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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 December 31, 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.   x Yes   
 ¨       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
company” in Rule 12b-2 of the Exchange Act.
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 Large accelerated filer  o  Accelerated filer  o
 Non-accelerated filer
(Do not check if smaller reporting
company)

 o  Smaller reporting company  x

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

Indicate 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:  10,764,201 shares as of February 1, 2010.
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PARK CITY GROUP, INC.
Consolidated Condensed Balance Sheets

 Assets
December 31,

2009 (unaudited)
June 30,

2009

 Current Assets:
 Cash and cash equivalents $ 1,006,754 $ 656,279
 Receivables, net of allowance of $154,000 and $21,000 at December
31, 2009 and June 30, 2009 1,303,704 1,203,218
 Unbilled receivables 63,625 120,953
 Prepaid expenses and other current assets 210,460 150,773

 Total current assets 2,584,543 2,131,223

 Property and equipment, net 445,669 534,716

 Other assets:
 Deposits and other assets 18,060 129,187
 Customer relationships 3,818,441 4,029,599
 Goodwill 4,805,933 4,805,933
 Capitalized software costs, net 339,951 416,300

 Total other assets 8,982,385 9,381,019

 Total assets $ 12,012,597 $ 12,046,958

 Liabilities and Stockholders' Deficit

 Current liabilities:
 Accounts payable $ 734,786 $ 759,630
 Accrued liabilities 896,132 1,455,843
 Deferred revenue 1,561,175 1,422,497
 Capital lease obligations 70,910 109,842
 Line of credit 600,000 700,000
 Note payable 1,073,876 2,200,025

 Total current liabilities 4,936,879 6,647,837

 Long-term liabilities
 Notes payable, less current portion 4,228,986 2,902,986
 Line of credit 2,875,701 2,875,701
 Capital lease obligations, less current portion 86,128 122,506

 Total liabilities 12,127,694 12,549,030

 Commitments and contingencies

 Stockholders' deficit:
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 Preferred stock, $0.01 par value, 30,000,000 shares authorized; 657,529
and 631,849 shares of Series A Convertible Preferred issued and
outstanding at December 31, 2009 and June 30, 2009, respectively 6,575 6,318
 Common stock, $0.01 par value, 50,000,000 shares authorized;
10,701,488 and 10,569,848 issued and outstanding at December 31,
2009 and June 30, 2009, respectively 107,015 105,698
 Additional paid-in capital 29,545,469 29,096,215
 Accumulated deficit (29,774,156 ) (29,710,303 )

 Total stockholders' deficit (115,097 ) (502,072 )

 Total liabilities and stockholders' deficit $ 12,012,597 $ 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 and Six Months Ended December 31, 2009 and 2008

Three Months ended December
31, Six Months ended December 31,

2009 2008 2009 2008
Revenues:
Subscriptions $ 1,584,452 $ 79,166 $ 3,005,682 $ 137,270
Maintenance 654,229 299,686 1,328,686 588,318
Professional services 231,759 65,650 624,463 210,952
License fees 28,680 9,560 229,690 47,800

Total revenues 2,499,120 454,062 5,188,521 984,340

Operating expenses:
Cost of services and product support 990,443 455,222 2,015,791 1,035,766
Sales and marketing 407,971 232,532 854,384 533,004
General and administrative 791,365 508,601 1,491,335 923,842
Depreciation and amortization 203,514 137,678 410,039 273,241

Total operating expenses 2,393,293 1,334,033 4,771,549 2,765,853

Income (loss) from operations 105,827 (879,971 ) 416,972 (1,781,513)

Other income (expense):
Gain (loss) on equity method investment - 34,409 - (162,796 )
Gain on refinance of note payable - - 43,811 -
Other gains - 100 24,185 100
Interest expense (173,845 ) (79,932 ) (384,592 ) (102,674 )

Income (loss) before income taxes (68,018 ) (925,394 ) 100,376 (2,046,883)

(Provision) benefit for income taxes - - - -

Net (loss) income (68,018 ) (925,394 ) 100,376 (2,046,883)

Dividends on preferred
stock (82,739 ) (239,678 ) (164,230 ) (328,074 )

Net loss applicable to
common shareholders $ (150,757 ) $ (1,165,072) $ (63,854 ) $ (2,374,957)

Weighted average shares, basic 10,660,000 9,435,000 10,630,000 9,390,000
Weighted average shares, diluted 10,660,000 9,435,000 10,630,000 9,390,000
Basic and diluted loss per share $ (0.01 ) $ (0.12 ) $ (0.01 ) $ (0.25 )

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 Six Months Ended December 31,

2009 2008
Cash flows from operating activities:

Net income (loss) $ 100,376 $ (2,046,883 )
Adjustments to reconcile net loss to net cash used in
operating activities:
Depreciation and amortization 410,039 273,241
Bad debt expense 141,973 (16,000 )
Stock issued for services and expenses 211,627 27,023
Amortization of discount on debt 1,589 -
Gain on refinance of note payable (43,811 ) -
Loss on equity method investment - 162,796
Decrease (increase) in:
Trade receivables (242,459 ) 539,103
Unbilled receivables 57,328 96,779
Prepaids and other assets 1,587 (168,538 )
(Decrease) increase in:
Accounts payable (24,844 ) 158,713
Accrued liabilities (434,887 ) 104,422
Deferred revenue 138,678 (27,097 )

Net cash provided by (used in) operating activities 317,196 (896,441 )

Cash flows from investing activities:
Purchase of property and equipment (33,484 ) (42,393 )
Purchase of equity method investment - (2,767,186 )
Deposit of restricted cash into escrow - (2,500,000 )
Release of restricted cash - 1,940,000

    Net cash used in investing activities (33,484 ) (3,369,579 )

Cash flows from financing activities:
Net increase in lines of credit 400,000 3,420,000
Proceeds from issuance of stock - 153,602
Proceeds from issuance of notes payable - 2,199,000
Payments on notes payable and capital leases (333,237 ) (1,974,671 )

                   Net cash provided by financing activities 66,763 3,797,931

                   Net increase (decrease) in cash 350,475 (468,089 )

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

Cash and cash equivalents at end of period $ 1,006,754 $ 397,474

Supplemental disclosure of cash flow information:
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Cash paid for income taxes $ - $ -
Cash paid for interest $ 463,000 $ 54,169

Supplemental disclosure of non-cash investing and financing activities:
Dividends accrued on preferred stock $ 164,230 $ 328,074
Dividends paid with preferred stock $ 239,201 $ 162,990

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 December 31, 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-
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Receivables $ 1,406,061
Unbilled receivables 73,100
Prepaid expenses and other current assets 34,139
Property and equipment      157,085
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

-5-
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Unaudited pro-forma results of operations for the three and six months ended December 31, 2009 and 2008, as though
Prescient had been acquired as of July 1, 2008, are as follows:

Three months ended
December 31,

Six months ended
December 31,

2009 2008 2009 2008
Revenue $2,499,120 $2,702,297 $5,188,521 $5,429,176
Income (loss) from operations 105,827 (386,316 ) 416,972 (3,594,703)
Net income (loss) (68,018 ) (493,970 ) 100,376 (4,044,768)
Net (loss) applicable to common shareholders (150,757 ) (1,075,226) (63,854 ) (4,721,920)
Basic and diluted (loss) per share $(0.01 ) $(0.11 ) $(0.01 ) $(0.50 )

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.

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 six months ended December 31, 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 2009, the FASB issued Accounting Standards Update (“ASU”) 2009-17, Improvements to Financial
Reporting Involved with Variable Interest Entities, which codifies SFAS No. 167, Amendments to FASB
Interpretation No. 46(R) issued in June 2009. ASU 2009-17 requires a qualitative approach to identifying a controlling
financial interest in a variable interest entity (“VIE”), and requires ongoing assessment of whether an entity is a VIE and
whether an interest in a VIE makes the holder the primary beneficiary of the VIE. ASU 2009-17 is effective for annual
reporting periods beginning after November 15, 2009. The Company does not expect the adoption of ASU 2009-17 to
have a material impact on its consolidated financial statements.
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In October 2009, the FASB issued ASU 2009-13, Multiple-Deliverable Revenue Arrangements, which amends FASB
Accounting Standards Codification (“ASC”) Topic 605, Revenue Recognition, and ASU 2009-14, Certain
Arrangements That Include Software Elements, which amends FASB ASC Topic 985, Software. ASU 2009-13
requires entities to allocate revenue in an arrangement using estimated selling prices of the delivered goods and
services based on a selling price hierarchy. The amendments eliminate the residual method of revenue allocation and
require revenue to be allocated using the relative selling price method. ASU 2009-14 removes tangible products from
the scope of software revenue guidance and provides guidance on determining whether software deliverables in an
arrangement that includes a tangible product are covered by the scope of the software revenue guidance. ASU 2009-13
and ASU 2009-14 should be applied on a prospective basis for revenue arrangements entered into or materially
modified in fiscal years beginning on or after June 15, 2010, with early adoption permitted. The Company is
evaluating the effects of the adoption of ASU 2009-13 or ASU 2009-14 and its potential affect on the Company’s
results of operations or financial condition.

In January 2010, the FASB issued ASU 2010-6, Improving Disclosures About Fair Value Measurements, which
requires reporting entities to make new disclosures about recurring or nonrecurring fair-value measurements including
significant transfers into and out of Level 1 and Level 2 fair-value measurements and information on purchases, sales,
issuances, and settlements on a gross basis in the reconciliation of Level 3 fair- value measurements. ASU 2010-6 is
effective for annual reporting periods beginning after December 15, 2009, except for Level 3 reconciliation
disclosures which are effective for annual periods beginning after December 15, 2010. The Company does not expect
the adoption of ASU 2010-6 to have a material impact on its consolidated financial statements.

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, and capitalization of software
development costs.

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 and six months ended December 31, 2009 and 2008 options and warrants to purchase 932,502 and
1,012,793 shares of common stock, respectively, were not included in the computation of diluted EPS due to the
anti-dilutive effect of a net loss applicable to common shareholders.  For the three and six months ended December
31, 2009 and December 31, 2008, 2,191,763 and 2,071,117 shares of common stock issuable upon conversion of the
Company’s Series A Convertible Preferred Stock, respectively, were not included in the diluted EPS calculation as the
effect would have been anti-dilutive.
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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 a loss of $63,854 applicable to
common shareholders for the six months ended December, 2009 and losses applicable to common shareholders of
$2,374,957 for the six months ended December 31, 2008.  The net decrease in loss applicable to common shareholders
is primarily the result of: (i) the increase in total revenues of $4,204,181, resulting from the consummation of the
Prescient Merger, (ii) a $43,811 gain on refinance of note payable, and (iii) other gains of $24,185. This decrease in
loss applicable to common shareholders was partially offset by an increase of operating expenses of $2,005,696
resulting from the consummation of the Prescient Merger; and, an increase in net interest expense of $281,918.

At December 31, 2009, the Company had negative working capital of $2,352,336 as compared with negative working
capital of $4,516,614 at June 30, 2009.  This $2,164,278 increase in working capital is principally a result of the
restructuring of a certain promissory note 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.  

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 $3,475,701 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 116,373.  The stock grant agreements were dated effective between November 2,
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NOTE 5.                      OUTSTANDING STOCK OPTIONS

The following tables summarize information about fixed stock options and warrants outstanding and exercisable at
December 31, 2009:

Options and Warrants
Outstanding

at December 31, 2009

Options and Warrants
Exercisable

at December 31, 2009

Range of
exercise
prices

Number
Outstanding

at
December
30, 2009

Weighted
average

remaining
contractual
life (years)

Weighted
average
exercise

price

Number
Exercisable

at
December
30, 2009

Weighted
average
exercise

price
$ 1.50-2.76 88,880 1.01 $ 2.59 88,880 $ 2.59
$ 1.80-4.00 843,622 1.82 $ 3.63 843,622 $ 3.63

932,502 1.75 $ 3.53 932,502 $ 3.53

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 Former 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.

-9-
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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.

NOTE 7.                      PROPERTY AND EQUIPMENT

Property and equipment are stated at cost and consist of the following as of:
December 31,

2009
 (unaudited)

June 30,
2009

Computer equipment $ 1,416,850 $ 1,387,090
Furniture and equipment 342,552 363,762
Leasehold improvements 172,367 204,482

$ 1,931,769 $ 1,955,334
Less accumulated depreciation and amortization (1,486,100) (1,420,618)

$ 445,669 $ 534,716

NOTE 8.                      CAPITALIZED SOFTWARE COSTS

Capitalized software costs consist of the following as of:
December 31,

2009
(unaudited)

June 30,
2009

Capitalized software costs $ 2,246,077 $ 2,246,077
Less accumulated amortization (1,906,126) (1,829,777)

$ 339,951 $ 416,300

-10-
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NOTE 9.                      ACCRUED LIABILITIES

Accrued liabilities consist of the following as of:
December 31,

2009
(unaudited)

June 30,
2009

Accrued compensation $ 293,037 $ 470,038
Unclaimed tender offer 268,099 338,133
Accrued stock grants 172,063 136,033
Accrued dividends 84,697 159,668
Accrued interest 42,536 137,731
Other accrued liabilities 24,050 108,141
Accrued board compensation 11,650 20,000
Accrued legal fees - 86,099

$ 896,132 $ 1,455,843

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 2006. 

Included in the balance at December 31, 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 six months ended December 31, 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
February 11, 2010, the date of issuance of the unaudited condensed consolidated financial statements.  We have
determined that there 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,  2009Annual Report  on Form 10-K, 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 $5,188,521 for the six months ended December 31, 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 December 31, 2009.

Results of Operations

Comparison of the Three Months Ended December 31, 2009 to the Three Months Ended December 31, 2008.

On January 13, 2009, the Company consummated the Prescient Merger. Results for the three months ended December
31, 2009 therefore include both the results of the Company and Prescient. The results for the three months ended
December 31, 2008 are for the Company prior to consummation of the Prescient Merger.

-12-

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

21



Table of Contents

Total Revenues

Total revenues were $2,499,120 and $454,062 for the three months ended December 31, 2009 and 2008, respectively,
a 450% increase.  This $2,045,058 increase in total revenues is principally due to the consummation of the Prescient
Merger, which contributed $2,136,222 in total revenue during the quarter.   The increase in revenue attributable to
consummation of the Prescient Merger was partially offset by a decrease of $91,165 resulting from the completion of
a project in the three months ended December 31, 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 $1,584,452 and $79,166, for the three months ended December 31, 2009 and 2008,
respectively; an increase of 1,901% in the three months ended December 31, 2009 when compared with the three
months ended December 31, 2008.  The increase is principally due to the consummation of the Prescient Merger,
which contributed $1,536,655 in subscription revenue during the quarter.  The increase in subscription revenue was
partially offset by a decrease of approximately $32,644 resulting from the non-renewal of 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. 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 Revenue

Maintenance revenues were $654,229 and $299,686 for the three months ended December 31, 2009 and 2008,
respectively, an increase of 118% in the three months ended December 31, 2009 compared with the three months
ended December 31, 2008.  The increase is principally due to the consummation of the Prescient Merger, which
contributed $367,735 in maintenance revenue during the quarter ended December 31, 2009.  The increase in
maintenance revenue associated with the Prescient Merger was partially offset by several cancellations of existing
customers or reduction in the scope of maintenance. While management believes maintenance and support services
are essential 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 Revenue

Professional services revenue were $231,759 and $65,650 for the three months ended December 31, 2009 and 2008,
respectively, an increase of 253%.  This $166,109 increase in professional services revenue for the quarter ended
December 31, 2009 when compared to the same period ended December 31, 2008 was principally due to the
consummation of the Prescient Merger, which contributed $231,834 in professional services revenue during the
quarter ended December 31, 2009, which was offset by approximately $65,725 decrease in professional services that
was the result of the completion of a product in the three months ended December 31, 2008 which did not recur in the
same period 2009.  Management believes that professional services may experience periodic fluctuations as a result of
(i) timing of implementations, (ii) scope of services to be provided, (iii), size of the retailer or supplier, or (iv) the need
for its analytics offerings and change-management services becomes a natural addition to its software as a service
(SaaS) product suite.
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License Revenue

Software license revenues were $28,680 and $9,560 for the three months ended December 31, 2009 and 2008,
respectively, an increase of 200%. This increase of $19,120 was the result of an increase in license sales to an existing
customer.  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 and from time to time it will sell additional licenses to new or existing customers; however,
it is difficult to ascertain the timing or the amount of the license.

Cost of Services and Product Support

Cost of services and product support was $990,443 and $455,222 for the three months ended December 31, 2009 and
2008, respectively, a 118% increase in the three months ended December 31, 2009 compared with the three months
ended December 31, 2008.  This increase of $535,221 for the quarter ended December 31, 2009 when compared with
the same period ended December 31, 2008 is principally due to the consummation of the Prescient Merger, which
resulted in approximately (i) a $470,000 increase in salary, commission and payroll related expense, (ii) a $61,000
increase in contractor and outside consulting support, (iii) a $21,000 increase in software and maintenance support,
and (iv) a $34,000 increase in travel related expenses.  These increases were partially offset by an approximately
$92,000 decrease in payroll expenses unrelated to the Prescient Merger.   The Company continues to focus on
decreasing expenses while completing the final stages of its integration of operations with Prescient. The successful
integration of the two companies and our business strategy to automate certain IT data gathering and processing
functions is anticipated to continue to result in a reduction of our costs related to ongoing product support and IT
services.

Sales and Marketing Expense

Sales and marketing expenses were $407,971 and $232,532 for the three months ended December 31, 2009 and 2008,
respectively, a 75% increase.  This $175,439 increase over the previous quarter was primarily the result of (i) an
approximately $107,000 increase in salary costs from the expansion of the Company’s sales force, partially offset by a
decrease in other sales related personnel and marketing costs, (ii) a $28,000 increase in commission and payroll
related expenses, (iii) a $34,000 increase in travel and related expenditures, and (iv) a $21,000 increase in recruiting
expenses related to hiring three additional sales personnel, that did not occur in the comparable period in 2008.

General and Administrative Expense

General and administrative expenses were $791,365 and $508,601 for the three months ended December 31, 2009 and
2008, respectively, a 56% increase in the three months ended December 31, 2009 compared with the three months
ended December 31, 2008.  This $282,764 increase when comparing expenditures for the quarter ended December 31,
2009 with the same period ended December 31, 2008 is principally due to (i) an approximately $123,000 increase in
payroll and related expenses principally attributable to the Prescient Merger, (ii) a $44,000 increase in computer
equipment leases, computer hardware/software maintenance and support contracts assumed as a result of the
acquisition of additional third party applications, (iii) a $48,000 increase in board fees due to the expansion of the
number of board members, travel costs, and the expense associated with the vesting of a board member stock grant,
and (iv) a $56,000 increase in legal, accounting and other profession fees.
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Depreciation and Amortization Expense

Depreciation and amortization expenses were $203,514 and $137,678 for the three months ended December 31, 2009
and 2008, respectively, an increase of 48% in the three months ended December 31, 2009 compared with the three
months ended December 31, 2008.  This increase of $65,836 for the quarter ended December 31, 2009 when
compared to the quarter ended December 31, 2008 is partially due to the consummation of the Prescient Merger,
which resulted in an additional $139,000 in depreciation and amortization expense from acquired software and
customer relationships.  This increase was offset by a decrease in amortization expense as a result of an impairment
charge determined on certain acquired intangible assets in June 2009.  Therefore, the amount of definite-lived
intangibles assets during the quarter ended December 31, 2009 were lower than those in the comparable period in
2008.  

Other Income and Expense

Net interest expense was $173,845 for the quarter ended December 31, 2009 compared to net interest expense of
$79,932 for the three months ended December 31, 2008.  This $93,913 increase is principally due to the
consummation of the Prescient Merger.  In this regard, the Company incurred approximately (i) $21,000 of interest
expense for a note payable acquired in connection with  the Prescient Merger, (ii) approximately $84,000 in interest
expense on notes payable in connection with financing arrangements associated with the consummation of the
Prescient Merger, partially offset by a $6,000 decrease in interest expense resulting from capital lease and
substantially lower interest rates achieved as a result of the debt restructuring described below under Working Capital
and Debt Restructuring.

Preferred Dividends

Dividends accrued on preferred stock was $82,739 for the three months ended December 31, 2009 when compared
with $239,678 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.

Comparison of the Six Months Ended December 31, 2009 to the Six Months Ended December 31, 2008.

On January 13, 2009, the Company consummated the Prescient Merger. Results for the six months ended December
31, 2009 therefore include both the results of the Company and Prescient. The results for the six months ended
December 31, 2008 are for the Company prior to consummation of the Prescient Merger.

Total Revenues

Total revenues were $5,188,521 and $984,340 for the six months ended December 31, 2009 and 2008, respectively, a
427% increase.  This $4,204,181 increase in total revenues is principally due to the consummation of the Prescient
Merger, which contributed $4,405,232 in total revenue during the quarter.   The increase in revenue attributable to
consummation of the Prescient Merger was partially offset by a decrease of $201,051 in professional services revenue
resulting from the completion of projects in the six 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.   
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Subscription Revenue

Subscription revenues were $3,005,682 and $137,270, for the six months ended December 31, 2009 and 2008
respectively, an increase of 2,090% in the six months ended December 31, 2009 when compared with the six months
ended, December 31, 2008.  The increase is principally due to the consummation of the Prescient Merger, which
contributed $2,916,199 in subscription revenue during the quarter.   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. 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 Revenue

Maintenance revenues were $1,328,686 and $588,318 for the six months ended December 31, 2009 and 2008,
respectively, an increase of 126% in the six months ended December 31, 2009 compared with the six months ended
December 31, 2008.  The increase is principally due to the consummation of the Prescient Merger, which contributed
$743,070 in maintenance revenue during the six month period ended December 31, 2009.   The increase in
maintenance revenue associated with the Prescient Merger was partially offset by several cancellations of existing
customers or reduction in the scope of maintenance. While management believes maintenance and support services is
essential 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 Revenue

Professional Services revenue were $624,463 and $210,952 for the six months ended December 31, 2009 and 2008,
respectively, an increase of 196%.  This $413,511 increase in professional services revenue for the six month period
ended December 31, 2009 when compared to the same period ended December 31, 2008 was principally due to the
consummation of the Prescient Merger, which contributed $620,963 in professional services revenue during the six
month period ended December 31, 2009, which was offset by a $207,452 decrease in professional services that was
the result of the completion of projects in the six months ended December 31, 2008 which did not recur in the same
period 2009.  Management believes that professional services may experience periodic fluctuations as a result of (i)
timing of implementations, (ii) scope of services to be provided, (iii) size of the retailer or supplier, or (iv) the need for
its analytics offerings and change-management services becomes a natural addition to its software as a service (SaaS)
product suite.

License Revenue

Software license revenues were $229,690 and $47,800 for the six months ended December 31, 2009 and 2008,
respectively, an increase of 381%. The increase is principally due to the consummation of the Prescient Merger, which
contributed $125,000 in license revenue during the six months ended December 31, 2009. In addition, $56,890 of the
increase in license revenue was the result of the sale of additional licenses to three 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.  
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Cost of Services and Product Support

Cost of services and product support was $2,015,791 and $1,035,766 for the six months ended December 31, 2009
and 2008, respectively, a 95% increase in the six months ended December 31, 2009 compared with the six months
ended December 31, 2008.  This increase of $980,025 for the six month period ended December 31, 2009 when
compared with the same period ended December 31, 2008 is principally due to the consummation of the Prescient
Merger, which resulted in approximately (i) a $795,000 increase in salary, commission and payroll related expense,
(ii) a $103,000 increase in contractor and outside consulting support, (iii) $42,000 in software and maintenance
support, and (iv) $52,000 in travel related expenses that were not incurred in the comparable period in 2008.   The
Company continues to focus on decreasing expenses while completing the final stages of its integration of operations
with Prescient. The successful integration of the two companies and our business strategy to automate certain IT data
gathering and processing functions is anticipated to result in a reduction of our costs related to ongoing product
support and IT services.

Sales and Marketing Expense

Sales and marketing expenses were $854,384 and $533,004 for the six months ended December 31, 2009 and 2008,
respectively, a 60% increase.  This $321,380increase for the period ended December 31, 2009 compared with the
same period ended December 31, 2008 was primarily the result of approximately (i) a $115,000 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 $103,000 increase in commission and payroll related expenses, (iii) a $40,000 increase in travel
related expenses and a $63,000 increase in recruiting expenses related to hiring three additional sales personnel, that
did not occur in the comparable period in 2008.

General and Administrative Expense

General and administrative expenses were $1,491,335 and $923,842 for the six months ended December 31, 2009 and
2008, respectively, a 61% increase in the six months ended December 31, 2009 compared with the six months ended
December 31, 2008.  This $567,493 increase when comparing expenditures for the six month period ended December
31, 2009 with the same period ended December 31, 2008 is principally due to (i) an approximately $241,000 increase
in payroll and related expenses principally attributable to the Prescient Merger, (ii) a $118,000 increase in computer
equipment, computer hardware/software maintenance and support as a result of the acquisition of additional third
party applications, (iii) an increase of $108,000 in legal, accounting and other professional fees, (iv) a $49,000
increase in board fees and expenses related to an increase in the number of board members and the expenses related to
a board stock grant, and (v) a $45,000 increase in taxes, bank charges, and other miscellaneous overhead related
expenses due to the operation of additional offices.

Depreciation and Amortization Expense

Depreciation and amortization expenses were $410,039 and $273,241 for the six months ended December 31, 2009
and 2008, respectively, an increase of 50% in the six months ended December 31, 2009 compared with the six months
ended December 31, 2008.  This increase of $136,798 for the quarter ended December 31, 2009 when compared to the
six month period ended December 31, 2008 is partially due to the consummation of the Prescient Merger, which
resulted in an additional $280,096 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 amortization expense was
less during the six months ended December 31, 2009.
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Other Income and Expense

Net interest expense was $384,592 for the six months ended December 31, 2009 compared to net interest expense of
$102,674 for the six months ended December 31, 2008.  This $281,918 increase is principally due to the
consummation of the Prescient Merger.  In this regard, the Company incurred approximately (i) $44,000 of interest
expense for a note payable acquired in the course of the Prescient Merger, (ii) $230,000 in interest expense on notes
payable issued in connection with financing arrangements associated with the consummation of the Prescient Merger,
and (iii) $17,000 of interest income during the six months ended December 31, 2008 that did not recur in the same
period 2009. These increases were partially ofset by a $9,000 decrease in interest expense related to capital leases.

Preferred Dividends

Dividends accrued on preferred stock was $164,230 for the six months ended December 31, 2009 when compared
with $328,074  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 six months ended December 31, 2009 was $317,196 when compared with net
cash used in operations of $896,441 for the same period in 2008.  The increase in cash flows provided by operations
was primarily the result of (i) an increase in net income, (ii) an increase in stock issued for services due to the
Prescient Merger, (iii) increases in deferred revenue from new subscription contracts, and (iv) increases in
depreciation and amortization.

Net Cash Flows from Investing Activities

Net cash used in investing activities for the six months ended December 31, 2009 was $33,484 compared with net
cash used in investing activities of $3,369,579 during the six months ended December 31, 2008. This $3,336,095
comparable decrease in cash used in investing activities during the six months ended December 31, 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 that occurred in 2008 that did not reoccur in 2009.

Net Cash Flows from Financing Activities

Net cash provided by financing activities was $66,763 for the six months ended December 31, 2009, and net cash
provided by financing activities was $3,797,931 for the same period in 2008, respectively. The change in net cash
provided by financing activities is attributable to fewer increases in lines of credit 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 $1,006,754 at December 31, 2009, an increase of $350,475 over the $656,279 of cash
and cash equivalents at June 30, 2009.  This comparative increase from June 30, 2009 to December 31, 2009 was the
result of collections from existing customers and new subscription contracts.
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Current assets at December 31, 2009 totaled $2,584,543, a 21% increase from current assets of $2,131,223 at June 30,
2009.  The $453,320 increase in current assets is due primarily to (i) increases in cash provided by operations, and (ii)
an increase in accounts receivable.
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Current Liabilities

Current liabilities as of December 31, 2009 and June 30, 2009, were $4,936,879 and $6,647,837, respectively.  The
decrease in current liabilities for the three months ended December 31, 2009 when compared with June 30, 2009 is
due to (i) a reduction of current lease obligations, (ii) a decrease in accrued liabilities, and (iii) the Company’s rate and
term refinancing of certain notes payable.  These decreases were partially offset by an increase in deferred revenue.

Working Capital and Debt Restructuring

At December 31, 2009, the Company had negative working capital of $2,352,336, as compared with negative working
capital of $4,516,614 at June 30, 2009.  This $2,164,278 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, which resulted in a
corresponding increase in long-term liabilities.

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%.

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 2009, the FASB issued Accounting Standards Update (“ASU”) 2009-17, Improvements to Financial
Reporting Involved with Variable Interest Entities, which codifies SFAS No. 167, Amendments to FASB
Interpretation No. 46(R) issued in June 2009. ASU 2009-17 requires a qualitative approach to identifying a controlling
financial interest in a variable interest entity (“VIE”), and requires ongoing assessment of whether an entity is a VIE and
whether an interest in a VIE makes the holder the primary beneficiary of the VIE. ASU 2009-17 is effective for annual
reporting periods beginning after November 15, 2009. The Company does not expect the adoption of ASU 2009-17 to
have a material impact on its consolidated financial statements.
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In October 2009, the FASB issued ASU 2009-13, Multiple-Deliverable Revenue Arrangements, which amends FASB
Accounting Standards Codification (“ASC”) Topic 605, Revenue Recognition, and ASU 2009-14, Certain
Arrangements That Include Software Elements, which amends FASB ASC Topic 985, Software. ASU 2009-13
requires entities to allocate revenue in an arrangement using estimated selling prices of the delivered goods and
services based on a selling price hierarchy. The amendments eliminate the residual method of revenue allocation and
require revenue to be allocated using the relative selling price method. ASU 2009-14 removes tangible products from
the scope of software revenue guidance and provides guidance on determining whether software deliverables in an
arrangement that includes a tangible product are covered by the scope of the software revenue guidance. ASU 2009-13
and ASU 2009-14 should be applied on a prospective basis for revenue arrangements entered into or materially
modified in fiscal years beginning on or after June 15, 2010, with early adoption permitted. The Company is
evaluating the effects of the adoption of ASU 2009-13 or ASU 2009-14 and its potential affect on the Company’s
results of operations or financial condition.

In January 2010, the FASB issued ASU 2010-6, Improving Disclosures About Fair Value Measurements, which
requires reporting entities to make new disclosures about recurring or nonrecurring fair-value measurements including
significant transfers into and out of Level 1 and Level 2 fair-value measurements and information on purchases, sales,
issuances, and settlements on a gross basis in the reconciliation of Level 3 fair- value measurements. ASU 2010-6 is
effective for annual reporting periods beginning after December 15, 2009, except for Level 3 reconciliation
disclosures which are effective for annual periods beginning after December 15, 2010. The Company does not expect
the adoption of ASU 2010-6 to have a material impact on its consolidated financial statements.

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.

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.
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Revenue Recognition

The Company derives revenues from four primary sources: software licenses, maintenance and support services,
professional services and software subscriptions.  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.

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
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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.
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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 of Goodwill and Impairment and Useful Lives of Long-lived Assets

Goodwill is assigned to specific reporting units and is reviewed for possible impairment at least annually or more
frequently upon the occurrence of an event or when circumstances indicate that a reporting unit's carrying amount is
greater than its fair value. 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.

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 December 31, 2009.

Cash and Cash Equivalents:
Aggregate
Fair Value

Weighted Average
Interest Rate

     Cash $ 1,006,754 .11%
     Money market funds -
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     Certificates of deposit -
          Total cash and cash equivalents $ 1,006,754
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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 December 31, 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:  February 11,  2010 PARK CITY GROUP, INC

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

Date:  February 11,  2010 By /s/ John R. Merrill                    
John R. Merrill
Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)
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