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PART |
ITEM 1. BUSINESS
Background

Clearfield, Inc. (“Clearfield” or the “Company”jpormerly APA Enterprises, Inc., is a Minnesota argiion which was founded in 1979. Our corporaadyuarters
located at 5480 Nathan Lane North, Suite 120, PiytmaVIN 55442 and our corporate website is httménclearfieldconnection.com/. The information aaaile on our website
not part of this Report. You can access, free afgh, our filings with the Securities and Excha@genmission, including our annual report on FormKl@ur quarterly reports
Form 10-Q, current reports on Form 8-K and any o#meendments to those reports, through a link etvalosite, or at the Commission’s website at wwegey.

On January 2, 2008, Clearfield, Inc., formerly kmoas APA Enterprises, Inc., consolidated its salesgliary APA Cables & Networks, Inc., (APACN) intioe parer
company, Clearfield, Inc. The Company also changetNASDAQ stock symbol to CLFD from APAT. The Coarpy’s Optronics business was discontinued during tleete
ended June 30, 2007, and the operations of the @ayripave now consisted solely of the operatiorSleérfield formerly known as APACN.

Description of Business

Clearfield, Inc. is a manufacturer and seller éd¢¢emmunications equipment. The Company providesoenmunications service providers, as well as cencral an
industrial original equipment manufacturers (“OERJ’a suite of modular, highlgonfigurable passive connectivity solutions. Therpany has successfully established itself
value-added supplier to its target market of independelephone companies and cable television operatowell as OEMs who value a high level of enginegeservices as pi
of their procurement process. Clearfield has expdnts product offerings and broadened its custdmase during the last four years.

Clearfield offers a broad range of telecommunicaiequipment and products. Its broad range of mtoofferings include the design and manufacturetahdard ar
custom connectivity products such as fiber distidou systems, optical components, Outside PlantS@PQ cabinets, and fiber and copper cable assemblidsstrae th
communication service provider including FibertetHome (“FTTH"),large enterprise, and OEM markets. Clearfield naaist a range of engineering and technical knowl
in-house that works closely with customers to depglcustomize and enhance products from desigrugtrgroduction. Most products are produced at @tddrs plant it
Plymouth, Minnesota with support from a networkdmfmestic and global manufacturing partners. Clektfspecializes in producing these products on botiuickiurn anc
scheduled delivery basis. Key to the continuingtpasresults is strong acceptance of Clearfiglproprietary Fieldsmart Fiber Management Platfproduct line within broadbai
service providers deploying FTTH networks.

Products

Clearview CassetteThe Clearview Cassette, introduced in Novemb&72@s the main building block of the FieldSmarbguct platform, positioning Clearfield as the ¢
company to provide the needs of every leg of thectenmunications network with a single building ¢ko This patenpending technology is a system of five parts thet
together in the cassette’s main housing to supparide range of applications. Parts can be adde@rooved as needed to support the environment inhwitis deployec
Within the cassette, all fibers from the satsembly are slack stored, bend radius protectéderured against accidental physical damage framdling. A transparent desi
allows the user to see components inside, whiletiag-together components provide access witholg for maintenance, cleaning or troubleshooting.




FieldSmart Fiber Distribution System&-DS’') The FieldSmart FDS is a high density, easy acdess @istribution system of panels and cable mameege devices, bu
around the Clearview cassette, systems that arigndes to reduce installation time, guarantee besdius protection and improve traceability. In thé4port coun
configuration, Clearfield is the industry leader ftensity, saving the customer expensive real @stathe central office. The product line fully @gpts a wide range of pal
configurations, densities, connectors, and adaphetscan be utilized on a staatbne basis or integrated into the panel systera.urique interchangeable building block de
delivers feature rich solutions which are able teeinthe needs of a broad range of network deplotsnémlike conventional fiber management solutiereere radius ar
physical fiber protection is met through an expeadixed bulkhead design inside an overall houskigldSmart every 12-fiber increment is encaseitsiown module.

FieldSmart Fiber Scalability Center (FSClhe FieldSmart FSC is a modular and scalablsideplant cabinet to allow users to align theipital equipment expense as t
recognize subscriber revenue. This allows rolefUFTTH services by communication service provideithout a large initial expense. Each outsideptabinet stores feel
and distribution splices, splitters, connectors alatk cable neatly and compactly, utilizing fiebted designs to maximize bend radius protectionnector access, eas¢
cable routing and physical protection, thereby miming the risk of fiber damage. The FSC produdthwhe Clearview cassette at its heart has besigned to scale with tl
application environment as demand requires anddaae service turn-up time for the end-user.

Optical ComponentsClearfield packages optical components for sigoalpling, splitting, termination, multiplexing, ehelltiplexing and attenuation to seamlessly integith
the FieldSmart FDS and FieldSmart FSC. This valdded packaging allows the customer to source &aimgle supplier and reduce space requiremengspidducts are bu
and tested to meet the strictest industry standamdsring customers trouble-free performance ireex¢ outside plant environments.

Cable AssembliesClearfield manufactures high quality fiber anghger assemblies with an industry-standard or custespecified configuration. Induststandard assembl
built include but are not limited to: single modeefr, multimode fiber, multfiber, CATV node assembly, DS1 Telco, DS 3 (734)785ax, Category 5e and 6, SCSI, Tc
Ring, and V.35. In addition, Clearfiegl’engineering services team works alongside théneedng design departments of our OEM customerdesign and manufactu
custom solutions for both in-the-box as well aswoek connectivity assemblies specific to that costo's product line.

Marketing and Distribution

Clearfield markets its products in the United Stateough a direct field sales force supported myngernal customer sales and support team. Tibesrial team work
proactively with the outside sales force to maimtaihigh level of customer contact through regatanmunication of product availability, order prosieg and status along w
and delivery information. Clearfield works closefjth its target customers to configure the Comparproduct platform to the cliest'unique requirements. Our high leve
customer service helps bring new products to mankéth the design input from our customers and pétvof consulting engineering firms. To ensure weear all markets w
leverage our internal customer support team withrabination of manufacturer representative orgdiura

Competition

Competitors for the FieldSmart FDS and FSC protines markets include, but are not limited to, AD€lecommunications, Inc., Corning Cabling Systeims,, OF¢
(Furukawa Electric North America, Inc.), Telect In8Icatel, Inc., and Tyco Electronics, Inc. Ngaall of these firms are substantially larger ti@iearfield and as a result may
able to procure pricing for necessary componendslainor at much lower prices. Competition for thistom fiber and copper termination services foleassemblies is inten
Competitors range from small, famityn businesses to very large contract manufactdentjties. Clearfield believes that it has a catifive advantage with customers who
leverage the cost savings the Clearview cassett@ravide and those who require quick-turn, hpgrformance customized products, and that it atpetitive disadvantage w
customers who principally seek large volume comityogtioducts.




Sources of Materials and Outsourced Labor

Numerous purchased materials, components, and keoused in the manufacturing of the Company'oducts. Most of these are readily availablenfrmultiple
suppliers. However, some critical components angaurced labor are purchased from a single or &ddmumber of suppliers. The loss of access tnesoomponents a
outsourced labor would have an adverse effect orability to deliver products on a timely basis andour financial performance.

Major Customers

Two customers comprised approximately 23%, 18%28% of total sales for the periods ended Septe®®e2008, September 30, 2007 and March 31, 2007.
Patents and Intellectual Property

As of September 30, 2008, we had one patent penditng United States and two pending patent agitos inside and outside the United States.
Backlog

Backlog reflects purchase order commitments forpmoducts received from customers that have yéetdulfilled. Backlog orders are generally shippeithin three
months. The Company had backlogs of $1,865,629 8smtember 30, 2008 and $1,396,000 as of Septe3th&007.

Seasonality

We are affected by the seasonal trends in the indsswe serve. We typically experience sequdmtlaiver sales in our first and second fiscal gegrprimarily due t
customer budget cycles, deployment schedules, stistemer geographical concentrations as well aslatd vacation and holiday calendars. Sales ustedlgh a seasonal pe
in our third and fourth fiscal quarters.

Research and Development

We believe that the communication industry envireninis constantly evolving and our success dependsur awareness of and our response to these eha@yu
focus is to analyze the environment and technokogywork to develop products that simplify our onsérs’lives by developing innovative high quality prodaictilizing modula
design wherever possible. We believe our desigreaigiheering teams are highly responsive and ninvideehave empowered this group to take calculagid which result in ot
ability to bring products to market in a mannerttiva believe is faster than some of our larger ostitgrs. Our financial resources are not unlimisedwe make special effort
target areas where we see niche opportunities.




Employees

As of September 30, 2008, the Company had 103ifu#-and 9 temporary employees, mainly in PlymoMn. Our future performance is dependent on oulitglid
attract, train, and retain highly qualified persehiWe have no employment agreements with our eyegl®. The loss of one or more key employees coedghtively impact tr
Company. Our employees are not covered by collediargaining agreements. We consider our emplaiagans to be favorable.

Regulation

To date, our compliance with foreign, federal, esstahd local laws and regulations that have beenteddo regulate the environment has not had armabhtvers
effect on our capital expenditures, earnings, cditipe or financial position.
ITEM 1A. RISK FACTORS

Risks Related to Our Business

Recent turmoil in the credit markets and the finahservices industry could negatively impact then(an’s business, results of operations, financial cdiodi or liquidity.

Recently, the credit markets and the financial isesvzindustry have been experiencing a period pfesedented turmoil and upheaval characterizedhé&ypankruptc
failure, collapse or sale of various financial ingtons, an unprecedented level of interventiamfrthe United States federal government and otireign governments and tigh
availability of credit. While the ultimate outconoé these events cannot be predicted, they coul@ lamegative impact on our liquidity and finanaaehdition if our ability t
borrow money to finance operations or obtain créwin trade creditors were to be impaired. In ddditthe recent economic crisis could also advgrBapact our customers
ability to purchase or pay for products from usor suppliers’ ability to provide us with produetther of which could negatively impact our busmasd results of operations.

During economic downturns or a rising interest ratevironment, the cyclical nature of our busincould result in lower demand for our products aeduced revenue.

Overall economic conditions and the purchasingtfres of telecommunications buyers have a signifiedfect upon our businesses. As a result, dutmgnturns, w
could operate with a lower level of backlog and rteyporarily slow down or halt production for a iperof time at our facility. Economic conditionsattresult in higher intere
rates increase the cost of new leasing arrangemehtsh could cause some of our customers to reglexes or demand extended terms. An economic dowrduincrease
interest rates may reduce demand, resulting ini@akes volumes, lower prices, and decreased prafibosses.

Our financial performance and market value couldse future write-downs of goodwill in future peod

With the adoption of Statement of Accounting StaddgSFAS) No. 142, Accounting for Goodwill and &thntangibles, goodwill is no longer amortizedwever, wi
are required to perform an annual impairment rewidvich could result in impairment writgewns to goodwill. If the carrying value is in esseof the fair value, the carrying va
will be adjusted to fair value through an impairmeharge. As of September 30, 2008, we had $2,37006 goodwill. Our stock price can impact the tesof the impairmer
review of goodwill. The recent drop in our stoclcprcould cause us to record an impairment of galbdwring 2009.




Our Results of Operations

Unless we generate significant revenue growth,eoqeenses and negative cash flow will significahélym our financial position.

We have been profitable since the first quartdiszfal year ended September 30, 2008. Howevehave operated at a loss since fiscal 1990 andcassequence v
have an accumulated deficit of $38.4 million. Wei@pate profitability for the foreseeable fututewever we are operating in turbulent and uncettianes and we may inc
operating loses in the future. Further, we mayintegative operating cash flow in the future. Wa@éhfunded our operations primarily through the &l equity securities a
borrowings. We will need to demonstrate continuemgh in revenues while containing costs and ofregagxpenses if we are to achieve profitability.

Our Products and Introduction of New Products

We must introduce new products and product enhaeotso increase revenue.

The successful operation of our business dependsuormbility to anticipate market needs and devedag introduce new products and product enhancentba
respond to technological changes or evolving ingustandards on a timely and casfective basis. Our products are complex, and pewducts may take longer to develop 1
originally anticipated. These products may cont@éfects or have unacceptable manufacturing yieldsnfirst introduced or as new versions are retba®air products cou
quickly become obsolete as new technologies aredated or as other firms introduce lower costraitves. We must continue to develop leadédigre products and introdt
them to the commercial market quickly in order eoduccessful. Our failure to produce technologjcedimpetitive products in a cosffective manner and on a timely basis
seriously harm our business, financial conditiod egsults of operations.

Our products may infringe on the intellectual prageights of others.
Our products are sophisticated and rely on comggéicananufacturing processes.
We may make additional strategic changes in oudpeb portfolio, but our strategic changes and rasturing programs may not yield the benefits thatempect.

The impact of potential changes to our productfpbeot and the effect of such changes on our busineperating results and financial condition, anénown at thi
time. If we acquire other businesses in our acéasrategic focus, assimilating these businessddlzeir products, services, technologies and peeslanto our operations may
challenging. These difficulties could disrupt mmgoing business, distract our management and waf increase our expenses and adversely affecbpmrating results a
financial condition. In addition to these integoatrisks, if we acquire new businesses, we mayrealize all of the anticipated benefits of thesguasitions, and we may not
able to retain key management, technical and gaesonnel after an acquisition. Divestitures emilation of existing businesses or product linesid also have disrupti
effects and may cause us to incur material expenses

Manufacturing and Operations

Our dependence on outside manufacturers may rasptoduct delivery delays

We have increased our reliance on the use of atintranufacturers to assemble some of our prodlidteese contract manufacturers do not fulfill thebligations or i
we do not properly manage these relationshipsegisting customer relationships may suffer.




We may be required to rapidly increase our manufaey capacity to deliver our products to our cusi@rs in a timely manner.

We have limited experience in rapidly increasing manufacturing capacity or in manufacturing praduat high volumes. If demand for our products gigantly
increases, we may be required to hire, train andage additional manufacturing personnel and imprmweproduction processes in order to increasepooduction capacit
There are numerous risks associated with rapidigesing capacity, including:

o Difficulties in achieving adequate yields from nevanufacturing lines,

o Difficulty maintaining the precise manufacturingopesses required by our products while increasapacity,
e The inability to timely procure and install the eesary equipment, and

e Lack of availability of qualified manufacturing pemnel.

If we apply our capital resources to expanding manufacturing capacity in anticipation of increasedtomer orders, we run the risk that the profeaterease i
orders will not be realized. If anticipated levefscustomer orders are not received, we will noabke to generate positive gross margins and piufity.

We are dependent upon skilled employees; if wetlaseervices of our key personnel our abilityxeaite our operating plan, and our operating resutbhay suffer.

Our future performance depends in part upon the¢ireed service and contributions of key managememgineering, sales and marketing personnel, mamyhom
would be difficult to replace quickly. If we loseaof these key personnel, our business, operagisigits and financial condition could be materiatversely affected or delay
development or marketing of existing or future pro. Competition for these personnel is interrs e may not be able to retain or attract suclsgrerel. Our success v
depend in part upon our ability to attract andiregadditional personnel with the highly specializegertise necessary to generate revenue and toeengdesign and support
products and services.

Markets and Market Conditions

Demand for our products is subject to significdntfuation. Adverse market conditions in the comications equipment industry and any slowdown intinéded States econol
may harm our financial condition.

Demand for our products is dependent on sever&gcincluding capital expenditures in the comneations industry. Capital expenditures can be cgtlin natur
and result in protracted periods of reduced deniandomponent parts. Similarly, periods of slow eamic expansion or recession can result in peraddsduced demand for ¢
products. Such periods of reduced demand will haumbusiness, financial condition and results aéragions. Changes to the regulatory requirementeetelecommunicatio
industry could also affect market conditions, whoctuld also reduce demand for our products.

Our industry is highly competitive and subject t@ing pressure.

Competition in the communications equipment maikettense. We have experienced and anticipaterexqméng increasing pricing pressures from curamd futur:
competitors as well as general pricing pressurenfaur customers as part of their cost containméfurts. Many of our competitors have more exteasengineerin
manufacturing, marketing, financial and personesburces than we do. As a result, these competitay be able to respond more quickly to new orrgimg technologies ai
changes.




Declining average selling prices for our fiber approducts will require us to reduce production tso® effectively compete and market these prod

Market pressure for lower prices for our categdiipmducts continues to be strong. We expect tieisd to continue. To achieve profitability in teavironment w
must continually decrease our costs of product®mvall as improve the value proposition of the preid we offer. In order to reduce our productiostspwe will continue |
pursue one or more of the following:

o seek lower cost suppliers of raw materials or comepads,

e work to further automate our assembly process,

e develop value-added solutions, and

e seek offshore sources for manufacturing and asseselovices where appropriate.

We will also seek to form strategic alliances wittmpanies that can supply these services. Decrgasesrage selling prices also require that weedase unit sales
maintain or increase our revenue. There can baiatagtee that we will achieve these objectives.i@alility to decrease production costs or increasgeunit sales could seriou
harm our business, financial condition and resaflisperations.

Our markets are characterized by rapid technologateanges and evolving standards.

The markets we serve are characterized by raptthtdagical change, frequent new product introdutgjochanges in customer requirements and evolvidgsin
standards. In developing our products, we have maut will continue to make, assumptions with respe which standards will be adopted within outustry. If the standar
that are actually adopted are different from thibse we have chosen to support, our products magctdeve significant market acceptance.

Conditions in global markets could affect our opgéras.
We source key materials and products globally ansugh are subject to the risks of conducting mssinnternationally. Those risks include but arelintited to:
e local economic and market conditions,
e political and economic instability,
e fluctuations in foreign currency exchange rates,
o tariffs and other barriers and restrictions,
e geopolitical and environmental risks; and
e changes in diplomatic or trade relationships artdrahdisasters.
We cannot predict whether our business operatindgeiance in these markets will be affected aselgrby these conditions.

Our profitability can be adversely affected duertcreased raw material costs
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Our manufacturing costs may be impacted by unauatted increases in raw material costs during the Span between the cost quotes and actual proeatesfirav
materials. The impact can be significant for puseharders requiring multiple scheduled deliverihereas we may be able to approach some of th@mass for cos
adjustments, there is no assurance that we woulslubeessful in obtaining these adjustments. Failarebtain price adjustments would result in desegaprofitability and/c
losses.

Our inventory of raw material and supplies may insignificant obsolescence

Our market demands rapid turn around from recdituochase orders to shipping of the products. Wantain significant inventory of raw materials aswpplies t
meet this demand resulting in risk of inventory @bscence. Whereas we anticipate and make progisema reasonable fraction of inventory obsolesega significant high
level of obsolescence can adversely impact ouiitpiolity.

Our Customers
Our sales could be negatively impacted if one orenud our key customers substantially reduce ordersur products.

If we lose a significant customer, our sales angsgrmargins would be negatively impacted. In adudjtithe loss of sales may require us to record izt
restructuring charges or exit a particular busiregsroduct line.

Consolidation among our customers could resultinlosing a customer or experiencing a slowdowingésgration takes place.

It is likely that there will be increased consotida among our customers in order for them to iasee market share and achieve greater econom
scale. Consolidation is likely to impact our buesis as our customers focus on integrating theiratipas and choosing their equipment vendors. Afteonsolidation occurs, thi
can be no assurance that we will continue to sugh@ysurviving entity.

Customer payment defaults could have an adversetefh our financial condition and results of opwas.

As a result of current worldwide financial markeisd competitive conditions in the telecommunicationarket, some of our customers may experiencendial
difficulties. It is possible that customers fravhom we expect to derive substantial revenue vefladit or that the level of defaults will increagaely material payment defaults
our customers would have an adverse effect oneaults of operations and financial condition.

Performance Requirements and Performance of our Pructs

Our products may have defects that are not detdwtéare delivery to our customers.

Some of the Company’products are designed to be deployed in largecantplex networks and must be compatible with otteenponents of the system, both cur
and future. Our customers may discover errors &eatie in our products only after they have beelyfdéployed. In addition, our products may not @peras expected over Ic
periods of time. If we are unable to fix errorsadher problems, we could lose customers, lose @&nsuffer damage to our brand and reputation)a@selour ability to attra
new customers or achieve market acceptance. Eatlfesé factors would negatively impact cash flow amuld seriously harm our business, financial ¢oowl and results «
operations.

Product defects could cause us to lose custometserenue or to incur unexpected expen
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If our products do not meet our customers’ perfaragarequirements, our customer relationships mégrsuAlso, our products may contain defects. Aaiure or
poor performance of our products could result in:

e delayed market acceptance of our products.
e delays in product shipments.
e unexpected expenses and diversion of resourceplace defective products or identify the sourceradrs and correct them.
e damage to our reputation and our customer relatipas
e delayed recognition of sales or reduced sales; and
e product liability claims or other claims for damageat may be caused by any product defects oompeaince failures.
Intellectual Property
If we are unable to adequately protect our inteiled property, third parties may be able to use taehnology, which could adversely affect our &pilo compete in the marki

We rely principally on trade secret protection éor confidential and proprietary information. Wave taken security measures to protect our pr@gyiéhformatior
and trade secrets, but these measures may nodpradiequate protection. While we seek to protectpooprietary information by entering into confidility agreements wi
employees, collaborators and consultants, we caasgire you that our proprietary information willt be disclosed, or that we can meaningfully protea trade secrets.
addition, our competitors may independently devalolpstantially equivalent proprietary informatianneay otherwise gain access to our trade secrets.

Intellectual property litigation could harm our biness.

It is possible that we may have to defend our letélial property rights in the future. In the evefan intellectual property dispute, we may becéal to litigate ¢
otherwise defend our intellectual property assétgellectual property litigation can be extremelypensive, and this expense, as well as the coasegs should we not prev
could seriously harm our business.

If a third party claimed an intellectual properight to technology we use, we might be forced szdntinue an important product or product linegratur products ai
processes, pay license fees or cease certaintasiviWe may not be able to obtain a license th sotellectual property on favorable terms, iht

Factors That May Affect Future Results
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The statements contained in this Report on ForrK 1at are not purely historical are “forward-longistatements” within the meaning of the Privateusites
Litigation Reform Act of 1995, Section 27A of the@irities Act of 1933 and Section 21E of the SeimsriExchange Act of 1934, including, without liatibn, statements
regarding the Company’s expectations, hopes, Iselgtticipations, commitments, intentions and sgi&s regarding the future. Forward-looking stateiséclude, but are not
limited to, statements contained in “Item 1. Bussieand “ltem 7. Management's Discussion and AmglysFinancial Condition and Results of Operatibéstual results could
differ from those projected in any forward-lookisgtements for the reasons, among others, detzledv. We believe that many of the risks detailecetare part of doing
business in the industry in which we compete artlikély be present in all periods reported. Tlaetfthat certain risks are characteristic to tliistry does not lessen the
significance of the risk. The forward-looking statnts are made as of the date of this Report as E6rK and we assume no obligation to update thedrl-looking statements
or to update the reasons why actual results caifier drom those projected in the forward-looking&ments.
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Executive Officers

The following is a list of our executive officettheir ages, positions and offices as of Septembe2308.

Name Age Position
Cheryl Beranek Podzime 45 Chief Executive Officer/President of Clearfield¢li
Bruce G. Blacke) 57 Chief Financial Office

Cheryl Beranek Podzimek joined the Company in July 2003 as President of BRAMs. Podzimek was appointed CEO and Preside@tedrfield, Inc in June of 20C
Ms. Podzimek was previously President of Americaieich was acquired by APACN in June 2003. Sheeskas President of Americable from 2002 to 20082001 to 20C
Ms. Podzimek was Chief Operating Officer of Amehilea Previously, Ms. Podzimek held a variety ofdlemarketing positions with emerging highewth technolog
companies. She served as Vice President of Makétom 19962001 at Transition Networks, a manufacturer of mekaconnectivity products, Director of Marketingfn 199:
to 1996 at Tricord Systems, an early stage nuticessor based super server manufacturer, andt®iref Marketing from 1988 to 1992 at Digi Intetiomal, a designer ai
manufacturer of connectivity products. Earlier ier ltareer Ms. Podzimek held marketing positionsnfonprofit organizations, including the City of Farghe Metropolita
Planning Commission of Fargo/Moorhead and NorthdalState University. Ms. Podzimek holds a BachefdBcience Degree from Southwest Minnesota Statedusity and
Masters of Science Degree from North Dakota Statiedysity.

Bruce G. Blackey joined the Company in June of 2007 as Chief Firer@fficer. Mr. Blackey has extensive experientéinance and administration and has worke
an independent business consultant and interim €6@ 2001 to the present for several companies. Blackey held the position of CFO with Tiro Indusf a contras
manufacturing firm serving the cosmetic industignir 1997 to 2001. Prior to that he held the senmarfctial position with Conwed Plastics, a manufeatwf plastic netting froi
1988 to 1997. Mr. Blackey holds a Bachelors of Scéedegree in Business Administration and Accogntiom the University of Minnesota business schoolw known as tt
Carlson School of Management.

ITEM 1B. UNRESOLVED STAFF COMMENTS

None

ITEM 2. PROPERTIES

Clearfield leases a 30,000 square foot facilitp4B80 Nathan Lane North in Plymouth, Minnesota cstitgj of our corporate offices, manufacturing ararehous
space.

We own a 24,000 square foot production facilityinerdeen, South Dakota, which is partially leased accupied. (See Note M in the Financial Statemgruded i
Item 8 of this Form 10-K.)

On October 30, 2007 we purchased and immediatétlyasoindustrial building at 2950 N.E. &4 ane, Blaine Minnesota that we leased from J2isen Properties
our former corporate offices. We exercised an opt@buy the building in August 2007 as containeaur lease. (See Note M in the Financial Statemigruded in Item 8 th
Form 10-K)
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ITEM 3. LEGAL PROCEEDINGS

None

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

On February 27, 2008, the Company held its Annuegfihg of Shareholders. At the meeting, the shideis elected as directors Anil K. Jain (with 41,7102 share
voting for and 208,855 withheld), John G. Reddaith(wt0,820,648 shares voting for and 129,309 wilttheRonald G. Roth (with 10,839,148 shares votiogand 110,80
withheld), Stephen A. Zuckerman (with 9,147,896rsebavoting for and 1,802,061 withheld), Cheryl BdBimek (with 10,812,102 shares voting for and 833, withheld) an
Donald R. Hayward (with 10,826,402 shares votingafed 123,555 withheld)

The shareholders also approved the amendment ®ttio& Option Plan of 2007 to permit the additiéry50,000 share options to the plan (with 3,419,8i8&res votin
for; 960,717 against; 1,705,699 abstain and 4,8&tBoker non-vote).
PART Il
ITEM 5. MARKET FOR REGISTRANT 'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS

Our common stock is traded on The Nasdaq Globak&taunder the symbol “CLFD.The following table sets forth the quarterly highddow sales prices for c
common stock for each quarter of the past two Figears as reported by Nasdag. There were approgiyn@l8 holders of record of our common stock faSeptember 30, 2008.

Fiscal Year Ended September 30, 20C High Low
Quarter ended December 31, 2( $1.1¢ $0.9¢
Quarter ended March 31, 20 1.1¢ 0.82
Quarter ended June 30, 2C 1.87 1.0z
Quarter ended September 30, 2( 1.37 1.01
Transition Period Ended September 30, 2007 High Low
Quarter ended June 30, 2C $1.4¢ $1.12
Quarter ended September 30, 2( 1.17 0.7¢
Fiscal Year Ended March 31, 2007 High Low
Quarter ended June 30, 2C $2.2:¢ $1.2¢
Quarter ended September 30, 2( 1.5¢ 1.21
Quarter ended December 31, 2( 1.5€ 1.2t
Quarter ended March 31, 20 1.67 1.21

We have never paid cash dividends on our comnmuokstWe do not intend in the foreseeable futurpay cash dividends on our common stock.
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The following graph compares the cumulativgesr total return attained by shareholders on @&dr Inc.'s common stock relative to the cumudatiotal returns of tt
NASDAQ Composite index and the NASDAQ M-Financial index. The graph tracks the performarfca $100 investment in our common stock and in exdhe indexes (wil

the reinvestment of all dividends) from 3/31/2063£30/2008.

CONMPARIS ON OF 66 MONTH CUNULATIVE TOTAL RETURN*

Among Clearfield, Inc., The NASD AQ Composite Index
And The HASDAD Non- Financial Index

f250 -

f200 4

4150

100

450 4
g0
3103 304 205 306 207 907 .03
—B8— Clearfield, Inc. Fay NASDAL Composite o HASDAL Nor Anancial

"E100 invested on 353103 in stock & ndex-including renvestment of dividends.
Fiscal year ending September 30.

3/0¢ 3/04 3/0¢ 3/0¢€ 3/07 3/0¢€
Clearfield, Inc. 100.0( 187.2: 106.0: 146.6: 78.20¢ 87.2%
NASDAQ Composite 100.0¢ 150.8: 152.8¢ 187.6: 214.2¢ 160.5:
NASDAQ Non-Financial 100.0( 146.7¢ 147.7¢ 173.5¢ 201.1¢ 152.9:

The stock price performance included in this graphot necessarily indicative of future stock pneformance.
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ITEM 6. SELECTED FINANCIAL DATA

Not Required

ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS
Changein Year End

In June 2007, we elected to change our fiscal gadrfrom March 31 to September 30. In view of thsange, this Item 7, ManagemenDiscussion and Analysis
Financial Condition and Results of Operations (‘&) compares the consolidated financial statements aadfor the year ended September 30, 2008 wemibst recent
completed prior year which ended March 31, 2007% afé also comparing the consolidated financiaéstants as of and for the year ended Septemb@088, with the unaudite
consolidated financial statements as of and fohteveonths ended September 30, 2007. In additioareseeomparing the transition period of six morghded September 30, 2(
with the unaudited six months ended September @06.2We have included summary information from ¢besolidated financial statements for the six merghded Septemt
30, 2006 in Note B to the consolidated financiatesnents.

Throughout the MD&A, data for all periods exceptodgnd for the twelve months ended September @07 2nd the six months ended September 30, 208@iesive!
from our audited consolidated financial statemenitsich appear in this Report. All data as of and the twelve months ended September 30, 2007 anchenths ende
September 30, 2006, are derived from our unaudibeacial statements, which are presented elsewihetés Report.

General

The Company focuses on highly configurable proddotstelecommunications customers, primarily refate cabling management requirements of the F
marketplace and the design, manufacture, distobyutand marketing of a variety of fiber optics armpper components to the data communication aretdeimunicatio
industries. The Companies primary manufacturediyets include standard and custom fiber optic calsleemblies, copper cable assemblies, OSP cabuadte-added fibe
optics frames, panels and modules.

Application of Critical Accounting Policies

In preparing our consolidated financial statements, make estimates, assumptions and judgmentsctrathave a significant impact on our revenues, foss
operations and net loss, as well as on the valweméin assets and liabilities on our consolid@i@idnce sheet. We believe that there are severalating policies that are critic
to an understanding of our historical and futurefgrenance, as these policies affect the reporteduts of revenues, expenses and significant estsraaid judgments applied
management. While there are a number of accoupbligies, methods and estimates affecting our dafeted financial statements, areas that are paatily significant include:

e  Stock option accounting
e  Accounting for income taxes; al

e  Valuation and evaluating impairment of I¢-lived assets and goodwi
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Stock Option Accounting

We adopted Statement of Financial Accounting Stedelalo. 123—revised 2004 (“SFAS 123R"), “Share-RaBayment,’using the modified prospective transit
method, which requires the application of the aotiog standard as of April 1, 2006, the first ddyoar fiscal year 2007. Our consolidated finanstements as of and for
twelve months ended March 31, 2007 reflect the mhpd SFAS 123R. The compensation expense impdméu basic and diluted loss per share by less $#a®l for the yei
ended September 30, 2008 and the six months engjetgrSber 30, 2007 and the twelve months ended Mait¢ct2007. The Company recorded related compemsatipens
of $50,052, $18,477 and $50,363 respectivelyHertwelve months ended September 30, 2008, thesiths ended September 30, 2007 and the twelvéhmended March 3
2007.

As of September 30, 2008, $86,630 of total unreizmghcompensation expense related to wested awards is expected to be recognized oveeighted averag
period of approximately 3.46 years. In accordanitk the modified prospective transition method, oansolidated financial statements for prior pesibdve not been restated
do not include the impact of compensation expeatautated under SFAS 123R.

For purposes of determining estimated fair valustotk-based payment awards on the date of grateru®FAS 123(R), the Company used the Bl&ckoles Mode
The BlackScholes Model requires the input of certain assionptthat require subjective judgment. Because eyga stock options have characteristics signifigadifferent
from those of traded options, and because changései input assumptions can materially affect thie ¥alue estimate, the existing models may nowige a reliable sing
measure of the fair value of the employee stockloopt Management will continue to assess the assongpand methodologies used to calculate estinfaiegtalue of stocksase:
compensation. Circumstances may change and addlititaita may become available over time, which coeddilt in changes to these assumptions and mdtgids and theret
materially impact our fair value determination.

Accounting for Income Taxes

As part of the process of preparing our consolididiteancial statements, we are required to estirnateéincome tax liability in each of the jurisdimtis in which we d
business. This process involves estimating ourahaturrent tax expense together with assessing deamp differences resulting from differing treatmeri items for tax an
accounting purposes. These differences result fierdel tax assets and liabilities. We must therssshe likelihood that these deferred tax assiétdevrecovered from futu
taxable income and, to the extent we believe thadvery is not more likely than not or unknown, mvast establish a valuation allowance.

Management judgment is required in determiningmowision for income taxes, our deferred tax asantsliabilities and any valuation allowance reeard@gainst o
deferred tax assets. At September 30, 2008, we feevoeded a full valuation allowance of approxinhat&l 3,145,000 against our deferred tax assetstauecertainties related
our ability to utilize our deferred tax assets, sisting principally of certain net operating lossesried forward. The valuation allowance is basedour estimates of taxal
income by jurisdiction and the period over which deferred tax assets will be recoverable. The Gomphad U.S. federal and state net operating N&XL| carry forwards ¢
approximately $32,710,000 which expire in fiscabgge2009 to 2027. To date the Company has not adetpla “Section 382analysis. If certain ownership changes occt
under Internal Revenue Code Section 382, therebadurther limitations on the usage of the net apeg loss carry forwards.

Realization of the NOL carry forwards and otheredefd tax temporary differences are contingentutaré taxable earnings. The deferred tax assetrewaswed fo
expected utilization using a “more likely than n@pproach as required by SFAS No. 109, “Accounfoigincome Taxes,’by assessing the available positive and neg
evidence surrounding its recoverability.
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We will continue to assess and evaluate strateti@swill enable the deferred tax asset, or portivereof, to be utilized, and will reduce the vdio allowanc
appropriately at such time when it is determineat the “more likely than not” approach is satisfied

During the fiscal year ended September 30, 2008,Gbmpany recorded a deferred income tax expen$8&085 for the book and income tax basis diffeeein
goodwill on acquisitions.

In June 2006, the Financial Accounting Standardar8d“FASB”) issued Interpretation No. 48, “Accoing for Uncertainty in Income Taxes”an interpretation «
FASB Statement No. 109, “Accounting for Income Tax&FIN 48”), which clarifies the accounting for income tax psions. FIN 48 prescribes a recognition threshold
measurement attribute for recognition and measunéofea tax position taken or expected to be takeatax return. The interpretation requires that €ompany recognize in
financial statements the impact of a tax positiBecognition is allowed if the tax position is mdilely than not to be sustained on audit, basedhentechnical merits of tl
position. FIN 48 also provides guidance on dereitagm classification, interest and penalties, asdng in interim periods and disclosure. The psais of FIN 48 becan
effective for the Company on April 1, 2007. The ption of this statement did not have a materialastpn the Company's consolidated financial pasitioresults of operations.

Valuation and evaluating impairment of lehiged assets and goodwill

The Company records the excess of purchase costlwdair value of net tangible assets of acquechpanies as goodwill or other identifiable intéohg assets. |
accordance with Statement of Financial Accountitan8ards ("SFAS") No. 142 "Goodwill and Other Irgdnie Assets," in the last quarter of each yeam®oan event occurs
circumstances change that would more likely tharr@educe the fair value of a reporting unit beldsvaarrying amount, the Company completes the impit testing of goodw
primarily utilizing a discounted cash flow method.

Determining market values using a discounted clsth fethod requires the Company to make signifieamtimates and assumptions, including losgr projections ¢
cash flows, market conditions and appropriate distgates. The Company's judgments are based ¢orib& experience, current market trends, consalia with externe
valuation specialists and other information. While Company believes that the estimates and assumaptnderlying the valuation methodology are readte, different estimat
and assumptions could result in a different outcofine Company generally develops these forecasestban recent sales data for existing productangld timing of new produ
launches, and estimated expansion of the FTP market

If the carrying amount of a reporting unit exceéddair value, the Company measures the possibtelgill impairment loss based on an allocationhsf estimate «
fair value of the reporting unit to all of the umiyéng assets and liabilities of the reporting umtcluding any previously unrecognized intangiassets. The excess of the fair v.
of a reporting unit over the amounts assignedsadisets and liabilities is the implied fair vabfegoodwill. An impairment loss is recognized t@ textent that a reporting un
recorded goodwill exceeds the implied fair valugobdwill. This test for the period ended Septen88:r2008 resulted in no change to goodwill from piior period. The test 1
fiscal year ended March 31, 2007 indicated thatdgolb related to APACN was impaired. Accordinglyhet Company recognized a non-cash, taseimpairment charge
$852,000 ($519,717, after tax) in the quarter eridacch 31, 2007.
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The Company evaluates the recoverability of itsgldived assets in accordance with SFAS 144, “Actiognfor the Impairment or Disposal of Lorngved
Assets.” SFAS 144 required recognition of impairment of Idivgd assets in the event that events or circuntsts indicate an impairment may have occurred amehvthe ne
book value of such assets exceeds the future undised cash flow attributed to such assets. Wesasthe impairment of long lived assets wheneventsvor changes
circumstances indicate that that the carrying vahay not be recoverable. No impairment of ldiwgd assets has occurred during the periods er®gatember 30, 20(C
September 30, 2007 and March 31, 2007, respectively

New Accounting Pronouncemer

In May 2008, the FASB issued Statement of Finan&@ounting Standards (SFAS) No. 18he Hierarchy of Generally Accepted Accounting Bipfes.SFAS No
162 identifies the sources of accounting principled provides entities with a framework for selegtihe principles used in preparation of finanstatements that are presente
conformity with GAAP. The current GAAP hierarchyshbeen criticized because it is directed to thdtaudather than the entity, it is complex, andabhks FASB Statements
Financial Accounting Concepts, which are subjedh®same level of due process as FASB StateméRisancial Accounting Standards, below industragbices that are wide
recognized as generally accepted but that are utgest to due process. The Board believes the GARParchy should be directed to entities because the entity (not i
auditors) that is responsible for selecting accmgnprinciples for financial statements that aregented in conformity with GAAP. The adoption of 5 162 is not expected
have a material impact on the Company's finan@altjon.

On February 15, 2007, the FASB issued Statemeriirgincial Accounting Standards (SFAS) No. 158¢ Fair ValueOption for Financial Assets and Financ
Liabilities — Including an Amendment of FASB No. 115. This staddaermits an entity to choose to measure manyéiiahinstruments and certain other items at falue. Th
fair value option established by SFAS No. 159 pesrall entities to choose to measure eligible iteinfair value at specified election dates. SFAS N9 is effective for fisc
years beginning after November 15, 2007. The Compsrcurrently evaluating the impact this pronouneat will have on its consolidated financial pasitior results ¢
operations.

In September 2006, the FASB issued SFAS No. Ea¥, Value MeasurementsSFAS No. 157 defines fair value, establishesaméwork for measuring fair value ¢
expands disclosures about fair value measuremenddas not require any new fair value measurem&HRAS No. 157 is effective for financial statemeistied for fiscal yea
beginning after November 15, 2007 and interim misiavithin those fiscal years. However on Februay 2008, the FASB issued proposed FSP FAS 2 %hich delayed tt
effective date of SFAS 157 for all nonfinancialetssand nonfinancial liabilities, except those #a&t recognized or disclosed at fair value in tharfcial statements on a recur
basis (at least annually). This FSP partially defbe effective date of SFAS 157 to fiscal yeamgit@ng after November 15, 2008, and interim pesiadthin those fiscal years 1
items within the scope of this FSP. We will ad§§AS 157, except as it applies to those nonfinarsisets and nonfinancial liabilities as noted ioppsed FSP FAS 15Z-or
October 1, 2008 and do not believe the impachisfpronouncement will be material to our consdbdafinancial position or results of operations.

On December 4, 2007, the FASB issued SFAS No. RéViéed 2007)Business CombinationsSFAS No. 141R will significantly change the agnting for busines
combinations. Under SFAS 141R, an acquiring emtity be required to recognize all the assets a@guand liabilities assumed in a transaction ataitguisitiondate fair valu
with limited exceptions. SFAS No. 141R will chante accounting treatment for certain specific ite@BEAS No. 141R also includes a substantial nunoberew disclosur
requirements. SFAS No. 141R applies prospectivelypusiness combinations for which the acquisitiatedis on or after the beginning of the first armegorting perio
beginning on or after December 15, 2008. Earli@pddn is prohibited. This statement will only haare impact if we execute applicable transactiorer dfie effective date.
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On December 4, 2007, the FASB issued FASB StatemdentL60,Noncontrolling Interests in Consolidated FinancBiatements- An Amendment of ARB No. 5
Statement 160 establishes new accounting and megatandards for the noncontrolling interest isudsidiary and for the deconsolidation of a sulasidiSFAS No. 160 al:
includes expanded disclosure requirements regattimgnterests of the parent and its noncontrolimgrest. SFAS No. 160 is effective for fiscal ggaand interim periods wi
those fiscal years, beginning on or after Decenil3r2008. Earlier adoption is prohibited. This etaeént will only have an impact if we execute apgidle transactions after 1
effective date.

Contractual Obligations

Our contractual obligations and commitments arersanzed in the table below (in 000’s):

Less than After
Total 1 Year 1-3 years 4-5 years 5 years
Long-term debt (1 $ 102 % 68 $ 34 % (O 0
Operating leases 1,232 227 471 491 43
Total Contractual Cas
Obligations $ 1,332 $ 29t % 50t $ 491 $ 43

(1) Includes fixed interest ranging from 6.2% td5%.
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Results of Operations

Year ended September 30, 2008 compared to year emd&larch 31, 2007

Revenues for the fiscal year ended 2008 increa8étl » $23,494,000 from revenue of $18,363,000 ii720This increase is attributable to the acceptarfcihe
Company'’s products, the introduction and acceptafitiee Fieldsmart fiber management product line angineering-led design services within the FTTétket.

Revenue to broadband service providers and comaiedeia networks amounted to $18,359,000 or 78%ewénue compared to $13,941,000 or 76% of sal
2007. Sales to OEMs, consisting primarily of filogtic and copper cable assemblies produced tomestdesign specifications, were 22% of revenu® 134,000 compared
$4,422,000 or 24% of sales in 2007.

Gross margin increased from 29% in 2007 to 33%0@B2resulting in a gross profit of $7,852,000 iM2@&s compared to $5,265,000 in 2007, an incre$2,587,00
or 50%. The 6% increase in gross margin is attaiblet to product mix and the introduction of thel@enart management product line, and the resultnafoing programs 1
reduce the cost of products through a combinatfarew product introduction, process improvemernpgl sourcing of components and outside manufaguri

There were no research and development expenstefon-going business.

S G &A increased 2% or $163,000 from $6,692,00@fa07 to $6,855,000 for 2008. However in 2007 thenPany recognized the severance agreement to farmne
executive officer of the Company, Dr. Anil Jain,the amount of $397,000 and a goodwill impairmdr852,000. Adjusting the 2007 S G & A to refleese items would ha
resulted in S G & A of $5,443,000 and the compuaeatncrease in expense would be $1,412,000 or erease of 26%. This increase reflects a significarestment in sale
marketing, product management, product engineenmpperformance-based compensation that contriiatedtreased sales and profitability.

In 2007 the Company incurred a goodwill impairmeharge of $852,000 ($519,717 after taxp properly reflect the carrying value of the assa$sociated wi
APACN, a wholly owned subsidiary. No such impainneas recorded in 2008.

Income from operations for 2008 was $997,000 coetpdo a loss of $1,427,000 for 2007,.an improvenwérit2,424,000. This change is attributable taease
revenue and increased gross margin. Adjustingh®igbodwill impairment of $852,000 in 2007, therease in income would have been $1,572,000.

Interest income in 2008 declined 30% from $379,B0R007 to $268,000 in 2008. This is attributatol@eclining interest rates from the two periodd arreduction i
cash available for investing during the same period

Interest expense decreased from $49,000 in 20621¢000 in 2008. The 2008 interest is attributabldinancing associated with the enterprise infation syster
installed during 2007 and 2008. The 2007 interestliated to bonds held by the South Dakota Econ@maielopment and Finance Authority that was pé#fidnoOctober of 2006.

Other income consists of $55,000 of lease incoméhenCompanys Aberdeen facility which was rented beginning iotéber 2007. The building was vacant
generated no income in the prior year.
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Income taxes for 2008 were $93,003, of which 89,B0drectly related to taxes on goodwill. The Ivmia was paid to various states for income, saldsuan taxes.
2007 taxes were recorded as income of $237,000 ofiegtich were related to the tax effect of the dwdl impairment.

Net income from continuing operations for 2008 w&te217,000 or $0.10 per diluted share comparedioss of $838,000 or $0.07 per diluted share.

Net income from discontinued operations for 2008en$297,000 or $0.02 per diluted share compareal ltwss of $1,309,000 or $0.11 per diluted share Z00¢

income consisted of the reversal of a portion @ Biaine building lease termination accrual, totgl$362,000 and expenses of $65,000 associatedtheétisale of the Bla
Building.

The Companys net income was $1,514,000 or $0.13 per dilutedesfor the year 2008 compared to a loss of $20D070r $0.18 per share for the year 2007. Tha
net change of $3,661,000.

Twelve months ended September 30, 2008 Comparedtteelve months ended September 30, 2007

Condensed Statement of Operations
Twelve months

Year ended ended
September 3( September 3(
2008 2007
(Unaudited)
Revenue! $ 23,493,79 $ 18,697,24
Gross Profit 7,851,83! 5,572,99!
SG&A 6,854,93 7,407,03!
Income (loss) from operatiol 997,00( (1,834,00)
Net income (loss) before tax 1,310,122 (1,540,50)
Income taxe: 93,30: (229,109
Net income (loss) from continuing operatic 1,216,82. (1,311,39)
Net income (loss) from discontinued operati 297,43 (1,613,90)
Net income (loss $ 1,514,261 $ (2,925,29)
Net income (loss) per share (basic and dilut

Continuing operation $ 0.1C $ 0.13)
Discontinued operations 0.0: (0.19)
Total $ 0.1z % (0.25)

Revenues for the fiscal year ended 2008 increa8&dtd $23,494,000 from revenue of $18,697,000 id720This increase is attributable to the continaedeptance
the Company’s products the introduction and aceegtaf the Fieldsmart fiber management productdine engineeringed design services within the FTTH market. Rewett
broadband service providers and commercial dateates amounted to $18,359,000 or 78% of revenuepeoed to $13,941,000 or 76% of sales in 2007. sSeleOEM:

consisting primarily of fiber optic and copper aalissemblies produced to customer design spetifisatvere 22% of revenue or $5,135,000 compare#t {622,000 or 24%
sales in 2007.

Gross margin increased from 30% in 2007 to 33%0@B2resulting in a gross profit of $7,852,000 i2@&s compared to $5,573,000 in 2007, an incre$2,»79,00
or 41%. This 3% increase in gross margin is atteble to product mix and the introduction of thel&smart management product line, and the restitsgoing programs 1
reduce the cost of products through a combinatfarew product introduction, process improvemernpgl sourcing of components and outside manufagjuri
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There have been no research and development expfamgbe on-going business.

S G &A increased 4% or $286,000 from $6,569,002fa07 to $6,855,000 for 2008. However in 2007 thenPany recognized the severance agreement to farie
executive officer of the Company, Dr. Anil Jain,tire amount of $397,000. Adjusting the 2007 S G &#Aeflect the Jain severance would have resift&IG & A of $6,172,00
and the comparative increase in expense would 183,860 or an increase of 11%. This increase isna@stment in sales, marketing and product managermued produc
engineering and performance based compensatiorhvilais contributed to the increase sales.

In 2007 the Company incurred a goodwill impairmeharge of $852,000 ($519,717, after taxp properly reflect the carrying value of the assa$sociated wi
APACN a wholly owned subsidiary. No such impairmeas recorded in 2008.

Gain on disposal of assets in 2007 were $13,000e mere incurred in 2008.

Income from operations for 2008 was $997,000 coexpém a loss of $1,834,000 for 2007, an improvenoéi§i2,831,000. This change is attributable toittoeease
revenues and overall increased margins. Adjustinghie goodwill impairment of $852,000 in 2007, therease in income would have been $1,979,000.

Interest income in 2008 declined 19% from $332,00Q007 to $268,000 in 2008. This is attributatiledeclining interest rates from the two periodsl anmode:
reduction in cash available for investing during #ame period.

Interest expense for 2008 increased slightly fr@y080 to $11,000 this is all attributable to finamcassociated with the enterprise information exysinstalled durin
2007 and 2008.

Other income consists of $55,000 of lease incoméhenCompanys Aberdeen facility which was rented beginning iot@der 2007. The building was vacant
generated no income in the prior year.

Income taxes for 2008 were $93,003, of which 89,B0drectly related to taxes on goodwill. The lvmia was paid to various states for income, saldsuan taxes.
2007 taxes were recorded as income of $31,000 afhw$22,000 were related to the effect of the gatidmpairment.

Net income from continuing operations for 2008 w&te217,000 or $0.10 per diluted share comparedioss of $1,311,000 or $0.11 per diluted share.

Net income from discontinued operations for 2008en%297,000 or $0.02 per diluted share comparedidss of $1,614,000 or $0.14 per diluted shareorire for 200
was comprised of the reversal of the balance oBflaie lease termination accrual of $362,000 dmdloss on the sale of the building and costs #ssatwith the sale totalil
$70,000 and $6,000 of miscellaneous expenses. &hoss for the prior year consisted of a gain 265000 on the sale of the Blaine lot, a net lasshe sale of India and
operations totaling $255,000, the lease accruahiBlaine building of $501,000 and fixed asset mventory write downs totaling $309,000. In aditthe costs associated v
the discontinuance of the Optics business wereraaee costs of $78,000, depreciation of $115,086ify costs of $80,000, and Optics operating €det the year totalir
$537,000.

The Companys net income was $1,514,000 or $0.13 per dilutedesfor the year 2008 compared to a loss of $208@60r $0.25 per share for the year 2007. Tha
net change of $4,440,000.
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Six months ended September 30, 2007 compared to sitonths ended September 30, 2006

Revenues for the six months ended September 3@, B@Peased 3% to $10,297,000 from sales of $90®EBfor the comparable six month period in 2006is
increase is attributable to the continued accegtafithe Companyg products within the FTTH market resulting fronereased sales and marketing activities during ithensnth:
ended September 30, 2007. Sales to broadbandegmaviders and commercial data networks, inclugstom fiber distribution systems, associated cab&mblies and optit
components, were $7,672,000 or 75% of revenues3al®EMSs, consisting primarily of fiber optic andpper cable assemblies produced to customer dspigifications, we
$2,625,000, or 25% of revenue. This compares to ftB%roadband and commercial data networks and £4%EMSs in the prior comparable period for 2006.

Gross profit for the six months ended Septembe2807 was $3,218,000, or 31% of revenues, compar&@,910,000, or 29% of revenues, in 2006. Theeiase ¢
$308,000 or 11% over the prior year is attributablproduct mix and the results of the continuimpiovement in ongoing programs to reduce produstsciirough a combinati
of aggressive product re-design, process improvéarghglobal sourcing of components and outsideufsaturing.

There have been no research and development expemgbe on-going business.

S G & A expenses for the six months ended Septe®®e2007 were $3,685,000 compared to $2,954,00théocomparable period in 2006. The increase 8L¥00 i:
the result of two factors: a significant investmansales and marketing and the recognition ofsénerance agreement to Dr. Anil Jain, in the amoti$397,000 recorded in t
first quarter of the transition period.

Gains on disposal of assets were $13,079 in fiseat ending September 30, 2007 as compared tcslo$$®?,162 in the comparable period for prior y2@06.

Loss from operations was $376,000 in 2007 comptrédcome of $98,000 in 2006. This is a directeeflon of the change in operating expenses of wisighimarily
attributable to a one time severance accrual far Anil Jain, in the amount of $397,000 in 2007.ckxling this one time expense, the operating lossilév have bee

approximately $21,000.

Interest income for 2007 declined $47,000 to $168,Mom $215,000 for the comparable period for 2001s is attributable primarily to lower interestes in the 20(
period.

Interest expense for 2007 declined to $7,000 freta,@00 for 2006. This reflects the payoff of theefdieen loan. In 2007 other expense of $31,000ctefleal
adjustment to the cash surrender value of a Iger@nce policy on Dr. Anil Jain. In the comparaiégiod for 2006 income of $21,000 resulted fromrskerm rental of warehou
space.

Income taxes of $52,000 for 2007 increased $9,68 543,000 for 2006. Income taxes are predomipaathted to timing differences related to goodwill

Net loss from continuing operations, before taxess $376,000 in 2007, or $.03, per diluted sharepared to income of $98,000 in 2006, or $.01 pareshAgair
excluding the one-time severance accrual of $3%7 ,8Mounting to $.03 per diluted share, the Compenyld have recorded income of $21,000, beforetaxe

Discontinued operations amounted to a loss of $8bfor 2007 and $610,000 for the comparable paridD06. The Company ceased all remaining operatielate
to the Optronics segment in June of 2007. Sulisthntall employees related to the Optronics segmeere terminated prior to June 30, 2007. The Fosm discontinue
operations was comprised of the following for 2007:
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« Blaine land was sold for $325,000 at a gain of3260
« APA India was sold at a loss of $126,566
« APA India incurred an operating loss of $64,780

« Closure of Optronics resulted in recognition asigent expense all future lease payments on thm@Facility of $418,044. In addition, other Optics cost related
discontinuation were the write off of all remainiityentory at $109,871 the write down of fixed dss& $233,383, severance costs of $78,109 andraleogeratin
expenses of $149,06

In 2006 the loss from discontinued operations egl@xclusively to the operations of the Optronimgmsent and the consolidated operations of the lopiéaation.

The Companys net loss amounted to $1,290,000 or $.11 per sbar2007. This is in comparison to a loss of $80D, or $.04 per share in the comparable peri
2006. This was an increase of $778,000 over thepeoable period.

Liquidity and Capital Resources

As of September 30 2008, our principal sourceafitiity was our cash and cash equivalents. Thoseces total $4,334,000, compared to $6,130,00@pteshber 3(
2007 respectively. Our cash is invested in moneyketaaccounts. In 2007 we recognized our auctan securities as current assets. We believe we safficient funds fc
operations for at least the next twelve months.

Operating Activities

Net cash generated for the twelve months endedeBdyar 30, 2008 totaled $2,024,000. This was prisndide to our net income of $1,514,000 and deptiecizof
$498,000, deferred taxes of $89,000, stock basetpensation of $129,000 and an increase in accqayable of $687,000. This was offset by rm@sh charges for the le:
termination of $362,000 and an increase in invéesoand accounts receivable of $493,000 and $105r@6pectively.

Net cash consumed by operating activities for ther®nths ended September 30, 2007 totaled $902T0i6 was due primarily to our net loss from opierss for the
period of $1,290,000 and an increase in both adsawgeivable of $629,000 and inventory of $266,000s was offset by nonash charges for depreciation of $214,000, a lo
sale of assets $126,000, a severance accrual fbd#in of $360,000 and an accrual for the leasmiteation of $376,000.

Net cash consumed by operating activities for thelte months ended March 31, 2007, totaled $1,381,This was due primarily to the net loss fromragiens for th
period of $2,147,000 and reducing our accounts llayand accrued expenses by $361,000 and preppé&hsas by $135,000 and sale of assets $433,433wHisi offset by nc
cash items; depreciation of $651,000, a goodwiflaimment charge of $852,000 and a reduction inntory of $347,000. Deferred income taxes of $243 @@re an application
working capital although non-cash.

Investing Activitie:

For the twelve months ended September 30, 2008unchase $1,904,000 of property plant and equipnadrthat approximately $1,500,000 was for the pasghof th
Blaine building (Note M) which was subsequentlydsdDuring this same period we made a significanegtment in our IT structure and manufacturing pongnt totalini
$404,000. The proceeds from the sale of assetsired to $1,452,000 of which the Blaine buildingswhe major portion at $1,450,000. During the smexod we purchas:
$3,675,000 and sold $3,200,000 of available foe sakurities. The net result is a net increasesh rom investing activities of $927,000. For ytear 2009 we do not anticip
selling any significant fixed assets. The Companly @ontinue to invest in the necessary and appat@rmanufacturing equipment to help maintain a petitive position il
manufacturing capability.
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For the six months ended September 30, 2007, waveeed $514,000 from the sale of assets most oftiwivere associated with discontinued operationsinDuthe
same period we purchased $2,350,000 and sold $0@75f available for sale securities. This redusedposition in available for sale securities 2y825,000. These funds w
reinvested in money market accounts. During thisesperiod we made a significant investment in dustfucture along with manufacturing equipmentlinta$232,000 resultir
in a net increase in cash from investing activitiesr the year 2008 we do not anticipate selling significant fixed assets. The Company will con#rto invest in the necess
and appropriate manufacturing equipment to helmtaai a competitive position in manufacturing cafiigh

In the fiscal year ended March 31, 2007, we netigioximately $2,770,000 in positive cash flow framesting activities. Investments in property agiipment c
$581,000 including a new enterprise IT system amaticued facility construction in India were offsetpart by $627,000 cash received from the sales t#npg and exce
equipment largely in our Optronics division. Durittee same period we purchased $17,300,000 ands26i@25,000 of available for sale securities. Teiduced our position
available for sale securities by $2,725,000 anddHeands were reinvested in money market accounts.

Financing Activities

For the twelve months ended September 30, 2008see a net of $68,000 to make scheduled debt pehpgyments principally associated with the finagodf our 17
systems.

For the six months ended September 30, 2007 weaisetl of $34,000 to make scheduled debt pringpgments.

In the year ended March 31, 2007 we used a net,88@3n financing activities that was applied priityatowards the payment of longrm debt relating to our facili
in Aberdeen, South Dakota.

The Company believes that its current cash and egstvalents and cash flow from operations willsbéficient to meet its working capital and investrheequiremen
for the next 12 months. However, future growthJuding potential acquisitions, may require the Camypto raise capital through additional equity ebtdfinancing. There can
no assurance that any such financing would be @hailon commercially acceptable terms.

As outlined in Note O to the consolidated finansi@tements, our available for sale securitiesclvhbnsisted of Auction Rate Securities, were paseld by our broke
Credit Suisse, for par value in October 2008 résylin proceeds of $3.3 million which has been sted in cash equivalents providing additional wogkeapital.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK  ET RISK

Our exposure to market risk for changes in interas relates primarily to our cash equivalente portfolio includes only marketable securitieshwéctive seconda
or resale markets to ensure liquidity. We havenvestments denominated in foreign country currenaied, therefore, our investments are not subgeftreign exchange risk. £
“Cash and Equivalents” under Note A of the Consaikd Financial Statements.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Quarterly Results of Operations. The following &bpresent our unaudited quarterly operating re$oiltthe eight quarters ended September 30, 2008:

Quarter Ende:

December 31, March 31, June 30, September 30,
2006 2007 2007 2007
Statement of Operations De
Net revenue $ 4,504,50i $ 3,896,05 $ 4,907,040 $ 5,389,63:
Gross profit 1,355,19: 1,000,14! 1,450,14! 1,767,51.
Net loss (429,36¢) (1,205,49) (1,409,93) 119,50(
Net income (loss) loss per share, basic and dil $ 0.0 $ 0.10 $ 0.12) $ 0.01

Quarter Ende:

December 31, March 31, June 30, September 30,
2007 2008 2008 2008
Statement of Operations D¢
Net revenue $ 4,697,440 $ 5,442,49. $ 6,165,37¢ $ 7,188,48:
Gross profit 1,449,47. 1,765,56- 2,107,81! 2,528,98:
Net income (loss 395,36¢ 115,33¢ 248,89: 754,66(
Net income (loss) per share, basic and dil $ 0.0: $ 0.01 $ 0.0z $ 0.0€

1) During the fourth quarter of fiscal year 2007, @@mpany recorded a goodwill impairment charge &2$800 ($519,717 after ta»
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTINGIRM

Board of Directors and Shareholders
Clearfield, Inc.

We have audited the accompanying consolidated balaheets of Clearfield, Inc. and subasidis as of September 30, 2008 and 2007, and lltedeconsolidated statement:
operations, shareholderstuity and cash flows for the year ended Septe®®eP008, the six months ended September 30, 2867ttee year ended March 31, 2007. TI
consolidated financial statements and financialeste@nt schedule are the responsibility of the Camjsamanagement. Our responsibility is to expres®g@nion on thes
consolidated financial statements and financidgkstent schedule based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting Oversighao(United States). Those standards requirevibgblan and perfor
the audit to obtain reasonable assurance abouhehtie financial statements are free of materigstatement. The Company is not required to hawe were we engaged
perform, an audit of its internal control over fircgal reporting. Our audit included consideratiohinternal control over financial reporting as asls for designing aut
procedures that are appropriate in the circumstniocet not for the purpose of expressing an opirdanthe effectiveness of the Companynternal control over financ
reporting. Accordingly, we express no such opiniém audit also includes examining, on a testdasiidence supporting the amounts and dssckes in the financial statemel
assessing the accounting principles used and &ignif estimates made by management, as well asairgj the overall financial statement presentatidfe believe that o
audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statetserferred to above present fairly, in all mate®spects, the consolidated financial positioiCt#arfield, Inc. and subsidiaries
of September 30, 2008 and 2007, and the consatidatailts of its operations and its cash flowstl@r year ended September 30, 2008, the six monitedeSeptember 30, 2C
and the year ended March 31, 2007, in conformity\&tccounting principles generally accepted inUnéed States of America. Also in our opinion, tieéated financial stateme
schedule, when considered in relation to the Wasamcial statements taken as a whole, presenty faiall material respects, the information st therein.

/sl Grant Thornton LL

Minneapolis, Minnesota
December 22, 2008
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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

CLEARFIELD, INC.
CONSOLIDATED BALANCE SHEETS

September 30, September 30,

2008 2007
Assets
Current Asset
Cash and cash equivalel $ 4,333,700 $ 3,304,64!
Available for sale securitie - 2,825,001
Accounts receivable, n 2,533,44 2,418,65
Inventories 2,088,76! 1,595,28:
Other current assets 115,34 102,47:
Total current asse 9,071,26! 10,246,05
Property plant and equipment, 1 1,604,20: 1,773,73
Other Asset:
Available for sale securitie 3,036,001 -
Goodwill 2,570,51. 2,570,51
Other 284,30¢ 281,58¢
Notes receivable 432,84t 469,67¢
Total other assets 6,323,66! 3,321,77:
Total Assets $ 16,999,13 $ 15,341,56
Liabilities and Shareholders’ Equity
Current Liabilities
Current maturities of long term de $ 62,12¢ $ 68,21!
Accounts payabl 1,849,63: 1,176,28
Accrued compensatic 903,27t 958,02
Accrued expense 301,85¢ 107,20¢
Current liabilities of discontinued operations - 205,88!
Total current liabilities 3,116,89: 2,515,61:
Long term debt, net of current maturit 33,08: 95,20
Deferred ren 89,64 85,05¢
Deferred income taxe 166,90: 77,70:
Other long term liabilitie! - 150,47(
Long term obligations of discontinued operations - 204,83:
Total Liabilities 3,406,521 3,128,88
Shareholder Equity
Undesignated shares, 4,999,500 authorized shaveshares issued and outstanc - -
Preferred stock, $.01 par value; 500 shares; agestoutstandin - -
Common stock, authorized 50,000,000, $ .01 pareyal®,938,131 and 11,872,331 shares issued anthoditsg at September 3
2008 and 2007, respective 119,38: 118,72:
Additional paic-in capital 52,166,21 52,037,20
Accumulated defici (38,428,98) (39,943,24)
Accumulated other comprehensive loss (264,00() -
Total shareholders’ equity 13,592,61 12,212,68
Total Liabilities and Shareholders’ Equity $ 16,999,13 $ 15,341,56

The accompanying notes are an integral part oktfieancial statements.
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Revenue:

Cost of sales

Gross profit

Operating expens¢
Selling, general and administrati
Goodwill impairment charg
Gain on disposal of assets

Income (loss) from operatiol

Interest income
Interest expens
Other income (loss)

Income (loss) before income tax

Income tax expense (benefit)
Net income (loss) from continuing operatic
Net income (loss) from discontinued operati
Net gain on disposal of assets of discontinuedaijmers
Total income (loss) from discontinued operations
Net income (loss

Net income (loss) per shai
Continuing operation
Discontinued operations
Basic and diluted

Weighted average shares outstand
Basic and diluted

CLEARFIELD, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Six Months
Year Ended Ended Year Ended
Septembe30, September 3( March 31,
2008 2007 2007

$ 23,493,79 $ 10,296,68 $ 18,363,83
15,641,96 7,079,02: 13,098,97
7,851,83! 3,217,65 5,264,86:
6,854,93. 3,684,69 5,838,51:

- - 852,00(

- (13,079 1,43¢

6,854,93. 3,671,61! 6,691,94:
996,90: (453,95() (1,427,08)

268,06: 167,88: 378,97
(10,72 (7,14%) (49,079

55,88 (30,759 21,47¢

313,22: 129,97¢ 351,37+
1,310,12. (323,979 (1,075,711
93,301 51,64( (237,49:)
1,216,82. (375,619 (838,21)
297,43¢ (1,071,011 (1,743,96)

- 156,19( 434,86¢
297,43¢ (914,82() (1,309,09)

$ 1,514,261 $ (1,290,43) $ (2,147,31)
$ 0.1C $ 0.05) $ (0.0%)
$ 0.0: $ (0.0¢) $ (0.11)
$ 0.1z $ 0.17) $ (0.1¢)
11,873,77 11,872,33 11,872,33

The accompanying notes are an integral part oktfieancial statements.

31




Balance at March 31, 2006
Stock based compensation expe
Foreign currency translatic
Net (loss)
Comprehensive loss
Balance at March 31, 2007
Stock based compensation expe
Foreign currency translatic
Net (loss)
Comprehensive loss
Balance at September 30, 2007
Stock based compensation expe
Stock issued as compensat
Other comprehensive lo
Net income
Comprehensive income
Balance at September 30, 20C

CLEARFIELD, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS'’ EQUITY

Accumulated

Additional other Total
paic-in Accumulatec comprehensiv: shareholder
Shares Amount Capital deficit loss equity

11,872,33 118,72:  $ 51,968,36 $  (36,505,49) $ 2,159 $ 15,579,44
- - 50,36 - - 50,36
- - - - (6,01)) (6,01))
- - - (2,147,311 - (2,147,31)
- - - - - (2,153,32)
11,872,33 118,72: 52,018,72 (38,652,80) (8,164) 13,476,48
- - 18,47¢ - - 18,47¢

- - - - 8,16¢ 8,16¢
- - - (1,290,43i) - (1,290,43)
- - - - - (1,282,27)
11,872,33 118,72: 52,037,20 (39,943,24) - 12,212,68
- - 50,05: - - 50,05:

65,80( 65€ 78,06( - - 79,61¢
- - - - (264,00() (264,000)

- - - - 1,514,261

- - - 1,514,261 - 1,250,261
11,938,13 119,38: $ 52,166,21 $ (38,428,98) $ (264,000 $ 13,592,61

The accompanying notes are an integral part oktfieancial statements.
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Cash flows from operating activitie
Net income (loss

CLEARFIELD, INC.

Adjustments to reconcile net income (loss) to gaslvided by (used in) operating activitit

Depreciation and amortizatic
Deferred income taxe
(Gain) loss on sale of assi
Stocl-based compensation expel
Goodwill impairment charg
Severance accru
Lease termination accru
Changes in operating assets and liabilit
Accounts receivable, n
Inventories
Prepaid expenses and other as

Accounts payable and accrued expenses
Net cash provided by (used in) operating activi

Cash flows from investing activitie
Purchases of property and equipm
Purchase of available for sale securi
Sale of available for sale securit
Proceeds from sale of assets
Net cash provided by investing activiti

Cash flows from financing activitie

Payment of lon-term debi

Proceeds from Issuance of common stock

Net cash used in financing activiti

Foreign currency translatic

Increase in cash balances of discontinued opers
Increase in cash and cash equivali

Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

Supplemental cash flow informatic

Cash paid during the year fc
Interest
Income Taxe:

Noncash investing and financir
Withdrawal of bond reserve funds, 1
Note receivable for sale of India operatit
Capital expenditures included in accounts pay
Debt incurred for purchase of equipm:

The accompanying notes are an integral part oktfieancial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Six months
Year ended ended Year ended
September 3( September 3( March 31,
2008 2007 2007
1,514,261 (1,290,43) (2,147,31))
498,41¢ 213,69 651,39¢
89,20: 48,54( (243,29))
55,25: 126,40¢ (433,43)
129,01: 18,47¢ 50,36:
- - 852,00(
- 360,82t -
(362,029) 376,03: -
(114,799) (628,53) 69,42:
(493,48) (265,91() 346,55!
21,24: 104,54t (135,201
686,59! 34,00( (361,40()
2,023,66! (902,351) (1,350,90)
(1,903,67)) (232,32)) (581,44¢)
(3,675,001 (2,350,001) (17,300,00)
3,200,001 4,975,001 20,025,00
1,451,62. 513,80! 626,80
(927,04 2,906,48: 2,770,36
(68,215 (34,17)) (872,859
65€ - -
(67,557 (34,17)) (872,859
- 21,32¢ (6,012
. 47,19: 57,24(
1,029,06. 2,038,46! 597,83.
3,304,64! 1,266,17! 668,34«
4,333,70! 3,304,64! 1,266,17
10,72: 7,14¢ 41,84
4,10 3,12( 5,80(
- - 469,62¢
- 502,21: -
- 132,38( -
- - 179,11¢




Clearfield, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Year ended September 30, 2008, six months ended &epber 30, 2007 and year ended March 31, 2007

NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICI ES
Nature of Business

Clearfield, Inc., formerly APA Enterprises, Inah¢ Company) is a manufacturer of a broad rangstasfdard and custom passive connectivity prodectsistomers throughc
the United States with a concentration in Minnesdthese products include fiber distribution systeoptical components, Outside Plant (“OSédbinets, and fiber and cop
cable assemblies that serve the communicationcgepiiovider, including Fiber-to-the-Home ( “ FTTH'Targe enterprise, and original equipment manufacs (“OEMS))
markets.

Principles of Consolidation

The consolidated financial statements include teoants of Clearfield, Inc. and its wholly-ownedsidiaries. All significant inter-company accosi@ind transdions hav:
been eliminated in consolidation. Effective Januar2008 the Company merged its sole subsidiary ARAles and Networks, Inc. into the Company (tharéRt —Subsidiar
Merger”) and changed the name of the Company frd® Anterprises, Inc. to Clearfield, Inc. Since Berent -Subsidiary Merger on January 2, 2008, the Compasyrk
subsidiaries. For periods prior to January 2, 26@8 consolidated financial statements representafipanies of which Clearfield, Inc. directly odirectly had majorit
ownership or otherwise controlled.

Foreign Currency Translation

The Company used the United States dollar asitstimnal currency. There were no significant fgreexchange translation gains or losses duringpgerended September
2008, September 30, 2007 and March 31, 2007.

Revenue Recognition

Revenue is recognized when persuasive evidence afrangement exists, the product has been detivéte fee is fixed, acceptance by the customezasonably certain a
collection is probable. This generally occurs ugbipment of product to the customer. The Companpnds freight revenues billed to customers asmevend the related ¢
in cost of revenues. Taxes collected from custoraecsremitted to governmental authorities are priegkon a net basis.

Cash and Cash Equivalents

The Company considers all highly liquid investmentth original maturities of three months or lessbe cash equivalents. Cash equivalents at Septe3h 2008 and 20!
respectively consist entirely of short-term monegrket accounts. Cash equivalents are stated gtvweloish approximates fair value.

The Company maintains cash balances at severailcialanstitutions, and at times, such balanceseddnsured limits. The Company has not experirees losses in su
accounts and believes it is not exposed to anyfiignt credit risk on cash. No cash was in foréiigancial institutions as of September 30, 2008.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICI ES — Continued

Available for Sale Securities

Available-for-Sale Securities consist of Auctiont®&&ecurities (“ARS"with underling investments in AAA rated securiti®gh varying maturities and interest rates aret
for periods not exceeding 30 days. The Companyexperienced an unrealized loss of value of itausges but believes it is not exposed to significaredit risk on it
investments. Unrealized gains and losses are teflexs other comprehensive income. See Note O.

Accounts Receivable

Credit is extended based on the evaluation of somes’s financial condition and, generally, collaterahat required. Accounts outstanding longer thandbntractual payme
terms are considered past due. The Company detesniis allowance by considering a number of factorcluding the length of time trade receivables past due, tt
Company’s previous loss history, the custometrrent ability to pay its obligation to the Caang, and the condition of the general economy aedrndustry as whole. T
Company writes off accounts receivable when thegob® uncollectible; payments subsequently recemedsuch receivables are credited to the allowaoceddubtfu
accounts. The allowance for uncollectible accowrsts $69,381 and $78,973 at September 30, 2002@0i respectively.

Inventories

Inventories consist of finished goods, raw materiahd work in process and are stated at the loWawerage cost (which approximates the first-instfout method) ¢
market. Cost is determined using material coatsyd charges, and allocated factory overhead charge

Property, Plant and Equipment

Property, plant and equipment are stated at cesd,dccumulated depreciation and amortization.réd&gion and amortization are provided on theigiitdine method for boc
and tax purposes over the following estimated udizies of the assets:

Years
Building 20
Equipment 3-7
Leasehold improvemen 7 - 10 or life of leas¢

Goodwill

The Company records the excess of purchase costlwédair value of net tangible assets of acquredhpanies as goodwill or other identifiable intdnhg assets and tests
impairment annually and under certain circumstandédsee Company performs such testing of goodwill ather indefinitelived intangible assets in the fourth quarter afh
year or as events occur or circumstances changevthdd more likely than not reduce the fair vabfea reporting unit below its carrying amount. T@empany compares t
fair value of the reporting units to the carryirglue of the reporting units for goodwill impairmeasting. Fair value is determined using a distediicash flow method.

The Company completed its annual impairment tespihgoodwill in the final quarter of the periodsden March 31, 2007, September 30, 2007 and 20Qfcé#sely. Thi:
testing indicated that goodwill recorded as of Me8d, 2007 for the APACN subsidiary was impairedngpally due to weakness in operating resultshag subsidiary. Tt
Company recognized the related non-cash, pre-tpairmentcharge of $852,000 ($519,717 after tax) for the yeamled March 31, 2007. For the year ended Septed@he00:
and for the six months ended September 30, 200 pairment was recorded.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICI ES — Continued

StockBased Compensation

The Company has various incentive and non-qualstedk option plans which are used as an inceffibivdirectors, officers, and other employees, adbed more fully in
Note N. Effective April 1, 2006, the Company adapFASB Statement No. 123(R), “Share-Based Pay¢B8EAS 123(R)) which requires an entity to reflaa expense,
instead of pro forma disclosures in its financ@dthotes, the cost of employee services receiveaéhange for an award of equity instruments basetthe grant date fair value
of the award. Statement 123(R) supersedes the Guoisparevious accounting under Accounting PrincspBoard Opinion No. 25, “Accounting for Stock Isdue Employees.”
The Company adopted SFAS 123(R) using the modgfiedpective transition method, which provides thatCompany’s consolidated financial statementgfar periods
have not been restated to reflect, and do not de;lthe impact of SFAS 123(R).

SFAS 123(R) requires companies to estimate thevdire of share-based payment awards on the dajeaof using an optiopricing model. The value of the portion of
award that is ultimately expected to vest is recogph as expense over the requisite service perisifg the straighline attribution model. The Company recorded $58,61
related compensation expense for the year endeteéi8bpr 30, 2008 and $18,478 of related compensatipanse for the six months ended September 30, &08 $50,363 f
the year ended March 31, 2007. Stock-based compiensexpense is included in selling, general adrdinistrative expense. There was no tax bendinfrecording this non-
cash expense. The impact of this compensationnsepen both basic and diluted loss per share vgagtan $0.01 for the year ended September 30, 288®f September 3
2008, $86,630 of total unrecognized compensatiqeese related to norested awards is expected to be recognized oveighted average period of approximately 3.46 y

The total fair value of options vested during tteayended September 30, 2008, and the six montede®eptember 30, 2007 and March 31, 2007 are $4.8$33,998 ar
$64,545 respectively. The Company uses the Blatici®s-Merton (“Black-Scholes”) optiopricing model as a method for determining the estéd fair value for employ
stock awards.

The Company estimates the fair value of stock opéiwards based on the following assumptions fop#réds ended:

September 30, 20! September 30, 20! March 31, 200
Expected volatility 52% 51% 64%
Expected life (in years 5 year. 5 year. 5 year
Expected dividend 0% 0% 0%
Risk-free interest rat 2.98% 4.42% 4.78%
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICI ES — Continued

The weighted average fair value of options gratedng for the year ended September 30, 2008 amdithmonths ended September 30, 2007, and for¢hieended March &
2007 are $0.45, $ 0.59 and $0.77. The Compmaapproach to estimating expected volatility orsteck awards granted during the year considets thet historical volatility i
the trading market for its common stock and a lbaekk period equal to the expected life of the grafixpected volatility is one of several assunmi; the BlackSchole
model used by the Company to make an estimateedfih value of options granted under the Compsausyock plans. The Company uses a forfeiture fal®%. In estimatin
the expected term, both exercise behavior and \pEsttng termination behavior were included in timalgsis, as well as consideration of outstandinioog. The riskfree
interest rate used in the Black-Scholes optionat@dn model is the historical yield on U.S. Tregspero€oupon issues with equivalent remaining terms. Chmpany does n
pay any cash dividends on the Compangdmmon stock and does not anticipate paying ask dividends in the foreseeable future. Consdtyyem expected dividend yie
of zero is used in the Black-Scholes option vabrathodel.

In September 2008, 65,800 shares of stock, witteeket price of $1.21 per share, were issued to eyegls of the Company under the Compar8007 Stock Compensat
Plan. This award to employees was part of the animeentive program, totaled $79,618 and was dembiin SG & A expense. The awards were issued exithrestrictior
Recipients of the award included, sales, profesdistaff and Company management.

Fair Value of Financial Instruments

Due to their short-term nature, the carrying vadfieurrent financial assets and liabilities appnoates their fair values. The fair value of lolegm obligations, if recalculat
based on current interest rates, would not siganifily differ from the recorded amounts.

Net Income (Loss) Per Share

Basic and diluted net incomes (loss) per share@mgputed by dividing net income (loss) by the wigghaverage number of common shares outstanding.

Common stock options and warrants to purchase 886586,830 and 583,150 shares of common stock awtieighted average exercise price of $1.37, $amB$2.56 wel
outstanding during the year ended September 338,286 six months ended September 30, 2007 angetiweended March 31, 2007 respectively, but werdueed from th
calculation of net income (loss) per share becthmsgwere antidillutive.

Use of Estimates

The preparation of consolidated financial statemémtconformity with accounting principles geneyadiccepted in the United States of America requinesagement to ma
estimates and assumptions that affect the repartezlints of assets and liabilities, related reveanelsexpenses and disclosure about contingentsasétliabilities at the de
of the financial statements. Actual results mdfedifrom those estimates used by management.

Impairment of LoneLived Assets

The Company evaluates the recoverability of itsgitimed assets, including goodwill, and requiresognition of impairment of londjved assets if events or circumstar
indicate impairment may have occurred and whem#tebook value of such assets exceeds the futudisaounted cash flows attributed to such assefe dompany asses
the impairment of long-lived assets whenever eventshanges in circumstances indicate that the/icgyvalue may not be recoverable. No impairménbng-lived assets hi
occurred during any of the periods presented.
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NOTE A — SUMMARY OF SIGNIFICANT ACCOUNTING POLICI ES — Continued
Income Taxes

The Company records income taxes in accordance thihliability method of accounting. Deferred taxare recognized for the estimated taxes ultimapalyable ¢
recoverable based on enacted tax law. The Compatablishes a valuation allowance to reduce therdsf tax asset to an amount that is more likenthot to b
realizable. Changes in tax rates are reflecteétlartax provision as they occur.

Recently Issued Accounting Standards

In May 2008, the FASB issued Statement of Finandiedounting Standards (SFAS) No. 16the Hierarchy of Generally Accepted Accounting Bipfes. SFAS No. 16
identifies the sources of accounting principles pravides entities with a framework for selectihg principles used in preparation of financial&tagénts that are presente:
conformity with GAAP. The current GAAP hierarchyshbeen criticized because it is directed to thetaudather than the entity, it is complex, andaihks FASB Statements
Financial Accounting Concepts, which are subjecth® same level of due process as FASB Statemérimancial Accounting Standards, below industragtices that a
widely recognized as generally accepted but thenat subject to due process. The Board believe&S#WAP hierarchy should be directed to entitiesalse it is the entity (n
its auditors) that is responsible for selectingoakting principles for financial statements that presented in conformity with GAAP. The adoptidi-8SB 162 is not expect:
to have a material impact on the Company's findpaaition.

On February 15, 2007, the FASB issued Statemehtnafncial Accounting Standards (SFAS) No. 15Be Fair Value Option for Financial Assets and Ficgl Liabilities —
Including an Amendment of FASB No. 115. This staddaermits an entity to choose to measure manyéiad instruments and certain other items at falue. The fair valt
option established by SFAS No. 159 permits alltegito choose to measure eligible items at faluevat specified election dates. SFAS No. 159 fiecéif’e for fiscal yeal
beginning after November 15, 2007. The Companyigently evaluating the impact this pronouncemeititivave on its consolidated financial positionresults of operations.

In September 2006, the FASB issued SFAS No. Eaif, Value MeasurementsSFAS No. 157 defines fair value, establishesaenéwork for measuring fair value and exps
disclosures about fair value measurement but doéseguire any new fair value measurements. SFAS1N® is effective for financial statements issdied fiscal year
beginning after November 15, 2007 and interim msiwithin those fiscal years. However on Februgy2D08, the FASB issued proposed FSP FAS 2 &hich delayed tt
effective date of SFAS 157 for all nonfinancial eissand nonfinancial liabilities, except those the recognized or disclosed at fair value in tiharfcial statements or
recurring basis (at least annually). This FSP phytidefers the effective date of SFAS 157 to figezars beginning after November 15, 2008, andrimtgeriods within thos
fiscal years for items within the scope of this FS®e will adopt SFAS 157, except as it appliethimse nonfinancial assets and nonfinancial liabdias noted in proposed F
FAS 157-2, on October 1, 2008 and do not belidweimpact this pronouncement will be material to @nsolidated financial position or results of gigns.

In February 2007, the FASB issued SFAS No. 19%¢€"Fair Value Option for Financial Assets and Ruial Liabilities, including an amendment of FASBa@ment No. 11
or SFAS No. 159.'SFAS No. 159 permits entities to choose to measwey financial instruments and certain other iterinfair value at specified election dates. SFAS Mgt
applies to all entities, including not-farofit organizations. The provisions of SFAS No9l&e effective for fiscal years beginning afterviimber 15, 2007. The Compan'
currently evaluating the impact of SFAS No. 15%an financial statements.
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NOTE B — TRANSITIONAL REPORTING RESULTS OF OPERATIO NS

In June 2007, the Company elected to change thelfi®ar end from March 31 to September 30. In viévthis change, he following presents the condensed consolic
statements of operations for the six months endgde®ber 30, 2007 (the transition period) with uhaudited six months ended September2B06. The September 30, 2(
condensed format was derived from the audited dimteged statement of operations from the transisitaiement of the same period.

Condensed Statement of Operations:
Six months ended September

(Unaudited)
2007 2006

Revenue! $ 10,296,68 $ 9,963,27:
Gross Profit 3,217,65 2,909,52!
SG&A 3,671,61! 2,956,52!
Income (loss) from operatiol (453,95%) (46,999
Net income (loss) before tax (323,979 140,81
Income taxe: 51,64( 43,25(
Net income (loss) from continuing operatic (375,619 97,56:
Net loss from discontinued operatic (914,82() (610,01))
Net loss $ (1,290,43) $ (512,45))
Net income (loss) per share (basic and dilut

Continuing operation $ 0.0 $ 0.01
Discontinued operations (0.0¢€) (0.05)
Total $ 0.17) $ (0.04)

NOTE C — DISCONTINUED OPERATIONS

The Optronics business segment (GaN products) ragedi to experience lower than expected demandd@roducts and services during the year ended iMat¢ 2007 ar
continued to record operating losses. This causadagement to critically evaluate the long termbiiy of the business and after careful delibematielected to cea
operations and discontinue the business in JurZ®@7. As a result of the discontinuation of GaNdutts and the logistics and time constraints fer@ompany’s (APACN’
fiber patch cords, India was no longer a viablersiog option and actions were taken to control angeosts and recover the investment in the Comigaimglia subsidiary.
addition, the Company elected to close its Blaawlity because it was primarily dedicated to th@rmnics segment.

Sale of India Operations

On June 28, 2007, the Company sold APA Optronitdigl) Private Limited ("APA India") to an entity owd by the former chief executive officer of then@mny, Dr. Anil K
Jain. The purchase price of $504,499 was paiddiiyaty of a five year promissory note. The terfishe note include monthly installment paymentponcipal and intere
with an annual rate of 7% amortized over a ten yesiod with a balloon payment due November 2012mithe outstanding balance is due. The note isesgdy a pledge
Company stock by Dr. Jain, a pledge by Dr. Jaipafments under his Separation Agreement with thegamy, and a personal guaranty by Dr. Jain. Theh@ase price wi
determined by the independent directors to bedait reasonable to the Company. The current podidhe note receivable is presented within “prdpaipenses and other”

and the long term portion is reflected as note ivat¥e on the balance sheet. The Company recoadémbss of approximately $127,000 on the sale thgpresented
discontinued operations in the consolidated stat¢snef operations.
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NOTE C — DISCONTINUED OPERATIONS -Continued

Discontinuance of Optronics Segment

The Company ceased all remaining operations relatede Optronics segment in June of 2007. Sulathnall employees related to the Optronics segimeere terminate
prior to June 30, 2007. The Company recorded eseeri $78,109 for one time termination benefithe Tecision to close its facility in Blaine, Minmés, that was full
dedicated to the Optronics segment, occurred i &ir2007. The Company recorded a charge of $448@ remaining contract obligations costs (“leée®nination costy”
through November of 2009 as the facility will nobpide any economic benefit to the Company in titere. A portion of the contract obligation, $1700as of September :
2007, is reflected as a current liability of distioned operations and the balance $204,000, isided in long term liabilities of discontinued op@as (see also Note M). T
Company recorded asset impairment charges of $287#d&ated to the write-off of inventory and wrilewn of fixed assets to their realizable value e Bssets remaining fl
will not be retained will be sold or disposed of.

Operating results related to the discontinuancthefOptronics segment, including APA India, for #ie months ended September 30, 2007 and 2006antd years end:
March 31, 2007 and 2006, which have been reclasséfind presented in our consolidated statememts@ie as discontinued operations, are summariekxb

Six Months Ended September :

2007 2006
Net Sales $ 28,32 $ 83,91¢
Cost of goods sold 231,42( 303,88
Gross profit (203,09¢) (219,967)
Operating expenses 711,72 390,05:
Loss from discontinued operations $ (914,820 $ (610,01

Years Ended March 3

2007 2006
Net Sales $ 196,34: $ 76,894¢
Cost of goods sold 648,47 1,073,14!
Gross profit (452,129 (996,25))
Operating expenses 856,96« 1,172,73!
Loss from discontinued operations $ (1,309,09) $ (2,168,990

The net income from discontinued operations forytha ended September 30, 2008 relates to 1) teesa of a portion of the lease termination ackcofi$393,000 and 2)
operating expenses of approximately $96,000.

NOTE D — SEVERANCE AGREEMENT

Effective June 28, 2007 Anil K. Jain ceased to IéeCExecutive Officer (principal executive offigeChief Financial Officer (principal financial aratcounting officer), ar
Chairman of the Board of Directors of the Company.

Pursuant to the terms of an Amended and RestategeAwent Regarding Employment/Compensation Upon @hém Control dated September 15, 2005, Dr. Jalhbgi paic

his current salary ($190,000 per year) for 24 mewifter the date of termination of his employmeaable quarterly. As a result, the Company hesrded a severance cha
of $397,000 in the statement of operations forsikenonths ended September 30, 2007, the shamtgertion of the liability is include in accru@Dmpensation and the
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NOTE D — SEVERANCE AGREEMENT - Continued

long term portion of the liability is included iritteer long term liabilities. This severance proersapplies notwithstanding the absence of a "chafigentrol”. As of Septembt
30, 2008 the balance due is $150,470 and is indliéhe accrued compensation as it is all shonite

NOTE E — INVENTORIES
Inventories consist of the following at

September 3( September 3(

2008 2007
Raw material $ 181577 $ 1,422,37:
Work-in-process 14,48t 50,46¢
Finished Goods 258,51: 122,44(

$ 2,088,76! $ 1,595,28:

NOTE F — PROPERTY, PLANT AND EQUIPMENT
Property, plant and equipment consist of the foifmpat:

September 3( September 3(

2008 2007
Land $ 56,19t $ 56,19¢
Buildings 1,679,42. 1,679,42.
Manufacturing Equipmer 685,42! 602,43:
Office Equipmen 1,405,14 1,163,22:
Leasehold Improvements 187,98t 184,01}

4,014,11 3,685,28
Less accumulated depreciation and amortization 2,409,96! 1,911,54

$ 1,604,20. $ 1,773,73!

NOTE G — LONG-TERM DEBT
The following is a summary of the outstanding deldtich consists of a capital lease, at:

September 3( September 3(

2008 2007
Long term deb $ 95,207 $ 163,42:
Less: current maturities 62,12¢ 68,21¢
Scheduled maturities of the Company’s long-termt deé as follows:
Years ending September :
2009 $ 62,12¢
2010 33,08:
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NOTEH - EMPLOYEE BENEFIT PLAN

The Company maintains a contributory 401(k) prsfiairing benefit plan covering all employees. Thenfany matches 50% of the first 6% of the employselary that wi
contributed by the employee to the plan. The Camgfsacontributions under this plan were $114,379, #2,and $127,000 for the periods ended Septemhe?®B an
September 30, 2007, and March 31, 2007, respegtivel

NOTE | — INCOME TAXES

Deferred taxes recognize the impact of temporafferdinces between the amounts of the assets abititiés recorded for financial statement purposesl such amou
measured in accordance with tax laws. Realizatibmet operating loss carry forward and other defértax temporary differences are contingent upamré taxabl
earnings. The Company’s deferred tax asset waswed for expected utilization using a “more likéhan not”approach as required by SFAS 109 by assessingvikalale
positive and negative factors surrounding its recability. Accordingly, the Company has recordddlbvaluation allowance at September 30, 2008 20@7, respectively.

Significant components of deferred income tax asapd liabilities are as follows at:

September 3 September 3

2008 2007
Current deferred income tax asst
Inventories $ 178,71 $ 129,46!
Accrued expenses 239,95¢ 478,29:
418,66t 607,75
Long-term deferred income tax asse
Intangibles 29,60’ 31,55(
Net operating loss carry forwards and cre 12,762,44 13,337,20
12,792,04 13,368,75
Total deferred income tax ass 13,210,71 13,976,50
Long-term deferred income tax liabilitie
Property and equipment depreciat 65,92t 20,02:
Goodwill 166,89( 77,701
232,81! 97,72:¢
Total net deferred income tax 12,977,89 13,878,78
Valuation allowance (13,144,80) (13,956,48)
Total $ (166,909 $ (77,707)
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NOTE | — INCOME TAXES - Continued

As of September 30, 2007, the Company has net tpgiass carry forwards for federal and state medax purposes of approximately $32,710,000 whiqfire in fiscal yea

2009 to 2027. To date the Company has not compbetgection 382 analysis. If certain ownership geanoccurred under Section 382, there may be fulithéations on th
usage of the net operating loss carry forwards.

The following is a reconciliation of the federahsttory income tax rate to the consolidated eféectax rate for the following periods ended:

Percent of Pi-tax Income

September 3( September 3( March 31,
2008 2007 2007
Federal statutory ra 34% (34%) (34%)
State income taxe 5% (5%) (5%)
Permanent difference 2% 3% 9%
Expiration of net operating loss carryforwa 16% 35% -%
Other -% -% 1%
Change in valuation allowance (51%) 5% 21%
Tax rate 6% 4% (10%)
Components of the income tax expense (benefitaafellows for the periods ended:
September 3( September 3( March 31,
2008 2007 2007
Current:
Federa $ - 8 - 8 =
State 4,31¢ 3,10( 5,80(C
4,31¢ 3,10(¢ 5,80(
Deferred:
Federa 785,26( 94,74 228,97!
State 115,47( 13,93: 33,67:
900,66° 108,67: 262,64¢
Valuation allowance (811,68:) (60,137) (505,939
Income tax expense (benefit) $ 93,30: $ 51,64( $ (237,49)

The Company adopted the provisions of FASB Intdgtien 48,Accounting for Uncertainty in Income TaxgBIN 48”), on April 1, 2007. Previously, the Compahad
accounted for tax contingencies in accordance &i#ttement of Financial Accounting Standarddé&ounting for ContingenciesAs required by FIN 48, which clarifies
Statement 109\ ccounting for Income Taxeshe Company recognizes the financial statememéfiteof a tax position only after determining thiaé relevant tax authority
would more likely than not sustain the positioridaling an audit. For tax positions meeting the rrlicely-than-not threshold, the amount recognized in the financial
statements is the largest benefit that has a griwte 50 percent likelihood of being realized updtimate settlement with the relevant tax auttyort the adoption date, the

Company applied FIN 48 to all tax positions for eihthe statute of limitations remained open. Batbrpand subsequent to the adoption of FIN 48 Gbenpany had no
liability for unrecognized tax benefits.
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NOTE | — INCOME TAXES - Continued

The Company is subject to income taxes in the t&&eral jurisdiction, and various states and fargigisdictions. Tax regulations within each juiitibn are subject to tl
interpretation of the related tax laws and regalaiand require significant judgment to apply. Wétv exceptions, the Company is no longer subjedi.S. federal, state a
local, or non-U.S. income tax examinations by tatharities for the years before 1993.

The Company recognizes interest accrued relatedrecognized tax benefits in interest expense andlfies in operating expenses for all periodsepesl. The Company ¢
not recognize any interest or penalties duringoeods ended September 30, 2008, September 30,&@March 31, 2007.

NOTE J — SHAREHOLDERS’ EQUITY

The Board of Directors may, by resolution, estdbfieom the undesignated shares different classeeries of shares and may fix the relative rights preferences of shares
any class or series. The Company is authorizesisizei 500 shares of preferred stock and 50,000/@0@s of common stock at $.01 par value. The Cognpas not issued a
shares of preferred stock.

NOTE K — SHAREHOLDER RIGHTS PLAN

Pursuant to the Shareholder Rights Plan each sti@@mmon stock has attached to it a right, andh share of common stock issued in the future véltéha right attached ur
the rights expire or are redeemed. Upon the oenge of certain change in control events, each eghitles the holder to purchase one boedredth of a share of Serie
Junior Preferred Participating Share, at an exengiice of $80 per share, subject to adjustmene rights expire on November 10, 2010 and may deemed by the Compa
at a price of $.001 per right prior to the timeyttiecome exercisable.

NOTE L — STOCK OPTIONS AND WARRANTS

Stock Options

The Company has various incentive and noalified stock option plans which are used asraentive for directors, officers, and other empksie Options are genere
granted at fair market values determined on the dhgrant and vesting normally occurs over a frea+ period. The maximum contractual term is ndismex years. Howeve
options granted to directors have a one year ng@gieriod and a six year contractual term. The Gamgpgssues new shares upon exercise of a stoc&nopfhe plans he
1,232,500 shares of common stock available foreisg5eptember 30, 2008.

Option transactions under these plans during ther yaded September 30, 2008 the transition penmtta September 30, 2007 and the year ended March(BY ar
summarized as follows:

Weighted Weighted
Number of average average
shares exercise prict fair value
Outstanding at March 31, 20! 276,47( 2.8C
Granted 40,00( 112 8 0.77
Cancelled (83,320 4.6C
Outstanding at March 31, 2007 233,15( 1.9C
Granted 20,00( 11 3 0.5¢
Cancelled (16,320 3.5C
Outstanding at September 30, 2007 236,83( 1.7z
Granted 228,70( 1.1z $ 0.4t
Cancelled or Forfeited (78,830 .97
Outstanding at September 30, 2008 386,70( 1.37
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NOTE L — STOCK OPTIONS AND WARRANTS - Continued

The number of shares exercisable at September088, September 30, 2007 and March 31, 2007 wa402111,530 and 99,950 respectively, at a weightedage exerci

price of $1.81, $1.88 and $2.30 per share, respygti

The following table summarizes information concegneurrently outstanding and exercisable stockongtat September 30, 2008:

Options outstandin

Balance September 30, 2008

45

Weighted
average Weighted Aggregate
Range of Number remaining average intrinsic
exercise price outstanding contractual life exerciseprice value
$ 0.0C-$1.0¢ 229,70( 5.13 years $ 1.0¢ 247,24¢
1.1C-1.4¢ 82,00( 3.29 year: 1.32 108,55:
1.5C-1.9¢ 25,00( 1.69 year: 1.5¢ 39,80(
2.005.0C 50,00( 1.03 years 2.6€ 132,90(
386,70( 3.88 years $ 1.37 528,50:
Options exercisabl
Weighted
average Weighted Aggregate
Range of Number remaining average intrinsic
exercise price outstanding contractual life exerciseprice value
$ 0.0C-$1.0¢ 10,00( 4.90 year: $ 1.0 $ 10,30(
1.1C-1.4¢ 48,84( 3.16 year: 1.3¢ 65,50¢
1.5C-1.9¢ 22,40( 1.58 year: 1.5¢ 35,69:
2.005.0C 41,000 1.01 years 2.6¢ 109,95(
122,24( 2.29 years $ 181 $ 221,45:
Stock Warrants
The following is a table of the warrants to purahabares of the Company’s common stock:
Warrants Exercise price Expiration
outstanding per shar¢ date
Balance at March 31, 20( 357,31( 3.00-7.0C 2007- 200¢
Issuec - - -
Expired (7,310 7.0C 2007
Balance at March 31, 20( 350,00( 3.0C 200¢
Issuet - - -
Expired - - -
Balance September 30, 20 350,00( 3.0C 200¢
Issuet - - -
Expired (350,000 3.0C 200¢




NOTEM — COMMITMENTS AND FACILITIES

The Company leases office and manufacturing faslin Plymouth, MN for its ongoing operations. Fluperating lease is renewable and noncancelabie Cbmpany als
leases various office equipment. For the periocedriBeptember 30, 2008, rent expense was $325,@bGwffset of rent take back associated withBlane facility purchas
and resale of $362,000. This resulted in a net tzek of $37,000. Total rent expense for the Companprior years was $628,000 and $459,000 forghsgods ende
September 30, 2007 and March 31, 2007.

Blaine Facility

On October 30, 2007 the Company purchased its quewiorporate headquarters in Blaine for $1,50010@fr the provisions of its option to purchasstaged in its lease frc
JainOlsen Properties. The Company as owner of the ingjildanceled the lease to itself. The lease wasdsdld to run through November of 2009. The elirtiameof the leas
resulted in the elimination of approximately $36®)®f accrued obligations related to this leaseoimunction with the discontinuation of the Optrmsisegment recorded dur
the fiscal quarter ended June 30, 2007 and witbken into income during the three months endingeer 31, 2007The Company, on the same day, then sold the lad
building for $1,450,000 incurring a loss of $52,00ent expense of $14,000, $84,000 and $166,0G0p&aal to the partnership for the periods endedeseper 30, 200
September 30, 2007 and March 31, 2007, respectively

The closure of the Optronics division housed inifaresulted in the Company recording a charge4d8$44 for remaining contract obligations costedigh November «
2009 as the facility will not provide any econonbienefit to the Company in the future. This amousnteiflected in the $621,000 rent for the six morghded September :
2007.

Aberdeen Facility

On October 1, 2007 the Company entered into a lagseement for its Aberdeen, South Dakota facilitych allows the tenant first opportunity to pursbahe building over tt
three year period commencing on October 1, 2007.

The following is a schedule of approximate minimpayments required under the operating leases:

Year ending September 30 Operating lease

2009 $ 227,06

2010 234,72¢

2011 235,94!

2012 241,77

2013 249,48(

Thereafter 42,75¢

Total minimum lease payments $ 1,231,74

In February 2007, the Company began implementingva enterprise system and entered into a contogeay approximately $266,000 over a 3 year periwdsbftware relate
to part number configuration and production schieduiThe contract calls for payments of $88,800 $28,600 for 2009 and 2010 respectively.
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NOTE N — CONCENTRATIONS

Suppliers

The Company purchases raw materials, componens pad outsourced labor from many suppliers. Algfiomany of these items are singeurced, the Company t
experienced no significant difficulties to datedhtaining adequate quantities. These circumstaccekl change, however, and the Company cannot gtesdhat sufficiel
quantities or quality of raw materials, componeattp and outsourced labor will be as readily abédlan the future or, if available, that we will ladle to obtain them
favorable prices.

Customers

Two customers comprised approximately 23%, 18%28% of total sales for the periods ended Septe®@®e2008, September 30, 2007 and March 31, 2007.
NOTE O — AUCTION RATE SECURITIES

At September 30, 2008 our long term investmentfpliotconsisted of $3.3 million of Auction Rate Seities (ARS), with contractual maturities betweZhand 33 years. T
ARS held by us are primarily backed by student $oand are ovecollateralized, and are insured by and guarantgeithd United States Federal Department of Educati
addition, all ARS held by us are rated by the majdependent rating agencies as either AAA or Adast of these auction rate securities were scheduleeset every 7 to
days through a Dutch Auction process. The auctiae historically provided a liquid market for teesecurities as investors could readily sell thmiestments at auction. .
of February 2008, ARS had experienced failed anstidue to sell orders exceeding buy orders. Tfadlsees are not believed to be a credit issue ratiter caused by a lack
liquidity due to pressure in other segments ofdbeurities markets. Under the contractual termesjdbuer is typically obligated to pay penalty et rates should an auct
fail. The funds associated with failed auctionsrameexpected to be accessible until one of thewahg occurs: a successful auction occurs, theeissedeems the issue, a bt
is found outside of the auction process or the tyihg securities have matured.

At September 30, 2008 there was insufficient obsgler ARS market information available to deterniaie value of our investments. Therefore, we esteddair value b
using a discounted cash flow model with factorduding tax status, credit quality, duration, levefdederal guarantees and likelihood of redemptiBased on this analysis,
have classified the investments as ldagn on our balance sheet as of March 31, 2008i¢fir&Geptember 30, 2008 and recorded and unredtizecf $264,000. We belie
this unrealized loss is primarily attributable teetlimited liquidity of these investments, and staur intent to hold these investments long enctaghvoid realizing ar
significant loss. There was no tax impact due tormi operating loss position.

At September 30, 2007 these securities were redaseurrent assets because at September 30, 128@#tas a market for ARS.

As of September 2008, Credit Suisse, our brokerfenaohcial advisor, settled a lawsuit with the staf New York related to its ARS marketing pracsic®n October 2, 20C
Credit Suisse offered to buy back at par valueARS securities from individuals, charities and mesises with accounts valued up to $10 million. \WWeepted the offer
October 2008. During the month of October of 2008dZt Suisse bought back all of the securities IhgicClearfield at par value resulting in proceeti$23 million which wer
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NOTE O — AUCTION RATE SECURITIES - continued

invested money market fund composed of 90 day Wedsluries. The sale of these assets and the refatiédup to par value will be reflected in our féstor the quarter ended
December 31, 2008.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON AC COUNTING AND FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES

Attached as exhibits to this Form 10-K are cerdfions of our Chief Executive Officer and Chief &mtial Officer that are required in accordance Wdthle 13a14 of
the Securities Exchange Act of 1934, as amendeal ‘@Exchange Act”). This “Controls and Proceduregttion includes information concerning the comstrahd contro
evaluation referred to in the certifications.

Evaluation of Disclosure Controls and Procedures

The Company conducted an evaluation, under thergigpn and with the participation of the Compasiyanagement, including our Chief Executive Offiaed Chie
Financial Officer (the principal executive officand principal financial officer, respectively), wealuated the effectiveness of the design and tperef our disclosure contrc
and procedures (as defined in Rule 13a-15(e) uth@eBecurities Exchange Act of 1934 (the “Exchahgg)).

During the evaluation of disclosure controls andcedures in connection with the preparation offmancial statements to be included in this AnnReport on Fort
10K, we determined that in the aggregate a mater&dkness in internal control over financial repgtexisted as of September 30, 2008 relating toagaounting and contt
procedures for documentation and review of sigaificaccounting judgments and estimates, finand@dirgy processes and financial reporting procesgeperiod end
Accordingly, our Chief Executive Officer and Chigihancial Officer have concluded that, as of thé ehthe period covered by this report, our disgtescontrols and procedu
were not effective to ensure that information reegito be disclosed by us in the reports we filsudmit under the Exchange Act is recorded, prezkssummarized and repor
accurately, within the time periods specified ie #pplicable rule and forms.

Management's Report on Internal Control over Finangal Reporting

We are responsible for establishing and maintaiidgquate internal control over financial reporting such term is defined in Exchange Act Rule 13@). The
Company’s internal control over financial reportisglesigned to provide reasonable assurance t6dhganys management and Board of Directors regarding tépagpation an
fair presentation of published financial statements

Because of its inherent limitations, internal cohwver financial reporting may not prevent or detmisstatements. Therefore, even those systenesndieed to b
effective can provide only reasonable assurande iegpect to financial statement preparation aedentation.

Under the supervision and with the participatioroof management, including our principal executffecer and principal financial officer, we condedtan evaluatic
of the effectiveness of our internal control overahcial reporting based on the framework in Iné¢@ontrol —Integrated Framework issued by the Committee omSpn¢
Organizations of the Treadway Commission. Basedwrevaluation of internal control over financiaporting, management identified the following mattext we consider to
a material weakness as of September 30, 2008.

Operating Effectiveness of Accounting and Controbcdedures. We concluded that, in the aggregate, a materiehkness existed as of September 30, 2008 rela
documentation and review of significant accounfudgments and estimates, financial closing procgss®d financial reporting processes at period .endsimplemented contr
procedures in the fourth quarter of 2008 and arthénprocess of implementing additional controlgedures as described below. However, the conirgfemented in the four
quarter of 2008 have not yet operated for a sefficperiod of time. Once we have performed the guaces on a repeated basis and completed our fytédrened remediation, \
will be able to fully evaluate their effectiveness.
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Because of this material weakness, we concluded dsaof September 30, 2008, our internal contver dinancial reporting was not effective. We haliscussed th
material weakness with our audit committee.

This annual report does not include an attestateport of the companyg’ registered public accounting firm regarding ingdrcontrol over financial reportir
Management'’s report was not subject to attestdtjothe company’s registered public accounting fiunsuant to temporary rules of the Securities axchBnge Commission.

Changes in Internal Control over Financial Reporting

The following changes to our internal control o¥i@ancial reporting were substantially completediny our fourth quarter of fiscal 2008, and havetenally affected, or al
reasonably likely to materially affect, our intereantrol over financial reporting:

. We have developed detailed methodologies for iteagairing management’s estimate and judgment;
. We have implemented processes to ensure that nyasitisle checklists are implemented and followed;
. We have implemented the use of checklists for d®ale items and preparation of periodic reports.

Remediation of Material Weaknesses

As of September 30, 2007, the Company determingdriabweaknesses existed related to the follownagters:

. The Company did not maintain effective controls rotfee accounting for certain auction rate secugitiehis oversight was discovered in the transipeniod ende
September 30, 2007 and the financial statements mestated accordingl

. The Company did not maintain effective controlsetsure that it is regularly checking for approgriabmpliance on all GAAP and SEC reporting mattershe'
change or become updat:

We remediated the material weakness related t@oction rate securities restatement by the Boar@ifctors’ BOD) appointment of an Investment Committee, coregos
BOD members, to provide oversight on matters ofkban relationships and investing of cash. In additthe Company has approved a formal investmeritypoCompan
management is utilizing the expertise of its prefesal investment advisor. In addition, managenodtained additional education related to this nmatte

We remediated the material weakness related to GAWPSEC reporting matters beginning with the tijudrter of the fiscal year. We procured subsa@iito publications ai
services that provide regular updates regarding 8&@ GAAP reporting. These services include chstklio ensure the internal accounting staff hasndeessary tools a
resources to comply with both SEC and GAAP regoteti These services along with the SEC website weee to incorporate a process of regularly chreckor appropriat
compliance on all GAAP and SEC reporting matterthag change or become updated.

As of September 30, 2008, the Company determingdrnalweaknesses in our internal control overriiial reporting. To remediate the material weakriesour internal contr
over financial reporting we have already implemdrgeveral actions outlined above. In addition,haee implemented or are in the process of implemegithe following action:
which are all expected to be completed by the dralipfirst quarter for our fiscal year ending Sapber 30, 2009:
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«  We have developed detailed methodologies for iteeagiiring management’s estimate and judgment. &mesthodologies formally document managengettiough
processes used to determine the amounts in esiméte intend to continue to develop and docuntemtiiethodology for additional items and to begimfally sharing
summary analysis of significant estimate and judginitems with our audit committee beginning in flist quarter of our fiscal year ending in 20(

ITEM 9B.

PART Il

ITEM 10.

ITEM 11.

We are implementing processes to provide for supmpdocumentation and evidence of independenerexdnd approval of journal entries, processes daire sub-
certifications of appropriate personnel, proceseesnsure that monthly close checklists are impleted and followed, and documentation of the reitiation of the
final trial balance to the final repol

We have implemented the use of checklists for d&gale items and preparation of periodic reporte aié in the process of developing proceduresrtodlly prepare
supporting analysis for each financial statemestldsure in accordance with relevant generally ptecbaccounting principles (including relevant degory rules) an
the entity's accounting and disclosure polici

OTHER INFORMATION

There were no events during the quarter ended Béete30, 2008 required to be disclosed on Formv@hich were not so disclosed.

DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNA NCE
Information regarding executive officers is incldda Part | of this Report and is incorporatedhis item 10 by reference.
EXECUTIVE COMPENSATION

Information required by Item 11 is incorporatedhis Report by reference to the proxy statemenbtorannual meeting of shareholders to be helcehriary 2009.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER MATTERS
Certain information required by Item 12 is incorgied in this Report by reference to the proxy stete for annual meeting of shareholders to be imefebruary 200¢

The following table provides information about tiempany’s equity compensation plans (includingvittiial compensation arrangements) as of Septenthe20®8.

@ (b) ©
Plan category Number of securities to Weighted-average Number of securities remaining
be issued upon exercise exercise price of available for future issuance
of options, warrants or outstanding options, under equity compensation
rights warrants and rights plans (excluding securities

reflected in column (a)

Equity compensation
plans approved by

security holder: 386,700 $1.37 1,232,50C
Total 386,70C $1.37 1,232,50C
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. AND DIRECTOR INDEPENDENCE

Information required by ltem 13 is incorporatedhis Report by reference to the proxy statemenbtorannual meeting of shareholders to be helcehriary 2009.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

Information required by ltem 14 is incorporatedhis Report by reference to the proxy statemenbtorannual meeting of shareholders to be helcelrary 2009
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES
(a) 1) The following financial statementg dited herewith under Item
(@) Report of Independent Registered Public Accounfiimm for the year ended September 30, 2008, thensinths ended September
2007 and the year ended March 31, 2(
(ii) Consolidated Balance Sheets as of September 38,&00200"
(iii) Consolidated Statements of Operations for the gaded September 30, 2008, the six months ende@r8bpt 30, 2007 and the y

ended March 31, 200

(iv) Consolidated Statement of Sharehold&mguity for the year ended September 30, 2008, itheenths ended September 30, 2007
the year ended March 31, 20(

) Consolidated Statements of Cash Flows for the yeraded September 30, 2008 the six months endedrSker 30, 2007 and the y
ended March 31, 20C

(vi) Notes to the Consolidated Financial Statementshieryear ended September 30, 2008, the six momtiesdeSeptember 30, 2007 .
the year ended March 31, 20(

2) Financial Statement Schedules: Sée@de 1l on page following signature

(b) Exhibits. See Exhibit Inde:
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SIGNATURES

Pursuant to the requirements of Section 13 or 18{dhe Securities Exchange Act of 1934, the Reggthas duly caused this report to be signed ©hehalf by th
undersigned, thereunto duly authorized.

Clearfield, Inc.

Date: December 22, 2008 By: /s/ Cheryl Beranek Podzime

Cheryl Beranek Podzime
President and Chief Executive Offic

Pursuant to the requirements of the Securities &xgh Act of 1934, this report has been signed bélpwhe following persons on behalf of the Registrand in th
capacities and on the dates indicated.

Signature Title Date
/sl Cheryl Beranek Podzim President, Chief Executive Officer and Directorirjpipal executive officer ) December 22, 2008

Cheryl Beranek Podzime

/sl Bruce G. Blacke Chief Financial Officer (principal financial andaminting officer) December 22, 2008
Bruce G. Blacke)

/s/ Ronald G. Rotl Director December 22, 2008
Ronald G. Rott
/s/ John G. Reddz Director December 22, 2008

John G. Redda

/s/ Stephen L. Zuckerman M Director December 22, 2008
Stephen L. Zuckerme

/s/ Donald R. Haywar Director December 22, 2008
Donald R. Haywar

/s/ Charles N. Haysse¢ Director December 22, 2008
Charles N. Haysse
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SCHEDULE Il - VALUATION AND QUALIFYING ACCOUNTS

Description Balance at Charged to Charges to Balance at
Beginning of Cost and Other Deductions End of
Period Expense:! Accounts (1) (2) Period
Allowance for doubtful accoun
September 30, 20C $ 78,97¢ SIS SIS 959 $ 69,38:
September 30, 20C 78,50( - 842 37C 78,97:
March 31, 2007 77,83 - 5,55( 4881 78,50(

(1) Represents recovery of bad debt and other t@rds
(2) Represents write-offs of bad debt
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EXHIBIT INDEX

Page Number or Incorporated

Number Description by Reference to
2.1 Asset Purchase Agreement between CLFD and CSF Exhibit 2.1 to Form -K filed March 31, 200
21 Asset Purchase Agreement between CLFD and Amedchid. Exhibit 2.1 to Form -K filed July 2, 200z
2.2 Agreement Not to Compete with Peter Lee as pa@Sf asset purcha Exhibit 2.2 to Form -K filed March 31, 200:
2.3 Asset Purchase Agreement between Clearfield, &amel Software Moguls India Exhibit 2.3 to Registrant’'s Report on Form 10¢K the fiscal year ended
Private Limited and S M Infoexpert Private Limit March 31, 200*
3.1 Restated Articles of Incorporation, as amendechte d Exhibit 3.1 to Registrant’s Report on Form 104D the quarter ended
September 30, 20C
3.1 (a) Restated Atrticles of Incorporation, as amendechte thru August 25, 2004 Exhibit 3.1 to Registrant’s Report on Form 10a@the quarter ended
September 30, 20C
3.2 Bylaws, as amended and restated to date Exhibit 3.2 to Registrant’'s Report on Form 10-KfBthe fiscal year ended
March 31, 199¢
4.1(a) State of South Dakota Board of Economic Developr$800,000 Promissory Note, Exhibit 4.1(a) to the Report on 10-QSB for theder ended June 30, 1996
REDI Loan: 9!-13-A (the“June 1996 1-QSE")
4.1(b) State of South Dakota Board of Economic DevelopnSaturity Agreement REDI Exhibit 4.1(b) to the June 1996 10-QSB
Loan No: 9-13-A dated May 28, 199
4.2(a) $700,000 Loan Agreement dated June 24, 1996 byeatvceen Aberdeen Exhibit 4.2(a) to the June 1996 10-QSB
Development Corporation and Clearfield, |
4.2(b) $300,000 Loan Agreement dated June 24, 1996 bethkerdeen Development Exhibit 4.2(b) to the June 1996 10-QSB
Corporation and Clearfield, In
4.2(c) $250,000 Loan Agreement dated June 24, 1996 byatween Aberdeen Exhibit 4.2(c) to the June 1996 10-QSB
Development Corporation and Clearfield, |
4.2(d) $300,000 Loan Agreement dated June 24, 1996 byatvceen Aberdeen Exhibit 4.2(d) to the June 1996 10-QSB
Development Corporation and Clearfield, |
4.2(e) Amended Loan Agreement with Aberdeen Developmemp@uation and Clearfield, Exhibit 4.2(e) to Registrants Report on Form 1@sKfiscal year ended March

Inc.
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Page Number or Incorporated

Number Description by Reference to

4.2(f) Purchase Agreement for land with Aberdeen Develayir@erporation and Clearfiel Exhibit 4.2(f) to Registrant’s Report on Form KGer the fiscal year ended
Inc. March 31, 200¢

4.3(a) Loan Agreement between South Dakota Economic Dewedmt Finance and Exhibit 4.3(a) to the June 1996 10-QSB
Clearfield, Inc.

4.3(b) Mortgage and Security Agreement — One Hundred DegeRiption from Clearfield, Exhibit 4.3(b) to the June 1996 10-QSB
Inc. to South Dakota Economic Development Finahathority dated as of June 24,
1996

4.4(a) Subscription and Investment Representation AgreeofeNE Venture, Inc Exhibit 4.4(a) to the June 1996-QSB

4.4(b) Form of Common Stock Purchase Warrant for NE Ventlrc. Exhibit 4.4(b) to the June 1996-QSB

4.5(a) Certificate of Designation for 2% Series A ConvggiPreferred Stock Exhibit 4.5(a) filed as a part of Registratiomt8tment on Form S-3

(Commission File No. 3:-33968)

4.5(b) Form of common stock warrant issued in connectigh 2% Series A Convertible Exhibit 4.5(b) filed as a part of Registratiorm®ment on Form S-3
Preferred Stoc (Commission File No. 3:-33968)

4.6 Common Stock Purchase Warrant issued to Ladenbhaginiann & Co. Inc. to Exhibit 4.6 to Registrant’s Report on Form 10 fiscal year ended March
purchase 84,083 shar 31, 2000 “2000 1(-K™)

4.7 Share Rights Agreement dated October 23, 2000 #yatween the Registrant and Exhibit 1 to the Registration Statement on Ford led November 8, 2000
Wells Fargo Bank Minnesota NA as Rights Ag

4.8 Common Stock Warrant Purchase Agreement with Reteras part of CSP asset Exhibit 4.8 to Form 8-K filed March 31, 2003
purchase

10.1(a) Sublease Agreement between the Registrant anddlsém Properties and Sublease Exhibit 10.1 to the Registration Statement omi&-18 filed with the Chicag
Agreement and Option Agreement between the Regisairad Jai-Olsen Propertie Regional Office of the Securities and Exchange Cagsion on June 26, 19¢

10.1(b) Amendment and Extension of Sublease Agreement daigdst 31, 199! Exhibit 10.1(b) to 2000 1-K

10.1(c) Lease Agreement between Registrant and Jain-OlsmpeRies Exhibit 10.1(c) to Registrant’s Form 10Q-SB faragter ended September 30,

*10.2(a) Stock Option Plan for Nonemployee Directors
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Exhibit 10.3a to Registrant’'s Report on Form 18H<for the fiscal year ended
March 31, 1994 (th“1994 1(-KSB")




Page Number or Incorporated

Number Description by Reference to
*10.2(b) Form of option agreement issued under the Nonenegl®jrectors Pla Exhibit 10.3b to 1994 1-KSB
*10.3 1997 Stock Compensation Plan Exhibit 10.3 to Registrant’s Report on Form 10B<®r the fiscal year ended
March 31, 199°
*10.4 Insurance agreement by and between the Registmdniail K. Jain Exhibit 10.5 to Registrant’s Report on Form 10eK the fiscal year ended
March 31, 199(
*10.5 Form of Agreement regarding Repurchase of Stock @iange in Control Event Exhibit 10.1 to Registrant’s Report on Form 10BX8r the quarter ended
with Anil K. Jain and Kenneth A. Olse September 30, 199 September 1997 -QSE")
*10.6  Form of Agreement regarding Employment/Compensaijmon Change in Control Exhibit 10.2 to the September 1997 10-QSB
with Messrs. Jain and Ols:
*10.7 Form of Agreement regarding Indemnification of Rb@'s and Officers with Messrs. Exhibit 10.7 to Registrant’s Report on From 10eKthe fiscal year ended
Jain, Olsen, Ringstad, Roth, Von Wald and Zucker March 31, 2002
10.8  Sublease agreement between Newport and CLFD Exhibit 10.8 to Registrant’s Report of Form 108)8r the quarter ended June
30, 2003
10.9  Sublease agreement between Veeco Compound Sematondad Clearfield, Inc. Exhibit 10.9 to Registrant’s Report of Form 1ddf the fiscal year ended
March 31, 200«
10.9(b) Amendment to sublease between Veeco Compound Seduictor and Clearfield, Exhibit 10.9 (b) to Registrant's Report on For@QSB for the quarter ended
Inc. September 30, 20C
*10.10 Ken Olsen Separation Agreement Exhibit 10.10 to Registrant’'s Report on Form 1@eKthe fiscal year ended
March 31, 200«
*10.11 Stock option agreement with Cheri Podzimek, Pregidé CLFD Exhibit 10.11 to Registrant’'s Report on Form 1@eKthe fiscal year ended
March 31, 200!
10.12 Agreements on sale of MOCVD Assi Exhibit 10.12 to Registra’s Report on for -K filed March 10, 200t
10.13 Patent and Technology and Revenue Sharing Licegseefnen Exhibit 10.13 to Registra’s Report on for -K filed March 10, 200t
10.14 Lease agreement between Bass Lake Realty, LLC &R@( hid
*10.15 2007 Stock Compensation Plan Exhibit 10.15 to Registrant’s Registration Stag@ion Form S-8 POS filed on
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Page Number or Incorporated

Number Description by Reference to
10.16 Amended and Restated Agreement Regarding Employ@emipensation Upon Exhibit 10.16 to Registrant’s Report on for 84ked June 29, 2007
Change In Contrc
10.17 Supplemental Separation Agreement with A. . Exhibit 10.17 to Registra’s Report on for -K filed June 29, 200
10.18 Stock Purchase Agreeme Exhibit 10.18 to Registra’s Report on for -K filed June 29, 200
10.19 Promissory Nott Exhibit 10.19 to Registra’s Report on for -K filed June 29, 200
10.20 Guarant-AK Jain Exhibit 10.20 to Registra’s Report on for -K filed June 29, 200
10.21 Stock Pledge Agreeme Exhibit 10.21 to Registra’s Report on for -K filed June 29, 200
10.22 Separation Payments Pledge Agreen Exhibit 10.22 to Registra’s Report on for -K filed June 29, 200
10.23 Agreement to Provide Additional Collatel Exhibit 10.23 to Registra’s Report on for -K filed June 29, 200
10.24 Non-Compete Agreemet Exhibit 10.24 to Registra’s Report on for -K filed June 29, 200
10.25 2007 Stock Compensation Plan Amended Incorporated by reference to exhibit filed gsaat of from S-8 Registration
number 33-151504
14 Code of Ethics Exhibit 14 to Registrant's Report on Form 10-K flee fiscal year ended
March 31, 200«
23.1  Consent of Grant Thornton LL hid
31.1  Certification of Chief Executive Officer Pursuant$ection 302 of the Sarbanes- **
Oxley Act of 2002
31.2  Certification of Chief Financial Officer Pursuant$ection 302 of the Sarbanes-Oxley
Act of 2002
32.1 Certification of Chief Executive Officer and Pripai Financial Officer Pursuant to **
Section 906 of the Sarbal-Oxley Act of 2002
32.2  Certification of Chief Financial Officer and Pripeil Financial Officer Pursuant to ki

Section 906 of the Sarbar-Oxley Act of 2002
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*Indicates management contract or compensation @amrrangements required to be filed as an extolttis form.

** Filed with this Report.
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Exhibit 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTIN®GRM

We have issued our report dated December 22, 2008mpanying the consolidated financial statemants schedule included in the Annual Report of Gielar, Inc. an
subsidiaries, formerly APA Enterprises, Inc., onrRal0K for the year ended September 30, 2008. We hecebgent to the incorporation by reference of sefbrt in th
Registration Statements of Clearfield, Inc. on For#a8 (File No. 333-74214, effective November 3002, File No. 333-44500, effective August 25, 20B0e No. 33344488
effective August 25, 2000; File No. 333-44486, efifee August 25, 2000; File No. 333-136828, effeetAugust 23, 2006 and File No. 333-151504, eféecfiune 6, 2008).

s/ Grant Thornton LL

Minneapolis, Minnesota
December 22, 2008
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Exhibit 31.1

CERTIFICATION

I, Cheryl Beranek Podzimek, certify that:

1. | have reviewed this annual report on Forr-K of Clearfield, Inc.;

2. Based on

my knowledge, this annual report doesotain any untrue statement of a material facit to state a material fact necessary to maketditements mac

in light of the circumstances under which suchestagnts were made, not misleading with respecte@émniod covered by this annual rep:

3. Based on
condition,

4, Clearfield,

my knowledge, the financial statementd,ather financial information included in this amhueport, fairly represent in all material respettte financie
results of operations and cash flowthefregistrant as of, and for, the periods preskimt¢his annual repor

Inc.5 other certifying officers and | are responsildedstablishing and maintaining disclosure contamid procedures (as defined in Exchange Act RiBe

and 15(e)) for Clearfield, Inc. and we ha

a)

b)

c)

d)

5. Clearfield,

Designed such disclosure controls and proceduresgare that material information relating to Cliedd, Inc.;, Inc., including its consolidated sidiaries
is made known to us by others within those entif@sticularly during the period in which this amhveport is being prepare

Designed such internal control over financial réipgr, or caused such internal control over finaheggporting to be designed under our supervisio
provide reasonable assurance regarding the refjabil financial reporting and the preparation ofancial statements for external purposes in a@an
with generally accepted accounting principl

Evaluated the effectiveness of our disclosure odmtnd procedures as of a date and presentedsiarthual report our conclusions about the effeckss ¢
the disclosure controls and procedures based oavaluation; an

Disclosed in this report any change in Clearfidht.’s internal control financial reporting that occutrduring the most recent fiscal quarter that
materially affected, or is reasonably likely to evadlly affect, the Compar's control over financial reportin

Inc.5 other certifying officers and | have disclosedséd on our most recent evaluation of internalrebmiver financial reporting, to our auditors amg

audit committee of our board of directo

a)

b)

December 22, 2008

All significant deficiencies and material weaknesse the design or operation of internal controlerofinancial reporting which are reasonably likéd
adversely affect Clearfield, Ir's ability to record, process, summarize and refimaihcial information; an

Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrang’internal controls over financ
reporting.

/s/ Cheryl Beranek Podzim¢

Cheryl Beranek Podzime
Chief Executive Office
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I, Bruce G. Blackey,

Exhibit 31.2

CERTIFICATION

certify that:

1. | have reviewed this annual report on Forr-K of Clearfield, Inc.;

2. Based on

my knowledge, this annual report doesotain any untrue statement of a material facit to state a material fact necessary to maketditements mac

in light of the circumstances under which suchestagnts were made, not misleading with respecte@émniod covered by this annual rep:

3. Based on
condition,

4, Clearfield,

my knowledge, the financial statementd,ather financial information included in this amhueport, fairly represent in all material respettte financie
results of operations and cash flowthefregistrant as of, and for, the periods preskimt¢his annual repor

Inc.5 other certifying officers and | are responsildedstablishing and maintaining disclosure contamid procedures (as defined in Exchange Act RiBe

and 15(e)) for Clearfield, Inc. and we ha

a)

b)

c)

d)

5. Clearfield,

Designed such disclosure controls and proceduresgare that material information relating to Cliedd, Inc.;, Inc., including its consolidated sidiaries
is made known to us by others within those entif@sticularly during the period in which this amhveport is being prepare

Designed such internal control over financial réipgr, or caused such internal control over finaheggporting to be designed under our supervisio
provide reasonable assurance regarding the refjabil financial reporting and the preparation ofancial statements for external purposes in a@an
with generally accepted accounting principl

Evaluated the effectiveness of our disclosure odmtnd procedures as of a date and presentedsiarthual report our conclusions about the effeckss ¢
the disclosure controls and procedures based oavaluation; an

Disclosed in this report any change in Clearfidht.’s internal control financial reporting that occutrduring the most recent fiscal quarter that
materially affected, or is reasonably likely to evadlly affect, the Compar's control over financial reportin

Inc.5 other certifying officers and | have disclosedséd on our most recent evaluation of internalrebmiver financial reporting, to our auditors amg

audit committee of our board of directo

a)

b)

December 22, 2008

/sl Bruce G. Blacke

All significant deficiencies and material weaknesse the design or operation of internal controlerofinancial reporting which are reasonably likéd
adversely affect Clearfield, Ir's ability to record, process, summarize and refimaihcial information; an

Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registrang’internal controls over financ
reporting.

Bruce G. Blacke)

Chief Financial Officel
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Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Clearfield¢. (the “Company”) on Form 1R-for the period ending September 30, 2008, asl filgth the Securities and Exchal
Commission on the date hereof (the “Repott"Cheryl Beranek Podzimek, Chief Executive Offioéthe Company, certify, pursuant to 18 U.S.C38(@, as adopted pursuant i
906 of the Sarbanes-Oxley Act of 2002, to the bésty knowledge that:

1. The Report fully complies with the requirementsSefctions 13(a) or 15(d) of the Securities Exchahgeof 1934; anc

2. The information contained in the Report fairly repents, in all material respects, the financiadé@n and results of operations of the Comp:

/sl Cheryl Beranek Podzim:
Cheryl Beranek Podzime
Chief Executive Office
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Exhibit 32.%

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Clearfield¢. (the “Company”) on Form 1R-for the period ending September 30, 2008, asl filgth the Securities and Exchal
Commission on the date hereof (the “Report;"Bruce G. Blackey, Chief Financial Officer of ti®mpany, certify, pursuant to 18 U.S.C. § 1350adspted pursuant to § 90€
the Sarbanes-Oxley Act of 2002, to the best of myKedge that:

1. The Report fully complies with the requirementsSefctions 13(a) or 15(d) of the Securities Exchahgeof 1934; anc

2. The information contained in the Report fairly repents, in all material respects, the financiadé@n and results of operations of the Comp:

/sl Bruce G. Blacke
Bruce G. Blacke
Chief Financial Officel
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