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PARK CITY GROUP, INC.

Consolidated Condensed Balance Sheets

Assets December 31, 2006 (unaudited) June 30, 2006

Current Assets:

Cash and cash equivalents $1,422,994 $3,517,060

Receivables, net of allowance $138,716 and $126,324 at December 31, 2006 and

June 30, 2006, respectively 202,308 103,190

Unbilled receivables 178,936 237,641

Prepaid expenses and other current assets 247,731 173,687

Total current assets 2,051,969 4,031,578
Property and equipment, net 327,128 84,741

Other assets:

Deposits and other assets 42,997 29,958

Capitalized software costs, net 852,750 680,187

Total other assets 895,747 710,145
Total assets $3,274,844 $4,826,464

Liabilities and Stockholders Equity

Current liabilities:

Accounts payable $321,007 $112,136
Accrued liabilities 403,197 230,062
Deferred revenue 107,731 648,686
Derivative liability 400,839 489,624
Current portion of capital lease obligations 12,964 16,774
Total current liabilities 1,245,738 1,497,282

Long-term liabilities
Long-term note payable, net of discount of $66,688 at December 31, 2006 and
$97,404 at June 30, 2006, respectively 1,873,312 1,842,596
Capital lease obligations, less current portion - 4,948

Total long-term liabilities 1,873,312 1,847,544

Total liabilities 3,119,050 3,344,826
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Commitments and contingencies

Stockholders equity:
Preferred stock, $0.01 par value, 30,000,000 shares authorized, none issued - -
Common stock, $0.01 par value, 50,000,000 shares authorized; 8,930,766 and
8,931,234 issued and outstanding at December 31, 2006 and June 30, 2006,

respectively 89,308 89,312

Additional paid-in capital 20,520,314 20,564,933

Accumulated deficit (20,453,828) (19,172,607)
Total stockholders equity 155,794 1,481,638
Total liabilities and stockholders equity $3,274,844 $4,826,464

See accompanying notes to consolidated condensed financial statements.




PARK CITY GROUP, INC.

Consolidated Condensed Statements of Operations (Unaudited)

For the Three and Six Months Ended December 31,

Revenues:

Software licenses
Maintenance and support
Application service provider
Consulting and other

Cost of revenues
Gross margin
Operating expenses:
Research and development
Sales and marketing
General and administrative
Total operating expenses
(Loss) income from operations
Other income (expense):
Gain on derivative liability
Interest expense
(Loss) income before income taxes
(Provision) benefit for income taxes
Net (loss) income
Weighted average shares, basic
Weighted average shares, diluted

Basic (loss) income per share
Diluted (loss) income per share

Three Months Ended
December 31,

2006 2005
$25,300 $230,574
397,113 606,311
23,333 50,250
114,941 226,521
560,687 1,113,656
280,292 417,421
280,395 696,235
138,911 223,687
345,224 310,433
532,424 316,438
1,016,559 850,558
(736,164) (154,323)
32,524 -

(33,517) (200,440)
(737,157) (354,763)
$(737,157) $(354,763)
8,931,000 5,670,000
8,931,000 5,670,000
$(0.08) $(0.06)
$(0.08) $(0.06)

See accompanying notes to consolidated condensed financial statements.

(Balance of page intentionally left blank)
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Six Months Ended
December 31,

2006 2005
$25,300 $2,861,027
845,316 1,214,757
44,583 99,150
231,383 637,587
1,146,582 4,812,521
640,022 822,072
506,560 3,990,449
223,353 459,596
604,339 593,633
989,631 629,593
1,817,323 1,682,822
(1,310,763) 2,307,627
88,785 -

(59,243) 497,575)
(1,281,221) 1,810,052

$(1,281,221) $1,810,052
8,931,000 5,664,000
8,931,000 5,868,000
$(0.14) $0.32
$(0.14) $0.31
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PARK CITY GROUP, INC.
Consolidated Condensed Statements of Cash Flows (Unaudited)

For the Six Months Ended December 31,

2006 2005

Cash flows from operating activities:
Net (loss) income $(1,281,221) $1,810,052
Adjustments to reconcile net (loss) income to net cash (used in)
provided by operating activities:

Depreciation and amortization 105,690 168,561
Gain from derivative liability (88,785) -
Amortization of discounts on debt 30,716 92,798
Bad debt expense 12,392 (6,446)
Stock issued for services and expenses - 74,016
(Increase) decrease in:
Receivables (111,510) (375,270)
Unbilled receivables 58,704 -
Prepaid expenses and other current assets (87,083) (95,133)
(Decrease) increase in:
Accounts payable 208,871 (335,096)
Accrued liabilities 173,136 25,511
Deferred revenue (540,955) 267,629
Accrued interest, related party - 320,184
Net cash (used in) provided by operating activities (1,520,045) 1,946,806
Cash Flows From Investing Activities:
Purchase of property and equipment (281,606) (6,475)

Capitalization of software costs (239,033) -

See accompanying notes to consolidated condensed financial statements.

(Balance of page intentionally left blank)
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PARK CITY GROUP, INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENTS

December 31, 2006

NOTE1 ORGANIZATION AND DESCRIPTION OF BUSINESS

Park City Group, Inc. (the Company) is incorporated in the state of Nevada, and the Company s 98.76% owned subsidiary Park City Group, Inc.
is incorporated in the state of Delaware. All inter-company 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 retail 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 companies proprietary
software products. The principal markets for the Company s products are retail companies, financial services, branded food manufacturers and
display manufacturing companies which have operations in North America and, to a lesser extent, in Europe and Asia.

NOTE 2 SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared by the Company pursuant to the
rules and regulations of the Securities and Exchange Commission ( 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-KSB, are adequate to make the information presented not
misleading. Operating results for the three and six months ended December 31, 2006 are not necessarily indicative of the operating results that
may be expected for the year ending June 30, 2007.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenue and expenses during the reporting periods. Actual results could differ from these
estimates. The Company s critical accounting policies and estimates include, among others, valuation allowances against deferred income tax
assets, impairment and useful lives of long-lived assets, revenue recognition and stock-based compensation.

Net Income (Loss) Per Common Share

Basic net income (loss) per common share ( Basic EPS ) excludes dilution and is computed by dividing net income (loss) by the weighted average
number of common shares outstanding during the period. Diluted net income (loss) per common share ( Diluted EPS ) reflects the potential
dilution that could occur if stock options or other contracts to issue 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.
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For the three and six months ended December 31, 2006 options and warrants to purchase 978,813 shares of common stock were not included in
the computation of diluted EPS due either to the dilutive effect from a net loss or a strike price in excess of market price. For the three and six
months ended December 31, 2005 options and warrants to purchase 905,603 and 169,992 shares of common stock, respectively were not
included in the computation of diluted EPS due either to the dilutive effect from a net loss or a strike price in excess of market price. Using the
treasury stock method 204,814 shares were assumed repurchased and added to the shares outstanding for the computation of diluted EPS for the
six months ended December 31, 2005.

Reverse Stock Split

On August 11, 2006, the Company effected a 1-for-50 reverse stock split. All references to the equity of the Company in this document reflect
the effects of this action on a retroactive basis.

Off-Balance Sheet Arrangements

Off-balance sheet arrangements, as defined by the SEC, include certain transactions, agreements, or other contractual arrangements pursuant to
which a company has any obligation under certain guarantee contracts, certain retained or contingent interests in assets transferred to an
unconsolidated entity, any obligation under certain derivative investments, or any obligation under a material variable interest in an
unconsolidated entity that provides financing, liquidity, market risk or credit risk support

11



Edgar Filing: PARK CITY GROUP INC - Form 10QSB

or engages in leasing, hedging or research and development services with us. Currently the company has no Off Balance Sheet Arrangements.

NOTE3 LIQUIDITY

As shown in the consolidated condensed financial statements, the Company had a loss of $1,281,221 for the six months ending December 31,
2006 and net income of $1,810,502 for the six months ending December 31, 2005. The difference is due to a large non-recurring sale in 2005.
Current assets were in excess of current liabilities at December 31, 2006, giving the Company working capital of $806,231. The Company had
negative cash flow from operations during the six months ended December 31, 2006.

The Company believes that current working capital and cash flows from sales will allow the Company to fund its currently anticipated capital
spending and debt service requirements during the year ended June 30, 2007. The financial statements do not reflect any adjustments should the
Company s operations not be achieved.

NOTE 4 _STOCK-BASED COMPENSATION

Prior to July 1, 2006, as permitted under Statement of Financial Accounting Standards ( SFAS ) No. 123, the Company accounted for its stock
options, warrants and plans following the recognition and measurement principles of Accounting Principles Board ( APB ) Opinion No. 25,

Accounting for Stock issued to Employees, and related interpretations. Accordingly, no stock-based compensation expense had been reflected in
the Company s statements of operations as all options granted had an exercise price equal to the market value of the underlying common stock on
the date of grant and the related number of shares granted was fixed at that point in time.

In December 2004, the Financial Accounting Standards Board ( FASB ) issued SFAS No. 123(R), Share Based Payment. This statement revised
SFAS No. 123 by eliminating the option to account for employee stock options under APB No. 25 and requires companies to recognize the cost
of employee services received in exchange for awards of equity instruments based on the grant-date fair value of those awards.

Effective July 1, 2006, the Company adopted the fair value recognition provisions of SFAS No. 123(R) using the modified prospective
application method. Under this transition method, the Company recorded compensation expense on a straight-line basis for the three months
ended September, 2006, for: (a) the vesting of options granted prior to July 1, 2006 (based on the grant-date fair value estimated in accordance
with the original provisions of SFAS No. 123, and previously presented in the pro-forma footnote disclosures), and (b) stock-based awards
granted subsequent to July 1, 2006 (based on the grant-date fair value estimated in accordance with the provisions of SFAS No. 123(R)). In
accordance with the modified prospective application method, results for the three months ended September 30, 2005 have not been restated.

The following pro-forma information, as required by SFAS No. 148, Accounting for Stock-Based Compensation-Transition and Disclosure, an
amendment of FASB Statement No. 123, is presented for comparative purposes and illustrates the effect on net income (loss) and net income
(loss) per common share for the three and six months ended December 31, 2005 as if the Company had applied the fair value recognition
provisions of SFAS No. 123 to stock-based employee compensation prior to July 1, 2006:

Three Six

Months ended Months ended
December 31,

December 31,

2005 2005

12
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Net (Loss) income available to common shareholders, as reported $ (354,763) $ 1,810,052

Add: Stock-based employee compensation expense included in reported net income, net of
related tax effects - -

Deduct: Total stock-based employee compensation expense determined under the fair value
based method for all awards, net of related tax effects. - (14,325)

Net (loss) income pro forma $ (354,763) $ 1,795,727

(Loss) income per share:

Basic as reported $ (0.06) $0.32
Diluted as reported $ (0.06) $0.31
Basic  pro forma $ (0.06) $0.32
Diluted pro forma $ (0.06) $0.31
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Park City Group has employment agreements with executives. One provision of these agreements is for a stock bonus. 25% of these bonuses are

to be paid on each of their first four anniversary dates.

Agreement with Vice President, dated effective December 28, 2005 is payable in 3,571 share increments for a total of 14,284 shares.

Agreement with Director of Marketing, dated effective January 1, 2006 is payable in 3,571 share increments for a total of 14,284

shares.

NOTES _OUTSTANDING STOCK OPTIONS

The following tables summarize information about fixed stock options and warrants outstanding and exercisable at December 31, 2006:

Options and Warrants Qutstanding
at December 31, 2006

Options and Warrants

Exercisable at December 31. 2006

Weighted
average Weighted Weighted
Number remaining average Number average
Range of Outstanding at contractual exercise Exercisable at exercise
exercise prices December 31, 2006 life (years) price December 31, 2006 price
$1.50 - $2.50 558,318 1.12 $1.98 558,318 $1.98
$3.00 - $4.00 420,495 3.76 3.51 420,495 3.51
978,813 227 $2.64 978,813 $2.64

NOTE 6 RELATED PARTY TRANSACTIONS

In March 2006, the Company obtained a Note Payable from a bank in the amount of $1,940,000. Riverview Financial Corporation (Riverview),

a wholly owned affiliate of the Company s CEO, currently is the guarantor on this note payable and receives a fee of 3% per year of the
outstanding balance of the note payable paid monthly as consideration for the guarantee.

The Company has a revolving Line of Credit with Riverview to cover short term cash needs pursuant to a promissory note payable. The credit

facility has a maximum draw amount of $800,000 and bears interest at 12% with a fee for advances. Repayments are made as funds are
available, with a due date of June 15, 2007. There was a zero balance due on the Line of Credit at December 31, 2006 and June 30, 2006.

NOTE 7 _PROPERTY AND EQUIPMENT

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

14
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Computer equipment
Furniture and equipment
Leasehold improvements

Less accumulated depreciation and amortization

NOTE S8 CAPITALIZED SOFTWARE COSTS

Capitalized software costs consist of the following as of:

Capitalized software costs
Less accumulated amortization

December 31, June 30,
2006 2006
$368,165 $1,455,396
267,185 207,251
69,942 85,795
705,292 1,748,442
(378,164) (1,663,701)
$327,128 $ 84,741
December 31, June 30,
2006 2006
$1,916,266 $1,677,234
(1,063,516) (997,047)
$ 852,750 $ 680,187

15
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NOTE 9 ACCRUED LIABILITIES

Accrued liabilities consist of the following as of:

December 31, June 30,
2006 2006
Accrued compensation $126,544 59,185
Accrued vacation 120,150 $110,717
Un-finalized Capital Leases for PP&E 83,622 -
Sales Taxes Payable 36,757 -
Other accrued liabilities 20,347 55,160
Accrued board compensation 10,000 5,000
Accrued interest 5,777 -
$403,197 $230,062

NOTE 10 _DERIVATIVE LIABILITY

In conjunction with raising capital through the issuance of convertible debt, the Company has issued various warrants that have registration
rights for the underlying shares. As the contracts must be settled by the delivery of registered shares and the delivery of the registered shares is
not controlled by the Company, pursuant to EITF 00-19, Accounting for Derivative Financial Instruments Indexed to, and Potentially Settled in,
a Company s own Stock, the fair value of the warrants at the date of issuance was recorded as a derivative liability on the balance sheet, and is
revalued at each reporting date. The balance was $489,624 as of June 30, 2006, and the change in fair value from June 30, 2006 to December 31,
2006 has been included as a gain on derivative liability in the amount of $88,785 reflected on the Consolidated Condensed Statement of
Operations. The total derivative liability as of December 30, 2006 was $400,839.

(Balance of the page intentionally left blank)
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Item 2. Management s Discussion and Analysis or Plan of Operation.

Form 10-KSB for the year ended June 30, 2006 incorporated herein by reference.

Forward-Looking Statements

This quarterly report on Form 10-QSB 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 stat
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 Form 10-KSB annual report at June 30, 2006, incorporated herein by reference. Statements made

herein are as of the date of the filing of this Form 10-QSB 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;

Park City Group develops and markets computer software and profit optimization consulting services that help its retail customers to reduce
their inventory and labor costs; the two largest controllable expenses in the retail industry, while increasing the customer s sales and gross
margin. Our products, Fresh Market Manager, ActionManager and Supply Chain Profit Link are designed to address the needs of retailers in
store operations management, manufacturing and both durable goods and perishable product management. Because the product concepts
originated in the environment of actual multi-unit retail chain ownership, the products are strongly oriented to an operation s bottom line results.
The products use a contemporary technology platform that is capable of supporting existing offerings and can also be expanded to support
related products.

We have experienced recent significant developments that we expect to have a positive impact on our company, although there is no assurance
that the expected positive impact will take place. Recent developments that occurred in second quarter include the following:

The Company has evolved its current business model to incorporate a recurring revenue stream through its targeted Supply Chain
Profit Link strategy. The SCPL approach focuses on leveraging multi-store retail chains, C-Store Chains, and their respective
suppliers in order to reduce the overall reliance on one-time non-recurring license fee revenue.

We expanded our Supply Chain profit link clients by adding 3 new suppliers and 1 new retailer.

We have continued to expand our Pacific Rim development team, adding 3 additional QA and business analytic staffing in India.
We currently have 10 implementations in progress.

We have several contracts that are pending based on our continued sales efforts with 5 tier one retailers worldwide.

Three Months Ended December 31, 2006 and 2005

Total revenues were $560,687 and $1,113,656 for the quarters ended December 31, 2006 and 2005, respectively, a 50% decrease. Software
license revenues were $25,300 for the quarter ended December 31, 2006 as compared to $230,574 for the quarter ended December 31, 2005, an
89% decrease. This 89% decrease is attributable to the Company s alteration of its current business model to incorporate a recurring revenue
stream through its targeted Supply Chain Profit Link strategy. The SCPL approach focuses on leveraging multi-store retail chains, C-Store
Chains, and their respective suppliers in order to mitigate its reliance on one-time, non-recurring revenue streams.

Maintenance and support revenues were $397,113 and $606,311 for the quarters ended December 31, 2006 and 2005, respectively, a decrease of
35%. The $209,198 decrease is due to the loss of two maintenance customers and the large license client that elected not to renew approximately
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$540,000 in annual maintenance and support services.

Application Service Provider (ASP) revenues were $23,333 and $50,250, respectively for the quarters ending December 31, 2006 and 2005; a
decrease of 54%. This $26,917 decrease was the result of the loss of two customers, and an aggressive program the company has instituted to
increase the number of Manufacturers using the Supply Chain Profit Link (SCPL). The SCPL model focuses on a recurring revenue stream that
the Company believes will enhance its ongoing revenue stream in 2007-2008. In the interim, we are transitioning those current clients as well as
prospects toward the recurring revenue model and its timing difference may impact short term and period over period results.

Consulting and other revenue was $114,941 and $226,521 for the quarters ended December 31, 2006 and 2003, respectively, a 49% decrease.
This $111,580 decrease is due to the completion of a large project that was begun in the quarter ended September 30, 2005, and the timing
around current billings. Under the SCPL model, the Company believes that consulting revenue will increase in future periods as a result of its
business metrics and analytics offering under the new model.

10
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Cost of revenues, as a percent of total revenues was 50% and 37% for the quarters ended December 31, 2006 and 2005, respectively. This
$137,129 decrease in Cost of Revenues is attributable to lower revenue in each category for the comparative period.

Research and development expenses were $138,911 and $223,687 for the quarters ended December 31, 2006 and 2005 respectively, a 38%
decrease. This $84,776 decrease is due to an increase in the amount of costs that qualified to be capitalized associated with new projects. The
company has also started to utilize off-shore development resources in order to reduce overall development costs. Additionally, the savings have
been offset by engaging in research fees associated with instituting its new SCPL model utilizing paid academic resources to improve the
Company s overall business metrics and algorithmic modeling.

Sales and marketing expenses were $345,224 and $310,433 for the quarters ended December 31, 2006 and 2005, respectively, an 11% increase
over the previous year. The company continues to deploy a results oriented sales force under the new SCPL model which allows them to
maintain a lower fixed level of costs to generate sales. In order to transition to the new SCPL model, the Company began hiring additional sales
and marketing personnel in order to institute the new initiative. We believe that this additional sales effort will take at least 6-9 months to
generate sales increases.

General and administrative expenses were $532,424 and $316,438 for the quarters ended December 31, 2006 and 2005, respectively a 68%
increase. This $215,986 increase is due to additional Investor Relations consulting work, payment to a recruiter for a new hires in India and
approximately $90,000 in additional legal fees associated with a pending patent lawsuit. The Company has identified several of its patents that it
believes have been violated. Management intends to take action to defend both current and future patents on its software development. In
addition to an increase in investor relations, consulting and legal fees, the Company has increased its accounting and finance personnel to
improve the reporting and managerial accounting function within the organization and allow Mr. Dunlavy to increase his participation with
operational directives.

Six Months Ended December 31. 2006 and 2005

Total revenues were $1,146,582 and $4,812,521 for the six months ended December 31, 2006 and 2005, respectively, a 76% decrease. Software
license revenues were $25,300 for the six months ended December 31, 2006 as compared to $2,861,027 for the six months ended December 31,
2005, a 99% decrease. This 99% decrease is attributable to a $3,000,000 software license sale in the quarter ended September 30, 2005 that did
not occur in the same period in 2006. The company historically realizes the bulk of its annual revenue via non-recurring blanket license fees. For
the six month period ended December 31, 2005, one-time license fees equated to 62% of total revenue or $3 million. This is characteristic of the
Company s history of lump software license sales due to the average size of our license sale, the sales cycle of our products, and timing
differences. The SCPL strategy implementation is anticipated to reduce the Company s overall reliance on large one-time, non-recurring license
fees and evolve its business model toward a more recurring source of revenue.

Maintenance and support revenues were $845,316 and $1,214,757 for the six months ended December 31, 2006 and 2005, respectively, a
decrease of 30%. The $369,441 decrease is due to the following: As a result of bankruptcy one of our customers has reduced the number of
stores they operate over the last year. $172,000 of the decrease was the result of three Action Manager maintenance customers who did not
require further support services at the store level. Additionally, the large license client elected not to renew approximately $540,000 in annual

maintenance and support services.

Application Service Provider (ASP) revenues were $44,583 and $99,150, respectively for the six months ending December 31, 2006 and 2005; a
decrease of 55%. This $54,567 decrease was the result of the loss of two customers, and an evolution towards the SCPL program the company
has instituted to increase the number of Manufacturers and Retailers using the Supply Chain Profit Link.
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Consulting and other revenue was $231,383 and $637,587 for the six months ended December 31, 2006 and 2003, respectively, a 64% decrease.
This $406,204 decrease is due to the completion of a large project that was begun in the quarter ended September 30, 2005, and the consulting
and services contract that were not replace in 2006 for the same period.

Cost of revenues, as a percent of total revenues was 56% and 17% for the six months ended December 31, 2006 and 2005, respectively. This
$182,050 decrease in Cost of Revenues is attributable to lower total revenue for the comparative period. While license sales reflects the largest
portion of categorical revenue it reflects disproportionately lower amount of cost of revenues due to economies of scale as compared to other
revenue categories. The $3,000,000 license sale in Q1-2006 resulted in a lower cost of revenues as a percent of total revenue comparatively.

Research and development expenses were $223,353 and $459,596 for the six months ended December 31, 2006 and 2005 respectively, a 51%
decrease. This $236,243 decrease is due to an increase in the amount of costs that qualified to be capitalized associated with new projects. The
company has also started to utilize off-shore development resources in order to reduce overall development costs.

11
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Sales and marketing expenses were $604,339 and $593,633 for the six months ended December 31, 2006 and 2005, respectively, a 2% increase
over the previous year. The company continues to deploy a sales force which allows them to maintain a lower fixed level of costs to generate
sales. In conjunction with the anticipated release of new products and services by mid 2007, the Company has continued to expand its targeted
marketing and sales objectives. These increased costs have been offset by the exit of the company s president during the comparative period in
2005. We believe that this additional sales effort will take at least 6-9 months to generate sales increases.

General and administrative expenses were $989,631 and $629,593 for the six months ended December 31, 2006 and 2005, respectively a 57%
increase. This $360,038 increase is due to additional Investor Relations consulting work, payment to a recruiter for new hires, and additional
legal fees associated with a pending patent lawsuit. The Company has identified several of its patents that it believes have been violated.
Management intends to take action to defend both current and future patents on its software development.

Liquidity and Capital Resources

Net Cash used in operations for the six months ended December 31, 2006, was $1,520,045 compared to $1,946,806 provided by operating
activities for the same period in 2005. This $3,466,852 comparative decrease is attributable to a non-recurring one-time software license sale to
one customer during the quarter ended September 30, 2005. Details of this software license sales transaction are listed in an 8K filed on August
11, 2005. Net cash used in investing activities was $520,639 and $6,475 during the six months ended December 31, 2006 and 2003, respectively.
The increase in cash used in investing was due to procurement of computers and other office equipment and the capitalization of new product
development costs in 2006. The company anticipates further utilization of its investing cash into product development until such time as it
releases its new products and enhancements in the 3rd and 4th Quarter of 2007.

Cash on hand was $1,422,994 at December 31, 2006, an increase of $1,292,394 over the $130,600 on hand in the same period in 2005. This
increase is attributable to the Company restructuring its debt and equity portfolio during 2006 which included refinancing note payables and
paying off a revolving line of credit from its net proceeds of issuing 3,636,364 shares of restricted common stock, as described under Item 1.01
of Form 8K date June 14, 2006. The total net proceeds to the company from this sale were approximately $4,570,000. The Company anticipates
a comparative reduction in interest costs by approximately $800,000 in 2007 as a result of this reduction in debt. Net cash used in financing
activities decreased from $2,019,401 for the six months ended December 31, 2005 to $53,382 for the current period ending December 31, 2006.
This decrease is attributable to the payoff of a note payable with Triplenet Investments during the three months ended September 30, 2005 offset
by offering costs associated with the issuance of certain stock.

Current assets at December 31, 2006 totaled $2,051,969, a decrease of $1,979,609 over the year ending June 30, 2006. The decrease is due to
uses of cash by the Company in order to fund operational shortfalls, fund capital expansion, and expand its focus on its evolving Supply Chain
Profit Link Model. Current liabilities as of December 31, 2006 and June 30, 2006 were $1,245,738 and $1,497,282 respectively. As stated
above, the company has utilized proceeds from the issuance of stock to refinance its debt position, increase its operational and development
presence in the Pacific Rim, and increase staffing to support current and future projects.

At December 31, 2006, the company had a working capital surplus of $806,231, as compared to a working capital deficit of $2,936,158 for the
six months ended, December 31, 2005. This increase in working capital is due to the issuance of additional stock in June of 2006 as stated above
and the $3,000,000 non-recurring, large license sale that the company received in 2006. Management believes the increase in working capital
will allow the company to achieve its Supply Chain Profit Link objectives, bring to market enhancements to existing products currently still in
development, and provide sufficient cash flow to fund shortfalls in cash generated from operations in 2007.

The Company has achieved profitability for the first time in the fiscal year ended June 30, 2006. However, the Company has yet to consistently
provide sufficient cash flow from operations in order meet its ongoing capital and operational cash flow requirements. The Company has been
successful over the past ten years in obtaining working capital and will continue to seek to raise additional capital from time to time as needed
and until consistent period to period profitably can be maintained. The Company has a bank credit facility equal to 75% of our outstanding
accounts receivable up to 120 days with a maximum of $200,000. As of December 31, 2006, we had no outstanding borrowings under this credit

21



Edgar Filing: PARK CITY GROUP INC - Form 10QSB

facility.

As a result of our sales cycle, large contracts, and the timing differences associated with our business model, there can be no assurance that we
will be successful in our efforts to continue profitable operations on a period to period basis. If we are unable to operate profitably on ongoing
basis we may be required to reduce operations, reduce or discontinue further research and development, and/or reduce or eliminate further
acquisition activities.

Off-Balance Sheet Arrangements

We do not have any off balance sheet arrangements that are reasonably likely to have a current or future effect on our financial condition,
revenues, results of operation, liquidity or capital expenditures.
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CRITICAL ACCOUNTING POLICIES

Our critical accounting policies include the following:

Deferred income tax assets and related valuation allowances
Impairment and Useful Lives of Long-lives Assets
Revenue Recognition

Stock-Based Compensation

Deferred Income Tax Assets and Related Valuation Allowances. 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 tax assets and assesses the valuation allowance quarterly.

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

Write-downs of intangible assets may be necessary if the future fair value of these assets is less than carrying value. If the Company s operating
trends continue to decline, the Company may be required to record an impairment charge in a future period related to the carrying value of our
long-lived assets.

Revenue Recognition. The Company s revenues are derived from the sale of software, maintenance of software, professional consulting services
and software hosting services. Revenue from the sale of software is recognized at the time the software is shipped to the customer. The company
also defers a portion of the software license fee equal to the cost of maintenance for the warranty period on all license sales that are either to a
new customer or are a new product being sold to and existing customer. Customers who purchases additions licenses for software they already
have and are paying maintenance on waive the warranty period. Revenue from maintenance of software, professional consulting services and
software hosting services is recognized during the month the services are performed.

Stock-Based Compensation. The Company values and accounts for the issuance of equity instruments to employees and non-employees to
acquire goods and services based on the fair value of the goods and services or the fair value of the equity instrument at the time of issuance,
whichever is more reliably measurable. The fair value of stock issued for goods or services is determined based on the quoted market price on
the date the commitment to issue the stock has occurred. The fair value of stock options or warrants granted to employees and non-employees
for goods or services is calculated on the date of grant using the Black-Scholes options pricing model.

Risk Factors
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In addition to the other information set forth in this report, you should carefully consider the factors discussed in Item 6, Management s
Discussion and Analysis in our Annual Report on Form 10-KSB for the year ended June 30, 2006, which could materially affect our business,
financial condition or future results. The risks described in our Annual Report on Form 10-KSB are not the only risks facing our Company.
Additional risks and uncertainties not currently known to us or that we currently deem to be immaterial also may materially adversely affect our
business, financial condition and/or operating results.
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Item 3 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, 2006. Based on this evaluation as a result of the matters
discussed in the following paragraph, our chief executive officer and chief financial officer concluded that our disclosure controls and
procedures were not 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 Securities and Exchange Commission ("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.

The Company has found significant internal control deficiencies in its accounting for property, plant and equipment and deficiencies in
disclosure control. The Company s systems formerly did not allow it to account for depreciation of individual assets and consequently were
unable to accurately identify specific amounts to be adjusted when assets are disposed of or sold. The Company has deployed a new fixed asset
system and is in the process of instituting policies and procedures which will allow it to resolve this deficiency. The Company anticipates this
deficiency will be remedied within the next reporting period The Company has also noted deficiencies in it s systems for evaluating and
implementing new accounting pronouncements and internal review of its filings. In conjunction with conducting a self-assessment and in
preparation for compliance for Section 404 of the Sarbanes-Oxley Act of 2002, the Company is evaluating options including the responsibilities
of personnel and consultants, and changing its policies to remedy these deficiencies. The Company believes it will be able to adopt changes that
will resolve this deficiency within the next three to six months.

(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, other than those noted
above, 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.

(Balance of the page intentionally left blank)
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PartII OTHER INFORMATION

Item 1 Legal Proceedings
None

Item 2 Unregistered Sales of Equity Securities and Use of Proceeds
None

Item 3 - Defaults upon Senior Securities
None

Item 4 - Submission of Matters to a Vote of Security Holders
None

Item 5 Other Information
None

Item 6 Exhibits

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

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

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

Exhibit 32.2 Certification of 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 14, 2007 PARK CITY GROUP, INC
By /s/ Randall K. Fields

Randall K. Fields, Chief Executive Officer, Chairman and
Director (Principal Executive Officer)

Date: February 14, 2007 By /s/ William Dunlavy
William Dunlavy

Chief Financial Officer and Secretary (Principal Financial
and Principal Accounting Officer)
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