Edgar Filing: CLEARONE COMMUNICATIONS INC - Form 10-K/A

CLEARONE COMMUNICATIONS INC
Form 10-K/A
October 06, 2009

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-K/A
(Amendment No.2)
(Mark One)

x ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended June 30, 2008
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 number 001-33660

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

Utah 87-0398877
(State or other (LR.S.
jurisdiction of Employer

incorporation or Identification
organization) No.)

5225 Wiley Post Way, Suite 500
Salt Lake City, Utah 84116
(Address of principal executive offices, including zip code)

(801) 975-7200
(Registrant’s telephone number, including area code)

Securities registered under Name of each exchange on
Section 12(b) of the Act: which registered
Title of each class
Common Stock, $0.001 par ~ The NASDAQ Capital Market
value



Edgar Filing: CLEARONE COMMUNICATIONS INC - Form 10-K/A

Securities registered under Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act.Yes "No x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Exchange
Act.Yes " No x

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 ~




Edgar Filing: CLEARONE COMMUNICATIONS INC - Form 10-K/A

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III of the Form 10-K or any amendment to this Form 10-K. x

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definition of “larger accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act. (Check one):

Larger Accelerated

Accelerated Filer ~

Filer ~

Non-AcceleratedSmaller

Filer x Reporting
Company

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

State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by
reference to the price at which the common equity was last sold, or the average bid and asked price of such common
equity, as of the last business day of the registrant’s most recently completed second fiscal quarter. The aggregate
market value of the shares of voting common stock held by non-affiliates was approximately $48,415,000 at
December 31, 2007, based on the $5.42 closing price for the Company’s common stock on the NASDAQ Capital
Market on such date. For purposes of this computation, all officers, directors, and 10% beneficial owners of the
registrant are deemed to be affiliates. Such determination should not be deemed to be an admission that such officers,
directors, or 10% beneficial owners are, in fact, affiliates of the registrant.

Indicate the number of shares outstanding of each of the registrant’s classes of common stock, as of the latest
practicable date. The number of shares of ClearOne common stock outstanding as of September 9, 2008 was
10,230,968.

DOCUMENTS INCORPORATED BY REFERENCE

Portions of the definitive proxy statement for the Annual Meeting of Shareholders to be held November 14, 2008 are
incorporated by reference into Part III of this report.




Edgar Filing: CLEARONE COMMUNICATIONS INC - Form 10-K/A

EXPLANATORY NOTE

ClearOne Communications, Inc., (the “Company) is filing this Amendment No. 2 on Form 10-K/A to amend our
Annual Report on Form 10-K for the fiscal year ended June 30, 2008, as filed with the Securities and Exchange
Commission (“SEC”) on September 10, 2008 (the “Original Filing”). This Amendment No. 2 is filed for the purposes
stated below.

a) Item 9A(T) has been modified in entirety to disclose management’s revised conclusion on the effectiveness of our
disclosure controls.

b) As previously reported management determined that the Company incorrectly deferred revenue and associated
costs during the fiscal years beginning 2004 through 2008

The Company provides a right of return on product sales to distributors. The revenue from product sales to distributors
is not recognized until the return privilege has expired, which approximates when the product is sold through to
customers of the Company's distributors, rather than when the product is initially shipped to a distributor. The
Company estimated at each quarter-end the amount of revenue and costs to be deferred based on the channel inventory
information provided by certain distributors. Although only certain distributors provided channel inventory amounts,
the Company made estimates with regard to the amount of inventory in the entire channel for all distributors and for
all channel inventory items based on information provided by certain distributors. The Company corrected the deferral
method to defer revenue and associated costs based on the actual channel inventory items reported by the distributors
and other channel partners. Further, with respect to distributors and other channel partners not reporting the channel
inventory, the revenue and associated costs are deferred until the Company receives payment for the product sales
made to such distributors or channel partners.

The adjustments contained in the restated financial statements primarily relate to revenue and cost of goods sold and
consequently income (loss) from continuing operations before and after tax, deferred product revenue, and consigned
inventory for the fiscal years beginning 2004 through 2008. The adjustments affected elements of cash flow from
operations but did not have any impact on previously reported net cash flow from operations. See Note 21 to the
Notes to the Consolidated Financial Statements for more details on the adjustments and the related financial statement
effect for the fiscal years 2008, 2007 and 2006. Item 6 (Selected Financial Data) incorporates restated financial data
for fiscal years 2004 through 2008.

¢) In addition to the above, additional disclosures have been provided under Management’s Discussion and Analysis
of Financial Condition and Results of Operations, accounting policy on revenue recognition and note related to
income tax.

This Form 10-K/A-2 sets forth the Original Filing in its entirety. Except as otherwise noted herein, this Form
10-K/A-2 continues to describe conditions as of the date of the Original Filing, and the disclosures contained herein
have not been updated to reflect events, results or developments that occurred after the Original Filing, or to modify or
update those disclosures affected by subsequent events. Among other things, forward-looking statements made in the
Original Filing have not been revised to reflect events, results or developments that occurred or facts that became
known to us after the date of the Original Filing, other than the restatement, and such forward-looking statements
should be read in conjunction with our filings with the SEC subsequent to the filing of the Original Filing.

As a result of these modifications, the certifications pursuant to the Sarbanes-Oxley Act of 2002, filed as exhibits to
the Original Filing, have been re-executed and re-filed as of the date of this Amendment No. 2
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Item 1 (Business), Item 1A (Risk Factors), Item 2 (Management’s Discussion and Analysis of Financial Condition and
Results of Operations), Item 6 (Selected Financial Data), Item 8 (Financial Statements and Supplemental Data) and
Item 9AT (Controls and Procedures) have been amended from the Original Filing as a result of the restatement.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements as defined in the Private Securities Litigation Reform Act of

1995. These statements reflect our views with respect to future events based upon information available to us at this
time. These forward-looking statements are subject to uncertainties and other factors that could cause actual results to
differ materially from these statements. Forward-looking statements are typically identified by the use of the words
“believe,” “may,” “could,” “will,” “should,” “expect,” “anticipate,” “estimate,” “project,” “propose,” “plan,” “intend,” and sim
expressions. Examples of forward-looking statements are statements that describe the proposed development,
manufacturing, and sale of our products; statements that describe our results of operations, pricing trends, the markets
for our products, our anticipated capital expenditures, our cost reduction and operational restructuring initiatives, and
regulatory developments; statements with regard to the nature and extent of competition we may face in the future;
statements with respect to the sources of and need for future financing; and statements with respect to future strategic
plans, goals, and objectives. Forward-looking statements are contained in this report under “Description of Business”
included in Item 1 of Part I, “Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and “Qualitative and Quantitative Disclosures About Market Risk” included in Items 7 and 7A of Part II of this Annual
Report on Form 10-K. The forward-looking statements are based on present circumstances and on our predictions
respecting events that have not occurred, that may not occur, or that may occur with different consequences and

timing than those now assumed or anticipated. Actual events or results may differ materially from those discussed in
the forward-looking statements as a result of various factors, including the risk factors discussed in this report under
the caption “Item 1A: Risk Factors.” These cautionary statements are intended to be applicable to all related
forward-looking statements wherever they appear in this report. The cautionary statements contained or referred to in
this report should also be considered in connection with any subsequent written or oral forward-looking statements
that may be issued by us or persons acting on our behalf. Any forward-looking statements are made only as of the date
of this report and ClearOne assumes no obligation to update forward-looking statements to reflect subsequent events

or circumstances.

99 ¢ 9 ¢ LR T3

PARTI

References in this Annual Report on Form 10-K to “ClearOne,” “we,” “us,” “CLRO” or “the Company” refer to ClearOne
Communications, Inc., a Utah corporation, and, unless the context otherwise requires or is otherwise expressly stated,
its subsidiaries.

ITEM 1. BUSINESS
Overview

We are an audio conferencing products company. We develop, manufacture, market, and service a comprehensive line
of high-quality audio conferencing products, which range from personal conferencing products to tabletop
conferencing phones to professionally installed audio systems. We also manufacture and sell conferencing furniture.
We have a strong history of product innovation and plan to continue to apply our expertise in audio engineering to
develop and introduce innovative new products and enhance our existing products. We believe the performance and
reliability of our high-quality audio products create a natural communications environment, which saves organizations
of all sizes time and money by enabling more effective and efficient communication.

Our products are used by organizations of all sizes to accomplish effective group communication. Our end-users range
from some of the world’s largest and most prestigious companies and institutions to small and medium-sized
businesses, educational institutions, and government organizations as well as individual consumers. We sell our
products to these end-users primarily through a network of independent distributors who in turn sell our products to
dealers, systems integrators, and value-added resellers. The Company also sells products on a limited basis directly to
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dealers, systems integrators, value-added resellers, and end-users.

ClearOne was formed as a Utah corporation in 1983 organized under the laws of the State of Utah. Our website
address is www.clearone.com. Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and amendments to such reports are available, free of charge, on our website as soon as reasonably
practicable after we file electronically such material with, or furnish it to, the SEC.

For a discussion of certain risks applicable to our business, results of operations, financial position, and liquidity see
the risk factors described in “Items 1A, Risk Factors” below.
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Business Strategy

ClearOne currently participates in the following audio conferencing markets:

Market Typical Number of Participants
- Professional Conferencing: 20-200
- Premium Conferencing 8-30
- Tabletop Conferencing 1-30
- Personal Conferencing 1-15

Our goal is to maintain our market leadership in the professional or installed segment of the audio conferencing
systems market, continue building on our leadership in premium conferencing, the conferencing category we created,
further penetrating the tabletop conferencing space and continue evaluating the best method for marketing and gaining
traction in the personal conferencing market. We will continue to improve our existing high-quality products and
develop additional new products as we build on what we believe to be the most advanced, highest-quality and most
complete audio conferencing product line on the market. The principal components of our strategy to achieve this goal
are set forth below.

Provide a superior conferencing experience

We have been developing audio technologies since 1981 and believe we have established a reputation for providing
some of the highest quality group audio conferencing solutions in the industry. Our proprietary audio signal
processing technologies, including Distributed Echo Cancellation®, have been the core of our professional
conferencing products and are the foundation for our new product development in other conferencing categories. We
plan to build upon our reputation of being a market leader and continue to provide the highest quality products and
technologies to the customers and markets we serve.

Offer greater value to our customers

To provide our customers with audio conferencing products that offer high value, we are focused on listening to our
customers and delivering products to meet their needs. By offering high quality products that are designed to solve
conferencing ease-of-use issues and are easy to install, configure, and maintain, we believe we can provide greater
value to our customers and enhance business communications and decision making.

Leverage and extend ClearOne technology leadership and innovation

We have sharpened our focus on developing cutting edge audio conferencing products and are committed to
incorporating the latest technologies into our new and existing product lines. Key to this effort is adopting emerging
technologies such as Voice over Internet Protocol ( or VoIP), high definition audio, wireless connectivity, the
convergence of voice and data networks, exploring new application models for our premium and personal audio
conferencing technologies, and developing products based on internationally accepted standards and protocols.

Expand and strengthen sales channels

We continue to expand and strengthen domestic and international sales channels through the addition of key
distributors and dealers that expand beyond our traditional audio-video channels that carry our professional
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conferencing line. We continue to direct significant sales efforts toward channel partners who are focused on the
tabletop conferencing space. We also continue to strengthen our presence within the telephony reseller channel, which
is best suited to sell our RAV premium conferencing systems, MAX tabletop conference phones, and CHAT personal
conferencing products.

10
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Broaden our product offerings
We believe that we offer the industry’s most complete audio conferencing product line, including the following:

® Professionally installed audio conferencing systems that are used in executive boardrooms, courtrooms, hospitals,
and auditoriums that integrate with all leading video and telepresence systems
® Premium conferencing systems that integrate with video and web conferencing systems
e Tabletop conferencing phones used in conference rooms and offices
¢ Personal conferencing devices that enable hands-free audio communications in new ways that have never before
been possible.

We plan to continue to broaden and expand our product offerings to meet the evolving needs of our customers,
address changes in the markets we currently serve, and effectively target new markets for our products.

Develop strategic partnerships

To stay on the leading edge of product and market developments, we plan to continue to identify partners with
expertise in areas strategic to our growth objectives. We will work to develop partnerships with leaders in markets
complimentary to conferencing who can benefit from our audio products and technologies and through whom we can
access new market growth opportunities.

Strengthen existing customer relationships through dedicated support

We have developed outstanding technical and sales support teams that are dedicated to providing customers with the
best available service and support. We believe our technical support is recognized as among the best in the industry
and we will continue to invest in the necessary resources to ensure that our customers have access to the information
and support they need to be successful in using our products. We also dedicate significant resources to providing
product training to our channel partners worldwide.

Markets and Products

Our business is primarily focused on audio conferencing. We also previously operated in the conferencing services
segment until July 1, 2004 (fiscal 2005), when we sold our conferencing services business to Clarinet, Inc., an affiliate
of American Teleconferencing Services, Ltd. doing business as Premiere Conferencing and in the business services
segment until March 4, 2005 (fiscal 2005), when we sold the remaining operations in that area to 6351352 Canada
Inc., a Canada corporation.

Products Overview

The performance and reliability of our high-quality audio conferencing products enable effective and efficient
communication between geographically separated businesses, employees, and customers. We offer a full range of
audio conferencing products, from high-end, professionally installed audio conferencing systems used in executive
boardrooms, courtrooms, hospitals, classrooms, and auditoriums, to premium conferencing systems that interface with
video and web conferencing systems, to tabletop conference phones used in conference rooms and offices, and to
personal conferencing devices that can be used with laptops and other portable devices. For each of the last three fiscal
years, our professionally installed audio conferencing and tabletop conference phones have each contributed in excess
of 15 percent of our consolidated revenue. Our audio conferencing products feature our proprietary Distributed Echo
Cancellation® and noise cancellation technologies to enhance communication during a conference call by eliminating
echo and background noise. Most of our products also feature proprietary audio processing technologies such as

11
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adaptive modeling and first-microphone priority, which combine to deliver clear, crisp, full-duplex audio. This
enables natural communication between distant conferencing participants similar to that of being in the same room.

12
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We believe the principal drivers of demand for audio conferencing products are the following:

¢ Increasing availability of easy-to-use audio conferencing equipment
® Improving voice quality of audio conferencing systems compared to telephone handset speakerphones
¢ Trending expansion of global, regional, and local corporate enterprises

Other factors that we expect to have a significant impact on the demand for audio conferencing systems include:

e Availability of a wider range of affordable audio conferencing products for small businesses and home offices
e Growth of distance learning and corporate training programs
¢ Trend toward deploying greater numbers of teleworkers
® Decreases in the amount of travel within most enterprises for routine meetings
¢ Transition to the Internet Protocol, or IP, network from the traditional public switched telephone network, or PSTN
and the deployment of VolP applications

We expect these growth factors to be offset by direct competition from high-end telephone handset speakerphones,
new and existing competitors in the audio conferencing space, the technological volatility of IP-based products, and
continued pressures on enterprises to reduce spending.

Professional Audio Conferencing Products

We have been developing high-end, professionally installed audio conferencing products since 1991 and believe we
have established strong brand recognition for these products worldwide. Our professional audio conferencing products
include the Converge™ Pro, Converge Amplifiers, XAP® and Converge 560/590 product lines. The Converge SR 1212
product features similar technologies and is used for sound reinforcement applications.

The recently launched Converge Pro is expected to eventually replace the popular XAP® series of audio conferencing
systems. The Converge Pro series delivers a significant feature set and performance improvements including
unprecedented proprietary acoustical echo cancellation, noise cancellation, full duplex performance, enhanced
management capabilities, and simplified configuration utilities. The Converge SR 1212 is a digital matrix mixer that
provides advanced audio processing, microphone mixing, and routing for local sound reinforcement.

The Converge Pro, XAP and SR 1212 products are comprehensive audio processing systems designed to excel in the
most demanding acoustical environments and routing configurations. These products are also used for integrating
high-quality audio with video and web conferencing systems.

Our customers asked for a professional audio solution that was less expensive and would fit the budgetary
requirements for a mid-range conference room. The Converge 560 and Converge 590 professional conferencing
systems fill this need. These products are positioned between our Professional and Premium conferencing product
lines both in terms of functionality and price, and are an excellent fit for rooms requiring customized microphone and
speaker configurations (up to nine microphones can be connected) along with connectivity to video and web
conferencing systems. The Converge products also offer speech lift to amplify a presenter’s voice in the local room.

In June 2008, we introduced the Converge Amplifiers. There are two models of the Converge Amplifiers, the PA2250
and the PA4160. The PA 2250 is a two-channel amplifier that provides 250 watts per channel while the PA 4160 is a
four-channel amplifier, providing 160 watts per channel. The PA 2250 and PA 4160, with their ample power and
exceptional audio performance, satisfy the demand for high definition, multi-channel audio for conferencing, rich
media presentations, and sound reinforcement applications.

13
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ClearOne also offers a Tabletop Controller for the Converge Pro and XAP platforms. This affordable solution gives
users the ability to easily start and navigate an audio conference without the need for touch panel control systems,
which can be expensive, complex, or intimidating to users. The dial pad on the device resembles a telephone keypad
for instant familiarity and users can dial a conference call as easily as dialing a telephone, with little or no training
required. The Tabletop Controller can cost thousands less than touch-screen panel control systems and its simplified
setup for the user-definable keys can save customers programming time and expense as well. Along with its sleek,
functional design, this latest offering from ClearOne delivers what we believe to be the most cost-effective, attractive
and easy-to-use control solution for Converge Pro and XAP systems on the market.

In March 2007, Frost and Sullivan, an analyst group that focuses on the conferencing industry, awarded ClearOne
their 2007 Product Line Strategy Award. This award is presented each year to a company that has demonstrated the
most insight into customer needs and product demands within their industry, and has optimized its product line by
leveraging products with the various price, performance, and feature points required by the market. Frost & Sullivan
noted that ClearOne is now firmly focused on developing and marketing a broad and comprehensive portfolio of
best-in-class audio conferencing products, from professional audio systems, through to tabletop products and VoIP
personal conferencing PC peripherals. They also lauded ClearOne's strategy in expanding its portfolio, leveraging its
technology leadership in the professional audio space with its market-leading XAP, Converge 560/590, and Converge
Pro product lines.

Premium Conferencing Systems

Since 2004, we have provided our RAV audio conferencing system which is a complete, out-of-the-box system that
includes an audio mixer, Bose® loudspeakers, microphones, and a control device that can be either wired or wireless.
The RAV product uniquely combines the sound quality of a professionally installed audio system with the simplicity
of a conference phone and can be easily connected to rich-media devices, such as video or web conferencing systems,
to deliver enhanced audio performance. RAV is strategically positioned between our professional and tabletop
conferencing systems in price and functionality, and fills an important audio conferencing application need for rooms
requiring integration of high-end audio quality with web or video conferencing.

RAV offers many powerful audio processing technologies from our professional audio conferencing products without
the need for professional installation and programming. It features Distributed Echo Cancellation, noise cancellation,
microphone gating, and a drag-and-drop graphical user interface for easy system setup, control, and management.

Tabletop Conferencing Phones

Since 2003 we have provided our MAX line of tabletop conferencing phones. These phones encapsulate the high-end
echo cancellation, noise cancellation, and audio processing technologies found in our professional audio conferencing
products.

The MAX product line is comprised of four product families: the MAX® EX, MAXAttach™; MAX Wireless,
MAXAttach Wireless; and MAX IP™, MAXAttach IP™ tabletop conferencing phones. MAX Wireless was the industry’s
first wireless conferencing phone. Designed for use in executive offices or small conference rooms with multiple
participants, MAX Wireless can be moved from room to room within 150 feet of its base station. MAXAttach

Wireless began shipping in May 2005 and was the industry’s first and only dual-phone, completely wireless solution.

This system gives customers tremendous flexibility in covering larger conference room areas.

The MAX EX and MAXAttach wired phones feature a unique capability — instead of just adding extension

microphones for use in larger rooms, the conference phones can be daisy chained together, up to a total of four
phones. This provides even distribution of microphones, loudspeakers, and controls for better sound quality and
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improved user access in medium to large conference rooms. In addition, all MAXAttach wired versions can be
separated and used as single phones in smaller conference rooms.

Our latest additions to the MAX family are the MAX IP and MAXAttach IP, ClearOne’s first VoIP tabletop
conference phones, which are based on the industry-standard SIP signaling protocol. These phones feature the same
ability to daisy-chain up to four phones together, providing outstanding room coverage that other VoIP conference
phones on the market cannot match.
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Personal Conferencing Products

In April 2006, we began shipping the CHAT™ 50 personal speaker phone. This revolutionary crossover technology
delivers ClearOne’s trademark crystal-clear full-duplex audio performance, and can be used in a variety of applications
with a wide number of devices including the following:

PCs & Macs VolIP telephony applications such as Skype & Vonage; enterprise
softphones; audio for web-based videoconferencing applications;
gaming; audio playback

Cell phones Connects to the 2.5mm headset jack of many cell phones for hands-free,
full-duplex audio conferencing
Telephones Connects to the headset jack (certain phone models) for hands-free,

full-duplex audio conferencing
iPods & MP3 players For full-bandwidth audio playback
Desktop video For hands-free, full-duplex audio conferencing
conferencing systems

Through public relations efforts by ClearOne, the CHAT 50 has garnered significant media coverage and won PC
Magazine’s Editors’ Choice Award.

The CHAT 150 began shipping in January 2007 and is the latest product to join ClearOne’s personal conferencing
category. It offers many of the same connectivity options as the CHAT 50, but comes in a larger form factor and
features three microphones compared to the single microphone on the CHAT 50 for use by a larger number of
participants. The CHAT 150 connects to enterprise telephone handsets, PCs, and video conferencing systems.
ClearOne believes the primary opportunity for the CHAT 150 is in connecting to the enterprise handset. Customers
will now have the ability to add a high-quality, full-duplex speaker phone to their handsets, and still retain the full
functionality that comes with today’s handsets, including access to company directory, voicemail access, audio bridge
functions, and other features.

The CHAT 50 and CHAT 150 have also become popular with large enterprises and other software and hardware
vendors due to their audio quality and flexibility. Several large enterprise customers bundle the CHAT products with a
video conferencing system that they provide to their remote employees. We also have OEM agreements with several
manufacturers who have chosen the CHAT products as the preferred audio endpoint to their video conferencing
equipment or web collaboration software.

Other Products

We complement our audio conferencing products with microphones, conferencing-specific furniture, and until August
2006, document and education cameras. Our wide selection of wood, metal, and laminate conferencing furniture
features audiovisual carts; plasma screen carts and pedestals; and video conferencing carts, tables, cabinets, and
podiums.

Marketing and Sales

We use a two-tier channel distribution model, in which we primarily sell our products directly to a worldwide network
of independent audiovisual, information technology, and telecommunications distributors, who then sell our products
to independent systems integrators, dealers, and value-added resellers, who in turn work directly with the end-users of
our products on product fulfillment and installation. We also sell our products on a limited basis directly to certain
dealers, systems integrators, value-added resellers, and end-users.
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In fiscal 2008, approximately $27.4 million, or 70 percent, of our total product sales were generated in the United
States and product sales of approximately $11.4 million, or 30 percent, were generated outside the United States.
Revenue from product sales to customers outside of the United States accounted for approximately 29 percent of our
total product sales from continuing operations for fiscal 2007 and 28 percent for fiscal 2006. We sell our products in
more than 70 countries worldwide. We anticipate that the portion of our total product revenue from international sales
will continue to increase as we further enhance our focus on developing new products, establishing new channel
partners, strengthening our presence in key growth areas, complying with regional environmental regulatory
standards, and improving product localization with country-specific product documentation and marketing materials.

Distributors

We sell our products directly to approximately 70 distributors throughout the world. Distributors purchase our
products at a discount from list price and resell them on a non-exclusive basis to independent systems integrators,
dealers, and value-added resellers. Our distributors maintain their own inventory and accounts receivable and are
required to provide technical and non-technical support for our products to the next level of distribution participants.
We work with our distributors to establish appropriate inventory stocking levels. We also work with our distributors to
maintain relationships with our existing systems integrators, dealers, and value-added resellers.

Independent Integrators, Dealers, and Resellers

Our distributors sell our products worldwide to approximately 1,000 independent systems integrators, telephony
value-added resellers, IT value-added resellers, and PC dealers on a non-exclusive basis. While dealers, resellers, and
systems integrators all sell our products directly to the end-users, systems integrators typically add significant value to
each sale by combining our products with products from other manufacturers as part of an integrated system solution.
Dealers and value-added resellers usually buy our products from distributors and may bundle our products with
products from other manufacturers for resale to the end-user. We maintain close working ties in the field with our
reseller partners and offer them education and training on all of our products.

Marketing
Much of our marketing effort is done in conjunction with our channel partners, who provide leverage for ClearOne in
reaching customers and prospective customers worldwide. We also regularly attend industry forums and exhibit our

products at trade shows, including the following:

¢ InfoComm — the AV industry’s largest trade show. In June 2008 we had a strong presence at InfoComm, where we
highlighted a significant number of new products.

e National Systems Contractors Association — this show focuses on the sound reinforcement industry, and we highlight
our professional audio conferencing products.

e A/V Integrator trade shows — we regularly invest and participate in trade shows hosted by our partners, namely
system integrators.

In addition, there are multiple regional and international shows that we attend along with our channel partners. These
shows provide exposure for ClearOne’s brand and products to the wide audience of show attendees.

We also have a highly-focused public relations effort to get editorial coverage on ClearOne’s products in industry and
non-industry publications alike.
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Customers

We do not believe that any end-user accounted for more than 10 percent of our total revenue during fiscal 2008, 2007,
or 2006. In fiscal 2008, revenues included sales to three distributors that represented approximately 60 percent of total
revenue. Each of these three distributors, NewComm Distributing, Starin Marketing and VSO Marketing, accounted
for more than 10 percent of consolidated revenue. As discussed above, these distributors facilitate product sales to a
large number of resellers, and subsequently to their end-users. Nevertheless, the loss of one or more distributors could
reduce revenue and have a material adverse effect on our business and results of operations. As of June 30, 2008, our
shipped orders on which we had not recognized revenue were $5.8 million and our backlog of unshipped orders was
$1.1 million.

Competition

The conferencing products market is characterized by intense competition and rapidly evolving technology. We
compete with businesses having substantially greater financial, research and product development, manufacturing,
marketing, and other resources. If we are not able to continually design, manufacture, and successfully market new or
enhanced products or services that are comparable or superior to those provided by our competitors and at comparable
or better prices, we could experience pricing pressures and reduced sales, gross profit margins, profits, and market
share, each of which could have a materially adverse effect on our business.

Our competitors vary within each product category. We believe we are able to differentiate ourselves and therefore
successfully compete as a result of the high audio quality of our products resulting from our proprietary audio signal
processing technologies and technical support services as well as the strength of our brand, particularly in the
professional conferencing space.

We believe the principal factors driving sales are the following:

e channel partnerships;

e our ability to effectively communicate the differentiated value-added features of our products through sales and
marketing efforts;

e product design, quality, and functionality of products;

e establishment of brand name recognition;
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