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DISCLOSURE REGARDING FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements as defined in the Private Securities Litigation Reform Act of 1995.
These statements reflect our views with respect to future events based upon information available to us at this time.
These forward-looking statements are subject to uncertainties and other factors that could cause actual results to differ
materially from these statements. Forward-looking statements are typically identified by the use of the words “believe,”
“may,” “could,” “will,” “should,” “expect,” “anticipate,” “estimate,” “project,” “propose,” “plan,” “intend,” and similar words
expressions; however, not all forward-looking statements contain these words. Examples of forward-looking

statements are statements that describe the proposed development, manufacturing, and sale of our products; statements
that describe our results of operations, pricing trends, the markets for our products, our anticipated capital

expenditures, our cost reduction and operational restructuring initiatives, and regulatory developments; statements

with regard to the nature and extent of competition we may face in the future; statements with respect to the sources of
and need for future financing; and statements with respect to future strategic plans, goals, and objectives.
Forward-looking statements are contained in this report in Item 2, “Management’s Discussion and Analysis of Financial
Condition and Results of Operations,” Item 3, “Quantitative and Qualitative Disclosures About Market Risk,” and Item 4,
“Controls and Procedures” included in this Quarterly Report on Form 10-Q. The forward-looking statements are based
on present circumstances and on our predictions respecting events that have not occurred, that may not occur, or that
may occur with different consequences and timing than those now assumed or anticipated. Actual events or results

may differ materially from those discussed in the forward-looking statements as a result of various factors, including
the risk factors discussed in this report under Part II - Other Information, Item 1A, “Risk Factors” and the application of
“Critical Accounting Policies” as discussed in Item 2, “Management’s Discussion and Analysis of Financial Condition
and Results of Operations.” These cautionary statements are intended to be applicable to all related forward-looking
statements wherever they appear in this report. The cautionary statements contained or referred to in this report should
also be considered in connection with any subsequent written or oral forward-looking statements that may be issued

by us or persons acting on our behalf. Any forward-looking statements are made only as of the date of this report and
ClearOne assumes no obligation to update forward-looking statements to reflect subsequent events, changes in
circumstances, or changes in estimates.

9 ¢ LT3
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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements

CLEARONE COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands of dollars, except per share amounts)

Unaudited
December 31, June 30,
2006 2006
ASSETS
Current assets:
Cash and cash equivalents $ 1,840 $ 1,240
Marketable securities 16,500 20,550
Accounts receivable 7,682 7,784
Note receivable 156 -
Inventories, net 5,909 6,614
Income tax receivable 2,392 2,607
Deferred income taxes, net 87 128
Prepaid expenses 322 255
Net assets of discontinued operations - 565
Total current assets 34,888 39,743
Property and equipment, net 2,817 1,647
Note receivable - long-term 126 -
Other assets 22 15
Total assets $ 37,853 $ 41,405
LIABILITIES AND SHAREHOLDERS'
EQUITY
Current liabilities:
Accounts payable $ 2,083 $ 2,597
Accrued liabilities 2,152 2,397
Deferred product revenue 4,711 5,871
Total current liabilities 8,946 10,865
Deferred rent 933 -
Deferred income taxes, net 87 128
Total liabilities 9,966 10,993
Shareholders' equity:
Common stock, par value $0.001,
50,000,000 shares authorized,
11,072,349 and 12,184,727 shares issued
and outstanding, respectively 11 12
Additional paid-in capital 48,479 52,764
Accumulated deficit (20,603) (22,364)

Total shareholders' equity 27,887 30,412
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Total liabilities and shareholders' equity $ 37,853 $ 41,405

See accompanying notes to condensed consolidated financial statements
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CLEARONE COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)
(in thousands of dollars, except per share amounts)

Product Revenue:

Cost of goods sold:
Product

Product inventory
write-offs

Cost of goods sold:
Gross profit

Operating expenses:
Marketing and selling
General and
administrative

Settlement in shareholders'
class action

Research and product
development

Total operating expenses

Operating income (loss)

Other income (expense),
net:

Interest income

Other, net

Other income (expense),
net:

Income (loss) from
continuing operations
before income taxes
(Provision) benefit from
income taxes

Income (loss) from
continuing operations

Discontinued operations:
Income from discontinued
operations

Three Months Ended
December December
31, 31,
2006 2005

$ 10,107 $ 9,102
4,690 4,286

170 184

4,860 4,470
5,247 4,632
1,789 1,810

688 1,457

1,855 1,778
4,332 5,045
915 (413)

283 186

37 5

320 191
1,235 (222)
(155) 146
1,080 (76)

20 100

(13) 150

Six Months Ended
December December
31, 31,
2006 2005
$ 19,518 $ 17,879
8,895 8,206
281 277
9,176 8,483
10,342 9,396
3,707 3,622
1,497 3,228
- (1,205)
3,934 3,577
9,138 9,222
1,204 174
590 345
62 12
652 357
1,856 531
(136) 368
1,720 899
75 218
(10) 1,646
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Gain (loss) on disposal of
discontinued operations

Income tax provision 3) 93) 24) (695)
Income from discontinued

operations: 4 157 41 1,169
Net income $ 1,084 $ 81 $ 1,761 $ 2,068

See accompanying notes to condensed consolidated financial statements
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CLEARONE COMMUNICATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF INCOME (CONTINUED)
(Unaudited)
(in thousands of dollars, except per share amounts)

Basic earnings per
common share from
continuing operations
Diluted earnings per
common share from
continuing operations

Basic earnings per
common share from
discontinued
operations

Diluted earnings per
common share from
discontinued
operations

Basic earnings per
common share
Diluted earnings per
common share

Basic weighted
average shares
Diluted weighted
average shares

Three Months Ended Six Months Ended

December 31, December 31, December 31, December 31,

2006 2005 2006 2005
009 $ 0.01) $ 014 $ 0.08
009 $ 0.0 $ 0.14 $ 0.07
000 $ 001 $ 000 $ 0.10
0.00 $ 0.01 $ 0.00 $ 0.10
009 $ 0.01 $ 015 $ 0.18
009 $ 001 $ 015 $ 0.17
11,922,641 12,184,727 12,053,745 11,734,485
11,957,706 12,195,466 12,100,794 12,230,035

See accompanying notes to condensed consolidated financial statements
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CLEARONE COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(in thousands of dollars, except per share amounts)

Six Months Ended
December
December 31, 31,
2006 2005
Cash flows from operating
activities:
Net income from continuing
operations $ 1,720 $ 899
Adjustments to reconcile net income
from continuing operations
to net cash provided by (used in)
operations:
Depreciation and amortization
expense 479 690
Stock-based compensation 453 613
Write-off of inventory 281 2717
(Gain) loss on disposal of assets and
fixed assets write-offs - (48)
Provision for doubtful accounts - 3
Changes in operating assets and
liabilities:
Accounts receivable 102 (662)
Note receivable - Ken-A-Vision (282) -
Inventories 424 746
Prepaid expenses (67) (221)
Other assets (7 -
Accounts payable (514) (626)
Accrued liabilities (400) (1,222)
Income taxes 215 326
Deferred product revenue (1,160) (119)
Net cash provided by continuing
operating activities 1,244 656
Net cash provided by discontinued
operating activities 47 208
Net cash provided by operating
activities 1,291 864
Cash flows from investing activities:
Purchase of property and equipment (616) (134)
Proceeds from the sale of property
and equipment 55 55
Purchase of marketable securities (6,900) (3,600)
Sale of marketable securities 10,950 2,400

Net cash provided by (used in)
continuing investing activities 3,489 (1,279)
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Net cash provided by discontinued

investing activities 559 1,032
Net cash provided by (used in)
investing activities 4,048 (247)

Cash flows from financing

activities:

Proceeds from common stock 6 -
Purchase and retirement of stock (4,745) -
Net cash used in continuing

financing activities 4,739) -

Net cash used in discontinued
financing activities -
Net cash used in financing activities 4,739) -

Net increase in cash and cash

equivalents 600 617
Cash and cash equivalents at the

beginning of the period 1,240 1,892
Cash and cash equivalents at the end

of the period $ 1,840 $ 2,509

See accompanying notes to condensed consolidated financial statements
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CLEARONE COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
(Unaudited)
(in thousands of dollars, except per share amounts)

Six Months Ended
December 31, December 31,
2006 2005

Supplemental disclosure of cash flow
information:
Cash paid for interest $ 1 $ -
Cash paid (received) for income taxes (55) -
Supplemental disclosure of non-cash
financing activities:
Value of common shares issued in
shareholder settlement $ - $ 2,264
Lease incentive for Edgewater
leasehold improvements 1,088 -

See accompanying notes to condensed consolidated financial statements

12
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CLEARONE COMMUNICATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
(in thousands of dollars, except per share amounts)

1. Basis of Presentation

The accompanying condensed consolidated financial statements, consisting of the condensed consolidated balance
sheets as of December 31, 2006 and June 30, 2006, the condensed consolidated statements of income for the three
months and six months ended December 31, 2006 and 2005, and the condensed consolidated statements of cash flows
for the six months ended December 31, 2006 and 2005, have been prepared in accordance with accounting principles
generally accepted in the United States for interim financial information and with the instructions to Form 10-Q.
Accordingly, certain information and footnote disclosures normally included in complete financial statements have
been condensed or omitted. These condensed consolidated financial statements should be read in conjunction with the
consolidated financial statements and notes thereto included in the Company's Annual Report on Form 10-K for the
year ended June 30, 2006.

In management’s opinion, all adjustments (consisting of normal recurring adjustments) considered necessary for a fair
presentation have been included. The results of operations for interim periods are not necessarily indicative of the
results of operations to be expected for the entire year or for any future period.

2. Inventory

Inventories, net of reserves, consisted of the following as of December 31, 2006 and June 30, 2006 (in thousands):

December
31, June 30,
2006 2006
Raw materials $ 313 $ 513
Finished goods 3,430 3,284
Consigned inventory 2,166 2,817
Total inventory $ 5,909 $ 6,614

Consigned inventory represents inventory at distributors and other customers where revenue recognition criteria have
not been achieved.

3. Share-Based Payment
The Company’s share-based compensation primarily consists of the following plans:

On December 31, 2006, the Company had one active share-based compensation plan, the 1998 Stock Option Plan (the
“1998 Plan”). Provisions of the 1998 Plan include the granting of 2,500,000 incentive and non-qualified stock options.
Options may be granted to directors, officers, and key employees and may be granted upon such terms as the Board of
Directors, in their sole discretion, determine. Through December 1999, 1,066,000 options were granted that would
cliff vest after 9.8 years; however, such vesting was accelerated for 637,089 of these options upon meeting certain
earnings per share goals through the fiscal year ended June 30, 2003. Subsequent to December 1999 and through June
2002, 1,248,250 options were granted that would cliff vest after 6.0 years; however, such vesting was accelerated for
300,494 of these options upon meeting certain earnings per share goals through the fiscal year ended June 30, 2005.

13
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As of December 31, 2006, 22,500 and 150,335 of these options that cliff vest after 9.8 and 6.0 years, respectively,
remain outstanding.

14
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Of the options granted subsequent to June 2002, all vesting schedules are based on 3 or 4-year vesting schedules, with
either one-third or one-fourth vesting on the first anniversary and the remaining options vesting ratably over the
remainder of the vesting term. Generally, directors and officers have 3-year vesting schedules and all other employees
have 4-year vesting schedules. Additionally, in the event of a change in control or the occurrence of a corporate
transaction, the Company’s Board of Directors have the authority to elect that all unvested options shall vest and
become exercisable immediately prior to the event or closing of the transaction. All options outstanding as of
December 31, 2006 had contractual lives of ten years. Under the 1998 Plan, 2,500,000 shares were authorized for
grant. The 1998 Plan expires June 10, 2008, or when all the shares available under the plan have been issued if this
occurs earlier. As of December 31, 2006, there were 1,271,335 options outstanding under the 1998 Plan, which
includes the cliff vesting and 3 or 4-year vesting options discussed above.

The Company also has an Employee Stock Purchase Plan (“ESPP”). Employees can purchase common stock through
payroll deductions of up to 10 percent of their base pay. Amounts deducted and accumulated by the employees are
used to purchase shares of common stock on or about the first day of each month. The Company contributes to the
account of the employee one share of common stock for every nine shares purchased by the employee under the
ESPP. The program was suspended during the period the Company failed to remain current in its filing of periodic
reports with the SEC and reinstated in fiscal year 2007 after the Company became current.

Effective July 1, 2005, the Company adopted SFAS No. 123R, “Share-Based Payment.” The Company adopted the fair
value recognition provisions of SFAS No. 123R using the modified prospective transition method. Under this
transition method, stock-based compensation cost recognized beginning July 1, 2005 includes the straight-line
compensation cost for (a) all share-based payments granted prior to July 1, 2005, but not yet vested, based on the grant
date fair values used in the pro-forma disclosures under the original SFAS No. 123 and (b) all share-based payments
granted on or after July 1, 2005, in accordance with the provisions of SFAS No. 123R.

The Company uses judgment in determining the fair value of the share-based payments on the date of grant using an
option-pricing model with assumptions regarding a number of highly complex and subjective variables. These
variables include, but are not limited to, the risk-free interest rate of the awards, the expected life of the awards, the
expected volatility over the term of the awards, the expected dividends of the awards, and an estimate of the amount
of awards that are expected to be forfeited. The Company uses the Black-Scholes option pricing model to determine
the fair value of share-based payments granted under SFAS No. 123R and the original SFAS No. 123.

10
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4. Discontinued Operations

During the first fiscal quarter of 2007, the Company completed the sales of its document and educational camera
product line to Ken-A-Vision Manufacturing. Additionally, during fiscal 2005, the Company sold its Canadian
audiovisual integration services, OM Video, to 6351352 Canada Inc, a Canada corporation (the “OM Purchaser”).
Accordingly, the results of operations and the financial position have been reclassified in the accompanying

condensed consolidated financial statements as discontinued operations. Finally, during fiscal 2001, the Company sold

certain assets to Burk Technology, Inc. (“Burk”) whose sales proceeds are included with discontinued operations.

Summary operating results of the discontinued operations are as follows (in thousands of dollars):

Three Months Ended Six Months Ended
December December December December
31, 31, 31, 31,
2006 2005 2006 2005

Income from discontinued
operations:
Ken-A-Vision $ 20 S 100 % 75 % 218
Gain (loss) on disposal of
discontinued operations:
Ken-A-Vision $ 13) $ - % 10) $ -
OM Video - 150 - 300
Burk - - - 1,346
Total gain (loss) on disposal
of discontinued operations (13) 150 (10) 1,646
Income tax benefit
(provision):
Ken-A-Vision $ 3 3 37 % 24) $ (81)
OM Video - (56) - (112)
Burk - - - (502)
Total income tax benefit
(provision) 3) 93) 24) (695)
Total income (loss) from discontinued operations, net of income taxes:
Ken-A-Vision $ 4 3 63 % 41 $ 137
OM Video - 94 - 188
Burk - - - 844
Total income (loss) from
discontinued operations,
net of income taxes $ 4 $ 157 $ 41 $ 1,169

OM Video

On March 4, 2005, the Company sold all of the issued and outstanding stock of its Canadian subsidiary, ClearOne
Communications of Canada, Inc. (“ClearOne Canada”) to 6351352 Canada Inc., a Canada corporation. ClearOne

Canada owned all the issued and outstanding stock of Stechyson Electronics, Ltd., which conducts business under the

name OM Video. The Company agreed to sell the stock of ClearOne Canada for $200 in cash; a $1,256 note

16
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receivable over a 15-month period, with interest accruing on the unpaid balance at the rate of 5.3 percent per year; and
contingent consideration ranging from 3.0 percent to 4.0 percent of related gross revenues over a five-year period. In
June 2005, the Company was advised that the OM Purchaser had settled an action brought by the former employer of
certain of OM Purchaser’s owners and employees alleging violation of non-competition agreements. The settlement
reportedly involved a cash payment and an agreement not to sell certain products for a period of one year. Based on an
analysis of the facts and circumstances that existed at the end of fiscal 2005, and considering the guidance from Topic
5U of the SEC Rules and Regulations, “Gain Recognition on the Sale of a Business or Operating Assets to a Highly
Leveraged Entity,” the gain is being recognized as cash is collected (as collection was not reasonably assured).
Through December 31, 2005, all required payments had been made however, 6351352 Canada Inc. failed to make any
subsequent, required payments under the note receivable until June 30, 2006, when we received a payment of $50.
The Company recently reevaluated its options and concluded that its best course of action is to enforce its security and
appoint a receiver over the assets of OM Video. As of December 31, 2006 the amount of the promissory note and
contingent earn-out provision was approximately $1,200. The Company expects to collect approximately $400 to
$600, which is net of associated fees, over the next several periods through this receivership.

11

17



Edgar Filing: CLEARONE COMMUNICATIONS INC - Form 10-Q

5. Shareholders’ Equity

The Company’s shareholders’ equity of $27.89 million at December 31, 2006 declined approximately $2.5 million from
June 30, 2006. As previously announced, the Company completed a tender offer in Fiscal 2Q 2007 in which a total of
approximately 1.1 million shares of its stock were repurchased for $4.6 million. The cost of the tender offer, offset by
$1.8 million in net income in addition to the expensing of stock options for the six months ended December 31, 2006
explains the decline in total shareholders’ equity.

6. Subsequent Events

On January 8, 2007 the Company announced that it had filed a lawsuit in the Third Judicial District Court, Salt Lake
County, State of Utah against Wideband Solutions, Inc., Biamp Systems Corporation, Inc. and two individuals; one a
former employee and one previously affiliated with ClearOne. The Complaint brings claims against different
combinations of the defendants for, among other things, misappropriation of certain trade secrets, breach of contract,
conversion, unjust enrichment and intentional interference with business and contractual relations.

On January 22, 2007, the Company filed a form 8-K disclosing that, after exploring several collection options for its
receivable in default from OM Video, elected to appoint a receiver over the assets of OM Video. Through
receivership, the Company expects to collect a net of approximately $400 to $600 of the approximate $1.2 million
receivable balance.

12
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Item MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
2. OF OPERATIONS

The following discussion should be read in conjunction with our unaudited condensed consolidated financial
statements and related notes to condensed consolidated financial statements included in this Form 10-Q and our
audited consolidated financial statements included in our Annual Report on Form 10-K for the year ended June 30,
2006 filed with the SEC and management’s discussion and analysis contained therein. This discussion contains
forward-looking statements based on current expectations that involve risks and uncertainties, such as our plans,
objectives, expectations, and intentions, as set forth under “Disclosure Regarding Forward-Looking Statements.” Our
actual results and the timing of events could differ materially from those anticipated in these forward-looking
statements as a result of various factors, including those set forth in the following discussion and under the caption
“Risk Factors” in Part II, Item 1A, as well as other information found in the documents we file from time to time with
the SEC. Unless otherwise indicated, all references to a year reflect our fiscal year that ends on June 30.

BUSINESS OVERVIEW

We are an audio conferencing products company. We develop, manufacture, market, and service a comprehensive line
of audio conferencing products, which range from tabletop conferencing phones to professionally installed audio
systems. We believe we have a strong history of product innovation and plan to continue to apply our expertise in
audio engineering to developing innovative new products. The performance and reliability of our high-quality
solutions create a natural communication environment, which saves organizations of all sizes time and money by
enabling more effective and efficient communication between geographically separated businesses, employees, and
customers.

CRITICAL ACCOUNTING POLICIES

Our discussion and analysis of our results of operations and financial condition are based upon our condensed
consolidated financial statements, which have been prepared in conformity with U.S. generally accepted accounting
principles. We review the accounting policies used in reporting our financial results on a regular basis. The
preparation of these financial statements requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. We evaluate our
assumptions and estimates on an ongoing basis and may employ outside experts to assist in our evaluations. We
believe that the estimates we use are reasonable; however, actual results could differ from those estimates. We believe
the following critical accounting policies affect our more significant assumptions and estimates that we used to
prepare our condensed consolidated financial statements.

Revenue and Associated Allowances for Revenue Adjustments and Doubtful Accounts

Included in continuing operations is product revenue, primarily from product sales to distributors, dealers, and
end-users. Product revenue is recognized when (i) the products are shipped and any right of return expires, (ii)
persuasive evidence of an arrangement exists, (iii) the price is fixed and determinable, and (iv) collection is reasonably
assured.

We provide a right of return on product sales to distributors. Currently, we do not have sufficient historical return

experience with our distributors that is predictive of future events given historical excess levels of inventory in the
distribution channel. Accordingly, revenue from product sales to distributors is not recognized until the return

19



Edgar Filing: CLEARONE COMMUNICATIONS INC - Form 10-Q

privilege has expired, which approximates when product is sold-through to customers of the Company’s distributors
(dealers, system integrators, value-added resellers, and end-users) rather than when the product is initially shipped to a
distributor. We evaluate, at each quarter-end, the inventory in the channel through information provided by certain of
our distributors. The level of inventory in the channel will fluctuate up or down, each quarter, based upon our
distributors’ individual operations. Accordingly, each quarter-end revenue deferral is calculated and recorded based
upon the underlying, estimated channel inventory at quarter-end. Although, certain distributors provide certain
channel inventory amounts, we make judgments and estimates with regard to the amount of inventory in the entire
channel, for all customers and for all channel inventory items, and the appropriate revenue and cost of goods

sold associated with those channel products. Although these assumptions and judgments regarding total channel
inventory revenue and cost of goods sold could differ from actual amounts, we believe that our calculations are
indicative of actual levels of inventory in the distribution channel. As of December 31, 2006, the Company deferred

13

20



Edgar Filing: CLEARONE COMMUNICATIONS INC - Form 10-Q

$4.7 million in revenue and $2.2 million in cost of goods sold related to products sold where return rights had not
lapsed. The amounts of deferred cost of goods sold were included in consigned inventory. The following table details
the amount of deferred revenue and cost of goods sold at each period end for the 18-month period ended December
31, 2006 (in thousands).

Deferred
Cost of Deferred
Deferred Goods Gross
Revenue Sold Profit

December 31, 2006 $ 4711 $ 2,166 $ 2,545

September 30, 2006 5,249 2,541 2,708
June 30, 2006 5,871 2,817 3,054
March 31, 2006 5,355 2,443 2,912
December 31, 2005 4,936 2,199 2,737
September 30, 2005 4,848 2,373 2,475
June 30, 2005 5,055 2,297 2,758
March 31, 2005 5,456 2,321 3,135
December 31, 2004 4,742 1,765 2,977
September 30, 2004 5,617 1,920 3,697
June 30, 2004 6,107 2,381 3,726

We offer rebates and market development funds to certain of our distributors and direct dealers/resellers based upon
volume of product purchased by them. We record rebates as a reduction of revenue in accordance with Emerging
Issues Task Force (“EITF”) Issue No. 00-22, “Accounting for Points and Certain Other Time-Based or Volume-Based
Sales Incentive Offers, and Offers for Free Products or Services to Be Delivered in the Future.” Beginning January 1,
2002, we adopted EITF Issue No. 01-9, “Accounting for Consideration Given by a Vendor to a Customer (Including a
Reseller of the Vendor’s Products).” We continue to record rebates as a reduction of revenue in the period revenue is
recognized.

We offer credit terms on the sale of our products to a majority of our customers and perform ongoing credit
evaluations of our customers’ financial condition. We maintain an allowance for doubtful accounts for estimated losses
resulting from the inability or unwillingness of our customers to make required payments based upon our historical
collection experience and expected collectibility of all accounts receivable. Our actual bad debts in future periods may
differ from our current estimates and the differences may be material, which may have an adverse impact on our

future accounts receivable and cash position.

Goodwill and Purchased Intangibles

We assess the impairment of goodwill and other identifiable intangibles annually or whenever events or changes in
circumstances indicate that the carrying value may not be recoverable. Some factors we consider important which
could trigger an impairment review include the following:

- Significant underperformance relative to projected future operating results;
- Significant changes in the manner of our use of the acquired assets or the strategy for our overall business; and
- Significant negative industry or economic trends.

If we determine that the carrying value of goodwill and other identified intangibles may not be recoverable based

upon the existence of one or more of the above indicators of impairment, we would typically measure any impairment
based on a projected discounted cash flow method using a discount rate determined by us to be commensurate with
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the risk inherent in our current business model. We evaluate goodwill for impairment at least annually.

We plan to conduct our annual impairment tests in the fourth quarter of every fiscal year, unless impairment indicators
exist sooner. Screening for and assessing whether impairment indicators exist or if events or changes in circumstances
have occurred, including market conditions, operating fundamentals, competition, and general economic conditions,
requires significant judgment. Additionally, changes in the high-technology industry occur frequently and quickly.
Therefore, there can be no assurance that a charge to operations will not occur as a result of future purchased
intangible impairment tests.

14
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Impairment of Long-Lived Asset

We assess the impairment of long-lived assets, such as property, equipment, and definite-lived intangibles subject to
amortization, annually or whenever events or changes in circumstances indicate that the carrying value of an asset
may not be recoverable. Recoverability of assets to be held and used is measured by a comparison of the carrying
amount of an asset or asset group to estimated future undiscounted net cash flows of the related asset or group of
assets over their remaining lives. If the carrying amount of an asset exceeds its estimated future undiscounted cash
flows, an impairment charge is recognized for the amount by which the carrying amount exceeds the estimated fair
value of the asset. Impairment of long-lived assets is assessed at the lowest levels for which there are identifiable cash
flows that are independent of other groups of assets. The impairment of long-lived assets requires judgments and
estimates. If circumstances change, such estimates could also change. Assets held for sale are reported at the lower of
the carrying amount or fair value, less the estimated costs to sell.

Accounting for Income Taxes

We are subject to income taxes in both the United States and in certain non-U.S. jurisdictions. We estimate our current
tax position together with our future tax consequences attributable to temporary differences resulting from differing
treatment of items, such as deferred revenue, depreciation, and other reserves for tax and accounting purposes. These
temporary differences result in deferred tax assets and liabilities. We must then assess the likelihood that our deferred
tax assets will be recovered from future taxable income, prior year carryback, or future reversals of existing taxable
temporary differences. To the extent we believe that recovery is not more likely than not, we establish a valuation
allowance against these deferred tax assets. Significant management judgment is required in determining our
provision for income taxes, our deferred tax assets and liabilities, and any valuation allowance recorded against our
deferred tax assets. To the extent we establish a valuation allowance in a period, we must include an expense for the
allowance within the tax provision in the condensed consolidated statement of operations.

Lower-of-Cost or Market Adjustments and Reserves for Excess and Obsolete Inventory

We account for our inventory on a first-in, first-out (“FIFO”) basis, and make appropriate adjustments on a quarterly
basis to write down the value of inventory to the lower-of-cost or market.

In order to determine what, if any, inventory needs to be written down, we perform a quarterly analysis of obsolete
and slow-moving inventory. In general, we write down our excess and obsolete inventory by an amount that is equal
to the difference between the cost of the inventory and its estimated market value if market value is less than cost,
based upon assumptions about future product life-cycles, product demand, or market conditions. Those items that are
found to have a supply in excess of our estimated demand are considered to be slow-moving or obsolete and the
appropriate reserve is made to write down the value of that inventory to its realizable value. These charges are
recorded in cost of goods sold. At the point of the loss recognition, a new, lower-cost basis for that inventory is
established and subsequent changes in facts and circumstances do not result in the restoration or increase in that newly
established cost basis. If there were to be a sudden and significant decrease in demand for our products, or if there
were a higher incidence of inventory obsolescence because of rapidly changing technology and customer
requirements, we could be required to increase our inventory allowances, and our gross profit could be adversely
affected.

Share-Based Payment
Prior to June 30, 2005 and as permitted under the original SFAS No. 123, we accounted for our share-based payments
following the recognition and measurement principles of Accounting Principles Board Opinion No. 25, “Accounting

for Stock Issued to Employees,” as interpreted. Accordingly, no share-based compensation expense had been reflected
in our statements of operations for unmodified option grants since (1) the exercise price equaled the market value of
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the underlying common stock on the grant date and (2) the related number of shares to be granted upon exercise of the
stock option was fixed on the grant date.

15
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In December 2004, the FASB issued SFAS No. 123R, “Share-Based Payment.” SFAS No. 123R is a revision of SFAS
No. 123. SFAS No. 123R establishes standards for the accounting for transactions in which an entity exchanges its
equity instruments for goods or services. Primarily, SFAS No. 123R focuses on accounting for transactions in which
an entity obtains employee services in share-based payment transactions. It also addresses transactions in which an
entity incurs liabilities in exchange for goods or services that are based on the fair value of the entity’s equity
instruments or that may be settled by the issuance of those equity instruments.

Under SFAS No. 123R, we measure the cost of employee services received in exchange for an award of equity
instruments based on the grant date fair value of the award (with limited exceptions). That cost will be recognized
over the period during which an employee is required to provide service in exchange for the awards - the requisite
service period (usually the vesting period). No compensation cost is recognized for equity instruments for which
employees do not render the requisite service. Therefore, if an employee does not ultimately render the requisite
service, the costs associated with the unvested options will not be recognized, cumulatively.

Effective July 1, 2005, we adopted SFAS No. 123R and its fair value recognition provisions using the modified
prospective transition method. Under this transition method, stock-based compensation cost recognized after July 1,
2005 includes the straight-line basis compensation cost for (a) all share-based payments granted prior to July 1, 2005,
but not yet vested, based on the grant date fair values used for the pro-forma disclosures under the original SFAS No.
123 and (b) all share-based payments granted or modified on or after July 1, 2005, in accordance with the provisions
of SFAS No. 123R.

Under SFAS No. 123R, we recognize compensation cost net of an anticipated forfeiture rate and recognize the
associated compensation cost for those awards expected to vest on a straight-line basis over the requisite service
period. We use judgment in determining the fair value of the share-based payments on the date of grant using an
option-pricing model with assumptions regarding a number of highly complex and subjective variables. These
variables include, but are not limited to, the expected life of the awards, the expected volatility over the term of the
awards, the expected dividends of the awards, the risk-free interest rate of the awards, and an estimate of the amount
of awards that are expected to be forfeited. If assumptions change in the application of SFAS No. 123R in future
periods, the stock-based compensation cost ultimately recorded under SFAS No. 123R may differ significantly from
what was recorded in the current period.

SEASONALITY

Our audio conferencing products revenue has historically been strongest during our second and fourth quarters. There
can be no assurance that any historic sales patterns will continue and, as a result, sales for any prior quarter are not
necessarily indicative of the sales to be expected in any future quarter.

ANALYSIS OF RESULTS OF OPERATIONS

Results of Operations for the three months or the second fiscal quarter (‘2Q”’) and six months or the first half of
the fiscal year (“1H”’) ended December 31, 2006 and 2005

The following table sets forth certain items from our unaudited condensed consolidated statements of operations (in

thousands) for the three and six months ended December 31, 2006 and 2005, together with the percentage of total
revenue which each such item represents:
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Revenue

Revenue for 2Q 2007 increased by 11%, or approximately $1 million, compared to 2Q 2006. The 2Q 2007 increase
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Product
Revenue:

Cost of goods
sold:
Gross profit

Operating
expenses:
Marketing and
selling
General and
administrative
Settlement in
shareholders'
class action
Research and
product
development
Total operating
expenses

CLEARONE COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(in thousands of dollars, except per share amounts)

Three Months Ended Six Months Ended
December December December December
31, 31, 31, 31,
2006 2005 20