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Investment Highlights 
 Huge Market Opportunity – The popularity of online shopping is 

continuing with analysts at Goldman Sachs (GS, Not Rated) 
suggesting that global online retail sales are likely to reach $963 
billion by 2013. Additionally, estimates from IDC call for online 
retailers to spend a record $18 billion in calendar 2011 on online 
customer relationship management (CRM) solutions to improve 
the overall web site visitor experience and increase 
visitor/shopper conversion rates. We believe these trends provide 
an attractive environment for eGain to expand its presence in the 
online CRM market with large enterprise customers.  

 Complete Product Suite – The eGain 10 product suite is one of 
the few offerings that includes a comprehensive selection of CRM 
tools including chat, email management, FAQs, virtual agents, 
and knowledge-based reasoning solutions. These tools work 
independently or in tandem, allowing customers to add modules 
as needed with the knowledge that each application ties into the 
eGain customer interaction hub (CIH). In our opinion eGain’s 
comprehensive suite offering is a key competitive advantage as it 
allows for a one-stop shopping experience for large enterprises.  

 Sales Force Expansion – eGain has been aggressively investing 
in growing its business through a material expansion of the sales 
force. During the past year, we believe that management has 
been able to more than double the number of active sales 
personnel. This expansion is now visible in the company’s top line 
results, with year-over-year revenues for fiscal 2011 (ending June 
2011) showing an increase of nearly 50%.  

 Recurring Revenue Model – With a growing percentage of 
revenues coming from hosting customers and maintenance and 
support fees, eGain’s recurring revenue base is steadily 
increasing, making the revenue model increasingly predictable. 

 Our Outlook – Given the increasing acceptance of its suite of 
online CRM solutions and the new social engagement tools, we 
believe eGain is positioned for an extended period of significant 
revenue and earnings growth. We anticipate that recognized 
revenues for fiscal 2012 will increase roughly 28% above calendar 
2011 and approach $56 million. GAAP net income should 
approach $9.3 million in 2012 and GAAP earnings are estimated 
to reach $0.36 per share. Given this growth potential, we are 
initiating coverage of eGain Communications with a Buy rating 
and a price target of $7.20.

 Price 5.99$      

 Price Target (12 Month) 7.20$      

 Previous Price Target NA
 52 - Week Range $0.90 -  $6.40
 Mkt. Capitalization (M) 149.8$     

 Enterprise Value (M) 146.5$    
 Diluted Shares Outstanding (M) 25.0
 Avg. Daily Trading Vol (000s) 33.5
 Book Value per Share 0.25$      
 Fiscal Year End June

 FY 2010   FY 2011 FY 2012 E 
 Revenues (000's) 29,877$  44,065$  56,350$  
 EBITDA (000's) 2,097$    10,501$  11,085$  
 Q1 GAAP EPS $0.04 $0.19 0.06$      
 Q2 GAAP EPS $0.04 $0.04 0.10$      
 Q3 GAAP EPS ($0.01) $0.02 0.07$      
 Q4 GAAP EPS ($0.07) 0.08$      0.13$      
 Total EPS (0.01)$     0.34$      0.36$     
 P/E NM 17.6 16.8
 EV/EBITDA 69.9 14.0 13.2

 Company & Market Data (October 13, 2011)

 Estimates 
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Chart Data: Capital IQ 
 
eGain Communications provides development, licensing, 
implementation, and support of online customer relationship 
management software solutions worldwide. Its solutions include 
on-site customer interaction software for both sales and service 
applications based on the company’s eGain 10 Suite of tools 
that allow businesses to acquire, engage, and serve customers 
through various interaction channels. The company also offers 
eGain 10 for Cisco Unified CCX, providing a pre-integrated, 
multichannel interaction solution for use with Cisco Unified 
Contact Center Express. Additionally, eGain provides 
professional services and technical support services. eGain 
Communications Corporation sells its products through sales 
representatives, consultants, partners and resellers. It serves 
various industries, including telecommunications, financial 

Jon R. Hickman 
(510) 918-4045 

jhickman@ladenburg.com 
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Investment Summary 
Today companies of every size are spending billions of ad dollars (U.S. online ad spending hit 
$26 billion in 2010 and eMarketer is estimating an increase of 20% for 2011) in an attempt to 
drive increased traffic to their respective e-commerce sites. To a degree, this advertising is 
working as online commerce continues to outpace the growth in total retail sales. Estimates from 
Forester Research suggest that total retail sales will approach $200 billion in 2011. With the 
growing popularity and use of the Web, generating traffic is relatively easy, but web site 
publishers continue to struggle with providing online consumers a high quality customer 
experience and converting these online visitors into real buyers remains a significant challenge. 
To this end, eGain Communications has built an impressive suite of hosted software products 
focused on the appropriate engagement (through numerous contact channels) of web site 
visitors, providing a superior customer service experience and improving shopper conversion 
rates. The eGain software platform and the specific applications (chat, email, FAQs, Cobrowsing 
etc.) are gaining traction with industry analysts and large enterprises customers.  

Emerging from a period of rather uninspiring revenue growth in the early part of the previous 
decade, eGain is now a recognized leader in the online CRM space and one of a very few 
companies that markets a truly comprehensive suite of online CRM products designed to 
enhance customer service and improve online sales. The company is currently enjoying a notable 
ramp in revenues and now provides its products to more than 200 companies. eGain has a large 
and growing list of Fortune 1000 customers including Bank of America (BAC, Note Rated), 
General Electric (GE, Not Rated), Safeway (SWY, Not Rated), Charles Schwab (SCHW, Not 
Rated), and vodaphone (VOD, Not Rated) who continue to purchase additional seats on a regular 
basis. Roughly 50% of new business each quarter is generated from existing customers.  

The company’s recent aggressive investment in its sales force has resulted in an impressive 
uptick in both revenues and earnings. For Q4 of fiscal 2011 the company generated revenues of 
$12.5 million, up 89% from the previous year and 41% sequentially. For fiscal 2012 we anticipate 
revenues to exceed $56 million and estimate GAAP earnings of $0.36 per share. Based on its 
predictable earnings growth and expanding penetration of the online CRM market, we are 
initiating coverage of eGain with a Buy rating and a target price of $7.20.  

 

Company Overview 
eGain Communications was founded in the fall of 1997 by the company’s current CEO and 
Chairman, Ashutosh Roy. eGain’s initial product was a hosted email management solution 
designed to help web publishers track and respond to email enquiries from their respective 
customers. eGain was a very early entrant into the online CRM space as its email management 
tool, the Web Collaboration System, was one of the very first online CRM solutions available to 
web publishers. During the ensuing two to three years management used the company’s internet 
presence (and the associated valuation that existed during the first internet boom) to acquire 
additional online CRM solutions. Key company events and acquisitions during this period include: 

 SiteBridge: In 1998 the company acquired SiteBridge in order to add the SiteBridge web 
chat solution to the eGain product portfolio. 

 Initial Public Offering: eGain went public in September 1999, issuing 5M shares at a price 
of $12.00 with a market cap valuation of $400 million. As with many internet related public 
offerings at the time, eGain's stock price nearly doubled the first day of trading and eventually 
hit a high above $680. For the fiscal 1999 year the company posted a loss of $11.3 million on 
slightly more than $1 million in revenue. 

 Inference: In 2000 eGain acquired Inference, an early leader in online knowledge based 
customer self-help solutions. These software systems are also known as case-based 
reasoning solutions and are designed to let the user self trouble shoot a problem by moving 
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through a series of guided steps that eventually pin point the problem (hardware or software) 
and provide a solution.   

 BigScience: In May 2000 eGain acquired BigScience a company with a chat bot tool. This 
product is essentially an automated virtual assistant/agent technology that responds to typed 
inquires and is another method of providing online customer care. The acquisition, valued at 
approximately $35 million, expanded the scope of customer communications solutions adding 
a fourth leg to the eGain product suite.  

In our opinion, with these acquisitions the company successfully created a suite of online CRM 
solutions with an emphasis on the customer service segment. With the dot com implosion that 
begin in late 2000, the company spent much of the next few years cutting costs and resizing the 
business around its existing revenue base. In addition, the company re-architected its core 
technology in order to have all of its separate modules running on the same software platform, 
providing customers with improved functionality and integration. The first unified platform was 
released in 2003 as EGain 1. Today, eGain is marketing eGain 10 which includes a number of 
additional CRM tools such as cobrowsing, proactive sales interaction, and social media 
management.  

With continued focused R&D investments during the past decade, eGain has emerged as a 
recognized leader in the online CRM space and one of a very few companies that offers a full 
suite of online CRM products designed to enhance customer service and improve online sales. 
After a number of years of relatively flat revenues, the company is currently enjoying a notable 
ramp in revenues. For fiscal 2011 revenues totaled $44 million up 47% on a year-over-year basis.   

eGain is headquartered in Mountain View, California currently has 321 employees.  

 

Market Opportunity  
Unlike the earlier part of this century, it is no longer necessary to argue over the importance of the 
internet/world wide web in today’s society – the numbers tell the story. Today the internet is 
everywhere. We work online, we shop online, we socialize online (Facebook.com has nearly 
more than 750 million registered users) and the web has become the primary source of 
information. Data from Internet World Stats (see the chart below) details the most recent internet 
penetration rates around the world. Their data suggest that there are now more than two billion 

internet users in the world 
with the North American 
penetration above 78%. 
Similarly, in a recent Pew 
Internet Project sample 79% 
of American adults said they 
used the internet regularly 
and comScore reported in 
January 2011 that the 
average American (ages 12 
to 65+) is now spending 32 
hours per month on line.  

Importantly for eGain’s 
business, the popularity of 
shopping online continues to 
rise. A recent Goldman Sachs 
report anticipates that global 
online retail sales are likely to 

reach $963 billion by 2013, with an annual growth rate of near 20%. Data from comScore 
suggests that total U.S. e-commerce spending reached $227.6 billion in 2010, up 9 percent 
versus the previous year. Travel e-commerce spending grew 6 percent to $85.2 billion, while 
retail (non-travel) e-commerce spending jumped 10 percent to $142.5 billion. Additionally, data 
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from Forester indicates that online retail sales continue to grow at a much faster pace than retail 
sales in general. Forester estimates that e-commerce sales in the U.S. will continue to increase at 
a 10% compound annual growth rate through 2014, reaching nearly $250 billion in that year up 
from $155 billion in 2009 (see the chart below).  

The time spent online by consumers as well as the dollar volume of e-commerce transaction is 
being effected by the rising popularity of “smart” mobile devices. Research from Gartner indicates 
that in 2010 Smartphones were in 
use by 1 in 4 mobile subscribers 
and approximately 47% of mobile 
subscribers are now internet media 
users, connected via browsers, 
mobile applications or downloaded 
content. 

Earlier this year Juniper released a 
study estimating that the transaction 
value of global mobile payments for 
digital and physical goods, money 
transfers and NFC transactions 
would reach $670 billion by 2015 
and in July Gartner released data 
showing that mobile payment users worldwide will surpass 141.1 million in 2011, a 38.2 percent 
increase from 2010. Worldwide, Gartner believes that mobile payment volume is projected to total 
$86.1 billion, up 75.9 percent from the 2010 level of $48.9 billion. 

These internet usage and spending trends are fueling a robust market for customer relationship 
management (CRM) tools and applications, enabling web site publishers to more effectively and 
efficiently engage and support their online customers. As the online marketplace continues to 
expand, the need for robust customer service and support solutions is becoming increasingly 
critical, as is the demand for tools to increase conversion rates. In spite of the use of much 
improved targeted marketing techniques and analytical tools to track and monitor web site 
visitors, online retailers have had little success at increasing the percentage of visitors/shoppers 
who actually buy something.  As a result, web site operators are turning to online CRM solutions 
not only for a more efficient means of customer service and support, but more importantly as a 
means to proactively engage a shopper and improve sales volumes. Industry analysts such as 
IDC estimate that the global CRM applications market climbed to $16.5 billion in 2010 and will 
likely reach $18 billion in 2011, a 7.6% year-over-year growth rate. Additionally, Gartner 
anticipates that global SaaS-based CRM sales are likely to approach $3.8 billion in calendar 
2011, up 18.8% year-over-year and account for a third of total CRM market revenues. CRM 
continues to be the largest single SaaS market and it is continuing to mature with the quality, 
availability and usage of these tools. 

One of the more key online CRM applications is chat. Chat sessions provide web visitors with 
near instant access to an online support/sales representative without having to pick up the phone 
and wade through a support tree to reach an appropriate support person. Additionally, research 
published by CRM.com indicates that chat is much less expensive (about 1/6th the cost) per 
session than a traditional phone call. Research form Forester suggest that almost one in five 
online U.S. consumers made use of a chat session in the past 12 months and 44% of online 
consumers state that the ability to have questions answered by a live person while shopping 
online is one of the most important features a web site can provide. 

The overall growth in internet usage and the demand for a more emotional connection with 
visitors (leading to better conversion rates) is driving web site operators to spend more heavily on 
real-time proactive CRM systems. This is obviously a large and growing market, but in many 
respects the market remains largely untapped. In today’s marketplace improving conversion rates 
and the use of real time analytics should be a top priority of any enterprise’s ecommerce/online 
strategy. We believe this is an environment tailor made for the eGain product suite. 
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Online CRM Software Solutions 

Beginning in the late 1990s, the rising availability and popularity of online product research and 
commerce fostered the need for online retailers and other web site publishers to install customer 
service tools designed to keep the visitor online and reduce the expense of the traditional phone-
based contact center. The development of these online or e-service tools seems intuitive as it is 
somewhat counter to the online experience to force a customer (who is already online) to pick up 
the phone to obtain the desired help. In this environment, companies such as LivePerson (LPSN, 
Not Rated), RightNow Technologies (RNOW, Not Rated), Kana Software, and Art Technologies 
(now part of Oracle (ORCL, Not Rated)) began offering online point solutions including instant 
chat, email, and frequently asked questions (FAQs) modules. Today most consumer oriented 
web sites offer one or more online contact/self-help tools for customer service and sales. 
Currently, the more popular e-service solutions include: 

 Email 

 Chat 

 Click-to-Call 

 FAQs 

 Cobrowsing  

 Automated Visual Agents 

 Knowledge-Based Guided Solutions 

 Support Videos  

As an example, the web site (http://www.att.com/esupport/main) is the part of the AT&T (T, Not 
Rated) web presence offering self help support for the Wireless business segment. This web 
page includes a search box for FAQs, an option to initiate a chat session with Tech Support, a 
virtual agent to answer questions and a number of self-help informational aids on selected topics. 
Consumer facing enterprises such as AT&T utilize these online CRM tools because the traditional 
phone call remains a very expensive method of handling a customer service request. Industry 
wide, according to data from CRM.com a phone call to a contact center is estimated to cost $6.00 
to $8.00 whereas the cost of a chat interaction is closer to $1.00 per session.   

Several companies such as eGain and LivePerson offer their products on a hosted or Software-
as-a-Service (SaaS) model. This model is based on utilization of the software (usually on a per 
seat basis) instead of the outright purchase/license or ownership of the software. The SaaS 
model provides several advantages to the customer, including little to no upfront capital 
expenditures, minimal IT support resources, rapid implementation, predictable costs, improved 
system uptime and 24/7 reliability. According to analysts at Gartner the adoption and use of SaaS 
continues to grow and evolve within the enterprise. A key driver of this adoption is the demand for 
more cost effective solutions and the increasing interest in cloud computing. Gartner estimates 
that CRM software is likely to be the largest selling segment of SaaS during 2011 and forecast 
revenues of $3.8 billion in revenue, up from $3.2 billion in 2010’s. Gartner expects SaaS to 
represent nearly 32 percent of the CRM market's total software revenue in 2011. 

 

EGAIN Product Offerings 

The business model at eGain surrounds the idea that in today’s competitive product marketing 
environments, it is vital that marketers focus on individual customer interactions. Leading 
consumer oriented companies are now combining their respective contact centers, help desks 
and online customer service solutions into unified customer interaction hubs (CIHs) to improve 
both service and sales functions. The more varied the possible customer interactions, the more 
important it is to support the online visitor with the same information, best practices, and metrics. 
eGain’s product suite is built on such a CIH, a single unified platform with multichannel customer 
interaction and knowledge management that is open, robust, and designed for growth. This 
platform allows for improved customer experiences and increased sales as the system is able to 
recognize an online visitor across every contact point. The key benefits include: 

 Cross-channel case management and interaction tracking: eGain provides a 
complete view of interactions across all the contact channels (email, chat, phone) and the 
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ability to seamlessly track a service case across different contact channels and agents in 
the enterprise service chain.  

 Single knowledge base with adaptive content management: A key requirement for an 
effective CIH is a common 
knowledge base. With 
centralized content, the eGain 
Service modules ensure that 
customers receive the same 
answers across the various 
channels and agents. The 
CIH also provides for the 
management of best-practice 
content and enables the easy 
set up of authors, subject 
matter experts, and editors for 
content improvement.  

 Centralized business rules and workflow: With eGain 10, contact centers can 
implement common business rules and cross-channel workflow rules to provide 
consistent service levels across any channel. For instance, with this centralized platform 
a platinum customer will receive highest service level regardless of the channel—email, 
chat, phone or virtual agent. 

 Common user and system administration: This functionality eliminates the need to 
manage and integrate disparate applications (and visitor profiles) which is generally error-
prone, time-consuming, cumbersome and expensive.   

 Multichannel analytics: eGain provides a centralized multichannel dashboard and 
analytics capability, providing optimized service operations across channels, 
departments, and service queues.   

 Easy integration with other enterprise systems: eGain makes it easy to extend the 
CIH to include other enterprise resources with certified out-of-the-box APIs for leading 
call center, content, and business systems. 

Running on top of the eGain CIH are the individual CRM modules. eGain offers these modules 
optimized for use in ether a 
customer service or a proactive 
sales function (see image at the 
left). Web site customers 
wanting state-of-the-art online 
customer relationship solutions, 
are able to employ the eGain 
modules (separately or in 
combination) to provide a more 
emotional connection with a 
new or existing visitor, 
mimicking to a degree the 
connection shoppers feel in a 
favorite brick and mortar store.  
Making this type of a 
connection through the use of 
chat, co-browsing, or a virtual 
automated agent has been 
shown to significantly increase 
customer satisfaction and 
proactively increase sales.  

eGain’s service/sales modules are offered in three segments depending on the target audience. 
These three segments are detailed below. 
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eGain® Web Customer Experience Suite™ 
The Experience Suite comprises the broad range of innovative, easy-to-deploy tools/applications 
to deliver memorable experiences to web site visitors as they use the Web for research, 
purchases, or for support. The suite includes best-in-class self-service applications for web users 
through chatbots, dynamic FAQs, browse, search, and guided help. The Experience Suite also 
includes agent-assisted customer service applications including chat, click-to-call, cobrowsing, 
and social interactions. These applications are available for customer service solutions and for 
proactive sales interactions. For example based on specific business rules, an agent is able to 
proactively engage a web site visitor to provide a price discount or some other incentive to 
purchase the product or service on the spot. This type of proactive engagement has proved a 
very successful tool for increasing shopper conversions and decreasing the rate of shopping cart 
abandonment. 

eGain® Social Experience Suite™ 
With the rising popularity of social media and community oriented web use, it is becoming 
increasingly critical for enterprises to track and respond to comments concerning their respective 
products and services on social media sites such as Facebook or Twitter. The eGain Social 
Experience Suite is an integrated solution to meet this need. The Suite offers social customer 
service, knowledge harvesting, and reputation and community management. The suite is blended 
with other eGain interaction channels, and designed for enabling best practices in social 
customer service. The suite contains three modules: 

 eGain® Social™ is designed for social customer service, knowledge harvesting, single-
sourced media-tailored publishing, and reputation management.  

 eGain® Community™ is designed for the creation and management of comments or content 
on an online community or forums. This tool also allows for community knowledge harvesting 
and single-sourced publishing.  

 eGain® Social Adapters™ provide an easy to use integration with Facebook, Twitter, and 
web search.  

eGain® Contact Center Suite™ 

The Contact Center Suite offers modular, best-of-breed applications to efficiently manage email, 
chat, cobrowsing, phone, and social interactions at the agent level. Every agent response is 
enabled by a 360-degree view of the customer, intelligent process guidance, and best practices. 
Because there is just one knowledge base, one customer base, one set of interaction records, 
one set of workflows and queues and one set of analytics tools, these applications ensure that 
customers receive the same answers across the various channels and agents and that each 
agent has the most recent content.  

Additionally, eGain offers professional services to help with the installation customization of its 
products for its customers. In fiscal 2011 professional service revenues accounted for $6.6 million 
or about 15% of total revenues. The company also has a significant partner relationship with 
Cisco Systems (CSCO, Not Rated). Beginning in 2007 eGain's award-winning products for email 
management (eGain Mail™) and chat (eGain Chat™) became available as an integrated part of 
the Cisco Unified Contact Center Enterprise™ and the Cisco Unified Contact Center Express™ 
software suites for customer interaction management. This relationship accounts for about 10% 
of eGain annual revenues.  

We believe that eGain offers one of the most comprehensive suites of hosted or licensed, real-
time online contact solutions. Under the banner of the eGain 10 platform, the company’s 
complete unified suite work together to provide state-of-the-art products in versions for both web 
visitors seeking help online and for use by customer service agents seeking to provide the most 
efficient service possible.  
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Competition 

eGain competes in a highly competitive and fragmented marketplace with companies and 
solutions that are involved in real-time sales targeting, email management, searchable 
knowledgebase/self help solutions and other customer service engagement tools. These markets 
are notable in that the participants are continually introducing new technologies and new 
products. We feel that a major competitive advantage for eGain is its offering of a complete 
product suite. The fact that eGain has a comprehensive line-up of online CRM solutions all 
running on the same unified platform provides a potential enterprise customer the knowledge that 
a whole suite is available if needed and that the products will work together seamlessly 

In the broader CRM market space competition consists of companies such as SAP (SAP, Not 
Rated), Oracle, Salesforce.com (CRM, Not Rated) and Netsuite (N, Not Rated). However, in the 
specific market of online CRM and online conversion marketing, the competition is much more 
limited and the competitors are generally smaller with point solutions. Other online engagement 
solution (see the image below) providers 
include (but are not limited to) Art 
Technology Group (recently acquired by 
Oracle Corporation), RightNow 
Technologies, LivePerson, Talisma and 
Presence Technology.  

In addition, eGain faces competition from 
Web analytics and online marketing 
service providers, such as Adobe, Google 
and now Microsoft. The company also 
competes with in-house online 
engagement solutions, as well as, to a 
lesser extent, traditional offline customer 
service solutions, such as telephone call 
centers. 

As eGain continues to develop its 
marketing and sales solutions, it will begin 
competing with CRM companies that are 
more oriented toward online sales and 
monetization tools.  

 

Financial Discussion 
For fiscal 2011 (ended June 30, 2011), eGain reported impressive year-over-year revenue gains 
as the company’s product suite continues to gain more recognition with large enterprise 
customers. Revenues for the fiscal year climbed 47.5% to $44 million. In addition, the company 
reported GAAP net income of $8.5 million and generated $6.8 million in positive cash flow from 
operations. These results are markedly different from the prior few years when revenues were 
essentially flat, hovering around the $30 million level and profits were non-existent.  
 
At the end of the fiscal year (June 2011) the company had roughly $12.5 million in cash on its 
balance sheet and approximately $10 million in debt. The debt balance consists of a $5 million 
related-party note from the CEO, Ashutosh Roy. This note is due in March of 2012. The 
remainder of the debt is related of a recent financing with Comerica Bank (CMA, Not Rated). 
Under the June 27, 2011 Loan and Security Agreement with Comerica, eGain borrowed 
$5,000,000 to re-pay certain promissory notes and may borrow up to $1,500,000 under a 
revolving line of credit. Under the terms of this Loan Agreement, the company has agreed to 
ether repay or convert (into stock) the remainder of the promissory notes now held by Mr. Roy by 
the end of the current calendar year. 
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eGain Communications EBITDA Performance
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This covenant in the Loan Agreement might necessitate a capital raise to repay all or part of the 
current $5 million promissory note held by Mr. Roy. With the appreciation in the share price 
during the past few months, an equity offering of a small number of shares (one to two million) 
would raise the necessary capital and might also work to improve the daily trading volume 
(liquidity) of the shares. 
 
 

Valuation 

We believe that eGain Communications is now emerging in the market place as a recognized 
leader in the expanding online CRM industry with its full suite of solutions. Based on results of the 
past few years (see chart) it is clear to see that the company has materially improved its financial 
performance. With the results from fiscal 2011 and expectations for 2012, we feel the company is 
poised for an extended period of 
growth in both revenues and 
earnings. With its newer 
technology solutions for managing 
social media interactions and its 
focus on new sales and marketing 
tools, we feel the company will 
continue to gain traction with 
industry analysts and potential 
customers. As such we feel the 
stock remains undervalued. In 
light of the company’s current and 
anticipated growth rates and the 
increasing revenues coming from 
the SaaS (Software as a Service) 
model, we feel a fair and simple 
valuation would be a multiple of earnings based on our estimate for $0.36 in GAAP earnings for 
the current fiscal year. With the company’s ongoing growth, we believe a 20 multiple is a fair 
multiple. Based on this multiple and GAAP earnings (20x our $0.36 estimate for fiscal 2012) the 
shares would have a fair market value of $7.20. We feel this is a conservative target price in that 
the company has a high recurring and predictable revenue model with more than 50% of new 
sales coming from existing customers. 

 

Investment Risks 

As a small cap company competing in a fragmented market that includes some larger and well 
capitalized and established companies, eGain Communications faces several risks associated 
with, but not limited to, continuing to successfully manage the company’s ongoing growth. Chief 
amount the risks is the company’s ability to manage the sales process to continually add 
profitable new customers while keeping the existing customers. Other risks include, but are not 
limited to: 

 The company competes in a highly fragmented and competitive market segment with 
rapid technological innovation. If eGain is unable to keep pace with the developing 
technology trends and customer demands for innovation, it is likely that revenue growth 
and bottom line earnings would begin to suffer in future periods. 

 The company is exposed to the general health of the economy and it is possible that 
sales to new customers could be adversely affected by a downturn in the global 
economy.  

 The company has software development operations in India (primarily its R&D activities) 
and this part of the company could become adversely impacted by competition in that 
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country for programming talent as well as the real difficultly in communicating with 
employees at that distance. 

 The ability of management to successfully train and motivate the significant number of 
new sales personnel that have been hired in the past year. The success of the new sales 
force will impact our estimates of revenues and earnings in the coming years. If this 
initiative is not successful it is likely that eGain’s revenue growth in future periods will be 
lower than we anticipate. 

 Currently the company is enjoying solid demand for its products among larger 
enterprises. If this trend were to be interrupted, the company’s revenue growth would 
likely be adversely impacted in future periods. 

 As a newly listed company on the NASDAQ, it is possible that in the future the company 
may fail to meet listing requirements of the NASDAQ Stock Market. 

 

Management Team 
Ashutosh Roy -- Chairman and CEO  

Ashutosh Roy, eGain's co-founder, has served as Chief Executive Officer and Chairman of eGain 
since 1997. From 1995 to 1997, he served as Chairman of WhoWhere? Inc, an Internet-service 
company he co-founded, which is now part of Lycos, Inc. From 1993 to 1995, Mr. Roy co-founded 
Parsec Technologies, an international call center software company based out of India. From 
1988 through 1992, he worked in various software engineering positions at Digital Equipment 
Corp. 

Mr. Roy holds a B.S. in Computer Science from the Indian Institute of Technology, New Delhi, a 
Masters degree in Computer Science from Johns Hopkins University, and an M.B.A. from 
Stanford University. 

Eric Smit -- Chief Financial Officer 

Eric Smit, Chief Financial Officer, brings over 15 years of finance and operations experience to 
his position. Previously, beginning in 1996 Mr. Smit served as Director of Finance at WhoWhere? 
Inc. Prior to WhoWhere?, Mr. Smit served as Vice President of Operations and Chief Financial 
Officer of Velocity Inc., a software game publisher. Prior positions held by Eric Smit included 
Controller for Reference Software International until its acquisition by WordPerfect Corp.  

Smit began his career in accounting at Laticorp, Inc. and Centennial Savings and Loan. He 
received his Bachelor of Commerce degree from Rhodes University, South Africa. 

Promod Narang -- Senior Vice President, Products and Technologies 

Promod Narang has more than nineteen years of experience in managing and developing 
software products and services. Prior to joining eGain, Mr. Promod founded and served as 
President of VMpro, a system software consulting company providing software solutions and 
services to technology companies including E*Trade (ETFC, Not Rated), IBM (IBM, Not Rated), 
LSI Logic (LSI, Not Rated) and NCR (NCR, Not Rated). 

Mr. Promod's previous experience includes project management and software development roles 
at Sharebase, Silvar-Lisco and IBM. Mr. Promod holds a BS degree from Wayne State University. 

Charles Jepson -- Senior Vice President, Business Development 

Charles Jepson is responsible for building and developing distribution initiatives to accelerate top-
line growth on a global basis. Mr. Jepson is a seasoned hi-tech executive with extensive 
experience in North America and Europe. In his accomplished career, he has led innovative start-
ups and public companies, including Diligent Systems, Extended Systems, Inference Corp, and 
Interlink. As CEO of Inference Corp, he helped orchestrate an effective merger of Inference with 
eGain in 2000.  

Mr. Jepson has a BA degree from San Jose State University and an MBA from Cal Berkeley. 
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Tom Hresko – Senior Vice President, Worldwide Sales 

Tom Hresko brings more than 20 years of experience developing and managing sales teams and 
increasing revenues for companies such as Primus, Corrigo, Network Associates, and Sprint (S, 
Not Rated). In his most recent position as VP of Worldwide Sales at Corrigo, Mr. Hresko 
increased revenues by more than 100% in the past year. As VP of Worldwide Sales for Primus 
Knowledge Solutions Inc., his sales efforts were instrumental in quadrupling Primus' market value 
in less than two years.  

Mr. Hresko began his career in IT consulting at PriceWaterhouse Coopers, where he co-
developed a systems security analysis methodology for seaports that was trademarked and used 
in engagements around the globe. He then held call center management and marketing 
leadership roles at Sprint. He has an MBA from Harvard Business School and a BBA in finance 
from the University of Michigan. 
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Table 1: EGAN  – Quarterly Income Statement 

 

9/30/2009 12/31/2009 3/31/2010 6/30/2010 9/30/2010 12/31/2010 3/31/2011 6/30/2011 9/30/2011E 12/31/2011E 3/31/2012E 6/30/2012E

License 1,954 2,516 1,407 1,512 7,360 2,677 1,702 5,632 4,500 5,750 5,250 6,500
Recurring revenue 3,984 4,292 4,248 4,093 4,450 5,236 5,162 5,192 5,500 6,250 6,500 7,250
Professional services 2,037 1,504 1,288 1,042 1,276 1,563 2,051 1,764 1,800 2,250 2,300 2,500

Total Revenues 7,975$       8,312$       6,943$       6,647$     13,086$    9,476$      8,915$      12,588$    11,800$     14,250$     14,050$    16,250$    

Cost of license 68              83              1                16             14              7                14              (2)               10              12              10              13              
Cost of recurring revenue 1,152         1,129         1,104         1,107        1,233         1,288         1,359         1,394         1,425         1,625         1,700         1,875         
Cost of professional services 1,295         1,336         1,225         1,192        1,227         1,482         1,412         1,489         1,500         1,875         1,925         2,000         

Total cost of revenues 2,515         2,548         2,330        2,315      2,474       2,777       2,785       2,881       2,935         3,512         3,635       3,888       

Gross profit 5,460$       5,764$       4,613$      4,332$     10,612$    6,699$      6,130$      9,707$      8,865$       10,738$     10,415$    12,362$    

Operating expenses:
Research and development 1,170         1,285         1,402         1,653        1,414         1,343         1,308         1,486         1,500         1,525         1,525         1,550         
Sales and marketing 2,434         2,350         2,461         2,981        3,514         2,916         3,165         4,337         4,550         4,950         5,350         5,650         
General and administrative 786            731            755            939           804            785            900            1,484         1,250         1,400         1,600         1,700         

Total Operating Expenses 4,390$       4,366$       4,618$       5,573$     5,732$      5,044$      5,373$      7,307$      7,300$       7,875$       8,475$      8,900$      

Income (Loss) From Operations 1,070$       1,398$       (5)$            (1,241)$    4,880$      1,655$      757$         2,400$      1,565$       2,863$       1,940$      3,462$      

Other income (expense):
Interest expense, net (277)           (279)           (282)           (285)         (276)           (286)           (270)           (398)           (200)           (200)           (150)           (150)           
Other income (expense) (6)               36              (5)              (92)         281          (310)         112          162          150            150            150          150          
Total other income (expense), net (283)           (243)           (287)          (377)        5              (596)         (158)         (236)         (50)             (50)             -               -               

Profit (Loss) Before Taxes 787$          1,155$       (292)$        (1,618)$    4,885$      1,059$      599$         2,164$      1,515$       2,813$       1,940$      3,462$      

Income tax benefit (expense) -                 (94)             (26)             (39)           (39)             (45)             (32)             (80)             (70)             (85)             (80)             (125)           
Net Profit (Loss) 787$          1,061$       (318)$        (1,657)$    4,846$      1,014$      567$         2,084$      1,445$       2,728$       1,860$      3,337$      

 Shares fully diluted   22,221       24,232       22,162       22,137    25,000     25,000     25,000     25,000     26,000       26,000       26,000     26,000     
EPS - fully diluted $0.04 $0.04 ($0.01) ($0.07) $0.19 $0.04 $0.02 0.08$        0.06$         0.10$         0.07$        0.13$        

Stock option expense 55              77              59              53             54              50              54              60              70              75              85              100            
Depreciation & amortization 144            157            174            156           145            146            150            150            175            200            250            300            

Cash Earnings 986$          1,295$       (85)$          (1,448)$    5,045$      1,210$      771$         2,294$      1,690$       3,003$       2,195$      3,737$      
Cash Earnings per share $0.04 $0.05 ($0.00) ($0.07) $0.20 $0.05 $0.03 $0.09 $0.07 $0.12 $0.08 $0.14
EBITDA 1,269$       1,632$       228$         (1,032)$    5,079$      1,851$      961$         2,610$      1,810$       3,138$       2,275$      3,862$      

Gross Margin 68.5% 69.3% 66.4% 65.2% 81.1% 70.7% 68.8% 77.1% 75.1% 75.4% 74.1% 76.1%
Operating expenses:

Total cost of revenues 31.5% 30.7% 33.6% 34.8% 18.9% 29.3% 31.2% 22.9% 24.9% 24.6% 25.9% 23.9%
Research and development 14.7% 15.5% 20.2% 24.9% 10.8% 14.2% 14.7% 11.8% 12.7% 10.7% 10.9% 9.5%
Sales and marketing 30.5% 28.3% 35.4% 44.8% 26.9% 30.8% 35.5% 34.5% 38.6% 34.7% 38.1% 34.8%
General and administrative 9.9% 8.8% 10.9% 14.1% 6.1% 8.3% 10.1% 11.8% 10.6% 9.8% 11.4% 10.5%

Total operating expenses 55.0% 52.5% 66.5% 83.8% 43.8% 53.2% 60.3% 58.0% 61.9% 55.3% 60.3% 54.8%
Income (Loss) From Operations 13.4% 16.8% -0.1% -18.7% 37.3% 17.5% 8.5% 19.1% 13.3% 20.1% 13.8% 21.3%
Net Profit (Loss) 9.9% 12.8% -4.6% -24.9% 37.0% 10.7% 6.4% 16.6% 12.2% 19.1% 13.2% 20.5%
Cash Earnings 12% 16% -1% -22% 39% 13% 9% 18% 14% 21% 16% 23%

Total Revenues -2.0% -13.3% 5.5% -25.4% 64.1% 14.0% 28.4% 89.4% -9.8% 50.4% 57.6% 29.1%
Total Operating Expenses -18.0% -14.8% 12.8% 20.0% 30.6% 15.5% 16.3% 31.1% 27.4% 56.1% 57.7% 21.8%
Income (Loss) From Operations 1526.7% -25.1% -116.7% -186.5% 356.1% 18.4% 15240.0% 293.4% 67.9% -73.0% -156.3% -44.3%
Net Profit (Loss) 250.8% -46.1% -62.2% -278.4% 515.8% -4.4% 278.3% 225.8% 70.2% -169.0% -228.0% -60.1%
Cash Earnings 585.7% -46.8% 56.6% -234.6% 411.7% -6.6% 1007.1% 258.4% 66.5% -148.2% -184.7% -62.9%

License -35.3% 28.8% -44.1% 7.5% 386.8% -63.6% -36.4% 230.9% -20.1% 27.8% -8.7% 23.8%
Recurring revenue 1.5% 7.7% -1.0% -3.6% 8.7% 17.7% -1.4% 0.6% 5.9% 13.6% 4.0% 11.5%
Professional services 3.9% -26.2% -14.4% -19.1% 22.5% 22.5% 31.2% -14.0% 2.0% 25.0% 2.2% 8.7%

Total Revenues -10.5% 4.2% -16.5% -4.3% 96.9% -27.6% -5.9% 41.2% -6.3% 20.8% -1.4% 15.7%
Total Operating Expenses -5.5% -0.5% 5.8% 20.7% 2.9% -12.0% 6.5% 36.0% -0.1% 7.9% 7.6% 5.0%
Income (Loss) From Operations -25.4% 30.7% -100.4% -24720.0% 493.2% -66.1% -54.3% 217.0% -34.8% 82.9% -32.2% 78.5%
Net Profit (Loss) -15.3% 34.8% -130.0% -421.1% 392.5% -79.1% -44.1% 267.5% -30.7% 88.8% -31.8% 79.4%
Cash Earnings -8.4% 31.3% -106.6% -1603.5% 448.4% -76.0% -36.3% 197.5% -26.3% 77.7% -26.9% 70.3%

% SEQUENTIAL INCREASE

QUARTERLY INCOME STATEMENT   (000's)
FY 2012E

% of TOTAL REVENUE

% YEAR OVER YEAR INCREASE

FY 2010 FY 2011

 

Source:  Company Filings, and Ladenburg Estimates 
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Table 2: EGAN – Annual Income Statement 
 

2008 2009 2010 2011 2012E

License 6,570           8,613           7,389           17,371         22,000$    
Recurring revenue 15,330         15,382         16,617         20,040         25,500$    
Professional services 8,207           9,224           5,871           6,654           8,850$      

Total Revenues 30,107$      33,219$      29,877$      44,065$       56,350$    

Cost of license 80                263              168              33                45$          
Cost of recurring revenue 4,395           4,371           4,492           5,274           6,625$     
Cost of professional services 7,161           6,112           5,048           5,610           7,300$                                                                           

Total cost of revenues 11,636$      10,746$      9,708$        10,917$       13,970$    

Gross profit 18,471$      22,473$      20,169$      33,148$       42,380$    

Operating expenses:
Research and development 5,098           5,481           5,510 5,551 6,100        
Sales and marketing 11,747         10,465         10,226 13,932 20,500$    
General and administrative 4,240           3,271           3,211 3,973 5,950        

Total Operating Expenses 21,085$      19,217$      18,947$      23,456$       32,550$    

Income (Loss) From Operations (2,614)$       3,256$        1,222$        9,692$         9,830$      

Other income (expense):
Interest expense, net (1,659)          (1,435)          (1,123)          (1,230)          (700)$        
Other income (expense) 332            230            (67)             245              500         
Total other income (expense), net (1,327)$       (1,205)$       (1,190)$       (985)$           (200)$       

Profit (Loss) Before Taxes (3,941)$       2,051$        32$             8,707$         9,630$      

Income tax benefit (expense) (206)             129              (159)             (196)             (360)$        
Net Profit (Loss) (4,147)$       2,180$        (127)$          8,511$         9,270$      

 Shares fully diluted   15,330 20,612 22,180 25,000 26,000       
EPS - fully diluted (0.27)$         0.11$          (0.01)$         0.34$           0.36$        

Stock option expense 318              241              244              218              330           
Depreciation & amortization 752              689              631              591              925           

Cash Earnings (3,077)$       3,110$        748$           9,320$         10,525$    
Cash Earnings per share (0.20)          0.15           0.03           0.37             0.40         
EBITDA (1,544)$       4,186$        2,097$        10,501$       11,085$    

Gross Margin 61.4% 67.7% 67.5% 75.2% 75.2%
Operating expenses:

Total cost of revenues 38.6% 32.3% 32.5% 24.8% 24.8%
Research and development 16.9% 16.5% 18.4% 12.6% 10.8%
Sales and marketing 35.4% 31.5% 34.2% 31.6% 36.4%
General and administrative 12.8% 9.8% 10.7% 9.0% 10.6%

Total operating expenses 63.5% 57.8% 63.4% 53.2% 57.8%
Income (Loss) From Operations -8.7% 9.8% 4.1% 22.0% 17.4%
Net Profit (Loss) -13.8% 6.6% -0.4% 19.3% 16.5%
Cash Earnings -10.2% 9.4% 2.5% 21.2% 18.7%

Total Revenues NA 10.3% -10.1% 47.5% 27.9%
Total Operating Expenses NA -8.9% -1.4% 23.8% 38.8%
Income (Loss) From Operations NA 224.6% -62.5% 693.1% 1.4%
Net Profit (Loss) NA 152.6% -105.8% -6801.6% 8.9%
Cash Earnings NA 201.1% -75.9% 1146.0% 12.9%

ANNUAL INCOME STATEMENT (000's)

% of TOTAL REVENUE

% YEAR OVER YEAR INCREASE

 
Source: Company Filings, Ladenburg Estimates 
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Table 3: EGAN – Balance Sheet 

 

9/30/2009 12/31/2009 3/31/2010 6/30/2010 9/30/2010 12/31/2010 3/31/2011 6/30/2011

ASSETS

Current Assets:
Cash and cash equivalents 4,678           5,970           7,587           5,733           4,818           12,128         13,276         12,424         
Short term investments -                   13                13                -                   -                   100              643              633              
Restricted cash 13                -                   -                   13                13                13                13                39                
Accounts receivable, net 4,573           4,688           2,735           2,955           10,000         2,944           4,112           8,197           
Prepaid and other current assets 446              437              325              512              516              619              584              553              
Total current assets 9,710$         11,108$      10,660$      9,213$        15,347$      15,804$       18,628$      21,846$      

Property and equipment, net 992              968              955              869              968              970              1,023           1,015           
Goodwill 4,880           4,880           4,880           4,880           4,880           4,880           4,880           4,880           
Long term investments -                   -                   -                   -                   -                   489              14                -                  
Other assets 391              398              462              354              374              393              455              483              

Total assets 15,973$       17,354$      16,957$      15,316$      21,569$      22,536$       25,000$      28,224$      

LIABILITIES AND STOCKHOLDERS' EQUITY

Current liabilities:
Accounts payable 1,123           801              786              1,146           1,155           792              846              924              
Accrued compensation 2,066           1,787           1,432           1,987           2,731           1,980           2,153           3,279           
Accrued liabilities 1,667           1,662           1,831           1,946           1,506           1,644           1,582           1,911           
Deferred revenue 5,328           6,118           6,040           4,917           5,769           6,446           6,060           5,215           
Capital lease obligation 180              177              166              157              113              99                63                28                
Related party notes payable -                   -                   -                   83                52                9,571           4,975           
Bank borrowings 125              125              125              115              -                   -                   21                1,667           
Total current liabilities 10,489$       10,670$      10,380$      10,268$      11,357$      11,013$       20,296$      17,999$      

Deferred revenue, net of current portion 207              223              224              186              167              516              542              609              
Capital lease obligation, net of current portion 141              99                63                28                28                -                   -                  -                  
Related party notes payable, net of current 7,944           8,199           8,459           8,724           8,998           9,282           -                  -                  
Bank borrowings, net of current portion 83                52                21                -                   -                   -                   -                  3,333           
Other long-term liabilities 349              338              304              273              277              269              274              271              

Total liabilities 19,213$       19,581$      19,451$      19,479$      20,827$      21,080$       21,112$      22,212$      

Stockholders' Equity:
Common stock 22                22                22                22                22                22                24                24                
Additional paid-in capital 323,605       323,644       323,666       323,700       323,748       323,545       325,478       325,569       
Notes receivable from stockholders (77)               (78)               (78)               (79)               (80)               (80)               (81)              (82)              
Accumulated other comprehensive loss (494)             (580)             (551)             (596)             (584)             (681)             (751)             (800)             
Accumulated deficit (326,296)      (325,235)      (325,553)      (327,210)      (322,364)      (321,350)      (320,783)      (318,700)      
Total stockholders' equity (3,240)$        (2,227)$       (2,494)$       (4,163)$       742$           1,456$         3,887$        6,011$        

Total Liabilities and Stockholders' Equity 15,973$       17,354$      16,957$      15,316$      21,569$      22,536$       25,000$      28,224$      

        FY 2010 FY 2011
BALANCE SHEET  (000's)

 

Source: Company Filings, Ladenburg Estimates 
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APPENDIX A: IMPORTANT RESEARCH DISCLOSURES 
ANALYST CERTIFICATION 

I, Jon R. Hickman, attest that the views expressed in this research report accurately reflect my personal views about the subject 
security and issuer. Furthermore, no part of my compensation was, is, or will be directly or indirectly related to the specific 
recommendation or views expressed in this research report. 

The research analyst(s) primarily responsible for the preparation of this research report have received compensation based upon 
various factors, including the firm’s total revenues, a portion of which is generated by investment banking activities. 

COMPANY BACKGROUND 

eGain Communications provides development, licensing, implementation, and support of online customer relationship management 
software solutions worldwide. Its solutions include on-site customer interaction software for both sales and service applications based 
on the company’s eGain 10 Suite of tools that allow businesses to acquire, engage, and serve customers through various interaction 
channels. The company also offers eGain 10 for Cisco Unified CCX, providing a pre-integrated, multichannel interaction solution for 
use with Cisco Unified Contact Center Express. Additionally, eGain provides professional services and technical support services. 
eGain Communications Corporation sells its products through sales representatives, consultants, partners and resellers. It serves 
various industries, including telecommunications, financial services, and technology. The company was founded in 1997 and is 
headquartered in Mountain View, California. 

VALUATION METHODOLOGY 

Our price target is based on the company’s fiscal 2012 P/E multiple related to our GAAP EPS estimate.  

RISKS  

As a small cap company competing in a fragmented market that includes some larger and well capitalized and established companies, 
eGain Communications faces several risks associated with, but not limited to, continuing to successfully manage the company’s 
ongoing growth. Chief amount the risks is the company’s ability to manage the sales process to continually add profitable new 
customers while keeping the existing customers. Other risks include, but are not limited to: 

 The company competes in a highly fragmented and competitive market segment with rapid technological innovation. If eGain 
is unable to keep pace with the developing technology trends and customer demands for innovation, it is likely that revenue 
growth and bottom line earnings would begin to suffer in future periods. 

 The company is exposed to the general health of the economy and it is possible that sales to new customers could be 
adversely affected by a downturn in the global economy.  

 The company has software development operations in India (primarily its R&D activities) and this part of the company could 
become adversely impacted by competition in that country for programming talent as well as the real difficultly in 
communicating with employees at that distance. 

 The ability of management to successfully train and motivate the significant number of new sales personnel that have been 
hired in the past year. The success of the new sales force will impact our estimates of revenues and earnings in the coming 
years. If this initiative is not successful it is likely that eGain’s revenue growth in future periods will be lower than we 
anticipate. 

 Currently the company is enjoying solid demand for its products among larger enterprises. If this trend were to be interrupted, 
the company’s revenue growth would likely be adversely impacted in future periods 

OTHER COMPANIES MENTIONED/Company Specific Disclosures (Prices are as of October 12, 2011) 

Goldman Sachs (NYSE: GS – $99.11, Not Rated) 
RightNow Technologies (NASDAQ: RNOW – $36.74, Not Rated) 
LivePerson (NASDAQ: LPSN – $10.68 – BUY Rated) /1  
Bank of America (NYSE: BAC – $6.58, Not Rated) 
Charles Schwab (NASDAQ: SCHW – $12.58, Not Rated) 
Vodaphone (NASDAQ: VOD – $27.06, Not Rated) 
Safeway (NYSE: SWY – $17.97, Not Rated) 
General Electric (NYSE: GE – $16.40, Not Rated 
AT&T (NYSE: T – $28.99, Not Rated) 
Oracle (NASDAQ: ORCL – $31.11, Not Rated)  
SAP (NYSE: SNE – $55.69, Not Rated)  
SalesForce.com (NYSE: CRM – $127.26, Not Rated) 
Comerica (NYSE: CMA – $26.15, Not Rated) 
Cisco Systems (NASDAQ: CSCO – $17.25, Not Rated) 
NetSuite (NYSE: N – $32.02, Not Rated) 
E*Trade (NASDAQ: ETFC – $9.82, Not Rated) 
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IBM (NYSE: IBM – $186.12, Not Rated),  
LSI  (NYSE: LSI – $5.70, Not Rated)  
NCR (NYSE: NCR -- $18.29, Not Rated) 
Sprint (NYSE: S – $2.57, Not Rated) 
 
Footnote: (1) Ladenburg Thalmann & Co. Inc. makes a market in the subject company. Ladenburg Thalmann & Co. Inc. has not had 
an investment banking relationship with nor received compensation related to investment banking services from the subject company 
in the last 12 months. The Analyst, or members of the Analyst’s household, do not own securities issued by LivePerson, Inc. (LPSN). 
 
STOCK RATING DEFINITIONS 

Buy: The stock’s return is expected to exceed 15% over the next twelve months. 
Neutral: The stock’s return is expected to be plus or minus 15% over the next twelve months. 
Sell: The stock’s return is expected to be negative 15% or more over the next twelve months. 

 

 

Investment Ratings are determined by the ranges described above at the time of initiation of coverage, a change in risk, or a change in 
target price. At other times, the expected returns may fall outside of these ranges because of price movement and/or volatility. Such 
interim deviations from specified ranges will be permitted but will become subject to review. 

RATINGS DISPERSION AND BANKING RELATIONSHIPS (AS OF 9/30/11) 

Buy: 77% (33% are banking clients) 
Neutral: 23% (12% are banking clients) 
Sell:   0% (  0% are banking clients) 

COMPANY SPECIFIC DISCLOSURES 

Ladenburg Thalmann & Co. Inc.  makes a market in the subject company. Ladenburg Thalmann & Co. Inc. has neither had an 
investment banking relationship with, nor received investment banking fees from the subject company in the past 12 months. Neither 
the Analyst, nor members of the Analyst’s household own any securities issued by the subject Company. 
 
GENERAL DISCLAIMERS 

Information and opinions presented in this report have been obtained or derived from sources believed by Ladenburg Thalmann & Co. 
Inc. to be reliable.  The opinions, estimates and projections contained in this report are those of Ladenburg Thalmann as of the date of 
this report and are subject to change without notice. 

Ladenburg Thalmann & Co. Inc. accepts no liability for loss arising from the use of the material presented in this report, except that 
this exclusion of liability does not apply to the extent that such liability arises under specific statutes or regulations applicable to 
Ladenburg Thalmann & Co. Inc. This report is not to be relied upon in substitution for the exercise of independent judgment. 
Ladenburg Thalmann & Co. Inc. may have issued, and may in the future issue, other reports that are inconsistent with, and reach 
different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and 
analytical methods of the analysts who prepared them and Ladenburg Thalmann & Co. Inc. is under no obligation to ensure that such 
other reports are brought to the attention of any recipient of this report. 

Links to third party web sites are provided for convenience only. Ladenburg Thalmann & Co. Inc. does not support the content of third 
party links, nor does it endorse such content. Ladenburg Thalmann & Co. Inc. is not responsible for content of third party web sites. 

Some companies that Ladenburg Thalmann & Co. Inc. follows are emerging growth companies whose securities typically involve a 
higher degree of risk and more volatility than the securities of more established companies. The securities discussed in Ladenburg 
Thalmann & Co. Inc. research reports may not be suitable for some investors. Investors must make their own determination as to the 
appropriateness of an investment in any securities referred to herein, based on their specific investment objectives, financial status 
and risk tolerance.  

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, 
express or implied, is made regarding future performance. The price, value of and income from any of the securities mentioned in this 
report can fall as well as rise. The value of securities is subject to exchange rate fluctuation that may have a positive or adverse effect 
on the price or income of such securities. Investors in securities such as ADRs, the values of which are influenced by currency 
volatility, effectively assume this risk. Securities recommended, offered or sold by Ladenburg Thalmann & Co. Inc. (1) are not insured 
by the Federal Deposit Insurance Company; (2) are not deposits or other obligations of any insured depository institution; and (2) are 
subject to investment risks, including the possible loss of some or all of principal invested. Indeed, in the case of some investments, 
the potential losses may exceed the amount of initial investment and, in such circumstances; you may be required to pay more money 
to support these losses.  

The information and material presented in this report are provided to you for information purposes only and are not to be used or 
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considered as an offer or the solicitation of an offer to sell or to buy any securities mentioned herein. This publication is confidential for 
the information of the addressee only and may not be reproduced in whole or in part, copies circulated, or disclosed to another party, 
without the prior written consent of Ladenburg Thalmann & Co. Inc. 

Investing in low priced securities is speculative and carries a high degree of risk. You should independently investigate and 
understand all risks before making any investment. The markets for small cap stocks are highly speculative and this level of risk may 
not be appropriate for all investors.  Some of the companies listed may be subject to the “Penny Stock Rule”. Under this rule, the SEC 
has defined a “penny stock” to be any equity security which has a market price of less than $5.00 share, subject to certain 
exemptions.  Such exemptions include an equity listed security listed on NASDAQ and an equity security issued by an issuer which 
has (i) net tangible assets of at least $2,000,000, if such issuer has been in continuous operational for three (3) years; (ii) net tangible 
assets of at least $5,000,000, if such issuer has been in continuous operation for less than three (3) years; or (iii) average revenue of 
at least $6,000,000 for the preceding three (3) years. Unless such exemption is available, regulations require delivery of a risk 
disclosure document explaining the penny stock market and the risks associated therewith prior to any transaction involving a penny 
stock.  For stock not quoted on NASDAQ or at any time that the company has less than $2,000,000 in net tangible assets, the trading 
in the common stock is covered under Rule 15g-9 under the Securities Exchange Act of 1934 for non-NASDAQ and non-exchange 
listed securities. Under such rule, broker-dealers who recommend covered securities to persons other than established customers and 
accredited investors must make a written suitability determination for the purchaser and receive the purchaser’s written agreement to 
a transaction prior to sale.  Some securities may not be cleared for sale in all states or other jurisdictions and LTCO assumes no 
responsibility to apprise you of individual states or jurisdictions’ regulatory restrictions. Stocks in the microcap segment of market have 
risks that are not as common in other segments of market.  These risks include, but are not limited to, liquidity risk, which can lead to 
higher volatility and low trade volume, company specific risks that contribute to lower valuation, higher probability of financial default 
and distress.   
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