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Rule 424(b)(3)

SEC file No. 333-114302

Prospectus Supplement No. 3 dated November 13, 2006

To Prospectus dated April 13, 2006

UCN, INC.

COMMON STOCK

The prospectus relates to the offer and sale, from time to time, of up to 1,268,277 shares of the common stock of UCN, Inc. by the selling
security holders listed on page 4 of the prospectus or their transferees.

We registered 5,504,671 shares for sale by selling security holders under a registration statement on Form S-2 filed with the Securities and
Exchange Commission, File No. 333-114302, and declared effective April 22, 2004, which is referred to in the prospectus as the �2004
Registration.� We registered under the 2004 Registration

� 5,340,546 shares of common stock, and issued as dividends and on conversion in March 2004 of previously outstanding preferred
stock, and

� 164,125 shares of common stock issuable on exercise of a warrant at an exercise price of $2.76 per share.
The only shares that remain and may be offered and sold by selling security holders under the prospectus are the 164,125 shares of common
stock issuable under the warrants.

We registered 8,779,333 shares for sale by selling security holders under a registration statement on Form SB-2 filed with the Securities and
Exchange Commission in 2003, File No. 333-108655, that was first declared effect in October 2003 and last declared effective under a
post-effective amendment on April 20, 2005, which is referred to in the prospectus as the �2003 Registration.� We registered under the 2003
Registration

� Warrants to purchase 109,375 shares at a price of $1.25 per share
� Warrants to purchase 4,466,856 shares at a price of $2.00 per share
� Warrants to purchase 672,700 shares at a price of $2.50 per share
� Options to purchase 2,189,152 shares at prices ranging from $2.00 to $5.392 per share
� Convertible notes in the amount of $1,162,500 convertible at $2.00 per share
� Convertible notes in the amount of $1,775,000 convertible at $2.50 per share
� 50,000 shares of common stock

The only shares that remain and may be offered and sold by selling security holders under the prospectus are 1,104,152 shares of common stock
issuable on exercise of outstanding options.
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UCN will receive potential proceeds from exercise of the warrants and options described above, which potential proceeds at August 10, 2006,
totaled $3,253,793. UCN will not receive any proceeds or benefit from resale of the shares by the selling security holders.

Quotations for our common stock are reported on the OTC Bulletin Board under the symbol �UCNN.� On November 10, 2006, the closing bid
price for our common stock was $2.95 per share.

A copy of our quarterly report on Form 10-Q (without exhibits) for the interim period ended September 30, 2006, filed with the Securities and
Exchange Commission on November 13, 2006 is included in this supplement. A copy of our quarterly report on Form 10-Q (without exhibits)
for the interim period ended June 30, 2006, is included in Supplement No. 2 dated August 11, 2006. A copy of our quarterly report on Form
10-Q (without exhibits) for the interim period ended March 31, 2006, is included in Supplement No. 1 dated May 15, 2006. Our prospectus
dated April 10, 2006, incorporates by reference information presented in our annual report on Form 10-K for the year ended December 31, 2005,
filed with the Securities and Exchange Commission on March 29, 2006, and our current report on Form 8-K dated March 20, 2006, filed on
March 20, 2006. Please see �Where You Can Find Information About UCN� beginning on page 3 of the prospectus.

See �Item 1A. Risk Factors� beginning on page 12 of our annual report on Form 10-K for the year ended December 31, 2005, for
information you should consider before you purchase shares. Also see �Item 1A. Risk Factors� under Part II of our quarterly report on
Form 10-Q for the interim period ended September 30, 2006, beginning on page 27 for information you should consider before you
purchase shares.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of these securities or
passed upon the accuracy or adequacy of this prospectus. Any representation to the contrary is a criminal offense.
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Notice About Information Presented In This Supplement

� This supplement may be used by the Selling Security Holders to offer their shares only if accompanied by the prospectus dated
April 10, 2006, Supplement No. 1 to the prospectus dated May 15, 2006., and Supplement No. 2 to the prospectus dated August 11,
2006.

� This supplement provides information that supersedes, or is in addition to, information presented in the prospectus. If there is any
difference between the information presented in this supplement and the information contained in the prospectus, you should rely on
the information in this supplement.

� You should rely only on the information provided in this supplement, the prospectus, and Supplement No. 1. We have not authorized
anyone to provide you with different information.

� We do not claim the information contained in this supplement or the accompanying prospectus is accurate as of any date other than the
dates on their respective covers.

Forward-looking Statements

You should carefully consider the risk factors set forth in the prospectus, as well as the other information contained in this supplement and the
prospectus. This supplement and the prospectus contain forward-looking statements regarding events, conditions, and financial trends that may
affect our plan of operation, business strategy, operating results, and financial position. You are cautioned that any forward-looking statements
are not guarantees of future performance and are subject to risks and uncertainties. Actual results may differ materially from those included
within the forward-looking statements as a result of various factors. Cautionary statements in the �Risk Factors� and �Management�s Discussion and
Analysis of Operating Results and Financial Condition� sections of our quarterly report on Form 10-Q, annual report on Form 10-K, and the
prospectus identify important risks and uncertainties affecting our future, which could cause actual results to differ materially from the
forward-looking statements made in this supplement and the prospectus.
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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

x Quarterly report pursuant to section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended September 30, 2006

or

¨ Transition report pursuant to section 13 or 15(d) of the Securities Exchange act of 1934
For the transition period from                      to                     

Commission File No. 0-26917

UCN, INC.
(Exact name of registrant as specified in its charter)

Delaware 87-0528557
(State or other jurisdiction of

incorporation or organization)

(IRS Employer

Identification No.)
14870 Pony Express Road, Bluffdale, Utah 84065

(Address of principal executive offices and Zip Code)

(801) 320-3300

(Registrant�s telephone number, including area code)
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Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
�accelerated filer and large accelerated filer� in Rule 12b-2 of the Exchange Act.

Large accelerated filer  ¨                    Accelerated filer  ¨                    Non-accelerated filer  x

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

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date: 25,169,784 shares of
common stock as of November 9, 2006.
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UCN, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(in thousands except share data)

(unaudited)
September 30,

2006

December 31,

2005
ASSETS

Current assets:
Cash and cash equivalents $ 4,540 $ 5,471
Restricted cash 10 651
Accounts and other receivables, net of allowance for uncollectible accounts of $1,637 and $1,596,
respectively 10,851 11,368
Other current assets 427 561

Total current assets 15,828 18,051
Property and equipment, net 5,097 5,225
Intangible assets, net 7,638 11,545
Other assets 623 822

Total assets $ 29,186 $ 35,643

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Line of credit $ �  $ 3,328
Current portion of long-term debt 955 2,966
Trade accounts payable 8,671 11,380
Accrued liabilities 2,337 2,268
Accrued commissions 1,283 1,355

Total current liabilities 13,246 21,297
Long-term debt and revolving credit note 7,906 5,511
Other long-term liabilities 83 247

Total liabilities 21,235 27,055

Commitments and contingencies (Notes 5, 9, 11, 12, 13, 15 and 16)
Stockholders� equity:
Preferred stock, $0.0001 par value, 15,000,000 shares authorized;
Series A 8% cumulative convertible preferred stock; 0 shares issued and outstanding for 2006 and 2005
(liquidation value of $0) �  �  
Series B 8% cumulative convertible preferred stock; 0 shares issued and outstanding for 2006 and 2005
(liquidation value of $0) �  �  
Common stock, $0.0001 par value; 100,000,000 shares authorized; 25,141,984 and 23,114,669 shares
issued and outstanding for September 30, 2006 and December 31, 2005, respectively 3 2
Additional paid-in capital 49,322 44,570
Warrants and options outstanding 1,277 735
Accumulated deficit (42,651) (36,719)

Total stockholders� equity 7,951 8,588
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Total liabilities and stockholders� equity $ 29,186 $ 35,643

See notes to condensed consolidated financial statements
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UCN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS - (Unaudited)

(in thousands except per share data)

Three months ended September 30,
2006 2005

Revenue $ 20,204 $ 22,152
Operating expenses:
Costs of revenue 12,708 14,483
Selling and promotion 3,498 3,077
General and administrative 3,303 3,656
Depreciation and amortization 1,879 1,901
Research and development 260 338

Total operating expenses 21,648 23,455

Loss from operations (1,444) (1,303)
Other income (expense):
Interest income 42 26
Interest expense (244) (289)

Total other expense (202) (263)

Net loss before income taxes (1,646) (1,566)
Income tax expense 3 �  

Net loss (1,649) (1,566)
Preferred dividends �  �  

Net loss applicable to common stockholders $ (1,649) $ (1,566)

Net loss per common share:
Basic and diluted $ (0.07) $ (0.08)
Weighted average common shares outstanding:
Basic and diluted 25,142 20,783

See notes to condensed consolidated financial statements
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UCN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS - (Unaudited)

(in thousands except per share data)

Nine months ended September 30,
2006 2005

Revenue $ 63,794 $ 59,614
Operating expenses:
Costs of revenue 41,771 38,984
Selling and promotion 10,548 9,587
General and administrative 9,785 9,677
Depreciation and amortization 5,622 5,112
Research and development 921 967

Total operating expenses 68,647 64,327

Loss from operations (4,853) (4,713)
Other income (expense):
Interest income 124 70
Interest expense (828) (698)
Loss on early extinguishment of debt (364) �  

Total other expense (1,068) (628)

Net loss before income taxes (5,921) (5,341)
Income tax expense 11 �  

Net loss (5,932) (5,341)
Preferred dividends �  (38)

Net loss applicable to common stockholders $ (5,932) $ (5,379)

Net loss per common share:
Basic and diluted $ (0.25) $ (0.26)
Weighted average common shares outstanding:
Basic and diluted 24,111 20,361

See notes to condensed consolidated financial statements
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UCN, INC.

CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS� EQUITY - (Unaudited)

(in thousands)

Common Stock Additional

Paid-in

Capital

Warrants/

Options

Outstanding

Accumulated

Deficit TotalShares Amount
Balance at January 1, 2006 23,115 $ 2 $ 44,570 $ 735 $ (36,719) $ 8,588
Exercise of employee options to purchase common shares 71 �  141 �  �  141
Stock-based compensation �  �  426 �  �  426
Proceeds from private offering, net of issuance costs of $315 1,956 1 4,185 �  �  4,186
Warrant issued in conjunction with debt financing �  �  �  542 �  542
Net loss �  �  �  �  (5,932) (5,932)

Balance at September 30, 2006 25,142 $ 3 $ 49,322 $ 1,277 $ (42,651) $ 7,951

See notes to condensed consolidated financial statements
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UCN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS - (Unaudited)

(in thousands)

Nine months ended September 30,
2006 2005

Cash flows from operating activities:
Net loss $ (5,932) $ (5,341)
Adjustments to reconcile net loss to net cash used in operating activities (net of acquisitions):
Depreciation and amortization 5,622 5,112
Amortization of note financing costs 112 69
Stock-based compensation 426 �  
Loss on early extinguishment of debt 364 �  
Changes in operating assets and liabilities:
Accounts and other receivables, net 517 �  
Other current assets 31 37
Other non-current assets 42 (17)
Trade accounts payable (2,856) 2,602
Accrued liabilities (95) (2,494)
Accrued commissions (71) �  

Net cash used in operating activities (1,840) (32)

Cash flows from investing activities:
Decrease (Increase) in restricted cash 641 (1,472)
Purchases of property and equipment (1,245) (935)
Acquisition of MyACD, Inc. stock �  (427)

Net cash used in investing activities (604) (2,834)

Cash flows from financing activities:
Private placement of common stock, net of offering costs 4,186 �  
Net payments under line of credit and revolving credit facility 1,478 1,954
Proceeds from exercise of options and warrants 141 158
Debt financing fees (186) �  
Payments on early extinguishment of debt (377) �  
Principal payments on long-term debt and capital leases (3,729) (967)

Net cash provided by financing activities 1,513 1,145

Net decrease in cash and cash equivalents (931) (1,721)
Cash and cash equivalents at the beginning of the period 5,471 4,010

Cash and cash equivalents at the end of the period $ 4,540 $ 2,289

(continued) (continued)
See notes to condensed consolidated financial statements
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UCN, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS - (Unaudited)

(in thousands)

Nine months ended September 30,
2006 2005

Supplemental cash flow information:
Cash paid for interest $ 594 $ 742
Cash paid for taxes $ 12 $ �  
Supplemental schedule of non-cash investing and financing activities:
Issuance of warrants with debt agreement $ 542 $ �  
Property and equipment financed with capital lease obligations 196 2,797
Property and equipment included in accounts payable 146 �  
Issuance of long-term debt related to acquisition of MyACD, Inc. �  4,272
Issuance of long-term debt related to acquisition of Transtel net assets �  2,122
Issuance of common stock related to acquisition of MyACD, Inc. �  1,284
Issuance of common shares in payment of preferred stock dividend �  348

See notes to condensed consolidated financial statements
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UCN, INC.

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1 � BASIS OF PRESENTATION

These unaudited interim financial statements of UCN, Inc. and its subsidiaries (collectively, UCN) have been prepared in accordance with the
rules and regulations of the United States Securities and Exchange Commission (SEC). Such rules and regulations allow the omission of certain
information and footnote disclosures normally included in the financial statements prepared in accordance with accounting principles generally
accepted in the United States, so long as the statements are not misleading. In the opinion of management, these financial statements and
accompanying notes contain all adjustments (consisting of normal recurring adjustments) necessary to present fairly the financial position and
results of operations for the periods shown. These interim financial statements should be read in conjunction with the audited financial
statements and notes thereto contained in our Annual Report on Form 10-K for the year ended December 31, 2005, as filed with the SEC on
March 29, 2006. The results of operations for the three and nine month period ended September 30, 2006 are not necessarily indicative of the
results to be expected for the full year.

UCN experienced net losses of $5.9 million and $5.4 million for the nine months ended September 30, 2006 and 2005 respectively. The primary
factors affecting operations were: 1) continued investments in the promotion and development of inContact to bring these services to market, 2)
$5.6 million of depreciation and amortization, 3) $364,000 loss on early extinguishment of debt incurred during the second quarter of 2006, 4)
$330,000 billing dispute in the first quarter of 2006, and 5) $426,000 of stock-based compensation recorded year-to-date as required by SFAS
123(R).

UCN had a working capital surplus of $2.6 million at September 30, 2006. During 2006, UCN�s working capital position has improved
significantly from a $3.2 million working capital deficit at December 31, 2005. The primary reasons for the working capital improvement result
from: 1) replacing the existing line of credit with the ComVest Revolving Credit Note that does not require principal payments until May 2010;
2) rolling all existing outstanding debt balances under the ComVest Convertible Note that does not require principal payments until May 2007
and is spread out over a longer term; and 3) paying down the accounts payable balance by $2.7 million from December 31, 2005 due to the
tightening of certain carrier terms and to take advantage of carrier discounts for early payment. These improvements were offset by: 1) a $1.6
million decrease in cash and restricted cash balances primarily due to UCN no longer carrying a $1.5 million cash reserve as required by the
previous line of credit; and 2) a $517,000 decrease in accounts receivable primarily due to the loss of several large low margin customers and the
timing of cash collections. UCN also paid $3.7 million in payments for long-term debt and lease payments.

The financial statements do not include any adjustments relating to the recoverability and classification of recorded asset amounts or the
amounts and classification of liabilities that might be necessary should UCN be unable to continue as a going concern. UCN�s continuation as a
going concern is dependent upon the ability to generate sufficient cash flow to meet obligations on a timely basis and ultimately to achieve
successful operations.

UCN has taken the following actions to continue to improve its financial situation:

� UCN is concentrating marketing efforts on promoting the sale of inContact technology services to existing and new customers. This
focus is driven by higher gross margins for customers utilizing inContact services integrated with UCN long distance services.
Revenue from the inContact segment, which includes long distance services to customers who utilize inContact technology, increased
to $3.9 million for the three months ended September 30, 2006 as compared to $3.6 million for the three months ended June 30, 2006.
Revenue from the inContact segment, which includes long distance services to customers who utilize inContact technology, for the
nine months ended September 30, 2006 rose 237% to $10.5 million from $3.1 million during the same period in 2005. This was the
seventh consecutive quarter of growth of inContact segment revenue.

The inContact segment generated $10.5 million and $3.1 million in revenue for the nine months ended September 30, 2006 and 2005,
respectively. For the nine months ended September 30, 2006, inContact segment revenue of $10.5 million includes $7.8 million of related long
distance voice and data services and $2.7 million of inContact technology services. For the nine months ended September 30, 2005, inContact
segment revenue of $3.2 million includes approximately $2.3 million of long distance voice and data services and $928,000 of inContact
technology services.

Additional information regarding segments can be found in Note 14.
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� During the second quarter of 2006, UCN closed an agreement with ComVest Capital to refinance the majority of existing short and
long-term debt (Note 9). The financing arrangement provides UCN with increased liquidity and access to cash collections. As a result
of the agreement, the current ratio increased to 1.19 at September 30, 2006 from 0.85 at December 31, 2005. The two primary reasons
for the increase are: 1) the revolving credit facility is classified as long-term, and 2) the new convertible term note does not require
principal payments until May 2007. The financing also released the restrictions on certain cash balances imposed by the previous line
of credit. There were $1.3 million of additional unused commitments at September 30, 2006 under the revolving credit note.

� During the second quarter of 2006, UCN raised $4.5 million by issuing 1.96 million shares of common stock in a private placement
with two institutional and accredited investors. As a result of this private placement, UCN repaid $1.1 million of the outstanding
convertible note balance.

� UCN continued to improve gross profit margin by implementing cost cutting measures and increasing higher margin inContact
revenue. The company calculates gross profit by subtracting costs of revenue from revenue. UCN�s gross profit margin improved by
2.5 percentage points to 37.1% during the third quarter 2006 as compared to 34.6% during the third quarter 2005. Gross profit margin
has also improved quarter to quarter over the past four quarters from 30.7% in the fourth quarter of 2005, to 31.6% in the first quarter
of 2006, to 35.2% in the second quarter of 2006, and to 37.1% in the third quarter of 2006.

� Through September 30, 2006, UCN generated $1.1 million of additional revenue by charging certain wholesale carrier cost recovery
fees to customers. This is a $100,000 increase from what UCN anticipated generating for all of 2006 as discussed in the 2005 Form
10-K filing.

� Through September 30, 2006, UCN saved $1.5 million by using a lower cost long distance carrier. UCN anticipates saving a total of
approximately $2.0 million during 2006 by continuing to use this new carrier and from the reduction of fixed-line costs related the
Company�s network. These year-to-date savings represent a $500,000 increase from what UCN anticipated generating for all of 2006
as discussed in the 2005 Form 10-K filing.

Management believes these actions will allow UCN: 1) to increase cash flow available from outside sources and from operations in order to
meet short-term requirements, 2) to return UCN to overall profitability and 3) to enable UCN to continue as a going concern.

NOTE 2 � SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Capitalized Software Costs: In accordance with Statement of Position 98-1, Accounting for Costs of Computer Software Developed or Obtained
for Internal Use, UCN capitalizes certain costs incurred for the development of internal use software. These costs include the costs associated
with coding, software configuration, upgrades, and enhancements. Costs associated with ongoing maintenance of internal software are expensed
as incurred. During the three months ended September 30, 2006 and 2005, UCN capitalized $177,000 and $112,000, respectively.

Long-Lived Assets: In accordance with Statement of Financial Accounting Standards (SFAS) No. 144, Accounting for the Impairment or
Disposal of Long-Lived Assets, UCN evaluates the carrying value of long-lived assets when events or circumstances indicate the existence of a
possible impairment, based on projected undiscounted cash flows, and recognizes impairment when such cash flows will be less than the
carrying values. UCN also prepares a comprehensive assessment of the carrying value based on undiscounted cash flow of intangibles at least
annually to monitor for possible impairment. Measurement of the amounts of impairments, if any, is based upon the difference between carrying
value and fair value. Events or circumstances that could indicate the existence of a possible impairment include obsolescence of the technology,
an absence of market demand for the product, and/or continuing technology rights protection. Management believes the net carrying amount of
long-lived assets will be recovered by future cash flows generated by commercialization of the technology related to the long-lived asset and
from cash flows generated from customer lists. Essentially all assets are pledged as collateral for the outstanding debt listed in Note 9.

Stock-Based Compensation: On January 1, 2006, UCN adopted SFAS No. 123 (revised 2004), �Share-Based Payment,� (SFAS 123(R)) which
requires the measurement and recognition of compensation expense for all stock-based awards made to employees and directors including
employee stock options based on estimated fair values. SFAS 123(R) supersedes previous accounting under Accounting Principles Board (APB)
Opinion No. 25, �Accounting for Stock Issued to Employees� (APB 25) for periods beginning in fiscal year 2006. In March 2005, the SEC issued
Staff Accounting Bulletin No. 107 (SAB 107) providing supplemental implementation guidance for SFAS 123(R). The provisions of SAB 107
were applied in the adoption of SFAS 123(R).
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SFAS 123(R) requires companies to estimate the fair value of stock-based awards on the date of grant using an option pricing model. The value
of the portion of the award that is ultimately expected to vest is recognized as expense over the requisite service periods in our Condensed
Consolidated Statements of Operations. UCN adopted SFAS 123(R) using the modified prospective transition method which requires the
application of the accounting standard starting from January 1, 2006. The Condensed Consolidated Financial Statements, as of and for the three
and nine months ended September 30, 2006, reflect the impact of SFAS 123(R). Stock-based compensation expense for the three and nine
months ended September 30, 2006, was $129,000 and $426,000, respectively.

Prior to the adoption of SFAS 123(R), UCN accounted for stock-based awards to employees and directors using the intrinsic value method in
accordance with APB 25 as allowed under Statement of Financial Accounting Standards No. 123, �Accounting for Stock-Based Compensation�
(SFAS 123). Under the intrinsic value method, no stock-based compensation expense for employee stock options had been recognized in our
Condensed Consolidated Statements of Operations, because the exercise price of stock options granted to employees and directors equaled the
fair market value of the underlying stock at the date of grant. In accordance with the modified prospective transition method we used in adopting
SFAS 123(R), our results of operations prior to 2006 have not been restated to reflect, and do not include, the possible impact of SFAS 123(R).
Stock-based compensation expense recognized during a period is based on the value of the portion of stock-based awards that is ultimately
expected to vest during the period. Stock-based compensation expense recognized in the three and nine months ended September 30, 2006,
included compensation expense for stock-based awards granted prior to, but not yet vested as of December 31, 2005, based on the fair value on
the grant date estimated in accordance with the pro forma provisions of SFAS 123, and compensation expense for the stock-based awards
granted subsequent to December 31, 2005, based on the fair value on the grant date estimated in accordance with the provisions of SFAS
123(R). As stock-based compensation expense recognized in the results for the third quarter of 2006 is based on awards ultimately expected to
vest, it has been reduced for estimated forfeitures. SFAS 123(R) requires forfeitures to be estimated at the time of grant and revised, if necessary,
in subsequent periods if actual forfeitures differ from those estimates. Prior to 2006, UCN accounted for forfeitures as they occurred for the
purposes of pro forma information under SFAS 123, as disclosed in our notes to Consolidated Financial Statements for the related periods.

Upon adoption of SFAS 123(R), UCN selected the Black-Scholes option pricing model as the most appropriate method for determining the
estimated fair value for stock-based awards. The Black-Scholes model requires the use of highly subjective and complex assumptions which
determine the fair value of stock-based awards, including the option�s expected term and the price volatility of the underlying stock. Volatility is
based on historical stock prices over the contractual life of the option. UCN has issued stock options to employees under share-based
compensation plans including the Long-term incentive stock plan (LTISP) and those granted by the board of directors and compensation
committee. Stock options are issued at the current market price on the date of grant and are generally subject to a three-year vesting period with
a contractual term of five years.

On November 10, 2005, the Financial Accounting Standards Board (�FASB�) issued FASB Staff Position No. SFAS 123(R)-3 �Transition Election
Related to Accounting for Tax Effects of Share-Based Payment Awards� that allows for a simplified method to establish the beginning balance of
the additional paid-in capital pool (�APIC Pool�) related to the tax effects of employee stock-based compensation, and to determine the subsequent
impact on the APIC Pool and Condensed Consolidated Statements of Cash Flows of the tax effects of employee stock-based compensation
awards that are outstanding upon adoption of SFAS 123(R). UCN is still in the process of calculating the APIC Pool and has not yet determined
if it will elect to adopt the simplified method.

Additional information on stock-based compensation can be found in Note 11.

Costs of revenue: Costs of revenue includes direct carrier costs associated with actual usage and salaries for monitoring the network. Costs of
revenue do not include depreciation expense or other allocated costs associated certain costs such as rent, utilities, and other overhead
allocations.

Income Taxes: All income tax amounts reflect the use of the asset and liability method. Under this method, deferred income tax assets and
liabilities are determined based on the expected future income tax consequences of temporary differences between the carrying amounts of
assets and liabilities for financial and income tax reporting purposes. A valuation allowance is provided to offset deferred income tax assets if,
based upon the available evidence, it is more likely than not that some or all of the deferred income tax assets will not be realized. To date, a
valuation allowance has been recorded to eliminate the net deferred income tax assets.
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Net Loss Per Common Share: Basic net loss per common share (�Basic LPS�) excludes dilution and is computed by dividing net loss applicable to
common shareholders by the weighted average number of common shares outstanding during the year. Diluted net loss per common share
(�Diluted LPS�) reflects the potential dilution that could occur if stock options or other common stock equivalents were exercised or converted
into common stock. The computation of Diluted LPS is not presented because the exercise or conversion of securities would have an anti
dilutive effect on net loss per common share.

Business Segments and Related Information: SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information, establishes
standards for the way public business enterprises are to report information about operating segments in annual financial statements and requires
enterprises to report selected information about operating segments in interim financial reports issued to shareholders. It also establishes
standards for related disclosure about products and services, geographic areas and major customers. UCN has continued to focus marketing
efforts towards providing on-demand contact center software and specialized telecommunications services, in addition to traditional long
distance services. Additional information on segments can be found in Note 14.

Recent Accounting Pronouncements: In September 2006, the U.S. Securities and Exchange Commission (SEC) adopted Staff Accounting
Bulletin (�SAB�) No. 108, which expresses the SEC�s staff views on the process of quantifying financial statement misstatements. This SAB
requires that registrants consider evaluating errors under both the �rollover� and �iron curtain� approaches to determine if such errors are material,
thus constituting a restatement to prior period financial statements. This SAB will be effective for fiscal years ending on or after November 15,
2006. The Company will adopt this new standard as of December 31, 2006 and is currently reviewing the impact on the Company�s consolidated
financial position or results of operations.

In September 2006, the Financial Accounting Standards Board (FASB) issued SFAS No. 157, �Fair Value Measurements�, which defines fair
value, establishes a framework for measuring fair value in GAAP and expands disclosures about fair value measurements. This Statement will
be effective for financial statements issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. The
Company is currently evaluating the requirements of this new standard and has not concluded its analysis on the impact to the Company�s
consolidated financial position or results of operations.

In September 2006, the FASB issued SFAS No. 158, �Employers� Accounting for Defined Benefit Pension and Other Postretirement Plans�an
amendment of FASB Statements No. 87, 88, 106, and 132(R)�, which requires an employer to recognize the overfunded or underfunded status of
a defined benefit postretirement plan (other than a multiemployer plan) as an asset or liability in its statement of financial position and to
recognize changes in that funded status in the year in which the changes occur through comprehensive income of a business entity. This
Statement will be effective for financial statements of an employer with publicly traded equity securities as of the end of the fiscal year ending
after December 15, 2006. The Company does not have any such plans as of September 30, 2006. Therefore adoption of this statement is not
expected to have an impact on the Company�s consolidated financial position or results of operations.

In June 2006, the FASB issued FASB Interpretation No. 48, �Accounting for Uncertainty in Income Taxes�, (�FIN 48�) an interpretation of FASB
Statement No. 109, �Accounting for Income Taxes.� FIN 48 prescribes a recognition threshold and measurement attribute for the financial
statement recognition and measurement of a tax position taken or expected to be taken in a tax return. The interpretation requires that UCN
recognize in the financial statements, the impact of a tax position, if that position is more likely than not of being sustained on audit, based on
the technical merits of the position. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim
periods and disclosure. The provisions of FIN 48 are effective beginning January 1, 2007 with the cumulative effect of the change in accounting
principle recorded as an adjustment to the opening balance of retained earnings. FIN 48 will be adopted during the first quarter of 2007 and it is
not expected to have a material impact on the Company�s consolidated financial statements.

Other Comprehensive Loss: There were no components of other comprehensive loss other than net loss.

NOTE 3 � RESTRICTED CASH

UCN�s previous line of credit placed restrictions on certain cash balances maintained in the lock-box. The line of credit was terminated in May
2006, which eliminated the lock-box requirement and released these restrictions (Notes 5 and 8). The remaining balance is held on deposit for
credit card processing.
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NOTE 4 � INTANGIBLE ASSETS

Intangible assets consisted of the following (in thousands):

September 30, 2006 December 31, 2005
Gross

Assets

Accumulated

Amortization

Intangible

assets, net

Gross

Assets

Accumulated

Amortization

Intangible

assets, net
Customer lists acquired $ 15,684 $ 12,030 $ 3,654 $ 15,684 $ 9,677 $ 6,007
Technology and patents 7,980 4,041 3,939 7,980 2,545 5,435
Non-compete agreement 154 109 45 154 51 103

$ 23,818 $ 16,180 $ 7,638 $ 23,818 $ 12,273 $ 11,545

NOTE 5 � LINE OF CREDIT

In May 2006, UCN entered into an agreement with ComVest Capital, LLC, which included a $4.5 million convertible term note and a $7.5
million revolving credit note. UCN used a portion of the proceeds from these notes to repay the existing outstanding balance and to terminate the
previous line of credit agreement. There is no lock-box requirement with the new revolving credit note and the entire balance is due at the end of
the four year term, therefore, the entire amount is classified as long-term as described in Note 8.

NOTE 6 � OTHER ASSETS

In conjunction with the debt financing completed in May 2006 (Note 9), UCN recorded $186,000 of deferred financing costs. The bulk of these
costs include $158,000 in closing fees paid to ComVest Capital. Theses costs are being amortized using the interest method over the term of the
debt. UCN amortized a total of $40,000 of deferred financing costs during 2006.

NOTE 7 � ACCRUED LIABILITIES

Accrued liabilities consisted of the following (in thousands):

September 30,

2006

December 31,

2005
Accrued payphone and carrier charges $ 970 $ 660
Accrued payroll and other compensation 805 633
Current portion of operating lease obligations 234 436
Accrued professional fees 136 90
Assumed acquisition liabilities 95 158
Other 97 291

$ 2,337 $ 2,268

NOTE 8 � RELATED PARTY TRANSACTIONS

During the three and nine months ended September 30, 2006, UCN paid the Chairman of the Board of Directors (Chairman), $5,000 per month
for consulting, marketing, and capital raising activities. The Chairman has also provided certain vendors with his personal guaranty in the
amount of up to $800,000, for which UCN has agreed to indemnify the Chairman for any losses for which he may become liable.

In June 2006, UCN repaid a $75,000 unsecured note to the Chairman of the Board of Directors.
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NOTE 9 � LONG-TERM DEBT, NOTES PAYABLE AND CAPITAL LEASES

Long-term debt, notes payable and capital leases consist of the following (in thousands):

September 30,

2006

December 31,

2005
Unsecured note payable to the Chairman of the Board, bearing interest at 12 percent
payable monthly $ �  $ 75
Unsecured note payable to a former Director, bearing interest at 12 percent, payable
monthly, due January 2006, and convertible to common stock at $2.00 per share. �  250
Promissory notes payable to two former MyACD stockholders, interest imputed at 8.25
percent, payable monthly, secured by MyACD common stock. Variable principal
payments due monthly, based on MyACD service revenue, final principal payments
due January 2008 �  3,713
Promissory note payable to a former MyACD stockholder, interest imputed at 8.25
percent, payable monthly, secured by MyACD common stock. Principal payments due
monthly, final principal payment due December 2007 �  249
Promissory note payable to Transtel Communications, Inc. and subsidiaries bearing
interest at 8 percent, principal and interest payable monthly, secured by certain of the
assets acquired from payment due June 2008 �  1,827
Convertible term note to ComVest Capital, LLC of $4.5 million, bearing interest at a
fixed 9.0 percent, there are no principal payments due through April 2007 after which
the loan requires monthly principal and interest payments of $125,000 with any unpaid
amounts due on May 2010, outstanding principal amount is convertible to common
stock at $3.00 per share 3,380 �  
Revolving credit note with ComVest Capital, LLC, with maximum availability of $7.5
million, bearing interest at a fixed 9.0 percent, there are no requirements to repay
outstanding principal payments until May 2010 4,806 �  
Capital Leases 1,155 2,363

9,341 8,477
Current portion of long-term debt and debt discounts (955) (2,966)
Debt discounts on convertible term note and revolving credit note (480) �  

$ 7,906 $ 5,511

In May 2006, UCN entered into an agreement with ComVest Capital, LLC, which included a $4.5 million convertible term note and a $7.5
million revolving credit note. These notes are secured by essentially all assets and have certain financial and non-financial covenants of which
UCN was in compliance as of September 30, 2006. As part of the agreement, UCN issued five-year detachable warrants to purchase 330,000
shares of common stock at $2.75 per share. UCN allocated $542,000 of the proceeds from the offering to the warrants based on the relative fair
value of the warrants in relation to the fair value of the convertible term note and revolving credit note.

As required by APB 14, �Accounting for Convertible Debt and Debt Issued with Stock Purchase Warrants�, UCN allocated total debt proceeds
based on the respective fair value of the securities issued. Based on the allocation of proceeds, UCN recorded a discount on the convertible term
note of $210,000 based on its relative fair value to the warrant and revolving credit note. The discount is amortized to interest expense using the
interest method over the life of the note. UCN recorded interest expense of $21,000 and $33,000 for the three and nine months ended
September 30, 2006, respectively.

The revolving credit note matures in May 2010, accrues interest at a fixed nine percent and provides for maximum availability of $7.5 million.
UCN is required to make monthly interest payments and the entire outstanding balance is due at maturity. There was $1.3 million of unused
commitments at September 30, 2006 under the revolving credit note. In conjunction with the allocation of proceeds, UCN recorded a discount on
the revolving credit note of $332,000 based on its relative fair value to the warrant and convertible term note. The discount is amortized to
interest expense using the straight-line method over the life of the note. UCN recorded interest expense of $22,000 and $32,000 for the three and
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UCN recognized a loss on early extinguishment of debt of $364,000 in conjunction with completing the ComVest financing. Lower payoff
amounts were negotiated with certain note holders that resulted in a gain of $348,000 from early extinguishment of debt. However, the gain was
offset by the write-off of $334,000 in deferred debt financing fees, a $300,000 early termination fee paid to the holder of the previous line of
credit, and a $77,000 difference in the book basis due to imputed interest on notes issued to former shareholders of MyACD.

In conjunction with private placement of common stock that closed during May 2006, UCN was required to repay $1.1 million of the
outstanding ComVest convertible term note balance in June 2006 (Note 10).

During March 2006, UCN entered into a capital lease agreement with an equipment finance company for new computer equipment and related
software totaling $196,000 in conjunction with network expansion activities.

NOTE 10 � CAPITAL TRANSACTIONS

During May 2006, UCN sold 1.96 million shares of common stock at $2.30 per share for a total of $4.5 million to two institutional and
accredited investors. Net proceeds of the offering after placement fees and expenses were $4.2 million, including $250,000 of sales commissions
paid to an investment banking firm.

As part of the convertible term note and revolving credit note agreement, UCN issued detachable five-year warrants to ComVest Capital, LLC to
purchase 330,000 shares of common stock at $2.75 per share. The fair market value of the warrants, using the Black-Scholes pricing model, was
$567,000 with an assumed expected volatility of 73.73%, a risk-free rate of return of 4.98%, no dividend yield, and an expected life of 5 years.

On June 23, 2006, a registration statement was filed with the SEC on Form S-1 to register for resale the 1.96 million common shares sold in May
2006, the common shares issuable on conversion of the convertible term note issued to ComVest Capital, and the common shares issuable on
exercise of the warrant issued to ComVest Capital. The registration statement became effective on July 17, 2006.

APB 14 requires UCN to allocate the proceeds received on the debt financing to the convertible term note, revolving credit note and detachable
warrants on a prorated basis based on the fair value of the respective instruments. Based on the relative fair value of the instruments, UCN
allocated $542,000 to the detachable warrants issued to ComVest.

During the second quarter of 2006, a former employee exercised options to purchase a total of 65,788 shares of common stock and UCN
received total proceeds of $131,000. During the first quarter of 2006, a former employee exercised options to purchase a total of 5,000 shares of
common stock and UCN received total proceeds of $10,000.

NOTE 11 � STOCK-BASED COMPENSATION

SFAS 123(R) requires companies to estimate the fair value of stock-based awards on the date of grant using an option pricing model. The value
of the portion of the award that is ultimately expected to vest is recognized as expense over the requisite service periods. UCN adopted SFAS
123(R) using the modified prospective transition method which requires the application of the accounting standard starting from January 1,
2006. The Condensed Consolidated Financial Statements, for the three and nine months ended September 30, 2006, reflect the impact of SFAS
123(R). In the third quarter of 2006, the adoption of SFAS 123(R) resulted in stock-based compensation expense of $129,000 using a post-vest
forfeiture rate of 5.3% for total stock-based compensation of $426,000 for the nine months ended September 30, 2006. UCN has allocated the
compensation to the respective departments based on location of where the employee�s regular compensation is charged as follows (in
thousands):

For the period ended September 30, 2006
Three
Months

Nine
Months

Costs of revenue $ 6 $ 9
Selling and promotion 72 206
General and administrative 29 176
Research and development 22 35

Total $ 129 $ 426
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Prior to the adoption of SFAS 123(R), UCN accounted for stock-based awards to employees and directors using the intrinsic value method in
accordance with APB 25 as allowed under SFAS 123. Under the intrinsic value method, no stock-based compensation expense for employee
stock options had been recognized in our Condensed Consolidated Statements of Operations, because the exercise price of stock options granted
to employees and directors equaled the fair market value of the underlying stock at the date of grant. In accordance with the modified
prospective transition method we used in adopting SFAS 123(R), our results of operations prior to 2006 have not been restated to reflect, and do
not include, the possible impact of SFAS 123(R). The following table illustrates the effects on net loss applicable to common stockholders and
loss per share if compensation expense was measured using the fair value recognition provision of SFAS No. 123 for the three and nine months
ended September 30, 2005 (in thousands, except per share data):

For the period ended September 30, 2006
Three
Months Nine Months

Net loss applicable to common stockholders:
As reported $ (1,566) $ (5,379)
Pro forma stock-option based compensation (126) (398)

Pro forma net loss applicable to common stockholders $ (1,692) $ (5,777)

Weighted average common shares outstanding
Basic and diluted as reported 20,783 20,361
Net loss per common share
Basic and diluted as reported $ (0.08) $ (0.26)
Basic and diluted pro forma $ (0.09) $ (0.28)

UCN estimated the fair value of options granted under our employee stock-based compensation arrangements at the date of grant using the
Black-Scholes model with the following weighted-average assumptions for the nine months ended September 30, 2006 and 2005:

September 30,
2006

September 30,
2005

Dividend yield None None
Volatility 70% 47%
Risk-free interest rate 4.69% 3.88%
Expected life (years) 3.5 5.0
Weighted average fair value of grants $ 1.32 $ 0.92
Post-vesting forfeiture rate 5.3% n/a

The following tables summarize all stock option activity during the three month period ended September 30, 2006 (in thousands, except per
share data):

Options Price range

Weighted Average

Exercise Price
Balance at July 1, 2006 3,405 $2.00-$5.39 $ 2.36
Granted 35 $2.50-$2.51 $ 2.50
Cancelled or expired (92) $2.00-$3.00 $ 2.30

Balance at September 30, 2006 3,348 $2.00-$5.39 $ 2.37
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The following tables summarize all stock option activity during the nine month period ended September 30, 2006 (in thousands, except per share
data):

Options Price range

Weighted Average

Exercise Price
Balance at January 1, 2006 3,526
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