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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D. C. 20549

FORM 10-Q

(Mark One)
[X] QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the quarterly period endddne 30, 2008
OR
[ ] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the transition period from to

Commission file number: 001-22302

ISCO INTERNATIONAL, INC.

(Exact name of registrant as specified in its chaetr)

DELAWARE 36-368845¢
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organizatiol Identification No.)

1001 CAMBRIDGE DRIVE
ELK GROVE VILLAGE, ILLINOIS 60007
(Address of principal executive office (Zip Code)
(847) 391-9400
(Registrant’s telephone number, including areaetod

Indicate by check mark whether the registrant @b filed all reports required to be filed by SeetiB or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for sslobrter period that the registrant was requirefildsuch reports), and (2) has been subject
to such filing requirements for the past 90 dayss [X] No [ ]

Indicate by check mark whether the registrantlerge accelerated filer, an accelerated filer, @-accelerated filer, or a smaller reporting

company. See the definitions of “large acceleréited, “accelerated filer”, and “smaller reportirgpmpany” in Rule 12b-2 of the Exchange
Act
Large accelerated filer [ Accelerated filer [
Non-accelerated filer [ ] (Do not check if a l@areporting company Smaller reporting company [
Indicate by check mark whether the registrantsbell company (as defined in Rule 12b-2 of the Bxgje Act). Yes[ ] No [X]

Indicate the number of shares outstanding of e&tiedssuer’s classes of common stock, as ofdtest practicable date:
Class QOutstanding at July 31, 200¢

Common Stock, par value $0.001 per shal 224,379,52]
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PART I|. FINANCIAL INFORMATION
Item 1. Financial Statements.

ISCO INTERNATIONAL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)
June 30,
2008

Assets:
Current Assets
Cash and Cash Equivalel $ 337,32(
Inventory, ne 2,908,38!
Accounts Receivable, n 1,649,08!
Prepaid Expenses and Otl 146,82:
Total Current Asset 5,041,61.
Property and Equipme 1,757,25:
Less: Accumulated Depreciation and Amortizat (1,126,895
Net Property and Equipme 630,35’
Restricted Certificates of Depo 131,26:
Other Asset: -
Goodwill 19,565,26
Intangible assets, net 2,823,39
Total Assets $ 28,191,89
Liabilities and Stockholders' Equity:
Current Liabilities:
Accounts Payabl $ 701,84
Inventory-related Material Purchase Accrt 136,114
Employee«related Accrued Liability 492,40(
Accrued Professional Servic 34,64¢
Other Accrued Liabilities and Current Deferred Raye 865,79t
Total Current Liabilities 2,230,7¢
Deferred Facility Reimburseme 80,00(
Deferred Revenu- Non Curren 154,27!
Notes and Related Accrued Interest with Relatetid?: 19,207,98
Stockholders' Equity
Preferred Stock; 300,000 shares authorized; Nashasued and outstandi

at June 30, 2008 and December 31, - -
Common Stock ($.001 par value); 500,000,000 sherd®rized; 224,300,3¢

and 202,259,360 shares issued and outstandihmat30, 2008 ar

December 31, 2007, respectiv 229,30:
Additional Paic-in Capital 182,386,07
Treasury Stocl (130,050
Accumulated Defici (175,966,481
Total Shareholders' Equi 6,518,84.

28,191,89

Total Liabilities and Shareholders' Equity $

$

December 31
2007

1,789,95:
3,043,232
2,311,11

149,65

7,293,95
1,437,023
(940,32t

496,7C
129,3C
587,82
13,370,0C
850,81

22,728,59

904,91(
240,12¢

331,52
106,92
452,58

2,036,06!

87,50
104,94
15,939,22

202,26(
175,281,34
(95,050
(170,827,68:

4,560,8€
22,728,59

See the accompanying Notes which are an integrabpéhe Condensed Consolidated Financial Statésnen
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Net sales

Costs and Expense

Cost of sale

Research and developmt
Selling and marketin

General and administrati\
Total Costs and Expens

Operating Los:

Other Income (Expense
Interest incomt
Interest (expenst

Other income
Other income (expense), r

Net Loss
Basic and diluted loss per shi

Weighted average number of comn
shares outstandir

ISCO INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)

Three Months Ended

Six Months Ended

June 30, June 30,

2008 2007 2008 2007
2,485,64. $ 3,422,70° $ 5,242,80¢ $ 4,375,95¢
1,311,67( 1,702,71! 2,856,97: 2,412,37(
1,283,71: 661,707 2,874,09( 1,282,76:

697,98’ 671,06 1,634,36¢ 1,254,30¢
1,195,86: 981,73: 2,444 ,44¢ 2,181,37¢
4,489,23: 4,017,21¢ 9,809,87! 7,130,81°
(2,003,591 (594,509 (4,567,069 (2,754,861
2,41¢ 17,92¢ 10,19¢ 36,20¢
(305,086 (255,456 (582,502 (510,789
568 - 568 -
(302,100 (237,530 (571,735 (474,584
(2,305,691 $ (832,039 (5,138,804 $ (3,229,445
(0.01) $ (0.00) (0.02) $ (0.02)
222,114,64 191,240,00 222,637,71 190,659,00!

See the accompanying Notes which are an integrabpthe Condensed Consolidated Financial Statésnen
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ISCO INTERNATIONAL, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

Six Months Ended
June 30, 200¢

Six Months Ended
June 30, 2007

OPERATING ACTIVITIES

Net loss $ (5,138,804
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortizatic 397,23!
Stoclk-based compensation charg 369,12¢
Changes in operating assets and liabili 2,532,95i
Net cash used in operating activit (1,839,483
INVESTING ACTIVITIES
Increase in restricted certificates of dep (1,956
Payment of patent cos (68,255
Acquisition of property and equipment, 1 (13,407
Acquisition of Clarity (2,193,432
Net cash used in investing activiti (2,277,050
FINANCING ACTIVITIES
Issuance of common sto 12,65(
Proceeds from loa 2,200,00!
Proceeds from note payat 1,500,001
Payment of loal (1,013,750
Treasury stock purchas (35,000
Net cash provided by financing activiti (2,663,900
(Decrease)/Increase in cash and cash equive (1,452,633
Cash and cash equivalents at beginning of pe 1,789,95.
337,32(

Cash and cash equivalents at end of pe $

(3,229,445

99,98
838,77
1,859,32!

(431,359

(5,898
(32,150
(59,638

(97,686

(64,600

(64,6

(593,645
2,886,47!

2,292,83.

See the accompanying Notes which are an integrabpthe Condensed Consolidated Financial Statésnen




Table of Content

ISCO INTERNATIONAL

CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY

Ended June 30, 2008

Common StockCommon Additional Treasury  Accumulated Total
Shares Stock Paid-In Capital Stock Deficit
Amount

Balance as of December 3: 183,252,03 $183,25. $170,387,75 $ $ (160,040,28¢ $10,530,71
2005

Exercise of Stock Optior 2,582,82 2,58. 427,33 - - 429,91
Equity Financing 3,787,27 3,78 (3,78 - - -
Section 16b recovel - - 3,12 - - 3,12
Stock-Based Compensatic - - 1,565,42 - - 1,565,42
Net Loss - - - - (4,364,98¢ (4,364,984
Balance as of December 3: 189,622,13 $189,62. $172,379,84 $ - $(164,405,27: $ 8,164,19
2006

Vesting of Restricted Stoc 4,303,89 4,30 (4,304 - - -
1.5M Accrued Interes 8,333,33 8,33: 1,491,66 - - 1,500,00
Converted to Equit

Stoclk-Based Compensatic - - 1,414,13 - - 1,414,13
Purchase of Treasury Sha - - - (95,050 - (95,05(
Net Loss - - - - (6,422,411 (6,422,411
Balance as of December 3. 202,259,36 $202,26( $175,281,34 $(95,050 $(170,827,68: $4,560,86
2007

Vesting of Restricted Stoc 1,926,00! 1,92¢ (1,926 - - -
Exercised of Stock Optior 115,00( 11E 12,563t - - 12,65(
Stoclk-Based Compensatic - - 369,12¢ - - 369,12¢
Purchase of Treasury Sha - - - (35,000 - (35,000
Shares issued for acquisiti 20,000,00  25,00( 6,725,00! - - 6,750,00!
Net Loss - - - - (5,138,804 (5,138,804
Balance as of June 30, 20C 224,300,36 $229,30: $182,386,07 $(130,050 $(175,966,487 $6,518,84
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

Note 1 — Organization

ISCO International Inc. ( together with its subargi Clarity Communication Systems Inc. (“Claritythe “Company”) addresses RF
(Radio Frequency) and radio link optimization issuiacluding interference issues, within wirelesmmunications, as well as provides proc
and service offerings based on Push-To-Talk (“PTaFigl Location-Based Services (“LBS”), includingragrietary combination of the two
technologies in its Where2Talk (“W2T") solution. ®vinactive subsidiaries, Spectral Solutions, Imx Hlinois Superconductor Canada
Corporation, were terminated during early 2008has@ompany’s new subsidiary, Clarity, was acquinecbnnection with the merger that
closed on January 3, 2008. The Company uses upiguaiicts, including ANF (Adaptive Interference Mgement, or AlIM, family of
solutions), RF2, and other solutions, as well agise expertise, in improving the RF handling ofiaeless system, particularly the radio link
(the signal between the mobile device and the bidmn). A subset of this capability is mitigatithge impact of interference on wireless
communications systems. These solutions are designenhance the quality, capacity, coverage andbillity of wireless telecommunications
services. The Company has historically marketegritslucts to cellular, PCS and wireless telecompatiins service providers and original
equipment manufacturers (“OEMs”) located both i@ United States and in international markets.

Note 2 — Basis of Presentation

The condensed consolidated financial statemenhsdadhe accounts of ISCO International, Inc. aadviholly owned subsidiary, Clar
Communication Systems Inc. (collectively referredas the “Company”, or “we”,“our’or us”All significant intercompany balances
transactions have been eliminated in consolidatifime two inactive subsidiaries were included iesthresults in a similar fashion, up until
time of their termination. The termination of teesubsidiaries had no impact upon the consolidatadcial results.

The accompanying unaudited condensed consolidétetidial statements have been prepared by the Gomipaaccordance wi
accounting principles generally accepted in thetéghiStates of America (“US GAAP™or interim financial information and with t
instructions to Form 10-Q and Rule 8-03 of RegatatsX. Accordingly, they do not include all of the imfoation and notes required by
GAAP for complete financial statements. In the aminof management, all adjustments (consistingarfmal recurring accruals) conside
necessary for a fair presentation of results fer ititerim periods have been included. These firdratatements and notes included he
should be read in conjunction with the Compargudited financial statements and notes for tlae gaded December 31, 2007 included ir
Company’s Annual Report on Form 10-K, as amendgeld fwith the Securities and Exchange Commissitre ({SEC”). The results ¢
operations for the interim periods presented atenroessarily indicative of the results to be expeédor any subsequent quarter of, or for
entire year ending December 31, 2008. For furthéorination, refer to the financial statements, udahg the notes thereto, included in
Company’s Annual Report on Form 10-K, as amendatthke fiscal year ended December 31, 2007.

Recent Accounting Pronouncements

In May 2008, the Financial Accounting Standardsai8 ("FASB") issued FASB Staff Position (“FSP”) BPL4-1, Accounting fo
Convertible Debt Instruments That May Be Settle€&sh upon Conversion (Including Partial Cash ®etént)FSP APB 141 specifies thi
issuers of such instruments should separately atcfmu the liability and equity components in a man that will reflect the entity’
nonconvertible debt borrowing rate when interest ¢® recognized in subsequent periods. FSP APB ieffective for financial stateme
issued for fiscal years beginning after December2®8 and interim periods within those fiscal wedaNe are currently in the proces:
evaluating the impact of adopting this pronouncemen

In April 2008, the FASB issued FSP Statement ofakaial Accounting Standards (“SFAS”) No. 142-Betermination of the Usel
Life of Intangible Assets” (“FSP SFAS 142-3"). FSFAS 1423 amends the factors that should be considerecevwelodping renewal
extension assumptions used to determine the ubfefdf a recognized intangible asset under SFAS NI@, ‘Goodwill and Other Intangib
Assets” (“SFAS 1427). The intent of FSP SFAS 131Zs to improve the consistency between the udé&bf a recognized intangible as
under SFAS 142 and the period of expected caslsflmed to measure the fair value of the asset Bf&E No. 141 (revised 2007Blsines
Combinations” (“SFAS 141R"), and other applicabbe@unting literature. FSP SFAS 181s effective for financial statements issuedfiecal
years beginning after December 15, 2008 and musippdied prospectively to intangible assets acquaéter the effective date. We

currently evaluating the provisions of FSP SFAS-342
5
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In February 2008, the FASB issued Staff Position NaS 157-2 which provides for a one-year defeofahe effective date of SFAS
No. 157, Fair Value Measurements for non-financial assets and liabilities tha¢ aecognized or disclosed at fair value in therfoial
statements on a recurring basis. We adopted FAS156n its issuance.

In December 2007, the FASB issued SFAS No(R}T Business Combinationg™ SFAS No. 141(R)”) and SFAS No. 160, “
Noncontrolling Interests in Consolidated Financ&htemen” (“SFAS No. 1607). SFAS No. 141(R) requires an acquirer to measwee t
identifiable assets acquired, the liabilities assdrand any non-controlling interest in the acgeirat their fair values on the acquisition date,
with goodwill being the excess value over the dettifiable assets acquired. SFAS No. 160 clarifiééa no n controlling interest in a
subsidiary should be reported as equity in the aligteted financial statements. The calculationarh@ngs per share will continue to be based
on income amounts attributable to the parent. SRAS141(R) and SFAS No. 160 are effective for fitiahstatements issued for fiscal years
beginning after December 15, 2008 . Early adopgorohibited. We have not yet determined the ¢ffecour consolidated financial
statements, if any, upon adoption of SFAS No. 13b{RSFAS No. 160.

In December 2007, the FASB issued FAS 1608lchcontrolling Interests in Consolidated Financiaésm Amendment of ARB No. 51"
which is intended to improve the relevance, compiita and transparency of the financial informatithat a reporting entity provides in
consolidated financial statements by establishiegain required accounting and reporting standafdsS 160 is effective for fiscal ye:
beginning on or after December 15, 2008. The Comgsuevaluating the options provided under FAS 46@ their potential impact on
financial condition and results of operations ifpiemented. The Company does not expect the adopfieAS 160 to significantly affect
consolidated financial condition or results of giems.

In February 2007, the FASB issued SFAS No. “TH% Fair Value Option for Financial Assets and Fiogl Liabilities .SFAS No. 15
provides the option to report certain financialeassnd liabilities at fair value, with the inteatmitigate volatility in financial reporting thatar
occur when related assets and liabilities are cexbion different bases. As of January 1, 2008¢eleeted not to adopt the fair value op
under SFAS 159.

In September 2006, the FASB issued SFAS No. E&if,Value Measuremenibhis statement defines fair value as used in nuosero
accounting pronouncements, establishes a framefeorkeasuring fair value in US GAAP and expandsldisure related to the use of fair
value measures in financial statements. SFAS Nodb®8 not expand the use of fair value measuri#sancial statements, but standardizes its
definition and guidance in US GAAP. SFAS No.15¢@fiective for fiscal years beginning after NovemtBr 2007. We adopted SFAS 157 as
of January 1, 2008, with the exception of the aggpion of the statement to non-recurring nonfinahassets and nonfinancial liabilities. Non-
recurring nonfinancial assets and nonfinancialiliiéds for which we have not applied the provissoof SFAS 157 include those measured at
fair value in goodwill impairment testing, indefi@ilived intangible assets measured at fair vaduénfipairment testing, asset retirement
obligations initially measured at fair value, ahdge initially measured at fair value in a busireg®bination.

SFAS 157 establishes a valuation hierarchyliclosure of the inputs to valuation used to sneafair value. This hierarchy
prioritizes the inputs into three broad levels@kivs. Level 1 inputs are quoted prices (unadpl)sie active markets for identical assets or
liabilities. Level 2 inputs are quoted prices fon#ar assets and liabilities in active marketsmputs that are observable for the asset or ligk
either directly or indirectly through market coravhtion, for substantially the full term of thedincial instrument. Level 3 inputs are
unobservable inputs based on our own assumptietstosmeasure assets and liabilities at fair vaunancial asset or liability’s
classification within the hierarchy is determinegbbed on the lowest level input that is signifidanthe fair value measurement.
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Note 3 - Realization of Assets

The accompanying financial statement&hzeen prepared in conformity with US GAAP whicmtemplates continuation of the
Company as a going concern. However, the Compasgimstained substantial losses from operationscient years, and such losses have
continued through the year ended December 31, 208 the most recent quarter ended June 30, 20@8ldition, the Company has used,
rather than provided, cash in its operations. Gest with these facts, the Company’s most recemtia report filed on Form 10-K as
amended, reflects that there is substantial dduttitsthe Company’s ability to continue as a goiogaern.

In view of the matters described in pheceding paragraph, recoverability of a majoriparof the recorded asset amounts shown in the
accompanying balance sheet is dependent upon oedtimperations of the Company, which in turn isashelent upon the Company'’s ability to
meet its financing requirements on a continuingdhas maintain present financing, and to succedtsifuture operations. The financial
statements do not include any adjustments relétinige recoverability and classification of recat@sset amounts or amounts and
classification of liabilities that might be necegsshould the Company be unable to continue intemee.

The Company has incurred, and contitoéscur, losses from operations. For the yeargdrdecember 31, 2007, 2006, and 2005, the
Company incurred net losses of $6.4 million, $4idion, and $3.0 million, respectively. The quargrded June 30, 2008 showed an additi
net loss of $2.3 million bringing the year to d2@98 loss to $5.1 million. In the past, the Comphay implemented strategies to reduce its
cash used in operating activities. Previous chahges included the consolidation of its manufactyiénd research and development facilities
and a targeted reduction of the employee workfdre®easing the efficiency of the Company’s proessocusing development efforts on
products with a greater probability of commerciles, reducing professional fees and discretioegpgnditures, and negotiating favorable
payment arrangements with suppliers and servicegeos. More importantly, the Company configuresif along an outsourcing model, thus
allowing for relatively large, efficient productiomithout the associated overhead and has develpéttreasing number of off shore suppliers
providing lower cost components. Beginning in 200% Company began to invest in additional prodiestelopment (engineering) and sales
and marketing resources as it began to increaselitsne of business. While viewed as a positiveattgyment, these expenditures have added
to the funding requirements. In addition, ISCO tn#gional, Inc. acquired Clarity in January 2008hile the Company believes this acquisi
will bring additional revenues and improved grossgins, there are many implementation issues aggacwith this business that will require
substantial investments of time and incrementah casources before the value of the business casdtieged. During the second quarter of
2008, the Company launched several initiative®foaus the entire organization to become more saldsnarket focused. These efforts
included the addition of an industrgeognized Sales Vice President, new sales clafowised on international customers, focuseduyitio$
new OEM relationships, development and implememtatif marketing programs targeted as specific cnste and customer applications and
sales resources targeted at all major domesticarrWhile over time, the Company believes tha tefocus will eventually result in
increased sales and an improvement in financidbpaance there are no guarantees that these sésuei yield expected results.

The continuing development of our pradines and operations, ramping up additionalsalennels as well as any required defen
our intellectual property, will require an immediatcommitment and/or availability of funds. The attamount of our future fundil
requirements will depend on many factors, includitig amount and timing of future revenues, theneooy and the impact on the wirel
carriers network deployment plans, customer acoeptaf our software offerings, the level of prodmzrketing and sales efforts to support
commercialization plans, the magnitude of our regeand product development programs, our abititintprove or maintain product margi
and the costs involved in protecting our patentstber intellectual property. We continue to ldnto augmenting our existing capital posit
by evaluating potential short-term and lolegm sources of capital whether from debt, eqiiyyarid, or other methods. The primary covena
our existing debt arrangement involves the righthef lenders to receive debt repayment from thegeds of new financing activities. T
covenant may restrict our ability to obtain addiibfinancing to be used in the operations of theiess.
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Note 4- Business Combinations

During January 2008, the Company completeddtpuisition of Clarity, by merger for a total &.9 million (which includes
repayment of Clarity's indebtedness, transactigrerses and stock issuances).

The Clarity acquisition has been accountechfoa business combination under, SFAS No. 141sifBgs Combinations”. The assets
acquired and liabilities assumed have been recatihtk date of acquisition at their respective falues.

The results of operations of Clarity are imigd in the accompanying consolidated statemeraperfations for the three and six
months ended June 30, 2008. The total purchagbdacquisition subject to the finalization of therking capital adjustment as defined in the
merger agreement, is $8.9million, and is brokenmaw follows:

Stock issuance (25 million share $ 6,750,00(
Payment of Clarity's indebtedness (includes closwgjs) 1,593,00(
Acquisition-related transaction costs 600,00(
Total purchase pric $ 8,943,00(

The above purchase price has been allocatién tangible and intangible assets acquired atlities assumed based on
management's estimates of their current fair valdlequisition-related transaction costs includealeand accounting fees and other external
costs directly related to the Clarity acquisition.

The purchase price has been allocated asv®llo

Acquired cast $ 62,00(
Account receivable, ni 425,00(
Prepaids and other current as: 60,00(
Fixed assets and other long term as 289,00(
Goodwill 6,195,001
Intangible asset 2,140,001

Account payable and accrued liabilit - (228,000
Net assets acquire $ 8,943,00

Goodwill was determined based on the residuakrifice between the purchase cost and the valgneddio tangible and intangil
assets and liabilities, and is not deductible &or purposes. Among the factors that contributea parchased price resulting in the recogn
of goodwill were Clarity's history of profitabilitprior to 2007, strong sales force and overall @ygt base, and leadership position ir
technology market.

Note 5- Goodwill and Intangible Assets

During January 2008, the Company acquBkarity by merger, by issuing up to 40 milliorases in the Company’s common stock, par
value $0.001 (the “Common Stock™), in exchangedibof Clarity’s stock and satisfaction of employights and interests. The Company
recorded $6.2 million in goodwill and $2.1 milli@midentifiable intangible assets. Intangible asset included in the Company’s condensed
consolidated balance sheets. The intangible agsetseing amortized over periods ranging from 2adgears on a straight-line basis.
Amortization expense on intangible assets for lineet and six months ended June 30, 2008 was $8&r&ED$173,000, respectively.

As of the reporting date, the Compang tecorded goodwill resulting from the acquisitimisSpectral Solutions, Inc. and lllinois
Superconductor Canada Corporation in 2000. Begind@muary 1, 2002, goodwill was no longer to beréimex but rather to be tested for
impairment on an annual basis and between annstalwdenever there is an indication of potentigdaimment. Impairment losses would be
recognized whenever the implied fair value of goiidesdetermined to be less than its carrying eal8FAS No0.142 prescribes a two-step
impairment test to determine whether the carryialge of the Compang’goodwill is impaired. The first step of the godilimpairment test it
used to identify potential impairment, while the@ed step measures the amount of the impairmesit 8iep one requires the comparison of
the fair value of each reporting unit with its gang amount, including goodwill. As the Companya@nprised of a single reporting unit, the
question of fair value is centered upon whethemtlagket value, as measured by market capitalizatibthe Company exceeds stockholders
equity. The excess of the Company’s market capatitin over its reported stockholders’ equity iradés that the goodwill of the Company’s
sole reporting unit was not impaired as of June2808.
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The Compang’other intangible assets are derived from patamdstrademarks which represent costs, primarilgllézes and expens
incurred in order to prepare and file patent appiins related to various aspects of the Commatgchnology and to its current and propt
products. Patents and trademarks are recordedsabnd are amortized using the strailjie- method over the shorter of their estimatedul
lives or 17 years. The recoverability of the cargyvalues of patents and trademarks is evaluatesh@ngoing basis by Company manager
Factors involved in this evaluation include whetties item is in force, whether it has been direttiseatened or challenged in litigatior
administrative process, continued usefulness ofitdy® in current and/or expected utilization by tBempany in its solution offering
perceived value of such material or invention ia tharketplace, availability and utilization of aitative or other technologies, the perce
protective value of the item, and other factordeRaand trademarks were reported net of accuntlat®ortization of approximately $856,¢
at June 30, 2008.

Note 6 - Net Loss Per Share

Basic and diluted net loss per share is computeddan the weighted average number of common sbats&nding. Common sha
issuable upon the exercise of options are not dezuin the per share calculations since the effettteir inclusion would be antidilutive.

Note7 - Inventories

Inventories consisted of the following:

June 30, 200¢ December 31, 200
1,450,4
Raw materials $ $ 1,695,74!
Work in proces! 779,2: 655,6
Finished produc 678,6¢ 691,8I
Total $ 29083 g 3,043,23

Inventory balances are reported net of a resemveldsolescence. This reserve is computed by takitogconsideration the compone
of inventory, the recent usage of those componeams,anticipated usage of those components inutueef. This reserve was approxima
$362,600 and $325,000 as of June 30, 2008 and Dewedi, 2007, respectively.

Note 8 - Stock Options and Warrants

Effective January 1, 2006, we adopted SFAS No. RR3{Share Based Paymentsa5 described in Note 7, in the Notes to
Consolidated Financial Statements.

At June 30, 2008, a total of 2.8 million stock ops were outstanding under the Compargguity compensation plans. No options \
granted during the first six months of 2008 or 2007

Restricted Share Rights

Restricted share grants offer employees the oppitytto earn shares of the Compasigtock over time. For grants that occurred dt
the periods ended June 30, 2008 and 2007, theatypésting period for employees is two to fourangewhile the vesting period of non-
employee directors is linked to the one-year serpieriod. We recognize the issuance of the shiatated to these stodkased compensati
awards and the related compensation expense oaighstine basis over the vesting period, or on an acatdd basis in those cases whert
actual vesting is faster than the proportionalightaline value. Included within these grants alspgerformancédased shares, that is, shi
that vest based on accomplishing particular objestias opposed to vesting over time. No perforedaased shares were vested during
first six months of 2008.




Table of Content

The following table summarizes the restricted stasfard activity during the first six months of 2008

Weighted
Average Grant Date
Shares Fair Value (per share)
Outstanding, December 31, 20 3,557,01 0.2¢
Granted 6,378,001 0.1%
Forfeited or cancele (3,262,0C 0.2¢
Vested (1,926,0C 0.22
Outstanding, June 30, 20 4,747,001 0.1¢

The total fair value of restricted shares vestednduthe three months ended June 30, 2008 and 2@37$202,000 and $383,0
respectively. Total nogash equity compensation expense recognized dthimgecond quarter 2008 was $181,000, includin@® $20 fo
vested restricted share grants and $(21,000) éostifaightine amortization of restricted share grants thdtrebt vest during the second qua
2008.

Note 9 — Debt and Financial Position
2008 Loan Agreement

On May 29, 2008, the Company entered into a reanting agreement (the “2008 Loan Agreement i two largest
stockholders, Manchester Securities Corporationafithester”) and Alexander Finance, L.P. (“Alexahded together with Manchester, the
“Lenders”). Under the terms of the 2008 Loan Agneat, the Lenders are providing to the Companyeditline in the aggregate principal
amount of $2.5 million. A portion of this line waamediately drawn upon by the Company in ordeefmy the outstanding $500,000 short
term loan between the Lenders and the Company unda=reivables factoring arrangement, as well g3588n accrued interest on the
loan. An additional $692,000 was drawn for workoapital of the Company.

The indebtedness under the 2008 Loan Agreemenidsreced by the Company’s 9.5% Secured Grid Ndtes“Grid Notes”). The
Company issued a Grid Note to each of Alexandat Branchester in the aggregate principal amoutlg250,000.

To secure and guarantee payment of the Grid Notebjay 29, 2008, the Company, the Lenders, andtZkantered into a Sixth
Amended and Restated Security Agreement (the “Nesui®ty Agreement”) and an Amended and Restateddbtyaof Clarity (the “New
Clarity Guaranty”), in favor of the Lenders. Thew Security Agreement amends and restates the Aifitnded and Restated Security
Agreement and adds the 2008 Loan Agreement an@rildeNotes to the list of obligations secured Hyoathe Company’s assets. The New
Clarity Guaranty amends and restates the guarawtyadds the Grid Notes to the list of obligatiomsvihich Clarity is guaranteeing the full
payment and performance by the Company to the lrende
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The material terms of the 2008 Loan Agreement hed3rid Notes include the following:

« The advances made pursuant to the 2008 Loan Agragithe “Loans”)bear interest at a rate of 9.5%. Interest is ¢aled on a 360 d:
year simple interest basis and paid for the actuaiber of days elapsed. All interest due on sumémnk is payable on August 1, 2010,
maturity date of the 2008 Loan Agreement. After ttcurrence and during the continuance of an ededéfault, the interest rate on
Loans is increased to the lesser of 20% per annampounded annually, or the highest rate permiitelhw and is payable on the dem
of the Lenders

« The repayment of the principal amount of the Gritd$, as well as the notes issued in connectidm tvé previous financings (th@fior
ISCO Notes")and all accrued and unpaid interest may be acteteia the event of (i) a failure to pay any prpadiamount on the Gr
Notes, (ii) a failure to pay the principal amountazcrued but unpaid interest upon any of the RB&O Notes as and when such n
become due and payable; (iii) a failure by the Canypfor ten (10) days after notice to it, to compligh any other material provision
any of the Grid Notes, the 2008 Loan Agreementaror of the Prior ISCO Notes and related agreemetitd a default under the Ne
Security Agreement or any of the Grid Notes or PI8CO Notes; (v) a breach by the Company of ipgesentations or warranties un
the 2008 Loan Agreement or under the New Clarityai@nty; (vi) defaults under any other indebtedrefsghe Company in excess
$500,000; (vii) a final judgment involving, in tle@gregate, liability of the Company in excess d&B00 that remains unpaid for a pel
of 45 days; or (viii) bankruptcy evet

« Any payments or prepayments by the Company or amayagtor permitted or required under the 2008 LAgreement shall be applied
each Lender, pro rata in relation to the total amai the Company indebtedness to the Lenders then outstanding tinel&rid Notes, i
the following order: first, to the payment of arge§, costs, expenses, or charges of the Lenddrsesipect to the Grid Notes arising ur
the loan documents; second, to the payment ofasterccrued on the outstanding advances repredeptdé Grid Notes; and third, to
principal balance. Any prepayments, whether oti@r mandatory, permanently reduce the Lendemsimitments under the Grid Not
pro rata, to the extent of such prepayme

«Upon 30 days prior written notice to the Lendel®e Company may prepay outstanding amounts undetdhas, provided that tl
minimum amount of any prepayment must generallatleast $250,000. Upon receipt of net cash pasé&®m (i) certain sales, leas
transfers or other dispositions of any assets ®Qbmpany, (ii) the incurrence or issuance of delhird parties, (iii) the sale or issual
of capital stock, warrants, rights or options t@uice capital stock, or any other securities otfiean upon the exercise of outstanc
options and warrants or the issuance of optionsyaunt to the Comparg/’equity incentive plan, in excess of 5% of thestartding share
of, Common Stock: (iv) any judgment, award or setint or (v) a merger or share exchange pursuanhich 50% of the Company’
voting power is transferred, the Company must prepe lesser of the amount outstanding on the @odtks or the amount of such
cash proceed

« The Company is required to pay all of the reasandbes and expenses incurred by the Lenders inection with the transactic
documents

On March 20, 2008, the Company entered into aneageat with the Lenders to assign, or factor, certdiits trade receivables (1
“Assignment Agreement”)If the Company requests such a transaction antlehders agree, monies will be advanced to the Cognpase
on the Company trade receivables assigned to the Lenders. UhdeAssignment Agreements, as the assigned accaoatcollected by tl
Company (approximately 30 days from the date ofithweice), the Company will promptly pay the Lensleghe amount of the collect
account, plus interest at an implied annual rate08b. In connection with the Assignment Agreemtrg, Company and its Lenders agreed
$500,000 advance with funding to occur on March 2008. Future transactions would be subject todsire of both the Company ¢
Lenders. An additional $500,000 was borrowed urtties arrangement on April 2, 2008. The first $800 borrowed was repaid, w
approximately $6,000 of accrued interest, on MagQD8.
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2007 Convertible Debt that replaced the 2002 Creditine

On June 26, 2007, the Company, and the Lendersreghinto an agreement to restructure the $11.fomibf credit line debt ar
accrued interest which was to mature August 2007.

The Company issued amended and restated note¥Aftiended and Restated Notes") in aggregate prihaip@unt, including accrus
interest on the maturing notes, of approximatel@.$Imillion to replace all of the maturing creditd notes and reflect the amendments t
Companys previous loan agreements, including: (i) theeesion of the termination dates and maturity détesll the maturing notes tt
were set to mature August 1, 2007 to a new matdetg of August 1, 2009; (ii) the reduction of theerest rate on each of the maturing n
from 9% to 7% per annum; (iii) provision for thensersion of the aggregate principal amount outstendn each of the maturing notes at
election of the Lenders, together with all accraed unpaid interest thereon into shares (the "Quitve Shares") of the ("“Common Stock
an initial conversion price of $0.20 per shareadidition, pursuant to the amendments to the Conipagmgvious loan agreements, each o
Lenders immediately converted $750,000 in princgalount and accrued interest outstanding undeafinementioned notes held by s
Lender prior to the restructuring into shares (thitial Conversion Shares") of Common Stock atamversion price of $0.18, the 10 |
volume weighted average closing price of the Comiga@ommon Stock on the American Stock ExchangeMEX") as of June 21, 20C
Assuming the Amended and Restated Notes are needed until maturity, approximately 58.5 milliohaes of Common Stock would
required to be issued upon conversion, for bothggpal and interest.

During January 2008, and associated with the @ladquisition, Alexander purchased an additionab $tillion of the Amended ai
Restated Notes. Before Alexander may exerciseigtsts to convert the additional $1.5 million of Amded and Restated Notes into
Conversion Shares, the Company is required to mk#pproval of its stockholders and AMEX to list thdditional Conversion Shares
AMEX. The Company is required to obtain these apal®owithin one year of the issuance date of timees. In the event that these reqt
approvals are not obtained by that time, then titerést rate on these notes will increase to aafal®% per annum. If the Conversion Sh
are not registered under the Registration Rightedgent that the Company entered into with Alexarnd connection with the financing
the $1.5 million by the 15-month anniversary of tbsuance date of the Amended and Restated Nb&s the thercurrent interest rate w
increase by a rate of 1% per annum each monthaftereaintil these Conversion Shares are registength the default rate of the lower of 2
per annum or the highest amount permitted by law.

Assuming these additional Amended and RestatedsNarte not converted until maturity, approximately gillion shares of Commi
Stock would be required to be issued upon conver$ar both principal and interest.

2006 Convertible Debt

During June 2006, the Company entered into a S&sifPurchase Agreement (the “Agreement”) and cdifle notes (the 200¢
Note¢”) with the Lenders, pursuant to which the Lendereedy to loan an aggregate of $5,000,000 to the @oypE52,500,000 by ea
Lender, in convertible debt.

The 2006 Notes will mature on June 22, 2010 and &ednterest rate of 5% due at maturity. Bothghacipal amount and any accrt
interest on the 2006 Notes are convertible into @om Stock at a rate of $0.33 per share, subjecettin antidilution adjustments. Ti
Lenders have the right to convert the 2006 Notet) principal and accrued interest, into shareSamhmon Stock ahe rate of $0.33 per sh
at any time. The Company has the right to redeen2@®6 Notes in full in cash at any time beginrting years after the date of the Agreen
(June 2008). The conversion rate of the 2006 Netasbject to customary ardilution protections, provided that the number dfiitiona
shares of Common Stock issuable as a result ofgelsaio the conversion rate will be capped so tteaggregate number of shares of Corr
Stock issuable upon conversion of the 2006 Notdshai exceed 19.99% of the aggregate number afeshaf Common Stock presently iss
and outstanding.

The 2006 Notes are secured on a first prioritydhgiall the Compang’intangible and tangible property and assets. Bayof the 200
Notes was guaranteed by our two inactive subsabai$pectral Solutions, Inc. and lllinois Supereardr Canada Corporation, and are
guaranteed by all the assets in Clarity The Com(fi¢ey a registration statement, which was declafedctive by the SEC in September 2(
covering the resale of the shares of Common Stesikable upon conversion of the 2006 Notes witiStBE. Concurrently with the execut
of the Agreement, the Lenders waived their righdemthe 2002 Credit Line to receive the financimgceeds from the issuance of the Z
Notes, allowing the Company to use the funds fodpct development or general working capital puegc

Assuming the 2006 Notes are held for the full fpear term, approximately 18.5 million shares of @uon Stock would be required
be issued upon conversion, for both principal amerest.
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Note 10 — Income Taxes

The Company adopted the provisions of FASB Integpien 48 (“FIN 48”),Accounting for Uncertainty in Income Taxesn January
1, 2007. Previously, the Company had accountethfocontingencies in accordance with SFAS NAd&gounting for ContingenciesAs
required by FIN 48, which clarifies FASB Statem&@, Accounting for Income Taxeshe Company recognizes the financial statememefit
of a tax position only after determining that tleéerant tax authority would more likely than nostin the position following an audit. For tax
positions meeting the more-likely-than-natreshold, the amount recognized in the finandetkesnents is the largest benefit that has a greater
than 50 percent likelihood of being realized uptirmate settlement with the relevant tax authorythe adoption date, the Company applied
FIN 48 to all tax positions for which the statufdimitations remained open. As a result of the iempentation of FIN 48, there was no effec
the Company’s financial statements as of Janua?9Q8 and there have been no material changesétagnized tax benefits since January 1,
2008 through June 30, 2008.

The Company is subject to income taxes in the fé@eral jurisdiction and various states jurisdiotioTax regulations within each
jurisdiction are subject to the interpretation lué related tax laws and regulations and requimgfgignt judgment to apply. As the Compe
has sustained losses since inception, a large nuofhlb@x years are open as the losses have notuidigad by the Company.

The Company is currently not aware of any currentheatened examination by any jurisdiction. Twmpany has elected to class
interest and penalties related to unrecognizetégmefits as a component of income tax expensepifaable. No accrual is required as of
January 1, 2008 and June 30, 2008 for interespandlties.

Note 11 — Business Segments

Starting January 2008, the Company operates irbtvginess segments: Hardware and Software. The Gonspzhief operating
decision maker, its President and Chief Executiffec€ uses the following measures in deciding Howallocate resources and assess
performance among the segments:

The results of operations by segmentaarf®llows:

Three Months ended June 30, 2008 Hardware Software Total
Revenue $2,134,51¢ $351,12¢& $2,485,641
Gross Profil $1,084,85¢ $89,117 $1,173,971
Operating Expense $3,177,56:
Operating Income (los: ($2,003,591
Six Months ended June 30, 2C Hardware Software Total
Revenue $4,520,81¢ $721,992 $5,242,80¢
Gross Profil $2,069,95¢ $315,87¢ $2,385,83¢
Operating Expense $6,95290¢
Operating Income (los: ($4,567,069

Segment information is not presented lierthree and six months ended June 30, 2007 ae¢ments were created with the
acquisition of Clarity in 2008.
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Note 12 — Subsequent Events

On August 18, 2008 the Company entered into a meditcagreement with the Lenders. The Lenderseapte loan an aggregate of
$3,000,000 to the Company through the issuancerofartible notes. The new credit agreement aldoaed the amount of advances that may
be made under the 2008 Loan Agreement by $550089notes bear interest at a rate of 9.5% per arandmature on August 1, 2010. Any
outstanding principal and accrued but unpaid istemeay be converted to Company common stock aD38eR share at any time during the
term of the loan at the Lenders' discretion. Inr@tion with the new credit agreement, the Comparigred into a registration rights
agreement pursuant to which the Company is requirdite a registration statement covering the leesf 15,000,000 shares of its common
stock, representing the number of shares of constark issuable upon conversion of the maximum fpal@amount due on the convertible
notes at the initial conversion price of $0.20 gleare.

Item 2. Management'’s Discussion and Analysis of Famcial Conditions and Results of Operations.
Forward Looking Statements

Because we want to provide investors with more nmgdnl and useful information, this Quarterly Reppon Form 109 contains, ar
incorporates by reference, certain forwérdking statements that reflect our current expgemta regarding our future results of operati
performance and achievements. We have tried, whergessible, to identify these forwalabking statements, as defined in the Pri
Securities Litigation Reform Act of 1995, as ameahdey using words such as “anticipates,” “belieVésstimates,” “expects,” “designs,”
“plans,” “i looks,” “may,”and similar expressions. These statements reflactwrrent beliefs and are based on informatiomertily

intends,
available to us. Accordingly, these statementssatgect to certain risks, uncertainties and comtivges, including the factors set forth ur
Item 1A, Risk Factors of our Annual Report on FdtfiK, as amended, for the year ended December 31, 2@ii¢h could cause our act
results, performance or achievements for 2008 aydrd to differ materially from those expressedoinimplied by, any of these stateme
You should not place undue reliance on any forwaoling statements, which speak only as of the détiis Quarterly Report. Except
otherwise required by federal securities laws, wdentake no obligation to release publicly the itssof any revisions to any such forward-
looking statements that may be made to reflect tsvencircumstances after the date of this Quigri®eport or to reflect the occurrence
unanticipated events. If one or more of these rimksincertainties materialize, or if the underlyiagsumptions prove incorrect, our ac
results may vary materially from those expectegrojected.

General

We have employed an outsourced manufacturing nindehich we sometimes supply raw materials to exkparties and products
then completed, and in other cases purchase trexialand labor from the outsourced manufactuiiéris system allows us to more comple
outsource procurement in the future if we choosddeo. Manufacturing partners then produce toiipation with Company personnel
hand to assist with quality control. Our produats designed for efficient production in this manreanphasizing solidtate electronics ov
mechanical devices with moving parts. The cost fisn@ssociated with these developments, coupldld @ihanced product functionality, h.
allowed us to realize good margins and efficientignage overhead costs. Extensions of developeddkdy, based on substantial input fi
customers, have allowed us to launch the gB#uct family and consider additional solutionsiletgenerally controlling total research
development (also referred as “R&D") cost. Asmweve toward digital hardware and softwé@sed solutions, and with the addition of Cl:
Communication Systems Inc. (“Clarity”), we expeziricrease the relative component of royalty amgonhon-product sales revenue streams.

We acquired Clarity in January 2008 in a mergemdagtion in which we acquired all of the outstagdétock of Clarity, and Clari
became a wholly-owned subsidiary. Clarity providedue added mobile device features including ahgagalk platform, locatiorbase:
services, interoperability with land mobile radisd management from an administrative portal. ifdevzidual features are combined int
proprietary solution called Clarity Public Safet@larity continues to maintain customers that datepush-to-talk platform.

Additionally, we have defined numerous new appiaea for our Adaptive Interference Management (AipBtform that are compellii
in a digital hardware package. We also believe uhderlying software technology and algorithms tituting the Company intellectue
property could potentially reach a far broader ande if it could be delivered solely in softwa®uch an adaptation would open additi
markets such as mobile devices, small cell siteélsrapeaters, WiFi nodes, WiMax, and other archites in other markets that employ wire
communications.
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Wireless telecommunications have undergone sigmificnerger activity in recent years, a trend whighbelieve will continue. The
activities often result in operators with dispar&gehnologies and spectrum assets, and the needegrate those assets. In addition,
deployment of data applications is adding to tfdgtry requirement to integrate disparate technefoigto base stations and other fixed p«
of access, resulting in the need to manage multipleless signals and keep them from interferinthweiach other. We are focused on provi
solutions that address these types of requireméfts believe that spectrum neining in Europe will soon be a very significaneat in the R
conditioning and management space, with operatepdogling Universal Mobile Telecommunications Sysse(@dMTS) in conjunction wit
existing Global System for Mobile CommunicationsS{@) networks, which we believe will create challeadgor these operators. We bel
these operators may find significant benefit froepldying our AIM solution. We see other areas igewise benefiting from our F
management solutions, including active engagemeritatin America and Asia.

We announced several significant events during 20@8uding the merger with Clarity, the additioh @ordon Reichard, Jr., as -
Chief Executive Officer, the resignation of Johro@ie and James Fuentes from our Board of Directutgtze addition of Torbjorn Folkebra
formerly of LM Ericsson Telephone Company, and Be&pMcCarthy formerly of Tellabs, Inc., to our Bdasf Directors. Frank Cesa
resigned as the Chief Financial Officer and wasaesul by Gary Berger. As we expand our focus oassabth domestically and internation
we entered agreements with the magis group, L.&rd, Sales Force Europe. Late in the second quair@008, several engineers who w
working on development of our DIF product voluntateft the business. The departure of thesividuals has caused delays in the availat
of this new product. Early in the third quarter28f08, we hired Jack Christie as the Vice PresidérBales to lead the sales efforts of
Company. We have seen reports of possible opesgtemding reductions in North America, witblatively higher spending outside Nc
America. Market diversification is one of the pam reasons why we have been more active in exgdriternational opportunities. Duri
the second quarter it was announced that Verizoreldés would be acquiring Alltel Corporation. All€orporation is one of the larg
customers of our hardware business. At this paiathave been unable to determine the impact otrdaisaction on our saletn August 200¢
we entered into a new credit agreement with Martelneecurities Corporation and Alexander FinancP, (together, the “Lenders”Undel
the new credit agreement, the Lenders agreed todneaggregate of $3,000,000 to the Company thrthuglissuance of convertible notes
reduced the amount of advances that may be made timel 2008 Loan Agreement by $550,000. With tiee funding, we will continue
evaluate our options for our existing lines of nesis .

Critical Accounting Policies

The preparation of these financial statements requis to make estimates and judgments that affeceported amount of assets and
liabilities, revenues and expenses, and relatedagdigre of contingent assets and liabilities atdat of our financial statements. Actual results
may differ from these estimates under differentiaggtions or conditions.

Critical accounting policies are defined as thdse are reflective of significant judgments andentainties, and potentially result in
materially different results under different asstioms and conditions. We believe that our crit@atounting policies are limited to those
described below.

Revenue Recognitic

In accordance with Staff Accounting Bulletin No41Qve recognize revenue when the following criteri@ met: persuasive evidence
of an arrangement exists, delivery has occurreskorices have been rendered, price is fixed aretmdé@table, and collectability is reasonably
assured. Revenues from product sales are genseatignized at the time of shipment and are reconé¢df estimated returns and allowances.
Revenues from services are generally recognized spbstantial completion of the service and acemgtdy the customer. We have under
certain conditions, granted customers the righetorn product during a specified period of timeashipment. In these situations, we estal
a liability for estimated returns and allowancethattime of shipment and make the appropriatesaajent in revenue recognized for
accounting purposes. During the six months endegliae 30, 2008 and 2007, no revenue was recogaizedoducts that included a right to
return or otherwise required customer acceptartee dfine 30, 2008. We have established a progranhwih certain situations, allows
customers or prospective customers to field tespoaducts for a specified period of time. Revenines) field test arrangements are
recognized upon customer acceptance of the praducts

During 2006, we began to sell the dANF product Whiontains software that is essential to the fonetity of the product and as st
is required to be accounted for in accordance Bittiement of Position (“SOP”) 97-2, “Software RaveRecognition,” as amended by SOP
98-9, “Madification of SOP 97-2, Software RevenuecBgnition, With Respect to Certain Transactiofii& revenue recognized for each
separate element of a multiple-element softwaréraonis based upon vendor-specific objective evigeof fair value, which is based upon the
price the customer is required to pay when the etens sold separately. The dANF product is recogphias revenue upon shipment while the
maintenance is deferred and recognized on a stri@ighbasis during the applicable maintenanceggetypically 1-3 years.
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Certain of our software agreements encompass reuttgdiverables. Accounting for these agreemenis accordance with Emerging
Issues Task Force (“EITF”) No. 00-21Atcounting for Revenue Arrangements with Multipidii@rables’ (“EITF 00-21"). If the
deliverables meet the criteria in EITF 00-21, teéwtrables are separated into separate unitsooiuating and revenue is allocated to the
deliverables based on their relative fair valugsorder for this accounting treatment to apply dleéiverables must have value to the customer
on a stand-alone basis, there must be objectiveaiathle evidence of the fair value of the undeled item, and if the arrangement includes a
general right of return relative to the delivertam, delivery or performance of the undeliverediis considered probable and substantially in
the control of the Company. If the deliverablesndd meet the above criteria they are treatedsisghe multiple-element arrangement. The
accounting treatment for single multiple-elememéiagements means that any milestone payments nydtie lsustomer are recognized over
the remaining term of the arrangement at each toitesdate and the proportional amount of the sugperis recognized monthly starting at
the milestone date through the end of the agreerviartagement applies judgment to ensure approgiécation of EITF 00-21, including
value allocation among multiple deliverables, deieation of whether undelivered elements are eigddantthe functionality of the delivered
elements and timing of revenue recognition amohgrst

We warrant our products against defects in magedaatl workmanship typically for aZlyear period from the date of shipment, thc
these terms may be negotiated on a case by case dgsovision for estimated future costs relatedvarranty expenses is recorded when
revenues are recognized. We accrued warranty €8840000 for the first six months of 2008 and 200fis warranty reserve is based on the
cost to replace a percentage of products in the fiea given point, adjusted by actual experieRegturns and allowances were not significant
in any period reported, and form a data point taldishing the reserve. Should this warranty resestimate be deemed insufficient, by new
information, experience, or otherwise, an incrdasgarranty expense would be required.

Goodwill and Intangible Assets

During 2007, we completed our annual process duatiag goodwill for impairment under SFAS No. 14z2oodwill and Other
Intangible Assets”. As the fair value of the entesg, using quoted market prices for our commonlkstexceeded the carrying amount,
goodwill was determined to be not impaired. We sss$ke potential for impairment of goodwill annyatir more frequently if events or
changes in circumstances indicate that the asggitine impaired. If we determine that the carryrafue of goodwill is less than its fair value,
a write-down may be required. In accordance witASHNo. 144 “Accounting for the Impairment or Dispbsf Long-Lived Assets”, we
review our identifiable intangible assets for impaént whenever events or changes in circumstandésaite that the carrying amount may not
be recoverable. Recoverability of the intangibleets is measured by a comparison of the carryirguaito the fair value. If intangible assets
are considered to be impaired, the impairment teebegnized is measured by the amount by whicleding/ing amount of the asset exceed:
fair value. Management does not believe that thexe an impairment to goodwill and intangible asastsf June 2008.

Allowance for Doubtful Receivabl

An allowance for doubtful receivables may be mairgd for potential credit losses. Management smedij analyzes accounts
receivable, on a client by client basis, when eatihg the adequacy of our allowance for doubtfakreables including customer
creditworthiness and current economic trends aoords any necessary bad debt expense based oesthestimate of the facts known to date.
Should the facts regarding the collectibility ofegvables change, the resulting change in the alhm& would be charged or credited to income
in the period such determination is made. Theremnalsad debt allowance recorded as of June 30, 2002007.

Stock-Based Compensation

Effective January 1, 2006, we adopted the provissmfiSFAS No. 123R, "Share-Based Payment," ("FABRIPwhich establishes
accounting for equity instruments exchanged forlegge services. Under the provisions of FAS 123Rra-based compensation cost is
measured at the grant date, based on the calcdiatedlue of the award, and is recognized asx@erse over the employee's requisite service
period (generally the vesting period of the eqgitgnt). Performance-based grants (grants thatgest a future event and not due to the
passage of time) are not expensed until we beltqu@bable that vesting will occur. We electedattopt the modified prospective transition
method as provided by FAS 123R and, accordingharfcial statement amounts for the prior periodehet been retroactively adjusted to
reflect the fair value method of expensing shargstdacompensation. Under the modified prospectivtaode share-based expense recognized
after adoption includes: (a) share-based expemsalfawards granted prior to, but not yet veste@dialanuary 1, 2006, based on the grant date
fair value and (b) share-based expense for alldsvgranted subsequent to January 1, 2006. We ctiangequity compensation practices at
the same time to emphasize grants of restricterk ste opposed to stock options. As most optiong \idly vested as of January 1, 2006, only
a small portion of its total equity compensatiopenxse came from stock options, with the vast mgjodming from grants of restricted stock.
Grants of restricted stock are valued at the mgrkieé on the date of grant and amortized durimgsrvice period on a straight-line basis or
the vesting of such grant, whichever is higher.
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Results of Operations
Three months ended June 30, 2008 and 2007

Our net sales decreased $937,000 or 27% to $2@B6&0 the three months ended June 30, 2008 frod283000 for the same period
in 2007, which we attribute largely to the 2007Kklag of customer orders, partially offset by thelgidn of software related revenues from our
Clarity unit. Gross margins declined $546,000 tukwwer hardware shipments for the second quaft2008 compared to the second quarter
of 2007. Gross margin rates declined to 47% oémere in the current period from 50% for the sanr@gden 2007. This reduction in gross
margin rates was the result of new software cotgnabere costs were incurred in advance of reveeassed thereby lowering the gross
margin rate. Hardware gross margin rates weretdligiigher than in the prior year. Cumulative deéerrevenue, which represents revenue
will be recognized in future periods increased@B3$million at June 30, 2008 which was up from $0@llion at June 30, 2007.

Cost of goods sold, decreased by $391, 000 or »384tL,312,000 for the quarter ended June 30, #008$1,703,000 for the same
period in 2007. The decrease in cost of goodswaklifully attributable to the decline in hardweggenue and is shown net of the cost of sales
related to software revenues.

Our research and development expenses increas@$62otaling $1,284,000 for the most recent quazdmpared to total research
and development expenses in the same period in 200¢h totaled $662,000. The entire net increagek&D expenditures is attributed to the
addition of Clarity, as these expenditures in tasdivare business declined compared to prior yé&.expect R&D spending to continue at
approximately the same rate for at least the neattgr as efforts continue in new product develapnf@ both hardware and software
offerings.

Sales and marketing expenses remained flat at $898or the June 30, 2008 quarter compared to $60Ifor the same ninety day
period in 2007. The addition of expenses in thiggory associated with sales and marketing efédrtsir software products were offset by
vacancies in the hardware sales organization akdtiga reduction in sales commissions due to lomkings in the period. We expect
expenses in this category to increase for the metheniof the year as additional internal and exlesakes resources are added and as we realize
expected increases in order activity specificallyhie fourth quarter.

General and administrative expenses increased 14,820 or 22%, compared to the same period in 20Wi& entire increase in this
category is related to the inclusion of Claritytlasre was a slight reduction in expenses durirgggharter associated with the hardware
business. A reduction in compensation-relatedgdsmassociated with stock grants was the primavedof the lower expense associated with
the hardware business. Expenses in this categermgxpected to continue at second quarter levelhéremainder of 2008.

Net other expenses increased $64,000 or 27% to,830@or the period ended June 30, 2008 compardteteame period in
2007. Higher interest expense due to higher audéitg debt; along with lower interest income asatad with less excess cash were the cause:
of the increase. This trend is expected to comtiion the remainder of 2008.

Six months ended June 30, 2008 and 2007

Our net sales totaled $5,243,000 for the six moattteed June 30, 2008, which represented an incoé&867,000 or 20% from the
same year-to-date period in 2007. The additioBlafity accounted for the largest portion of thergase although hardware sales were also
higher due to low hardware shipments during thet fjuarter of 2007. Gross margins on hardwares seéee $105,000 higher for the first six
months of 2008 compared to the prior year. Moghefmargin increase was due to higher volumesiduhe period. Hardware gross margins
increased to 46% from 45% the prior year.

Research and development spending totaled $2,87400@he six months ended June 30, 2008, an isere&$1,591,000 from the
same period in the prior year, primarily due toith@usion of Clarity. R&D spending for hardwareasvflat compared to the prior year.

Sales and marketing expenses for the first sixthsaf 2008 totaled $1,634,000 which is $380,0080%0 higher than the prior
year. The total increase was due to the additid@arity and was partially offset by reductionssipending on hardware sales and marke
efforts due to lower sales and marketing headcaamddower professional fees.

General and administrative expenses totaled $20884or the first six months of 2008, which wa$3$200 or approximately 12%
higher than the prior year. General and Administeaexpenses for the hardware business were $0800ver than the prior year as a resu
lower stock compensation expense.

Other expenses increased $97,000 or 20% fromirdtesix months in the prior year. The increases waused by higher outstanding
borrowings along with lower interest income dudoiwer excess cash balances available for investing.

Consolidated net loss for the first six months @& totaled $5,138,000 which is $1,910,000 or 59§kdr than the same period in
previous year. Net loss from the hardware business$2,874,000 which was $355,000 lower than thoe gear. The net loss for the software
business totaled $2,265,000 on year to date regesfuk722,000.
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Liquidity and Capital Resources

At June 30, 2008, cash and cash equivalents wamr@dmately $0.3 million, a decrease of $1.5millivom the December 31, 2007
balance. This decrease was associated with 8te obthe combined business operations duringénied and is in addition to the $1.5 mill
borrowed to pay off Clarity’s $1.2 million credibe and $0.4 million of Clarity’s closing costsrasjuired by the merger agreement the
Company entered with Clarity. During the secondrtgr, $1.2 million was drawn from the $2.5 millioredit line with Manchester Securities
Corporation and Alexander Finance, L.P. with apprately $0.5 million used to repay the loan asdedavith the trade receivable factoring
arrangement with the remainder of the draw usesdipport operations and new product developmentteffo

To date, the Company has financed its operatioinsapity through public and private equity and débancings. The Clarity
acquisition has significantly increased the casfuired to fund new product development and for amg@perations of the business. The
continued operations of our combined entity wijuge an immediate commitment and/or availabilityumds, as will continuing development
of our product lines and any required defense ofiellectual property. The actual amount of onmediate and future funding requirements
depends on many factors, including; the amounttiamidg of future sales along with the timing of tarser payments, the level of spending
required to develop new hardware and software mtsdthe level of product marketing and sales &fftr support our commercialization
plans, our ability to maintain and improve prodonzrgins, the level of deferred revenue and thesdosblved in protecting our patents and
other intellectual property. While the Company historically been successful in raising additioopérating funds there can be no guarantees
that we will be successful in raising funds at ls\sufficient to support all of our operating adiss. As we continue to evaluate strategic
options for the business, efforts aregwing to obtain additional funding in amounts ad&quo support future operating needs from theetit
Lenders as well as alternative sources.

Net cash used in operating activities increasedd1000 for the first six months ended June 3082@npared to the same period
ended June 30, 2007. The increase in the nebfdkk 909,000 was partially offset by a reductiémet working capital. Lower accounts
receivable balances provided most of the redudtiamorking capital and were the results of the tighof customer invoicing and improved
cash collection efforts. Inventory levels wereodtsver due to inventory reduction programs alorih wontinued outsourcing of some
production activities.

Investing activities consisted primarily of the aigition of the outstanding stock of Clarity by mer. in January 2008. Financing
activities consisted of the issuance of commonkstocoption exercises. Loan proceeds represemoimng used to fund operating activities
during the period. Loan repayment activities mflepayment of borrowings under the accounts vabée factoring arrangement with the
Lenders.

Contractual Obligations and Commitments

The following table lists the contractual obligatsoand commitments that existed as of June 30,:2008

Contractual Obligations Payments Due by Perioc

Less than 1 More than
Year Total Year 1-3 Years 3-5 Years 5 Years
Long Term Debt Obligation $ 19,207,98 $ - $ 19,207,98 $ -
Operating Lease Obligatioi  $ 1,353,00 $ 204,000 $ 422,000 $ 441,00 $ 286,00(
Total $ 20,560,98 $ 204,000 $ 19,629,98 $ 441,000 $ 286,00

Off Balance Sheet Arrangements

We did not engage in any off-balance sheet arrargésrduring the period ended June 30, 2008.
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It em 3. Quantitative and Qualitative DisclosuresAbout Market Risk.

The Company is a smaller reporting compangedimed by Rule 12b-2 of the Exchange Act of 128lamended (the “Exchange

Act”) and is not required to provide the informaticequired under this item.

Item 4. Controls and Procedures.

(@)

(b)

An evaluation was performed under the supervisiamhwith the participation of the Company’s managetniecluding its Chief
Executive Officer, or CEO, and Chief Financial ©éf, or CFO, of the effectiveness of the Compadigslosure controls and
procedures, as such term is defined under Rulel58a) promulgated under the Exchange Act as of 30n2008. Based on that
evaluation, the Company’s management, includingXB® and CFO, concluded that the Company’s disofosontrols and
procedures are effective to ensure that informatgguired to be disclosed by the Company in repbasit files or submits under
the Exchange Act, is recorded, processed, sumntkaizé reported as specified in Securities and Exgh&ommission rules and
forms.

The Company’s management, including its CEO and Qfelleves that a controls system, no matter holvdesigned and

operated, is based in part upon certain assumpaioost the likelihood of future events, and therefcan only provide reasonable,
not absolute assurance that the objectives ofdhea@ system are met, and no evaluation of costrah provide absolute assurance
that all control issues and instances of fraudnif, within a company have been detected.

There were no significant changes in the Compaimgggnal control over financial reporting identiién connection with the
evaluation of such controls that occurred durirg@ompany’s most recent fiscal quarter that hagriedly affected, or is
reasonably likely to materially affect, the Comp’s internal control over financial reportir
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PART Il. OTHER INFORMATION
Iltem 1. Legal Proceedings.
None.
Item 1A. Risk Factors.

The Company is a smaller reporting company as ddfiboy Rule 12b-2 of the Exchange Act and is notiired to provide the
information required under this item.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.
None.
Item 3. Defaults Upon Senior Securities.
None.
Item 4. Submission of Matters to a Vote of SecuritjHolders.
None.
Item 5. Other Information.
None.
Item 6. Exhibits.

Exhibit Number  Description of Exhibi

311 Certification by Chief Executive Officer pursuantRule 13a-14(a) and 15d-14(a), as adopted purso&@ection 302 of
the Sarban«Oxley Act of 2002

31.2 Certification by Chief Financial Officer pursuantRule 13-14(a) and 15-14(a), as adopted pursuant to Section 302 ¢
Sarbane-Oxley Act of 2002

32.1 Certification pursuant to 18 U.S.C Section 1350adapted pursuant to Section 906 of the Sarl-Oxley Act of 2002

20




Table of Content

Signatures

Pursuant to the requirements of the Securities &xgé Act of 1934, the Registrant has duly causisddiport to be signed on its behalf
by the undersigned, thereunto duly authorized ertof" day of August 2008.

ISCO International, Inc.

By: [s/ Gordon Reichard, ¢
Gordon Reichard, Ji
President and Chief Executive Offic
(Principal Executive Officer

By: /sl Gary Berge
Gary Berget

Chief Financial Office!
(Principal Financial and Accounting Office
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EXHIBIT INDEX

Exhibit
Number  Description of Exhibit

31.1 Certification by Chief Executive Officer pursuantRule 13-14(a) and 15-14(a), as adopted pursuant to Section 302 ¢
Sarbane-Oxley Act of 2002

31.2 Certification by Chief Financial Officer pursuantRule 13-14(a) and 15-14(a), as adopted pursuant to Section 302 ¢
Sarbane-Oxley Act of 2002

32.1 Certification pursuant to 18 U.S.C. Section 13%0adopted pursuant to Section 906 of the Sarl-Oxley Act of 2002



Exhibit 31.1
CERTIFICATIONS
I, Gordon Reichard, Jr, certify that:
1. | have reviewed this quarterly report on Form@0f ISCO International, Inc.;

2. Based on my knowledge, this quarterly reporisdua contain any untrue statement of a materéldaomit to state a material fact neces
to make the statements made, in light of the cistances under which such statements were madepisigading with respect to the per
covered by this quarterly report;

3. Based on my knowledge, the financial statemeans, other financial information included in thisagterly report, fairly present in
material respects the financial condition, resoftsoperations and cash flows of the registrant fasaod for, the periods presented in
quarterly report;

4. The registrang other certifying officer and | are responsibledstablishing and maintaining disclosure contemid procedures (as definet
Exchange Act Rules 13a-15(e) and 15(d)-15(e)) atetnial control over financial reporting (as defiia Exchange Act Rules 13&(f) anc
15d-15(f) for the registrant and have:

a. designed such disclosure controls and procedureaused such disclosure controls and procedarbs designed under our supervisio
ensure that material information relating to thgisgant, including its consolidated subsidiarissinade known to us by others within th
entities, particularly during the period in whidfig quarterly report is being prepared;

b. designed such internal control over financigdoréing, or caused such internal control over fgiahreporting to be designed under
supervision, to provide reasonable assurance rieggitie reliability of financial reporting and tigreparation of financial statements
external purposes in accordance with generallymgedeaccounting principles;

c. evaluated the effectiveness of the registsadisclosure controls and procedures and presamtiais quarterly report our conclusions at
the effectiveness of the disclosure controls andguaures, as of the end of the period coveredibygtrarterly report based on such evaluation;

d. disclosed in this quarterly report any changéhi registrant’s internal control over financiaporting that occurred during the registrant’
most recent fiscal quarter that was materiallyciéfd, or is reasonably likely to materially affettte registrans internal control over financ
reporting; and

5. The registrans other certifying officer and | have disclosedsdxon our most recent evaluation of internal @drver financial reportin
to the registrant’s auditors and the Audit Comneitbé the registrant’s board of directors (or pessperforming the equivalent functions):

a. all significant deficiencies and material weag®es in the design or operation of internal cordvelr financial reporting which are reason:
likely to adversely affect the registrant’s abilityrecord, process, summarize and report finafmiatmation; and

b. any fraud, whether or not material, that invelveanagement or other employees who have a signifiole in the registrar’interna
control over financial reporting.

/s/ GORDON REICHARD, JF
Gordon Reichard, J
Chief Executive Office

Date: August 19, 2008



Exhibit 31.2
CERTIFICATIONS
I, Gary Berger, certify that:
1. | have reviewed this quarterly report on Forra0f ISCO International, Inc.;

2. Based on my knowledge, this quarterly reportsdus contain any untrue statement of a mater@ldaomit to state a material fact neces
to make the statements made, in light of the cistances under which such statements were madepisigading with respect to the per
covered by this quarterly report;

3. Based on my knowledge, the financial statemeans, other financial information included in thisagterly report, fairly present in
material respects the financial condition, resoltsoperations and cash flows of the registrant fasand for, the periods presented in
quarterly report;

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (as define:
Exchange Act Rules 13a-15(e) and 15(d)-15(e)) atefnal control over financial reporting (as defiia Exchange Act Rules 13&(f) anc
15d-15(f) for the registrant and have:

a. designed such disclosure controls and procedureaused such disclosure controls and procedarbs designed under our supervisio
ensure that material information relating to thgisgant, including its consolidated subsidiarissinade known to us by others within th
entities, particularly during the period in whidhig quarterly report is being prepared,;

b. designed such internal control over financigloréing, or caused such internal control over fgiahreporting to be designed under
supervision, to provide reasonable assurance riegattie reliability of financial reporting and thgreparation of financial statements
external purposes in accordance with generallygedeaccounting principles;

c. evaluated the effectiveness of the registsadisclosure controls and procedures and presémtihis quarterly report our conclusions at
the effectiveness of the disclosure controls andguaures, as of the end of the period coveredibygtrarterly report based on such evaluation;

d. disclosed in this quarterly report any changéhiregistrant’s internal control over financiaporting that occurred during the registrant’
most recent fiscal quarter that was materiallyciéfd, or is reasonably likely to materially affettte registrans internal control over financ
reporting; and

5. The registrans other certifying officer and | have disclosedsdxh on our most recent evaluation of internal abraver financial reportini
to the registrant’s auditors and the Audit Comreitbé the registrant’s board of directors (or pessparforming the equivalent functions):

a. all significant deficiencies and material weadg®es in the design or operation of internal cordvelr financial reporting which are reasoni
likely to adversely affect the registrant’s abilityrecord, process, summarize and report finantiaimation; and

b. any fraud, whether or not material, that invelveanagement or other employees who have a signifiole in the registra’interna
control over financial reporting.

/s GARY BERGEFR
Gary Berget
Chief Financial Office!

Date: August 19, 2008



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 Quarterly Report of ISCOelmiational, Inc. (the “Company”) on Form 10-Q foe ffiscal period ended June 30, 2008 as
filed with the Securities and Exchange Commissionhe date hereof (the “Report”), each of the usideed officers of the Company, certify
pursuant to 18 U.S.C. Section 1350, as adoptedignt$o Section 906 of the Sarbanes-Oxley Act 6f2hat:

1. The Report fully complies with the requiremenitSection 13(a) or 15(d) of the Securities AciLl8B4; and

2. The information contained in the Report fairhggents, in all material respects, the financialdition and results of operations of the
Company.

/s/ GORDON REICHARD, JF
Gordon Reichard, J

Chief Executive Office
August 19, 2008

/sl GARY BERGER
Gary Berge!

Chief Financial Officel
August 19, 2008




