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Item 1 - Financial Statements:

Part I

FINANCIAL INFORMATION

EPICOR SOFTWARE CORPORATION

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowance for doubtful accounts
Deferred income taxes

Inventory, net

Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Deferred income taxes
Intangible assets, net
Goodwill

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:

Accounts payable

Accrued compensation and benefits

Other accrued expenses

Current portion of long-term debt

Current portion of accrued restructuring costs

Current portion of deferred revenue

Total current liabilities

Long-term debt, less current portion

Accrued restructuring costs

Deferred revenue

Deferred income taxes and other income taxes
Other long-term liabilities

Total long-term liabilities

(in thousands)

(Unaudited)

September 30,
2009

$ 95,481
78,947

8,995

2,849

13,637

199,909
28,805
41,718
91,214

368,132
11,772

$ 741,550

$ 12,746
19,469
20,579

197
2,156
89,873

145,020

258,539
4,558
222
36,304
3,778

303,401

December 31,
2008
As Adjusted

(Note 1)

$ 89,764
90,624
8,627

5,068
11,064

205,147
31,987
42,858

113,556

363,589
14,061

$ 771,198

$ 13,913
21,035
24,142
10,169

4,073
92,361

165,693

265,257
5,412
319
37,621
941

309,550
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Commitments and contingencies (Note 12)
Stockholders equity:

Common stock

Additional paid-in capital

Less: treasury stock at cost

Accumulated other comprehensive loss
Accumulated deficit

Total stockholders equity

Total liabilities and stockholders equity

63

419,633
(19,476)
(3,434)
(103,657)

293,129

$ 741,550

See accompanying notes to unaudited condensed consolidated financial statements.

$

61
414,149
(18,458)

(4,094)
(95,703)

295,955

771,198
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EPICOR SOFTWARE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME (LOSS)

(in thousands, except per share amounts)

(Unaudited)
Three Months Ended
September 30,
2009 2008
As Adjusted
(Note 1)

Revenues:
License $ 13,740 $ 22,405
Consulting 31,735 41,616
Maintenance 48,168 50,126
Hardware and other 4,933 21,615
Total revenues 98,576 135,762
Cost of revenues 42,592 68,180
Amortization of intangible assets 7,046 8,513
Total cost of revenues 49,638 76,693
Gross profit 48,938 59,069
Operating expenses:
Sales and marketing 18,176 20,519
Software development 11,844 13,561
General and administrative 13,317 13,982
In-process research and development
Restructuring and other charges 1,003 594
Total operating expenses 44,340 48,656
Income from operations 4,598 10,413
Interest expense (6,481) (6,264)
Interest and other income (expense), net 73 (773)
Income (loss) before income taxes (1,810) 3,376
Income tax provision (benefit) (2,166) 628
Net income (loss) $ 356 $ 2,748
Comprehensive income (loss):
Net income (loss) $ 356 $ 2,748
Unrealized foreign currency translation gain (loss) 920 (3,078)
Net unrealized gain on derivative financial instruments, net of tax 341
Net unrealized loss on defined benefit pension plan liabilities, net of tax (30)
Comprehensive income (loss): $ 1,587 $ (330)

Nine Months Ended
September 30,
2009 2008
As Adjusted
(Note 1)
$ 44,451 $ 65,266
95,247 114,043
142,374 144,992
15,643 41,630
297,715 365,931
132,784 186,020
23,672 24,513
156,456 210,533
141,259 155,398
54,417 63,149
36,682 40,885
41,541 39,490
200
2,210 4,766
134,850 148,490
6,409 6,908
(17,351) (16,897)
(159) 1,052
(11,101) (8,937)
(3,147) (3,940)
$ (7954 $ (4,997
$ (7954 $ (4,997
412 (1,229)
326
(78)
$ (7,299 $ (6,226)
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Net income (loss) per share:

Basic $ 0.01 $ 005 $ (0.13) $ (0.09)
Diluted $ 0.01 $ 005 $ (0.13) $ (0.09)
Weighted average common shares outstanding:

Basic 59,691 58,779 59,391 58,377
Diluted 60,305 59,186 59,391 58,377

See accompanying notes to unaudited condensed consolidated financial statements.
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EPICOR SOFTWARE CORPORATION
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(Unaudited)

Operating activities

Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation and amortization

Stock-based compensation expense

Provision for doubtful accounts

Provision for excess and obsolete inventory

Amortization and write-off of debt issuance fees
Amortization of long-term debt discount

Restructuring charges

Change in fair value of derivatives

Excess tax benefits from share-based payment arrangements
In-process research and development charge

Changes in operating assets and liabilities, net of effects of acquisitions and dispositions:
Accounts receivable

Inventory

Prepaid expenses and other current assets

Other assets

Income taxes

Accounts payable

Accrued expenses

Accrued restructuring costs

Deferred revenue

Other long-term liabilities

Net cash provided by operating activities

Investing activities

Purchases of property and equipment

Sale of short term investment

Cash paid for business combinations, net of cash acquired
Cash designated for acquisition

Net cash used in investing activities

Financing activities

Proceeds from long-term debt

Principal payments on long-term debt

Debt issuance fees

Proceeds from exercise of stock options

Proceeds from employee stock purchase plan

Excess tax benefits from share-based payment arrangements
Purchase of treasury stock

Nine Months Ended
September 30,
2009 2008
As Adjusted
(Note 1)
$ (7,954) $  (4,997)
29,692 30,671
5,897 6,219
3,141 1,588
244 382
4,006 1,188
5,876 5,467
2,187 4,766
559
(38) (843)
200
11,135 17,259
1,976 (5,400)
(2,690) (1,458)
(497) 638
(7,136) (8,442)
(1,428) 4,583
(4,152) (306)
(5,306) (7,438)
(5,326) 5,437
2,739 103
32,925 49,617
(2,502) (7,830)
1,371
(973) (285,510)
161,000
(3,475) (130,969)
72,500 160,000
(95,147) (49,567)
(1,011) (5,125)
124 1,591
474 561
38 843
(1,018) (4,538)
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Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

(24,040)

307

5,717
89,764

$ 95,481

See accompanying notes to unaudited condensed consolidated financial statements.

103,765

(1,847)

20,566
75,158

95,724
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EPICOR SOFTWARE CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
SEPTEMBER 30, 2009
Note 1. Basis of Presentation

The accompanying Unaudited Condensed Consolidated Financial Statements included herein have been prepared by Epicor Software
Corporation (the Company) in conformity with accounting principles generally accepted in the United States of America and pursuant to the
rules and regulations of the Securities and Exchange Commission (the SEC) for interim financial information for reporting on Form 10-Q.
Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States of America have been condensed or omitted pursuant to such rules and regulations. These Unaudited
Condensed Consolidated Financial Statements should be read in conjunction with the consolidated financial statements and notes thereto
included in the Company s Annual Report on Form 10-K for the year ended December 31, 2008.

In the opinion of management, the Unaudited Condensed Consolidated Financial Statements contain all adjustments (consisting only of normal
recurring adjustments) necessary for a fair presentation of the Company s financial position, results of operations and cash flows. The Company
has evaluated subsequent events for recognition or disclosure through the date of filing this Form 10-Q with the SEC.

The results of operations for the three and nine months ended September 30, 2009, are not necessarily indicative of the results of operations that
may be reported for any other interim period or for the entire year ending December 31, 2009. The Condensed Consolidated Balance Sheet at
December 31, 2008, has been derived from the audited financial statements at that date (as adjusted for the effects of retrospective adoption of
new accounting guidance related to the accounting for convertible debt instruments that may be settled in cash upon conversion as discussed
below), but does not include all of the information and footnotes required by accounting principles generally accepted in the United States of
America for complete financial statements, as permitted by SEC rules and regulations for interim reporting.

Inventory is comprised solely of finished goods. Accounts receivable is net of allowance for doubtful accounts at September 30, 2009 and
December 31, 2008, of $8,610,000 and $7,686,000, respectively.

Change in Accounting Principle

Effective January 1, 2009, the Company changed its method of accounting for its convertible debt (Note 8). In May 2008, the Financial
Accounting Standards Board (FASB) issued new accounting guidance related to the accounting for convertible debt instruments that may be
settled in cash upon conversion. This guidance requires the Company to account separately for the liability and equity components of our
convertible notes in a manner that reflects our nonconvertible debt borrowing rate when interest cost is recognized in subsequent periods. This
guidance requires bifurcation of a component of the debt, classification of that component in equity, and then accretion of the resulting discount
on the debt as part of interest expense being reflected in the income statement. The guidance requires retrospective application to all periods
presented and is effective for fiscal years beginning after December 15, 2008.

The accounting change impacted the carrying amount of our convertible debt (debt discount), required the Company to record additional interest
expense related to the amortization of the debt discount and resulted in reclassification of debt issuance costs, deferred tax liabilities and
additional paid in capital, as discussed in more detail in Note 8.

The effect of adoption on the Company s Condensed Consolidated Balance Sheets is as follows (in thousands):

September 30, December 31,
Increased/(Decreased): 2009 2008
Other assets $ 877) $ (1,357)
Deferred income taxes and other income taxes 16,665 18,820
Long-term debt, less current portion (44,173) (50,048)
Additional paid-in capital 36,545 36,545
Accumulated deficit 9,916 6,674

10
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EPICOR SOFTWARE CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2009

The effect of adoption on the Company s Condensed Consolidated Statements of Operations and Comprehensive Income (Loss) is as follows (in

thousands, except per share amounts):

Interest expense

Income tax benefit

Net loss

Net loss per share - basic
Net loss per share - diluted

Adoption had no impact on cash flows from operating, investing or financing activities.

Note 2. Basic and Diluted Net Income (Loss) Per Share

Three Months Ended Nine Months Ended
September 30, September 30
2009 2008 2009 2008
$ 1,804 $ 1,745 $539 $ 5,127

733 667 2,155 1,960
1,071 1,078 3,242 3,167

$ 002 $ 002 $ 0.05 $ 005
$ 002 $ 002 $ 0.05 $ 005

Basic net income (loss) per share is computed by dividing the net income (loss) for the period by the weighted average number of common
shares outstanding during the period, excluding shares of unvested restricted stock. Diluted net income (loss) per share is computed by dividing
the net income (loss) for the period by the weighted average number of common and potential common shares outstanding during the period if

their effect is dilutive.

The following table computes basic and diluted net income (loss) per share (in thousands, except per share amounts):

Net income (loss) applicable to common stockholders

Basic:

Weighted average common shares outstanding

Weighted average common shares of unvested restricted stock
Shares used in the computation of basic net income (loss) per share

Net income (loss) per share applicable to common stockholders - basic

Diluted:

Shares used in the computation of basic net income (loss) per share
Stock options and employee stock purchase plan (ESPP) shares
Unvested restricted stock

Shares used in the computation of diluted net income (loss) per share

Net income (loss) per share applicable to common stockholders - diluted

Three Months Ended
September 30,
2009 2008
$ 356 $ 2,748

62,991 61,185

(3,300) (2,406)
59,691 58,779
$ 0.01 $ 0.05
59,691 58,779
305 342
309 65
60,305 59,186
$ 0.01 $ 0.05

Nine Months Ended
September 30,
2009 2008
$ (7,954) $ (4,997)
62,594 60,699
(3,203) (2,322)
59,391 58,377
$ (0.13) $ (0.09)
59,391 58,377
59,391 58,377
$ (0.13) $ (0.09)

12
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For the three months ended September 30, 2009 and 2008, options to purchase 860,000 and 1,090,000 shares of common stock with a weighted
average price of $12.37 and $11.81, respectively, were outstanding but not included in the computation because the effect would be anti-dilutive.
Due to net losses for year-to-date periods presented, the assumed exercise of stock options, employee stock purchase plan shares and unvested
restricted stock had an anti-dilutive effect and therefore were excluded from the computation of diluted loss per share. On May 8, 2007, the
Company closed an offering of $230 million aggregate principal amount of convertible senior notes (Note 8). The notes are only dilutive when
the common stock price exceeds the conversion price of approximately $18.10 per share, and no shares have been included in the calculation of
diluted net income (loss) per share as the conversion value did not exceed the principal amount of the notes.

13
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EPICOR SOFTWARE CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2009

Note 3. Acquisition

Acquisitions which occurred prior to January 1, 2009, have been accounted for under the purchase method of accounting. Any acquisition made
after January 1, 2009, will be accounted for under the acquisition method in accordance with Accounting Standards Codification (ASC) 805

Business Combinations. Management is responsible for determining the fair value of the assets acquired and liabilities assumed. The fair value
of the assets acquired and liabilities assumed represent management s estimates of fair value. The Company conducts an active mergers and
acquisitions program. Acquisition candidates are determined to be viable if they meet the Company s stringent criteria which include, but are not
limited to, product and technology fit, culture, geography, revenue synergies and financial contribution. Because the software industry is
consolidating, the acquisition environment is competitive. Valuations are determined through a combination of earnings per share accretion
models which assume certain cost synergies, internal rate of return calculations, discounted cash flow models, outside valuations and appraisals
and market conditions. The results of the acquisitions are included in the accompanying Consolidated Statements of Operations from the
respective acquisition dates forward.

NSB Retail Systems PLC

On February 7, 2008, the Company completed its acquisition of NSB Retail Systems PLC (NSB). NSB designs, develops, markets and supports
store and merchandising solutions to retailers of apparel, footwear and specialty merchandise. The acquisition of NSB provides an expanded
portfolio of products and services for large and mid-sized specialty retailers and department stores, as well as a fully hosted, managed service
offering designed for smaller retailers who are interested in rapid implementation via an on-demand versus on-premise offering.

Pursuant to the terms of the acquisition agreement, shareholders of NSB received £0.38 in cash for each NSB ordinary share. The value of the
fully diluted share capital of NSB was approximately $311,845,000, not including transaction costs, based on the exchange rates in effect at the
time the United States dollars were converted to pounds sterling for purposes of the transaction. The consideration payable under the agreement
was funded by the Company with approximately $161,000,000 in existing cash balances, with the balance of the consideration being funded by
drawing from funds available pursuant to the 2007 credit facility (Note 8).

The total purchase price for NSB is shown below (in thousands):

Cash $ 311,845
Transaction costs 6,449
Total purchase price $ 318,294

The acquisition of NSB is accounted for as a purchase business combination. Under the purchase method of accounting, the purchase price was
allocated to NSB s tangible and intangible assets acquired and liabilities assumed based on their estimated fair values as of February 7, 2008,
with any excess being ascribed to goodwill. Management is primarily responsible for determining the fair values of these assets. The fair value
of the assets acquired and liabilities assumed represent management s estimate of fair values. The Company adjusted goodwill by $14,233,000
since the original allocation on February 7, 2008, primarily related to finalizing the fair value of land and buildings which resulted in an increase
in property and equipment of $4,105,000, and a reduction to deferred taxes of $16,593,000. See Note 4 for a discussion of goodwill and
intangibles acquired.

The following table summarizes the allocation of the purchase price (in thousands):

Fair value of tangible assets acquired:
Cash and cash equivalents $33,181
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Accounts receivable
Inventory

Property and equipment
Prepaid and other assets
Deferred tax assets

Total tangible assets acquired

Acquired technology

Acquired in-process research and development
Customer base

18,274
1,196
16,038
4,720
2,047

75,456
58,700

200
39,300

15
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EPICOR SOFTWARE CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2009
Trade name 3,500
Goodwill 198,240
Accounts payable and accrued expenses (24,221)
Deferred revenue (17,328)
Other long-term liabilities (2,264)
Deferred tax liabilities (13,289)
Net assets acquired $ 318,294

In connection with the acquisition, the Company formulated a restructuring plan for the NSB operations. As a result, the Company recorded a
liability of $4,524,000 for the costs related to involuntary employee terminations. This liability was included in the allocation of the purchase, as
was appropriate under United States GAAP at the time of the acquisition. Execution of the restructuring plan was completed as of December 31,
2008. NSB had previously recognized restructuring charges related to certain of its leased facilities and prior employee severance. Included in
assumed accounts payable and accrued expenses is $7,734,000 of prior restructuring obligations.

Included in the Company s operating results for the nine months ended September 30, 2008, is a charge of $200,000 for the acquired in-process
research and development projects related to the NSB acquisition. The in-process research and development projects arose from new products
that were under development at the date of the acquisition and were expected to eventually lead to new products but had not yet established
technological feasibility and for which no future alternative use was identified. The valuation of the in-process research and development
projects was based upon the discounted expected future cash flows of the products over the products expected life, reflecting the estimated stage
of completion of the projects and the estimate of the costs to complete the projects.

Goodwill is amortizable for tax purposes when determining foreign earnings subject to tax in the United States. A portion of the goodwill is
amortizable for tax in the foreign jurisdiction.

Pro Forma Information

Actual results of operations of NSB are included in the consolidated financial statements from the acquisition date of February 7, 2008. The
unaudited pro forma statement of operations data of the Company set forth below gives effect to the acquisition by Epicor of NSB using the
purchase method as if it occurred on January 1, 2008, and includes amortization of identified intangibles, interest expense on debt incurred to
finance the acquisitions, elimination of amortization related to NSB intangibles not assumed in the acquisition, and the in-process research and
development charge. This pro forma information is presented for illustrative purposes only and is not necessarily indicative of the combined
financial results of operations for future periods or the financial results of operations that actually would have been realized had the acquisition
occurred at that time (in thousands, except per share data).

(Unaudited)
Nine Months Ended
September 30,
2008
Pro Forma
Total revenues $ 371,647
Net loss $ (6,380)
Net loss per share:
Basic $ (0.12)
Diluted $ (0.12)

Note 4. Goodwill and Intangible Assets
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In acquisitions accounted for using the purchase method, goodwill is recorded for the difference, if any, between the aggregate consideration
paid for an acquisition and the fair value of the net tangible and identified intangible assets acquired. In acquisitions accounted for using the
acquisition method, goodwill is recorded as the excess, if any, of the consideration transferred plus the fair value of any non-controlling interest
in the acquiree over the fair value of the identifiable net assets acquired. An annual review of goodwill and indefinite-lived intangibles is
required for possible impairment. The Company performed its annual impairment review of its recorded goodwill in 2008, and determined that
no impairment of goodwill existed at that time because the estimated fair value of each reporting

17
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EPICOR SOFTWARE CORPORATION

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2009

unit exceeded its carrying amount. The Company monitors the indicators for goodwill impairment testing between annual tests. Certain adverse
business conditions impacting one or more of the Company s reporting units would cause the Company to test goodwill for impairment. No such
events occurred during the nine months ended September 30, 2009. The following table represents the balance and changes in goodwill by

reporting unit as of and for the nine months ended September 30, 2009 (in thousands):

License
Balance as of December 31, 2008 $ 138,936
NSB purchase price allocation adjustment 701
Adjustment of tax liabilities assumed in a business combination (114)
Scala acquisition purchase price adjustment 74
Other 36
Foreign currency translation 568
Balance as of September 30, 2009 $ 140,201

The average amortization period for intangible assets are as follows:

Acquired technology
Customer base
Trademark

Covenants not to compete

The following represents the change in the gross carrying amount of intangible assets recorded during 2009 (in thousands):

Consulting Maintenance Total
$ 68,835 $ 155,818 $ 363,589
246 624 1,571
(76) (191) (381)
63 403 540
24 61 121
1,520 604 2,692
$ 70,612 $ 157,319 $ 368,132
Average
Amortization
Periods
5 years
7 years
5 years
1-2 years

Foreign
Currency

Translation Other
Acquired technology $ 40 $ 342
Customer base 1,781
Trademark 4
Covenant not to compete 28
Total $ 1,853 $ 342

Total
$ 382
1,781
4
28

$2,195

Intangible assets are amortized over the estimated economic life of the assets. As of September 30, 2009, the Company has not identified any

indicators of impairment associated with intangible assets.

The following table summarizes the components of intangible assets (in thousands):

18
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As of September 30, 2009 As of December 31, 2008
Gross Gross
Carrying  Accumulated Carrying  Accumulated
Amount  Amortization Net Amount  Amortization Net
$137,772 $ 91,050 $46,722 $137,390 $ 75,788 $ 61,602
76,181 34,727 41,454 74,400 26,995 47,405
13,800 10,762 3,038 13,796 9,247 4,549
2,175 2,175 2,147 2,147
$229928 $ 138,714 $91,214 $227,733 $ 114,177 $113,556

Amortization expense of the Company s intangible assets is included in cost of revenues and for the three months ended September 30, 2009 and
2008, was $7,046,000 and $8,513,000, respectively. Amortization expense of the

10
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EPICOR SOFTWARE CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2009

Company s intangible assets is included in cost of revenues for the nine months ended September 30, 2009 and 2008, was $23,672,000 and
$24,513,000, respectively. Estimated amortization expense for the remainder of 2009, 2010, 2011, 2012, 2013 and thereafter, is approximately
$7,119,000, $27,906,000, $21,606,000, $20,097,000, $7,915,000 and $6,571,000, respectively.

Note 5. Restructuring Charges and Other Charges

During 2009, the Company recorded restructuring charges of $2,187,000. These charges include $2,267,000 of severance related costs
associated with the cost reduction initiatives taken during the year, management severance and reductions primarily from the elimination of
redundancies in the Company s retail business resulting from the NSB acquisition. The Company recorded $622,000 of facilities credits related
primarily to changes in estimates on subleased facilities located in the United Kingdom, offset by $400,000 of facilities charges related to
closing facilities used in its retail business. The Company also recorded $142,000 in asset impairments related to leasehold improvements and
facilities redundancies in the Company s retail business resulting from the NSB acquisition. In connection with these restructuring activities, the
Company terminated 61 employees or approximately 3% of the Company s workforce during 2009 primarily from professional services and sales
functions. As of September 30, 2009, all of these terminations had been completed or the employees notified. The facilities obligations are
expected to be paid through 2016 and the Company believes these obligations will be funded from existing cash reserves and cash generated
from continuing operations. During the nine months ended September 30, 2009, the Company made $5,489,000 in cash and share-based
payments against reserves associated with its restructuring activities. The liability was further increased by $696,000 of foreign currency
translation and other charges.

Note 6. Stock-Based Compensation

The following table sets forth the total stock-based compensation expense resulting from stock options and restricted stock awards included in
the Company s Condensed Consolidated Statements of Operations and Comprehensive Income (Loss) (in thousands):

Nine Months
Three Months Ended Ended
September 30, September 30,
2009 2008 2009 2008

Cost of consulting revenues $ 274 § 63 $ 717 $ 421
Cost of maintenance revenues 110 95 325 306
Sales and marketing 259 620 1,281 2,220
Software development 184 162 531 535
General and administrative 1,008 884 3,043 2,737
Total stock-based compensation expense $ 1,835 $ 1,824 $5.897 $6,219

Net cash proceeds from the exercise of stock options were $114,000 and $22,000 for the three months ended September 30, 2009 and 2008,
respectively. Net cash proceeds from the exercise of stock options were $124,000 and $1,591,000 for the nine months ended September 30, 2009
and 2008, respectively. The Company is required to present excess tax benefits from stock-based compensation awards, if any, as financing cash
flows rather than operating cash flows. For the nine months ended September 30, 2009 and 2008, net cash provided by operating activities
decreased by, and financing activities increased by, $38,000 and $843,000, respectively, related to excess tax benefits from exercise of
stock-based awards. The tax benefit recognized in the statement of operations related to stock-based compensation for the three months ended
September 30, 2009 and 2008 was $490,000 and $857,000, respectively. The tax benefit recognized in the statement of operations related to
stock-based compensation for the nine months ended September 30, 2009 and 2008 was $1,690,000 and $2,224,000, respectively. No
share-based compensation was capitalized for the three or nine months ended September 30, 2009 and 2008.

During 2009, the Company granted 1,518,000 shares of performance-based restricted stock to employees for annual promotions and new hires
for the 2009 and 2010 performance plan years under the terms of the Company s Performance Based Restricted Stock Plan ( PBRSP ). In
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December 2008, the Company s Board of Directors approved extending the PBRSP to 2010. All existing participants were granted the same
number of shares for the 2010 plan year as they had in the 2009 plan year. The shares are subject to a performance-based vesting schedule and
were granted pursuant to the terms of the Company s performance-based restricted stock plan. The recipients will vest in the restricted stock, or a
portion thereof, in two equal, annual installments depending upon achievement of targets with respect to the Company s annual revenue and
adjusted earnings before interest, taxes, depreciation

11

21



Edgar Filing: EPICOR SOFTWARE CORP - Form 10-Q

EPICOR SOFTWARE CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2009

and amortization (EBITDA) for each of two performance years, 2009 and 2010. Restricted stock is held in escrow, and the Company s
reacquisition right will not lapse until the shares are fully vested. Upon an employee s termination of service with the Company, shares that have
not vested will be forfeited and automatically transferred to and reacquired by the Company. In addition, restricted shares that do not vest as a
result of the Company s non-achievement with respect to annual revenue and adjusted EBITDA performance conditions for either performance
year will be forfeited and automatically transferred to and reacquired by the Company.

The performance conditions for each year are independent of the performance conditions for any other years. Therefore, although compensation
expense for all years will be measured based on the grant date fair value of the shares, the related compensation expense will be recognized
separately in each year related only to the shares potentially earned in each year, assuming that it is considered to be probable that the shares will
be earned each year. In addition, the compensation expense for each year is estimated and a pro rata amount is accrued on a quarterly basis.
Quarterly compensation expense may include a cumulative adjustment resulting from changes in the estimated number of shares expected to be
earned during that plan year.

On February 13, 2009, the Company s reacquisition right lapsed on 313,348 shares related to the performance-based restricted stock plan for the
2008 performance year. These shares are included in restricted stock at December 31, 2008. The lapse occurred following the Company s
determination of its achievement of 2008 performance year performance conditions. The compensation expense related to these shares was
included in the Consolidated Statements of Operations for the year ended December 31, 2008.

In addition to the above, the Company granted in February 2009, 195,588 shares of fully vested stock to certain employees for services rendered
during 2008. Compensation expense of $570,000 and $120,000 related to these shares was included in stock-based compensation and
restructuring expense, respectively, in the Consolidated Statements of Operations for the year ended December 31, 2008.

The Company withholds, at the employee s election, a portion of the vested shares as consideration for the Company s payment of applicable
employee income taxes. As of September 30, 2009, these repurchased shares are held in treasury and are available for future reissuance. In
conjunction with the periodic vesting of the restricted stock and the annual vesting of performance-based restricted stock, during the three and
nine months ended September 30, 2009, the Company acquired 6,000 and 256,000 shares of common stock at a value of $38,000 and
$1,018,000, respectively.

At September 30, 2009, there was approximately $5,473,000 of total unrecognized compensation expense related to performance-based
restricted stock. This cost is expected to be recognized over a weighted-average period of approximately two years. At September 30, 2009,
there was approximately $3,310,000 of total unrecognized compensation expense related to other restricted stock grants. This cost is expected to
be recognized over a weighted-average period of approximately two years. The compensation cost related to the performance-based restricted
stock depends on the estimated number of shares that will vest, based on the probable outcome of the performance conditions. Therefore, the
recognized compensation could vary significantly, depending on the outcome of those conditions. The Company is required at each reporting
date to assess whether achievement of any performance condition is probable. Based on the Company s current assessment, the Company has
recorded stock compensation expense related to performance-based restricted stock of $852,000 and $2,456,000 for three and nine months ended
September 30, 2009.

At September 30, 2009, there was approximately $24,000 of total unrecognized compensation expense related to unvested stock options. This
cost is expected to be recognized over a weighted-average period of approximately three years.

The fair value of restricted stock that vested during the three months ended September 30, 2009 and 2008, was $233,000 and $312,000,
respectively. The fair value of restricted stock that vested during the nine months ended September 30, 2009 and 2008 was $4,222,000 and
$9,758,000, respectively.

The Company did not grant any options during the three months ended September 30, 2009 and 2008, respectively. The Company granted
15,000 and 300,000 options during the nine months ended September 30, 2009 and 2008, respectively. Stock options are granted with an
exercise price equal to the fair market value on the date of grant, generally vest over four years and expire ten years from the date of grant. The
weighted-average grant date fair value of options granted in fiscal 2009 and 2008 were $1.96 and $2.15 per option, respectively. The Company
estimates the fair value of each option grant on the date of grant using the Black-Scholes option-pricing model. The
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Black-Scholes option-pricing model was developed for use in estimating the value of traded options that have no vesting restrictions and are
fully transferable, while the options issued by the Company are subject to both vesting and restrictions on transfer. In addition, option-pricing
models require input of highly subjective assumptions including expected stock price volatility. The Company uses historical volatility data for
expected volatility and estimates the expected life of its stock options based on the historical life of the Company s options. The grant date fair
value of options granted during the nine months ended September 30, 2009 and 2008 was estimated using the following weighted average
assumptions:

Nine Months Ended
September 30,
2009 2008
Expected life (years) 4.0 3.0
Risk-free interest rate 1.3% 2.2%
Volatility 75.5% 40.5%
Dividend rate 0.0% 0.0%

There were 35,000 options exercised during the three months ended September 30, 2009 with an intrinsic value of $109,000. There were 40,000
options exercised during the nine months ended September 30, 2009 with an intrinsic value of $119,000. As of September 30, 2009, there were
1,489,000 options exercisable with a weighted average remaining contractual term, weighted average exercise price and aggregate intrinsic value
of 3.8 years, $7.92 and $2,841,000, respectively. As of September 30, 2009, there were 1,504,000 options outstanding with a weighted average
remaining contractual term, weighted average exercise price and aggregate intrinsic value of 3.9 years, $7.87 and $2,885,000, respectively. The
Company issues new shares to satisfy stock option exercises and stock purchases under the Company s share-based plans. The aggregate intrinsic
value above represents the total pretax intrinsic value (the difference between the Company s closing stock price on the last trading day of the
quarter and the exercise price) multiplied by the number of shares that would have been received by the option holders had all option holders
exercised their options on September 30, 2009. This amount changes based on the fair market value of the Company s stock.

Note 7. Revenue Recognition

The Company recognizes revenue in accordance with accounting principles generally accepted in the United States of America, specifically, the
Company recognizes revenue in accordance with software industry specific GAAP.

The Company enters into contractual arrangements with end-users of its products to sell software licenses, maintenance services and consulting
services, either separately or various combinations thereof. For each arrangement, revenues are recognized when persuasive evidence of an
arrangement exists, the fees to be paid by the customer are fixed or determinable, collection of the fees is probable, delivery of the product has
occurred, vendor-specific objective evidence (VSOE) of the fair value of any undelivered elements exists and no other significant obligations on
the part of the Company remain.

For multiple-element software arrangements, the Company accounts for the software license component using the residual method. The residual
method generally requires recognition of software license revenue in a multiple-element arrangement once all software products have been
delivered and accepted by the customer and the only undelivered elements are maintenance services and/or consulting services. The fair value of
the maintenance services is determined based on VSOE of fair value and is deferred and recorded ratably over the maintenance service period.
Fair value for any related consulting services is determined by VSOE of fair value and generally recognized as the services are performed. After
any required fair value allocations to the undelivered maintenance and/or consulting services elements, the residual contractual consideration is
allocated to the license associated with the software products sold as part of the transaction. The Company s maintenance services VSOE of fair
value is determined by reference to the price the Company s customers are required to pay for the services when sold-separately (i.e. the
maintenance service fees paid by the Company s customers upon renewal). VSOE of fair value for consulting services is determined by reference
to the price the Company s customers are required to pay for such services when sold separately, or when sold independent of any of the
Company s other product or service offerings.
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In certain instances, the Company enters into arrangements that include two or more non-software products or services such as hardware and
related services. Such arrangements are divided into separate units of accounting provided that the delivered item has stand-alone value and
there is objective and reliable evidence of the fair value
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of the undelivered items. The total arrangement fee is allocated to the undelivered elements based on their fair values and to the initial delivered
elements using the residual method. Revenue is recognized separately, and in accordance with the Company s revenue recognition policy, for
each element.

License Revenues: Amounts allocated to software license revenues sold directly by the Company are recognized at the time of shipment of the
software when fair value for all undelivered elements exists and all the other revenue recognition criteria discussed above have been met.

Revenues on sales made to the Company s resellers are recognized upon shipment of the Company s software to the reseller when the reseller has
an identified end-user and all other revenue recognition criteria noted above are met. Under limited arrangements with certain distributors, all the
revenue recognition criteria have been met upon delivery of the product to the distributor and, accordingly, revenues are recognized at that time.
The Company does not offer a right of return on its products.

Consulting Service Revenues: Consulting service revenues are comprised of consulting and implementation services and, to a limited extent,
training. Consulting services are generally sold on a time-and-materials basis and can include services ranging from software installation to data
conversion and building non-complex interfaces to allow the software to operate in integrated environments. Consulting engagements can last
anywhere from one day to several months and are based strictly on the customer s requirements and complexities and are independent of the
functionality of the Company s software. The Company s software, as delivered, can generally be used by the customer for the customer s purpose
upon installation. Further, implementation and integration services provided are generally not essential to the functionality of the software, as
delivered, and do not result in any material changes to the underlying software code. Services are generally separable from the other elements
under the same arrangement since the performance of the services are not essential to the functionality of the other elements of the transaction,
the services are described in the contract such that the total price of the arrangement would be expected to vary as the result of the inclusion or
exclusion of the services, and VSOE of fair value exists for the services based on sold separately data. For services performed on a
time-and-material basis, revenue is recognized when the services are performed and billed. On occasion, the Company enters into fixed fee
arrangements or arrangements in which customer payments are tied to achievement of specific milestones. In fixed fee arrangements, revenue is
recognized as services are performed as measured by hours incurred to date, as compared to total estimated hours to be incurred to complete the
work. In milestone achievement arrangements, the Company recognizes revenue as the respective milestones are achieved. If, in the services
element of the arrangement the Company performs significant production, modification or customization of its software, the Company accounts
for the entire arrangement, inclusive of the software license revenue, using contract accounting as the software and services do not meet the
criteria for separation. In such instances, the software license revenue is recognized as the services are performed utilizing the same
methodology applied to fixed fee arrangements.

The Company has recorded unbilled consulting revenues totaling $1,246,000 and $1,933,000 at September 30, 2009 and December 31, 2008,
respectively. These unbilled revenues represent consulting services performed during the last few business days of the quarter but not billed until
the following month. The Company cuts-off consulting billing prior to the end of each month. Unbilled consulting revenue is recorded in
accounts receivable in the accompanying Consolidated Balance Sheets.

Maintenance and Support Service Revenues: Maintenance and support service revenues consist primarily of fees for providing unspecified
software upgrades on a when-and-if-available basis and technical support over a specified term, which is typically twelve months. Maintenance
revenues are typically paid in advance and are recognized on a straight-line basis over the term of the contract.

Hardware Revenues: In some cases, the Company resells third party hardware systems and related peripherals as part of an end-to-end solution
requested by its customers. Hardware revenue is recognized when persuasive evidence of an arrangement exists, delivery has occurred, the fee is
fixed or determinable and collection is considered probable. The Company considers delivery to occur when the product is shipped and title and
risk of loss have passed to the customer.

Software License Indemnification: The Company s standard software license agreements contain an infringement indemnity clause under which
the Company agrees to defend, indemnify and hold harmless our customers and business partners against liability and damages arising from
third party claims that the Company s products violate or infringe the intellectual property rights of others. These clauses constitute a form of
guarantee that is subject to disclosure requirements, but not to initial recognition or measurement provisions. The Company has never lost a

26



Edgar Filing: EPICOR SOFTWARE CORP - Form 10-Q

14

27



Edgar Filing: EPICOR SOFTWARE CORP - Form 10-Q

EPICOR SOFTWARE CORPORATION
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

SEPTEMBER 30, 2009

third party infringement claim, and, to date, the Company s costs to defend such claims and/or lawsuits have been insignificant. Although it is
possible that in the future third parties may claim that the Company s current or future software solutions infringe upon their intellectual property,
a maximum obligation arising out of these types of agreements is not explicitly stated and, therefore, the overall maximum amount of these
obligations cannot be reasonably estimated.

Sales taxes collected from customers are recorded on a net basis.
Note 8. Credit Facility and Convertible Senior Notes

For the nine months ended September 30, 2009, the Company made mandatory principal payments of $7,500,000 and voluntary principal
payments of $15,000,000 against the 2007 credit facility from discretionary funds.

On December 16, 2007, the Company entered into a syndicated credit facility (the 2007 credit facility) for up to $250 million in term loan and
revolving facilities, consisting of $100 million term loan and $150 million in revolving loan facility (after giving effect to an accordion feature).

On September 30, 2009, the Company amended the 2007 credit facility to, among other things (i) amend the financial covenants by eliminating
the total leverage and fixed charge coverage ratios, lowering the maximum senior secured leverage ratio and adding a minimum EBITDA
covenant and a minimum liquidity ratio, (ii) amend the maturity date from February 19, 2013 to September 30, 2012, and (iii) increase the
applicable interest rates and commitment fees payable under the facility. The Company paid amendment fees to the lenders and an arrangement
fee to secure the amendment.

Upon entering into the amendment, the Company was required to repay in full the outstanding term loan facility, which had an outstanding
principal balance of $79.0 million. On September 30, 2009, the Company paid the outstanding term loan balance by drawing $72.5 million under
the revolving facility and paying $6.5 million from discretionary funds. As a result of the revolver draw and term repayment, the Company had
$72.5 million outstanding and unused borrowing capacity of $27.5 million under the revolver at September 30, 2009.

At September 30, 2009, the Company was in compliance with all covenants included in the terms of the 2007 credit facility, and the weighted
average interest rate applicable to the 2007 credit facility was 5.11%.

The 2007 credit facility is subject to interest rate swap agreements to convert a portion of the Company s interest rate variability to a fixed rate
basis as required under the 2007 credit facility (Note 9).

Convertible Senior Notes

On May 8, 2007, the Company closed an offering of $230 million aggregate principal amount of 2.375% convertible senior notes due in 2027.
The notes are unsecured and pay interest semiannually at a rate of 2.375% per annum until May 15, 2027. The notes are convertible into cash or,
at the Company s option, cash and shares of the Company s common stock, at an initial conversion rate of 55.2608 shares of common stock per
$1,000 principal amount of notes, which is equivalent to an initial conversion price of approximately $18.10 per share. Pursuant to the terms of
the notes, the principal amount of the notes may be settled in cash and only the amount of conversion value, as defined, in excess of the principal
amount of the notes may be settled in cash or shares. The initial conversion price represents a 30% premium over the last reported sale price of
the Company s common stock prior to the offering that began on May 2, 2007, which was $13.92 per share.

As of January 1, 2009, new accounting guidance related to the accounting for convertible debt instruments that may be settled in cash upon
conversion became effective. This guidance requires us to account separately for the liability and equity components of our convertible notes in

a manner that reflects our nonconvertible debt borrowing rate when interest cost is recognized in subsequent periods. This standard requires the
Company to change the previous accounting method for its $230 million convertible senior notes. Accordingly, the Company recorded a
$61,752,000 debt discount as additional paid-in capital, as of the notes issuance date of May 15, 2007. At September 30, 2009, the debt discount
was $44,173,000. The Company has $230,000,000 in principal due under the convertible debt, for a net carrying amount of $185,827,000.
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The Company is amortizing the debt discount through the date at which the Company can begin to redeem the notes, which is May 15, 2014.
The effective interest rate on the liability component was 7.35%, which was based on market conditions at the time the debt was entered into.
The Company recognized interest expense of $3,360,000 and $3,221,000 related to the convertible debt for the three months ended
September 30, 2009 and 2008, respectively, of which $1,366,000 is based on the coupon rate. The Company recognized interest expense of
$9,973,000 and $9,564,000 related to the convertible debt for the nine months ended September 30, 2009 and 2008, respectively, of which
$4,097,000 is based on the coupon rate.

The Company reclassified $2,155,000 of previously capitalized debt issuance fees attributable to the equity portion of the convertible debt as
additional paid-in capital. The Company also recorded deferred tax liability of $23,049,000 as additional paid in capital related to the debt
discount and reclassified debt issuance fees.

Note 9. Derivative Instruments

The Company is exposed to certain risks relating to its ongoing business operations. The primary risks managed by using derivative instruments
are interest rate risk and foreign currency risk. Interest rate swaps are entered into to manage interest rate risk associated with the Company s
variable rate borrowings. Foreign currency forward contracts are entered into to manage foreign currency exchange rate risk associated with
intercompany receivable and payable balances. The Company does not use derivative instruments for trading purposes.

Interest rate swaps were initially designated and qualified as cash flow hedges, whereby the effective portion of the gain or loss on the derivative
was reported as a component of other comprehensive income and reclassified into earnings in the same period during which the hedged
transaction affected earnings. If the Company had experienced gains or losses on the derivatives representing either hedge ineffectiveness or
hedge components excluded from the assessment of effectiveness, they would have been recognized in current earnings.

On September 30, 2009, the Company paid in full the balance outstanding on its term loan by borrowing on the revolving line of credit under the
2007 credit facility. Both the term loan and the line of credit facility incur a variable interest rate. Because the interest rate swaps were

designated as hedging the interest rate variability on the term loan, repayment of the term loan resulted in the de-designation of this hedging
relationship. Accordingly, subsequent to September 30, 2009, the interest rate swaps are no longer designated in a hedging relationship. On
September 30, 2009, a charge for the fair value of the interest rate swaps of $559,000 was recognized in Interest and other income (expense), net
in the accompanying Condensed Consolidated Statements of Operations.

Foreign curr