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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
CLEARFIELD, INC.

CONSOLIDATED CONDENSED BALANCE SHEETS
UNAUDITED

June 30, 2010

Assets
Current Assets

September 30, 2009

Cash and cash equivalents $ 4,886,316 $ 4,731,735
Short-term investments 1,345,566 2,108,566
Accounts receivable, net 2,473,885 2,723,414
Inventories 1,431,792 1,153,862
Other current assets 213,553 180,635
Total Current Assets 10,351,112 10,898,212
Property, plant and equipment, net 1,385,062 19,492
Other Assets
Long-term investments 3,760,163 2,840,000
Goodwill 2,570,511 2,570,511
Intangibles 27,649 -
Deferred taxes —long term 2,168,674 2,231,990
Other 176,368 568,554
Total other assets 8,703,365 8,211,055
Total Assets 20,439,539 $ 20,428,759
Liabilities and Shareholders’ Equity
Total current liabilities 2,006,903 $ 2,493,006
Deferred rent 82,320 87,942
Total Liabilities 2,089,223 2,580,948
Shareholders’ Equity
Common stock 119,953 119,746
Additional paid-in capital 52,513,475 52,372,139
Accumulated deficit (34,283,112) (34,644,074)
Total Shareholders’ Equity 18,350,316 17,847,811
Total Liabilities and Shareholders’ Equity $ 20,439,539 $ 20,428,759

SEE ACCOMPANYING NOTES TO CONSOLIDATED CONDENSEDNANCIAL STATEMENTS




CLEARFIELD, INC.
CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

UNAUDITED
Three Months Ended June 30, Nine Months Endad 30,
2010 2009 2010 2009

Revenues $ 6,778,193 $ 7,160,039 $ 16,445,626 $ 18,325,930
Cost of sales 4,174,998 4,475,573 10,407,347 11,809,104
Gross profit 2,603,195 2,684,466 6,038,279 516,826
Operating expenses
Selling, general and administrative 1,992,576 142,074 5,746,913 5,637,002
Income from operations 610,619 542,392 291,366 879,824
Other income (expense)

Interest income 36,491 34,764 112,125 83,758

Interest expense - (1,260) (820) (4,751)

Other income 11,498 48,243 35,850 75,818

47,989 81,747 147,155 154,825

Income before income taxes 658,608 624,139 438,521 1,034,649
Income tax expense 29,595 37,119 77,559 939,0
Net income $ 629,013 587,020 $ 360,962 $ 935,556
Net income per share:
Basic $.05 $.05 $.03 $.08
Diluted $.05 $.05 $.03 $.08
Weighted average shares
outstanding:

Basic 11,995,331 11,938,131 11,987,793 ,938,131

Diluted 12,437,853 11,945,419 12,460,069 12,945,419

SEE ACCOMPANYING NOTES TO CONSOLIDATED CONDENSEDNANCIAL STATEMENTS




CLEARFIELD, INC.
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

UNAUDITED
Nine Months Ended June 30,

2010 2009

Cash flow from operating activities
Net income $ 360,962 $ 935,556

Adjustments to reconcile net income to net cashigea by
operating activities:

Depreciation and amortization 363,192 323,814
Deferred taxes 63,316 82,375
Loss on disposal of assets - 350
Stock based compensation 119,106 86,204
Changes in operating assets and liabilities:
Accounts receivable, net 249,529 (542,362)
Inventories (277,930) 540,981
Prepaid expenses and other (76,068) (14,435)
Current liabilities (544,371) (242,192)
Net cash provided by operating activities 238,7 1,170,291
Cash flow from investing activities
Purchases of property and equipment (343,035) (72,334)
Patent additions (27,649) -
Purchase of investments (2,008,163) (5,650,722)
Sale of investments 1,851,000 4,035,000
Proceeds from note receivable 435,336 -
Net cash used in investing activities (92,511) (1,688,056)
Cash flow from financing activities
Repayment of long-term debt (33,081) (46,101)
Proceeds from issuance of common stock 22,437 -
Net cash used in financing activities (10,644) (46,101)
Increase (Decrease) in cash and cash equivalents 154,581 (563,866)
Cash and cash equivalents at beginning of period 4,731,735 4,333,709
Cash and cash equivalents at end of period $ 4,886,316 $ 3,769,843

SEE ACCOMPANYING NOTES TO CONSOLIDATED CONDENSEDNANCIAL STATEMENTS




NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT

Note 1. Basis of Presentation

The accompanying consolidated condensed finant@édéreents are unaudited and have been prepared by
the Company in accordance with accounting prinsigenerally accepted in the United States of Araefar
interim financial information, pursuant to the miland regulations of the Securities and Exchangarlssion.
Pursuant to such rules and regulations, certaamfiial information and footnote disclosures norgnaicluded in
the financial statements have been condensed dtegimi However, in the opinion of management, iharfcial
statements include all adjustments, consistingoofmal recurring accruals, necessary for a fair gmidion of the
financial position and results of operations andhcliows of the interim periods presented. Thesesclidated
condensed financial statements should be readrijuction with the consolidated financial statenseahd notes
thereto included in the Company’s Annual ReporForm 10-K for the year ended September 30, 2009.

In preparation of the Company’s consolidated fimgrgtatements, management is required to makeatsts
and assumptions that affect reported amounts @ftsassd liabilities and related revenues and exgsedsring the
reporting periods. As future events and their ¢éff@annot be determined with precision, actuallteswuld differ
significantly from these estimates.

Note 2. Net Income Per Share

Basic net income per common share (“EPS”) is coegbbly dividing net income by the weighted average
number of common shares outstanding for the rempperiod. Diluted EPS equals net income dividedhgysum
of the weighted average number of shares of comstook outstanding plus all additional common stock
equivalents, such as stock options, when dilutive.

Following is a reconciliation of basic anduidd net income per common share:

Three Months Nine Months

Ended June 30 Ended June 30
(in thousands, except per-share data) 2010 2009 2010 2009
Net income per common she— basic:
Net incomt $ 629 $ 587 $ 361 $ 936
Weighted average shares outstanding basic 11,99¢ 11,93¢ 11,98¢ 11,93¢
Net income per common she— basic $ 0.05%$ 0.05 $ 0.03 § 0.08
Net income per common she— diluted:
Net incomt $ 629 $§ 587 $ 361 $ 936
Weighted average shares outstanding 11,998 11,93¢ 11,98¢ 11,93¢
Dilutive impact of common stock equivalents
outstanding 443 7 472 7
Weighted average shares outstanding-diluted 12,43¢ 11,94¢ 12,46( 11,94%
Net income per common she— diluted $ 005% 0.05 $ 0.03 § 0.08

Note 3. Cash Equivalents and Investments

The Company currently invests its excess cash inepaonarket accounts and bank certificates of déposi
(CD’s) that are fully insured by the FDIC with arteof not more than three years. CD’s with origimadturities of
more than three months are reported as held-toriyatovestments. These investments in CD’s arassifeed as
held to maturity and are valued at cost which axipnates fair value. These investments are consideevel 2
investments. The maturity dates of our CD'’s thatracorded as investments at June 30, 2010 acd@s<’;

Less than one year $ 1,345,566
1-3 years 3,760,163
Total $ 5,105,729

Note 4. Stock Based Compensation

The Company recorded $119,106 and $86,204 of cosapien expense related to current and past stock
option grants for the nine month periods ended Be2010 and 2009, respectively. This expensecisided in
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selling, general and administrative expense. Ther® no tax benefit from recording this non-caspesse. As of
June 30, 2010, $279,288 of total unrecognized cosgi®n expense related to non-vested awards ecteghto be

recognized over a weighted average period of apmately 2.44 years.

We used the Black-Scholes option pricing modeldtednine the weighted average fair value of options
during the nine-month periods ended June 30, 26d®a09, respectively.

During the nine-month period ended June 30, 2046, Gompany granted executive officers and key
employees incentive stock options to purchase greggte of 100,000 shares of common stock withrdractual
term of 6 to 7 years, a three year vesting termamexercise prices of $3.30 and $2.58 with avaiue range of
$1.42 and $1.96 per share. Directors received 5s0@0es of common stock with a contractual terré géars, a
one year vesting term and an exercise price of/d&ith a fair value of $1.77 per share.

The weighted-average fair values at the grant fiateptions issued during the nine months endee 30y
2010 and 2009 were $1.89 and $.58, respectivelis fHir value was estimated at grant date usingnbighted-
average assumptions listed below.

Nine months ended June 30,

2010 2009
Dividend yield 0% 0%
Average expected volatility 66.95% 49.44%
Average risk-free interest rate 2.327% 2.415%
Expected life 5-6 years 5 years
Vesting period 1-3 years 1-4 years

The expected stock price volatility is based ontilsorical volatility of the Company’s stock forperiod
approximating the expected life. The expected fddpresents the period of time that options are erpeto be
outstanding after their grant date. The risk-frerest rate reflects the interest rate at graté da zero-coupon
U.S. governmental bonds having a remaining lifeilainto the expected option term.

The following table summarizes information abou #ttock options outstanding at June 30, 2010

Options Outstanding Options Exercisable

Weighted
Average Weighted Weighted
Range of Remaining Average Average
Exercise Number Contractual Exercise Number Exercise
Prices Outstanding Life Price Exercisable Price
$ 0.00-1.09 809,600 6.35 years $ 104 301,599 $ 1.04
1.10-1.49 115,900 2.65 years 1.27 104,150 712
1.50-1.99 20,000 0.33 years 1.60 20,000 1.60
2.00-5.00 100,000 6.31 years 3.21 - -
1,045,500 5.82 years 1.29 425,749 1.12

Note 5. Inventories

Inventories consist of the following as of:

June 30, 2010

September 30, 2009

Raw materials $ 1,186,027 $ 873,439
Work-in-progress 15,182 23,031
Finished goods 230,583 257,392

$ 1,431,792 $ 1,153,862




Note 6. Major Customer Concentration

Two customers, Power & Telephone Supply Company RS Systems Corporation, comprised
approximately 27% and 44% of total sales for theeninonths ended June 30, 2010 and 2009, respgctRaiver
& Telephone Supply Company is a distributor andcitounted for 19% and 37% of revenue for the cparding
respective periods. MTS Systems Corporation israhwse customer and it accounted for 8% of revefarelsoth
of the corresponding respective periods. MTS Syst€wmrporation purchases our product through itsdsted form
of purchase order with pricing established by seddlte that is in effect from July 1, 2008 througime 30, 2011.
Power & Telephone Supply Company purchases ourygtdtrough its standard form of purchase order.

At June 30, 2010, eight customers accounted for bi#ccounts receivable, two of such customers were
Power & Telephone Supply Company and MTS Systentslufe 30, 2009, one customer Power & Telephone
Supply Company accounted for 56% of accounts rabéiv

Note 7. Goodwill and Intangibles

The Company analyzes its goodwill in accordancenh wiSC 350-20, which requires that goodwill be
tested for impairment annually or at an interimigeiwhen events occur or circumstances changeatbatd more
likely than not reduce the fair value of a repagtimit below its carrying amount.

The Company consists of one reporting unit and ssesethe valuation or potential impairment of its
goodwill by utilizing a present value techniquemeasure fair value by estimating future cash floiWe.construct a
discounted cash flow analysis based on various sald cost assumptions to estimate the fair valU@earfield.
The fair values are then compared with the cormedimy book value of Clearfield. Where available aasd
appropriate comparative market multiples are usedadrroborate the results of the present value odethVe
consider our net book value and market capitabratvhen we test for goodwill impairment.

The result of the analysis performed in the fodikbal quarter ended September 30, 2009 did natéel
an impairment of goodwill. The Company will anaygoodwill more frequently should changes in eveants
circumstances occur. During the quarter ended Bfhe2010, there were no triggering events that cintei
impairment exists.

The Company capitalizes legal costs incurred taialgatents and once accepted by the U.S. PatéineOf
they are amortized using the straight-line metheer their remaining estimated lives, not exceedifigiears. The
Company has three patents pending with the U.&nP&Xffice.

Note 8. Income Taxes

We recorded income tax expense of $29,595 and $3/far the three months ended June 30, 2010 and
2009 respectively. Our tax expense includes estidnfederal alternative minimum taxes and statechise taxes,
but is primarily related to deferred tax expendategl to book and income tax basis difference iodgall on prior
asset acquisitions. As a result of year-to-datatilxincome, the Company also incurred currentetgpense of
approximately $161,000. This tax expense is beffget by a similar amount of tax benefit as a ltesureduction
in valuation allowance during the quarter aftersidaring current financial condition, and potenfigture taxable
income.

As of September 30, 2009, the Company had U.S.rdéded state net operating loss (NOL) carry
forwards of approximately $31,684,000 and $23,503,0espectively, which expire in fiscal years 2062027.
The Company has completed an Internal Revenue Gedéon 382 analysis of the loss carry-forwards hasl
determined that all of the Company’s loss carryfinds are utilizable and not restricted under $ac382.

During the fourth quarter of fiscal year 2009, @mpany reversed a portion of its valuation allogeim
consideration of all available positive and negatewidence, including our historical operating hssucurrent
financial condition, and potential future taxabhedme. Our future potential taxable income wasuatald based
primarily on anticipated operating results for éisgyears 2010 through 2012. We determined thateptioig
operating results beyond 2012 involves substantiakrtainty and we discounted forecasts beyond 2812 basis
to support our deferred tax assets. The reductidghe valuation allowance in the fourth quarteultesl in a non-
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cash income tax benefit of approximately $2.5 wili At June 30, 2010 the Company continues to deeor
valuation allowance of approximately $9.1 milliogaénst its remaining deferred tax assets. We walitiue to

assess the assumptions used to determine the ambwntr valuation allowance and may adjust the atidun

allowance in future periods based on changes inngsions of estimated future income and other factt the

valuation allowance is reduced, we would recordremome tax benefit in the period the valuation @hloce is

reduced. If the valuation allowance is increased, would record additional income tax expense. Fer riine

months ended June 30, 2010, the Company has detafntiiat no additional change in valuation alloveais

warranted at this time.

Note 9. Certain Relationships and Transactions

On June 28, 2007, we sold all of our interest inladian subsidiary to an entity controlled by AKil Jain,
our former chief executive officer, on terms deerbgdthe independent directors to be fair and reasiento the
Company. The purchase price of $500,000 was payabér five years and was fully secured by pledofes
Clearfield, Inc. stock and Dr. Jain’s payments urtie separation agreement, as well as by a guadgnm Dr.
Jain. The note was paid in full June 23, 2010 @ahmount of $400,000.

Note 10. Accounting Pronouncements

In June 2009, the FASB issued new standards omblarinterest entities (VIE), as codified in 81Q-10
which requires an entity to perform a qualitativealgsis to determine whether the enterprise’'s bégianterest
gives it a controlling financial interest in a VIEhis analysis identifies a primary beneficiaryao¥/IE as the entity
that has both of the following characteristicsthi¢ power to direct the activities of a VIE that shgignificantly
impact the entity’s economic performance and i@ tbligation to absorb losses or receive benafits fthe entity
that could potentially be significant to the VIEhE Company is required to complete ongoing reassss of the
primary beneficiary of a VIE and will be requiregt the Company effective October 1, 2010. The Comoes
not expect it to have a material effect on its fiicial statements.

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FI NANCIAL CONDITION AND
RESULTS OF OPERATIONS

The statements contained in this Report on FornQ1@at are not purely historical are “forward-loakg
statements” within the meaning of the Private Siies Litigation Reform Act of 1995. Forward-loogi
statements relate to future events and typicallgrass the Company’s expected future business aadhdial
performance. Words such as “plan,” “expect,” “aifh;believe,” “project,” “target,” “anticipate,” “in tend,”
“estimate,” “will,” “should,” “could” and other wor ds and terms of similar meaning, typically identiiych
forward-looking statements. Forward-looking staggms are based on certain assumptions and expectatf
future events and trends that are subject to réskd uncertainties. Actual results could differrfrahose projected
in any forward-looking statements because of tlogofa identified in and incorporated by referenceni Part I,
Item 1A, “Risk Factors,” of our Annual Report onrfo 10-K for the year ended September 30, 2009,adsas in
other filings we make with the Securities and ExgfgaCommission, which should be considered anraltgrt of
Part I, Item 2, “Management’s Discussion and Analysf Financial Condition and Results of Operatigndll
forward-looking statements included herein are madethe date of this Quarterly Report as Form 1@u@ we
assume no obligation to update the forward-lookstatements or to update the reasons why actualtsesauld
differ from those projected in the forward-lookisigtements.

The following discussion and analysis of our finahcondition and results of operations as of aordtlie
three and nine month periods ended June 30, 20d@®@®9 should be read in conjunction with the ctdated
financial statements and related notes in Item thisf report and our Annual Report on Form 10-K tloe year
ended September 30, 2009.




OVERVIEW

General

Clearfield, Inc. designs and manufactures a broaoge of fiber management equipment for the
telecommunications industry based on the FieldStdfiber Management Platform. This platform includiss
latest generation FieldSmart Fiber Crossover [istion System (FxDS), FieldSmart Fiber Scalabil@gnter
(FSC) and FieldSmart Fiber Delivery Point (FDP)erThe FxDS, FSC and FDP product lines are baged the
patent pending technologies of the Clearview™ ark cassettes and support a wide range of panel
configurations, densities, connectors and adagigors, and are offered alongside an assortmepassive optical
components. Clearfield provides a complete lindlr and copper assemblies for inside plant, detgilant and
access networks. We believe our solid reputatioquaity service and competitive and innovativeduat lines
differentiate us from our competitors.

Given the impact of the economic downturn and uladertiming and extent of any recovery on our
customers, we are unable to provide short termagaie regarding our future results of operations. dldsely
monitor the trends within our industry and our ouns¢r base, as well as the impact of legislation gmgernment
initiatives on our customers, in developing ourrsterm and long-term strategies.

RESULTS OF OPERATIONS

THREE MONTHS ENDED JUNE 30, 2010 VS. THREE MONTHS BNDED JUNE 30, 2009

Revenues for the third fiscal quarter of 2010 endiede 30, 2010 were $6,778,000, a decrease of 5% or
approximately $382,000, from revenue of $7,160,@d@he third fiscal quarter of 2009.

Revenue from broadband service providers and comat&lata networks amounted to $5,963,000, or 88%
of revenue, for the third quarter of 2010 compame#$6,396,000, or 89% of revenue, for the comparalelriod of
2009, a decline of $433,000 or 7% of revenue. Hvemue decrease was mainly attributable to a soligtabutor
in the Eastern region of the U.S. which accounted2fl% of total revenue for the 2010 quarter in parison to
51% in the same period of 2009. Revenues outsidbatfdistributor increased $1,576,000 to $4,710,fa0 the
third quarter of 2010 compared to $3,136,000 ferabmparable quarter of fiscal 2009.

Revenue associated with contract manufacturingfiginal equipment manufacturers (OEMS) outside of
the telecommunications markets, principally caldgemblies produced to customer design specificationreased
$50,000, or 7%, to $815,000 for the third quarfeiiszal 2010 versus $765,000 in the third quafterfiscal 2009.
The Company sees this as a continuing stabilizaiforevenue from the general manufacturing sectahe U.S.
economy.

Gross profit percentage for the quarter ended 30n2010 improved to 38.4% from 37.5% for the qerart
ended June 30, 2009. Gross profit declined fron6&2000 for the third quarter of 2009 to $2,603,000the
comparable period of 2010, a reduction of $81,@0@®%. The increase in gross margin as a perdeeivenues is
due to the results of product mix weighted towduel EieldSmart architecture along with manufactueffigiencies
and product sourcing strategies which contributelbtver cost of goods, while the reduction in grpesfit dollars
is related to lower sales volumes in the secondteguef fiscal year 2010.

Selling, general and administrative expenses deeted@%, or $149,000, from $2,142,000 for the third
quarter of fiscal 2009 to $1,993,000 for the thgqdarter of fiscal 2010. The change is the net afdased
compensation costs from increased number of maukesiaff and field product management personnel, an
investment made in an effort to continue to build brand offset by a reduction in incentive comagios expense.

The Company’s income from operations for the tigudrter ended June 30, 2010 was $611,000, compared
to income of $542,000 for the quarter ended June2B09. This increase is attributable to improveatgns and
reduced selling, general and administrative exmense

Interest income for the third quarter of fiscal @Gdnded June 30, 2010 was $36,000 compared to(EB5,0
for the comparable period for fiscal 2009. The Campinvests its excess cash in FDIC backed bariicates of
deposit. Rates have increased modestly in 2018 #8609 when the Company was primarily invested oney
market accounts.
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Interest expense decreased to zero for the thiadtepuof fiscal 2010 ended June 30, 2010 compared t
$1,000 for the third quarter of fiscal 2010. Intrior 2009 is attributable to financing associatétth the enterprise
information system installed during 2007 and 20@8ich was fully paid in the second quarter of fls2@10.

Other income consists of $11,000 and $48,000 ferthiird quarters ended June 30, of 2010 and 2009,
respectively. This is attributable to rental in@from our Aberdeen, South Dakota facility.

Income tax expense was $30,000 and $37,000 fayubeers ended June 30, 2010 and 2009, respectively
Tax expense related to goodwill was $22,000 in loptarters. The balance was paid to various sfateimcome
and franchise taxes and includes accrual of federdlistate alternative minimum tax (AMT).

The Company’s net income for the third quarterigddl 2010 ended June 30, 2010 was $629,000, 653$0.
per basic and diluted share. For the third quarteiiscal 2009 the Company earned net income of7§8B, or
$0.05 per basic and diluted share.

NINE MONTHS ENDED JUNE 30, 2010 VS. NINE MONTHS ENLCED JUNE 30, 2009

Revenues for the first nine months of fiscal of @@hded June 30, 2010 were $16,446,000, a decoéase
10% or approximately $1,880,000 from revenue of,$28,000 from the comparable period of fiscal 2009.

Revenue from broadband service providers and cooiatetata networks amounted to $13,967,000, or
85% of revenue, for the first nine months of 20bhpared to $15,584,000, or 85% of revenue, focctmparable
period of 2009, a decline of $1,617,000 or 10%. [Hngest contributor to the reduced revenue inglsidistributor
from our Eastern region; they experienced the seen@omic downturn. Revenue to this customer far plerriod is
down 53% over the prior year for this comparableiqie Excluding that single distributor, revenue&ras
$10,829,000 for fiscal 2010 compared to $8,844,@fi0the comparable period of fiscal 2009, an insecaf
$1,985,000 or 22%.

Revenue associated with contract manufacturingdfBMs outside of the telecommunications markets,
principally cable assembles was $2,478,000 fomihe months ended June 30, 2010 of fiscal 201&caedse of
$263,000 or 10% from $2,742,000 for the compargeiéod of fiscal 2009. On a year-to-date basienere is
down however the third quarter showed improvementha general manufacturing sector of the U.S. @wgn
appears to be stabilizing for our OEM customers.

Gross profit percentage improved to 36.7% from 8&f6r the nine months ended June 30, 2010 compared
to the comparable period of fiscal 2009. Grossipdsclined from $6,517,000 for the first nine mustof fiscal
2009 to $6,038,000 for fiscal 2010 a reduction & @r $479,000. The increase in gross margin asreepeof
revenues is due to the results of product mix weighoward the FieldSmart architecture along widtnofacturing
efficiencies and product sourcing strategies witichtributed to lower cost of goods, while the rdtucin gross
profit dollars is related to lower sales in thesfinine months of fiscal year 2010.

Selling, general and administrative expenses ise@2% or $110,000 from $5,637,000 for the firseni
months of fiscal 2009 to $5,747,000 for the firéhen months of fiscal 2010. The change reflects eéased
compensation costs from increased number of maikesiaff and field product management personnel, an
investment made in an effort to continue to build brand offset by a reduction in incentive compgios expense.

The Company’s income from operations for the firfste months ended June 30, 2010 in the amount of
$291,000 compared to income of $880,000 for theesaeriod ended June 30, 2009. This decrease istlglire
attributable to reduced revenue and increasedgeliieneral and administrative expenses.

Interest income for the nine months ended June28@p was $112,000 compared to $84,000 for the
comparable period for fiscal 2009. The Company $twés excess cash in FDIC backed bank certificateleposit.
In 2009 investments were in held in money markebants with lower interest rates.

Interest expense decreased to $1,000 for the novehs ended June 30, 2010 compared to $5,000 dor th
comparable period for fiscal 2009. Interest forhbpears is attributable to financing associatedhhie enterprise
information system installed during 2007 and 2008.




Other income consists of $36,000 and $76,000 fer rime months ended June 30, 2010 and 2009,
respectively. This is exclusively attributablerémtal income from our Aberdeen, South Dakota itgcil

Income tax expense was $78,000 and $99,000 fomite months ended June 30, 2010 and 2009,
respectively. Tax expenses related to goodwill wéd,000 and $67,000 respectively for the corredpan
quarters. The balance was paid to various stateadome and franchise taxes as well as AMT.

The Company’s net income for the first nine morihéiscal 2010 ended June 30, 2010 was $361,000, or
$0.03 basic and diluted share. For the first nimatims of fiscal 2009 ended June 30, 2009 the Coynpamed net
income of $936,000, or $0.08 per basic and dilgfegire a net decrease of $575,000 a direct relaioaduced
revenue.

LIQUIDITY AND CAPITAL RESOURCES

As of June 30, 2010, our principal source of ligyidvas our cash and cash equivalents and shart-ter
investments. Those sources total $6,232,000 at 3dn2010 compared to $6,840,000 at September(®.20ur
non-operating cash and long term-investments amested in bank money market accounts and banKicatéis of
deposit (CD) that are guaranteed by the Federab&iemsurance Corporation (FDIC) and in bank monerket
accounts also guaranteed by the FDIC. Non-operatagh and long-term investments were $3,760,000 and
$2,840,000 at June 30, 2010 and September 30, 2&}%ctively. All CDs are purchased with the ihterhold to
maturity, we have built a CD ladder in which theypge from three months to three years in term. Qdmpany is
currently expecting to fund operations with its Wing capital which is the combination of cash fldvem
operations, accounts receivable and inventory wischhanaged to meet customer demand. The Comgdaay a
intends on utilizing its cash assets primarily iftsrcontinued organic growth. Additionally, the i§pany may use
its available cash for potential future strategitiatives or alliances.

Operating Activities

Net cash generated in operations for the nine nsoattfded June 30, 2010 totaled $258,000. This was
primarily due to net income of $361,000, depreoratof $363,000, deferred taxes of $63,000, stockeda
compensation of $119,000 and a decrease in accoeces/able of $250,000. This was offset by andase in
inventory of $278,000 and a net decrease in acsopayable and prepaid expenses of $76,000 and eatcru
expenses of $544,000 of which $527,000 was relatedcrued compensation.

Net cash provided by operations for the nine moetided June 30, 2009 totaled $1,170,000. This was
primarily due to net income of $936,000, depreoratof $324,000, deferred taxes of $82,000, stocketba
compensation of $86,000 and a decrease in invenfd$41,000. This was offset by a decrease inwatsgayable
prepaid expenses of $14,000 and of $227,000 aimttesase in accounts receivable of $542,000.

Investing Activities

We invest our excess cash in money market accamatdank CDs in denominations across numerous ksmtsat
they are guaranteed under the FDIC. We believe m@ioa competitive rate of return given the ecoitoctimate
along with the security provided by these FDIC atiknstruments. During the nine month period endlgte 30,
2010 we utilized cash to purchase $2,008,000 ofirtexs and received $1,851,000 on CDs that haveinaa.
Purchases of capital equipment and informationneldyy equipment and software consumed $343,00€aslf
during the nine month period ended June 30, 2010.00ntinuing investment in intellectual property.ipatents
consumed $28,000 of cash. During the nine monthieé&rune 30, 2010, we received a total of $435j800
proceeds from the repayment by Anil Jain of thenpssory note dated June 28, 2007 by Photonicsriatenal,
Inc. as the maker. Of the total amount of proce$dSs,000 was paid in monthly principal paymentsriuthe nine
month period and the balance of $400,000 thatecttine note in full was paid in a lump sum on J28,2010.

During the nine month period ended June 30, 200Qtiized cash to purchase $5,651,000 of securities
and received $4,035,000 on the sale of securiflegchases of capital equipment consumed $72,008sbf during
the nine month period ended June 30, 2009.

In the remainder of fiscal 2010, we expect capitgbenditures to be approximately $50,000, primarily
reflecting investments in capital equipment, togland information technology.
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Financing Activities

For the nine month period ended June 31, 2010 wed asnet of $33,000 for scheduled debt principal
payments principally associated with the financoigour IT systems and received $22,000 from thaasse of
stock as a result of employees exercising options.

The Company believes that its current cash and egsivalents and cash flow from operations will be
sufficient to meet its working capital and investiezquirements for the next 12 months. Howevegyraugrowth,
including potential acquisitions, may require thentpany to raise capital through additional equity debt
financing.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Management utilizes its technical knowledge, cutinvgabusiness experience, judgment and other factor
in the selection and application of the Companysoanting policies. The accounting policies consdeby
management to be the most critical to the presentaf the consolidated financial statements begdlsy require
the most difficult, subjective and complex judgneeinticlude stock option accounting, accounting faoime taxes,
and valuation and evaluating impairment of longthassets and goodwill .

These accounting policies are described in IterfiManagement’s Discussion and Analysis of Financial
Condition and Results of Operations” of the Compa#ynual Report on Form 10-K for the year endegtSmber
30, 2009. Management made no changes to the Corsperitjcal accounting policies during the quarterded
June 30, 2010.

In applying its critical accounting policies, maeagent reassesses its estimates each reportingd perio

based on available information. Changes in sucimasts did not have a significant impact on earsifg the
quarter ended June 30, 2010.

RECENTLY ISSUED ACCOUNTING STANDARDS

See Note 10 in the Notes to Consolidated CondeRs&thcial Statements located in Part |, Item lhdf t
Report.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Not applicable.
ITEM 4. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures

Under the supervision and with the participatiomof management, including our Chief Executive €#iffi
and Chief Financial Officer, we evaluated the dffemess of the design and operation of our discgontrols
and procedures, as defined in Rule 13a-15(e) uhéeBecurities Exchange Act of 1934, as of theadrtte period
covered by this report. Based upon that evaluattba, Chief Executive Officer and Chief FinancialfiGdr
concluded that, as of the end of the period covénedhis report these disclosure controls and poms were
effective.

Changes in Internal Control Over Financial Reporting
There were no changes to the Company’s internataoover financial reporting that occurred duritig

quarter ended June 30, 2010 that materially affeate are reasonably likely to materially affet¢te tCompany’s
internal control over financial reporting.
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PART Il. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The Company is exposed to a number of assertedimaskerted legal claims encountered in the ordinary
course of business. Although the outcome of amy $egal action cannot be predicted, managemerevasl that
there are no pending legal proceedings againstvahiing the Company for which the outcome is liked have a
material adverse effect upon its financial posittwmesults of operations.

ITEM 1A. RISK FACTORS

The most significant risk factors applicable to @@mpany are described in Part I, Item 1A “Risktbegf’ of
our Annual Report on Form 10-K for the year endegt&mber 30, 2009. There have been no materiabelsdnom
the risk factors previously disclosed in our AnnBajport on Form 10-K.

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS
None.

ITEM 3. DEFAULTS UPON SENIOR SECURITIES
None.

ITEM 4. [REMOVED AND RESERVED]

ITEM 5. OTHER INFORMATION
None.

ITEM 6. EXHIBITS

Exhibit 31.1 — Certification of Chief Executive @fér pursuant to Rules 13a-14(a) and 15d-14(a)ef t
Exchange Act

Exhibit 31.2 — Certification of Chief Financial @fér pursuant to Rules 13a-14(a) and 15d-14(ahef t
Exchange Act

Exhibit 32.1 — Certification of Chief Executive @fér and Chief Financial Officer pursuant to 18 \@.S
81350

12




SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly caussddiport to be
signed on its behalf by the undersigned, theredatp authorized.

CLEARFIELD, INC.

August 3, 2010 /sl Cheryl P. Beranek
By: Cheryl P. Beranek
Its: President and Chief Executive Officer
(Principal Executive Officer)

/sl Bruce G. Blackey

By: Bruce G. Blackey

Its: Chief Financial Officer

(Principal Financial and Accounting Officer)
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Exhibit 31.1
CERTIFICATION
I, Cheryl P. Beranek, certify that:

1. I have reviewed this Quarterly Report on Form 16f@learfield, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgtéte
a material fact necessary to make the statemerde,nralight of the circumstances under which such
statements were made, not misleading with respetiet period covered by this report;

3. Based on my knowledge, the financial statement$atimer financial information included in this repo
fairly present in all material respects the finahcondition, results of operations and cash floithe
registrant as of, and for, the periods presentedisnreport;

4. The registrant’s other certifying officer(s) andrk responsible for establishing and maintainisgldsure
controls and procedures (as defined in ExchangdRitts 13a-15(e) and 15d-15(e)) and internal cbntro
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15d-15(f)) for the registrandl
have:

(a) Designed such disclosure controls and proceduregused such disclosure controls and procedures
to be designed under our supervision, to ensutertaterial information relating to the registrant,
including its consolidated subsidiaries, is madevimto us by others within those entities,
particularly during the period in which this rep@teing prepared;

(b) Designed such internal control over financial reéipgy; or caused such internal control over finahcia
reporting to be designed under our supervisiopytwide reasonable assurance regarding the
reliability of financial reporting and the prepaoat of financial statements for external purposes i
accordance with generally accepted accounting iptes;

(c) Evaluated the effectiveness of the registrantaasire controls and procedures and presented in
this report our conclusions about the effectiveradthe disclosure controls and procedures, as of
the end of the period covered by this report basesuch evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting that
occurred during the registrant’s most recent fisgadrter (the registrant’s fourth fiscal quartethia
case of an annual report) that has materially tftbr is reasonably likely to materially affeitie
registrant’s internal control over financial repog; and

5. The registrant’s other certifying officer(s) antddve disclosed, based on our most recent evaluation
internal control over financial reporting, to thegistrant's auditors and the audit committee of the
registrant's board of directors (or persons periiogrthe equivalent functions):

(a) All significant deficiencies and material weaknessethe design or operation of internal control
over financial reporting which are reasonably k&l adversely affect the registrant's ability to
record, process, summarize and report financiarimétion; and

(b) Any fraud, whether or not material, that involveamagement or other employees who have a
significant role in the registrant's internal cahiover financial reporting.

August 3, 2010 /sl Cheryl P. Beranek
By: Cheryl P. Beranek, President and Chief Exgeudfficer
(Principal Executive Officer)




Exhibit 31.2
CERTIFICATION

I, Bruce G. Blackey, certify that:

1. I have reviewed this Quarterly Report on Form 16f@learfield, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgtéte
a material fact necessary to make the statemerde,nralight of the circumstances under which such
statements were made, not misleading with respetiet period covered by this report;

3. Based on my knowledge, the financial statement$atimer financial information included in this repo
fairly present in all material respects the finahcondition, results of operations and cash floithe
registrant as of, and for, the periods presentedisnreport;

4. The registrant’s other certifying officer(s) andre responsible for establishing and maintainisgldsure
controls and procedures (as defined in ExchangdRitts 13a-15(e) and 15d-15(e)) and internal cbntro
over financial reporting (as defined in Exchange Rales 13a-15(f) and 15d-15(f)) for the registrandl
have:

(a) Designed such disclosure controls and proceduresused such disclosure controls and
procedures to be designed under our supervisieangare that material information relating to the
registrant, including its consolidated subsidigrissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

(b) Designed such internal control over financial reipgr;, or caused such internal control over
financial reporting to be designed under our sup@m, to provide reasonable assurance
regarding the reliability of financial reportingcthe preparation of financial statements for
external purposes in accordance with generallygiedeaccounting principles;

(c) Evaluated the effectiveness of the registrantelasire controls and procedures and presented in
this report our conclusions about the effectiversdsbe disclosure controls and procedures, as of
the end of the period covered by this report basesuch evaluation; and

(d) Disclosed in this report any change in the regigtsanternal control over financial reporting that
occurred during the registrant’s most recent fisgalrter (the registrant’s fourth fiscal quarter in
the case of an annual report) that has materiéfibgtd, or is reasonably likely to materially
affect, the registrant’s internal control over fiicéal reporting; and

5. The registrant’s other certifying officer(s) anddve disclosed, based on our most recent evaluation
internal control over financial reporting, to thegistrant's auditors and the audit committee of the
registrant's board of directors (or persons periiogrthe equivalent functions):

(a) All significant deficiencies and material weaknessethe design or operation of internal control
over financial reporting which are reasonably kil adversely affect the registrant's ability to
record, process, summarize and report financiarinétion; and

(b) Any fraud, whether or not material, that involvearmagement or other employees who have a
significant role in the registrant's internal cahtver financial reporting.

August 3, 2010 /s/ Bruce G. Blackey
Bruce G. Blackey, Chief Financial Officer
(Principal Financial and Accounting Officer)
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Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
The undersigned certify pursuant to 18 U.S.C. §18%mt:

(1) The accompanying Quarterly Report on Form 1f@Qhe period ended June 30, 2010 of Clearfieid, (the
“Company”) fully complies with the requirements®éction 13(a) or 15(d) of the Securities Exchangeof1934;
and

(2) The information contained in the accompanyiegport fairly presents, in all material respects, fihancial
condition and results of operations of the Company.

August 3, 2010 /sl Cheryl P. Beranek
By: Cheryl P. Beranek, President and Chief Exgeudfficer
(Principal Executive Officer)

August 3, 2010 /s/ Bruce G. Blackey
By: Bruce G. Blackey, Chief Financial Officer
(Principal Financial and Accounting Officer)
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