June 2008, the FASB amended FASB ASC 260, Earnings Per Share, which addresses whether instruments granted
in share-based payment awards are participating securities prior to vesting and, therefore, must be included in the
earnings allocation in calculating earnings per share under the two-class method described in the amendment. The
amendment requires that unvested share-based payment awards that contain non-forfeitable rights to dividends or
dividend-equivalents be treated as participating securities in calculating earnings per share. The amendment is
effective for financial statements issued for fiscal years beginning after December 15, 2008, and interim periods
within those fiscal years, and shall be applied retrospectively to all prior periods. The Company is currently evaluating
the impact of adopting this amendment on its consolidated results of operations.

In April 2009, the FASB amended FASB ASC 825, Financial Instruments, and FASB ASC 270, Interim Reporting,  to
require disclosures about fair value of financial instruments in interim financial statements as well as in annual
financial statements. These amendments are effective for interim and annual reporting periods ending after June 15,
2009. The adoption of these amendments did not have a material impact on the Company’s consolidated financial
position and results of operations.
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In May 2009, the FASB amended FASB ASC 855, Subsequent Events, which establishes general standards of
accounting for and disclosure of events that occur after the balance sheet date but before the date the financial
statements are issued or available to be issued. The amendment requires an entity to reflect in their financial
statements the effects of subsequent events that provide additional evidence about conditions at the balance sheet date
including the estimates inherent in the process of preparing financial statements. Subsequent events that provide
evidence about conditions that arose after the balance sheet date should be disclosed. Disclosures should include the
nature of the event and either an estimate of its financial effect or a statement that an estimate cannot be made. The
amendment also requires the disclosure of the date through which an entity has evaluated subsequent events and the
basis for that date. The amendment is effective for interim and annual financial periods ending after June 15, 2009.
The amendment did not have a material impact on the Company’s consolidated financial position and results of
operations as the requirements under this statement are consistent with the Company’s current practice.

In June 2009, the FASB amended FASB ASC 860, Transfers and Servicing, which provides guidance to improve
transparency about transfers of financial assets and a transferor’s continuing involvement, if any, with transferred
financial assets. This amendment removes the concept of a qualifying special-purpose entity and removes the
exception for variable interest entities that are qualifying special-purpose entities; limits the circumstances in which a
transferor derecognizes a portion or component of a financial asset; defines a participating interest; requires a
transferor to recognize and initially measure at fair value all assets obtained and liabilities incurred as a result of a
transfer accounted for as a sale; and requires enhanced disclosures. This amendment is effective for the Company in
fiscal year beginning July 1, 2010 and is not expected to have a material impact on the Company’s consolidated
financial position and results of operations.

In June 2009, the FASB amended FASB ASC 810, Consolidation, to improve the financial reporting by enterprises
involved with variable interest entities and to provide more relevant and reliable information to users of financial
statements. This amendment is effective for the Company in fiscal year beginning July 1, 2010 and is not expected to
have a material impact on the Company’s consolidated financial position and results of operations as the Company
does not have variable interest entities.

Critical Accounting Policies

This Management’s Discussion and Analysis of Financial Condition and Results of Operations discuss the Company’s
financial statements, which have been prepared in accordance with U.S. generally accepted accounting principles.

We commenced operations in the software development and professional services business during 1990. The
preparation of our financial statements requires management to make estimates and assumptions that affect reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. On an ongoing basis,
management evaluates its estimates and assumptions. Management bases its estimates and judgments on historical
experience of operations and on various other factors that are believed to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying value of assets and liabilities that are not
readily apparent from other sources. Actual results may differ from these estimates under different assumptions or
conditions.

Management believes the following critical accounting policies, among others, will affect its more significant
judgments and estimates used in the preparation of our Consolidated Financial Statements.
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Deferred Income Taxes and Valuation Allowance

In determining the carrying value of the Company’s net deferred income tax assets, the Company must assess the
likelihood of sufficient future taxable income in certain tax jurisdictions, based on estimates and assumptions, to
realize the benefit of these assets. If these estimates and assumptions change in the future, the Company may record a
reduction in the valuation allowance, resulting in an income tax benefit in the Company’s Statements of Operations.
Management evaluates the realizability of the deferred income tax assets and assesses the valuation allowance
quarterly.

Revenue Recognition

The Company derives revenues from four primary sources: software licenses, maintenance and support services,
professional services and software subscription.  New software licenses include the sale of software runtime license
fees associated with deployment of the Company’s software products.  Software license maintenance updates and
product support are typically annual contracts with customers that are paid in advance or specified as terms in the
contract. This provides the customer access to new software releases, maintenance releases, patches and technical
support personnel.  Professional service sales are derived from the sale of services to design, develop and implement
custom software applications.

License fees revenue from the sale of software licenses is recognized upon delivery of the software unless specific
delivery terms provide otherwise.  If not recognized upon delivery, revenue is recognized upon meeting specified
conditions, such as, meeting customer acceptance criteria.  In no event is revenue recognized if significant Company
obligations remain outstanding.  Customer payments are typically received in part upon signing of license agreements,
with the remaining payments received in installments pursuant to the agreements.  Until revenue recognition
requirements are met, the cash payments received are treated as deferred revenue.

Maintenance and support services that are sold with the initial license fee are recorded as deferred revenue and
recognized ratably over the initial service period. Revenues from maintenance and other support services provided
after the initial period are generally paid in advance and are recorded as deferred revenue and recognized on a
straight-line basis over the term of the agreements.

Professional services revenues are recognized in the period that the service is provided or in the period such services
are accepted by the customer if acceptance is required by agreement.

Subscription revenues are recognized on a contractual basis, for one or more years.  These fees are generally collected
in advance of the services being performed and the revenue is recognized ratably over the respective months, as
services are provided.
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Before the Company recognizes revenue, the following criteria must be met:

1.  Evidence of a financial arrangement or agreement must exist between the Company and its customer.  Purchase
orders, signed contracts, or electronic confirmation are three examples of items accepted by the Company to meet
this criterion.

2.  Delivery of the products or services must have occurred.  The Company treats either physical or electronic delivery
as having met this requirement.  The Company offers a 60-day free trial on beginning a subscription engagement
and revenue is not recognized during this time. After the free trial ends the Company recognizes revenue ratably
over the subscription period.

3.  The price of the products or services is fixed and measurable.

4.  Collectability of the sale is reasonably assured and receipt is probable.  Collectability of a sale is determined on a
customer-by-customer basis. Typically the Company sells to large corporations which have demonstrated an
ability to pay.  If it is determined that a customer may not have the ability to pay, revenue is deferred until the
payment is collected.

Stock-Based Compensation

The Company recognizes the cost of employee services received in exchange for awards of equity instruments based
on the grant-date fair value of those awards.  The Company records compensation expense on a straight-line
basis.  The fair value of options granted are estimated at the date of grant using a Black-Scholes option pricing model
with assumptions for the risk-free interest rate, expected life, volatility, dividend yield and forfeiture rate.

Capitalization of Software Development Costs

The Company accounts for research costs of computer software to be sold, leased, or otherwise marketed as expense
until technological feasibility has been established for the product. Once technological feasibility is established, all
software costs are capitalized until the product is available for general release to customers. Judgment is required in
determining when technological feasibility of a product is established. We have determined that technological
feasibility for our software products is reached shortly after a working prototype is complete and meets or exceeds
design specifications including functions, features, and technical performance requirements.  Costs incurred after
technological feasibility is established have been and will continue to be capitalized until such time as when the
product or enhancement is available for general release to customers.

Impairment and Useful Lives of Long-lived Assets

Management reviews the long-lived tangible and intangible assets for impairment when events or changes in
circumstances indicate that the carrying value of an asset may not be recoverable. Management evaluates, at each
balance sheet date, whether events and circumstances have occurred which indicate possible impairment. The carrying
value of a long-lived asset is considered impaired when the anticipated cumulative undiscounted cash flows of the
related asset or group of assets is less than the carrying value. In that event, a loss is recognized based on the amount
by which the carrying value exceeds the estimated fair market value of the long-lived asset. Economic useful lives of
long-lived assets are assessed and adjusted as circumstances dictate.
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ITEM 3.                      QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Our business is currently principally in the United States. As a result, our financial results are not affected by factors
such as changes in foreign currency exchange rates or economic conditions in foreign markets. We do not engage in
hedging transactions to reduce our exposure to changes in currency exchange rates, although if the geographical scope
of our business broadens, we may do so in the future.

Our exposure to risk for changes in interest rates relates primarily to our investments in short-term financial
instruments.  Investments in both fixed rate and floating rate interest earning instruments carry some interest rate
risk.  The fair value of fixed rate securities may fall due to a rise in interest rates, while floating rate securities may
produce less income than expected if interest rates fall.  Partly as a result of this, our future interest income may fall
short of expectations due to changes in interest rates or we may suffer losses in principal if we are forced to sell
securities that have fallen in estimated fair value due to changes in interest rates.  However, as substantially all of our
cash equivalents consist of bank deposits and short-term money market instruments, we do not expect any material
change with respect to our net income as a result of an interest rate change.

Our exposure to interest rate changes related to borrowing has been limited by the use of fixed rate borrowings, and
we believe the effect, if any, or reasonably possible near-term changes in interest rates on our financial position,
results of operations and cash flows should not be material.

The table that follows presents fair values of principal amounts and weighted average interest rates for our investment
portfolio as of September 30, 2009.

Cash and Cash Equivalents:
Aggregate
Fair Value

Weighted
Average Interest

Rate
     Cash $ 543,515 .11 %
     Money market funds - -
     Certificates of deposit - -
          Total cash and cash equivalents $ 543,515
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ITEM 4.                      CONTROLS AND PROCEDURES

(a)  Evaluation of disclosure controls and procedures.

Under the supervision and with the participation of our Management, including our principal executive officer and
principal financial officer, we conducted an evaluation of the effectiveness of the design and operations of our
disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of
1934, as of September 30, 2009. Based on this evaluation, the Company’s Chief Executive Officer and Chief Financial
Officer concluded that our disclosure controls and procedures are effective to ensure that information required to be
disclosed in the reports submitted under the Securities and Exchange Act of 1934 is recorded, processed, summarized
and reported within the time periods specified in SEC rules and forms, including to ensure that information required to
be disclosed by the Company is accumulated and communicated to management, including the principal executive
officer and principal financial officer, as appropriate to allow timely decisions regarding required disclosure.

(b)   Changes in internal controls over financial reporting.

The Company’s Chief Executive Officer and Chief Financial Officer have determined that there have been no changes,
in the Company’s internal control over financial reporting during the period covered by this report identified in
connection with the evaluation described in the above paragraph that have materially affected, or are reasonably likely
to materially affect, Company’s internal control over financial reporting.
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PART II

OTHER INFORMATION

ITEM 1.                      LEGAL PROCEEDINGS

On June 29, 2007, the Company was served with a complaint from two previous employees titled James D. Horton
and Aaron Prevo v. Park City Group, Inc. and Randy Fields, Individually Case No. 070700333, which was filed in the
Second Judicial District Court, Davis County, Utah and has since been moved to the Third Judicial District Court,
Summit County, Utah. The plaintiffs’ complaint alleges that certain provisions of their employment agreements were
not honored including breach of employer obligations, fraud, unjust enrichment, and breach of contract.  The plaintiffs
are seeking combined damages for alleged unpaid compensation and punitive damages of $520,650 and $2,603,250,
respectively. The discovery phase of the case has recently been completed and the Company will continue to
vigorously defend this matter. The Company believes that there is no validity to this matter and that the possibility of
any adverse outcome to the company is remote.

We are from time to time involved in various additional legal proceedings incidental to the conduct of our business.
We believe that the outcome of all such pending legal proceedings will not in the aggregate have a material adverse
effect on our business, financial condition, results of operations or liquidity.

ITEM 1A.                    RISK FACTORS

There were no material changes from the risk factors previously disclosed in Part II, Item 6. “Risk Factors” in our
Annual Report on Form 10-K for the year ended June 30, 2009.

ITEM 6.                      EXHIBITS

Exhibit 31.1 Certification of Principal Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Exhibit 31.2 Certification of Principal Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

Exhibit 32.1 Certification of Principal Executive and Principal Financial Officer pursuant to 18 U.S.C. Section 1350.
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SIGNATURES

In accordance with the requirements of the Exchange Act, the registrant caused this report to be signed on its behalf
by the undersigned, thereunto duly authorized.

Date:  November 9,  2009 PARK CITY GROUP, INC

By: /s/  Randall K. Fields                
Randall K. Fields
Chief Executive Officer, Chairman and Director
(Principal Executive Officer)

Date:  November 9, 2009 By /s/ John R. Merrill                    
John R. Merrill
Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)
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