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to such filing requirements for the past 90 days: Yes X No 0
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As of August 13, 2007, there were 73,754,691 outstanding shares of common stock, no par value, of the registrant.
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PART I.
FINANCIAL INFORMATION

Item 1. Financial Statements
Tucows Inc.
Consolidated Balance Sheets

(Dollar amounts in U.S. dollars)

Assets

Current assets:

Cash and cash equivalents

Restricted cash

Accounts receivable, net of allowance for doubtful accounts of $131,500 as of June 30, 2007 and
$147,500 as of December 31, 2006

Prepaid expenses and deposits

Prepaid domain name registry and other Internet services fees, current portion

Deferred tax asset, current portion

Total current assets

Prepaid domain name registry and other Internet services fees, long-term portion
Property and equipment

Deferred tax asset, long-term portion

Intangible assets (note 4)

Goodwill (note 3)

Investment

Cash held in escrow (note 3(a))

Total assets

Liabilities and Stockholders' Equity

Current liabilities:

Accounts payable

Accrued liabilities

Customer deposits

Deferred revenue, current portion
Accreditation fees payable, current portion
Promissory note payable, current portion
Total current liabilities

Deferred revenue, long-term portion
Accreditation fees payable, long-term portion
Promissory note payable, long-term portion
Deferred tax liability

Stockholders' equity (note 8)

Preferred stock - no par value, 1,250,000 shares authorized; none issued and outstanding
Common stock - no par value, 250,000,000 shares authorized; 73,735,782 shares issued and
outstanding as of June 30, 2007 and 75,978,502 shares issued and outstanding as of December 31,
2006

Additional paid-in capital

June 30,
2007
(unaudited)

$ 5,717,412
510,000

4,033,648
4,037,325
24,321,679
1,000,000
39,620,064

10,110,771
6,394,697
2,000,000
17,989,747
12,189,767
353,737

$ 88,658,783

$ 1,901,126
2,502,580
2,773,653
34,527,977
521,844
6,000,000
48,227,180

14,485,149
173,441

5,396,000

15,217,279
48,451,596

December 31,
2006

$ 6,256,392
1,019,423

2,969,997
2,394,627
22,168,558
1,000,000
35,808,997

9,511,341
5,647,532
2,000,000
18,554,436
12,094,817
353,737

694,579

$ 84,665,439

$ 2,867,814
2,567,012
3,144,119
31,658,081
847,325

41,084,351

13,478,525
163,988
6,000,000
5,396,000

15,395,381
50,359,906
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Deficit (43,291,862 ) (47,212,712 )
Total stockholders' equity 20,377,013 18,542,575
Total liabilities and stockholders' equity $ 88,658,783 $ 84,665,439

Subsequent events (note 10)

See accompanying notes to unaudited consolidated financial statements




Edgar Filing: TUCOWS INC /PA/ - Form 10-Q

Tucows Inc.
Consolidated Statements of Operations
(Dollar amounts in U.S. dollars)
(unaudited)

Three months ended June 30, Six months ended June 30,

2007 2006 2007 2006
Net revenues $ 20,814,881 $ 15,678,856 38,586,098 $ 30,965,976
Cost of revenues:
Cost of revenues (*) 12,198,808 10,066,262 23,431,597 19,994,116
Depreciation of property and equipment 985,430 669,256 1,795,096 1,194,175
Amortization of intangible assets 63,540 38,538 127,072 77,078
Total cost of revenues 13,247,778 10,774,056 25,353,765 21,265,369
Gross profit 7,567,103 4,904,800 13,232,333 9,700,607
Expenses:
Sales and marketing (*) 1,480,078 1,572,290 2,824,522 3,031,446
Technical operations and development (*) 1,752,693 2,090,723 3,564,972 4,411,439
General and administrative (¥) 810,872 948,464 2,309,641 2,567,517
Depreciation of property and equipment 68,267 45,041 129,791 82,091
Amortization of intangible assets 222,741 112,591 456,042 205,884
Total expenses 4,334,651 4,769,109 9,284,968 10,298,377
Income (loss) from operations 3,232,452 135,691 3,947,365 (597,770
Other income (expenses):
Interest income (expense), net (49,297 102,662 (90,946 205,553
Other income, net 88,431 473,606
Total other income (expense) (49,297 102,662 2,515 679,159
Income before provision for income taxes 3,183,155 238,353 3,944,850 81,389
Provision for income taxes 12,000 12,000 24,000 12,000
Net income for the period $ 3,171,155 $ 226,353 3,920,850 $ 69,389
Basic earnings per common share $ 0.04 $ 0.00 0.05 $ 0.00
Shares used in computing basic earnings per common
share 74,447,018 72,527,662 74,950,621 72,255,539
Diluted earnings per common share $ 0.04 $ 0.00 0.05 $ 0.00
Shares used in computing diluted earnings per common
share 77,375,096 74,704,791 77,633,136 74,540,626
(*) Stock-based compensation has been included in operating expenses as follows:
Cost of revenues $ 4,400 $ 3,200 6,900 $ 5,500
Sales and marketing $ 25,500 $ 18,900 39,700 $ 36,000
Technical operations and development $ 23,300 $ 27,500 43,400 $ 51,000

)
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General and administrative $ 58,300 $ 29,500 84,200 $ 56,000

See accompanying notes to unaudited consolidated financial statements
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Tucows Inc.

Consolidated Statements of Cash Flows

(Dollar amounts in U.S. dollars)

Cash provided by (used in):

Operating activities:

Net income for the period

Items not involving cash:

Depreciation of property and equipment

Amortization of intangible assets

Unrealized change in the fair value of forward contracts
Stock-based compensation

Change in non-cash operating working capital:
Interest receivable

Accounts receivable

Prepaid expenses and deposits

Prepaid domain name registry and other Internet services
fees

Accounts payable

Accrued liabilities

Customer deposits

Deferred revenue

Accreditation fees payable

Cash provided by operating activities

Financing activities:
Proceeds received on exercise of stock options
Repurchase of shares

Cash (used in) provided by financing activities

Investing activities:

Cost of domain names acquired

Additions to property and equipment

Decrease in investment in short-term investments

Decrease (increase) in restricted cash - being margin security

against forward exchange contracts

Acquisition of Mailbank.com Inc., net of cash acquired
Acquisition of Hosted Messaging Assets, net of cash
acquired

Acquisition of Boardtown Corporation, net of cash acquired

Decrease (increase) in cash held in escrow
Cash used in investing activities

Decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental cash flow information:
Interest paid

(unaudited)

Three months ended June 30,

2007

$ 3,171,155

1,053,697
286,281
(885,652
111,500

(211,028
(310,274

(771,898
(337,450
(216,318
(195,342
979,595
(315,320
2,358,946
85,272
(1,119,455
(1,034,183

10,303
(1,690,523

257,785

(4,900
(1,427,335

(102,572
5,819,984

$ 5717412

$ 105,000

~

~— — — —

2006

$ 226,353

714,297
151,129
(378,846
78,300

(3,047
(335,071
(24,292

(1,858,622
2,577,875
(259,966
420,423
2,151,830
(240,100

3,220,263

27,401

27,401

(2,405,146
72,000

190,042
(5,830,902

163,969

(18,507
(7,828,544

(4,580,880
11,120,593

$ 6,539,713

$

Six months ended June 30,

2007

$ 3,920,850

1,924,887
583,114
(1,102,441
174,200

(1,063,651
(1,037,510

(2,752,551
(745,587
432,821
(370,466
3,876,520
(316,028

3,524,158
186,343
(2,446,955
(2,260,612

(18,425
(2,893,153

509,423

(90,050
(4,900
694,579
(1,802,526

(538,980

6,256,392
$ 5717412

$ 210,000

2006

$ 69,389

1,276,266
282,962
(195,902
148,500

34,547
(2,162,713
(20,879
(4,171,670
3,070,542
1,067,114
568,257
5,196,350
(108,836

5,053,927

55,410

55,410

(3,291,425
1,771,569

(362,458
(5,830,902

(6,419,485

(1,785,011
(15,917,712

(10,808,375
17,348,088

$ 6,539,713

$
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Supplementary disclosure of non-cash investing and
financing activity:
Capital assets acquired during during the period not yet paid

for $ 163,169 $ $ 163,169 $

Common stock issued on the acquisition of Mailbank.com

Inc. $ $ 2877070 $ $ 2,877,070
Promissory notes issued on the acquisition of Mailbank.com

Inc. $ $ 8,122930 $ $ 8,122,930

See accompanying notes to unaudited consolidated financial statements
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NOTES TO UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS
1. BUSINESS AND BASIS OF PRESENTATION:

Tucows Inc., a Pennsylvania corporation (referred to throughout this report as the Company , Tucows , we , us or through similar expressions),
together with its consolidated subsidiaries, seeks to make the Internet easier and more effective for Internet users and to reduce complexity for
its customers as they acquire, deliver or use Internet services.

Our principle source for distributing Internet services is our global network of over 7,000 hosting companies, Internet Service Providers, or ISPs,
and other providers of Internet services, collectively referred to as Service Providers. Service Providers play a critical role in connecting users to
the Internet as they interact with individuals and businesses ranging from small business to large corporations. Our wholesale product offerings
and our outsourced service management capability allows us to offer Service Providers innovative value-added services that allow these Service
Providers to focus their time and resources on customer acquisition and retention while still being able to enhance per customer revenue by
offering additional services along with their core services.

In addition to other Internet services, we provision millions of email boxes and manage over 7 million domains. We also have one of the most
popular download sites on the Internet, where we connect advertisers to a global audience of Internet users.

We were among the first group of 34 registrars to be accredited by the Internet Corporation for Assigned Names and Numbers (ICANN) in
1999. ICANN maintains a list of accredited registrars at www.icann.org /registrars/accredited-list.html.

We were incorporated under the laws of the Commonwealth of Pennsylvania in November 1992 under the name Infonautics, Inc. In August
2001, we completed our acquisition of Tucows Inc., a Delaware corporation, and we changed our name from Infonautics, Inc. to Tucows Inc.
Our principal executive offices are located in Toronto, Ontario and we have offices in Europe and the United States.

2. NEW ACCOUNTING POLICIES:

The accompanying unaudited interim consolidated balance sheet, and the related consolidated statements of operations and cash flows reflect all
adjustments, consisting of normal recurring adjustments, that are, in the opinion of management, necessary for a fair presentation of the financial
position of Tucows and its subsidiaries as at June 30, 2007 and the results of operations and cash flows for the interim periods ended June 30,
2007 and 2006. The results of operations presented in this Quarterly Report on Form

10-Q are not necessarily indicative of the results of operations that may be expected for future periods.

The accompanying interim consolidated financial statements have been prepared by Tucows without audit, in accordance with the rules and
regulations of the Securities and Exchange Commission (the SEC ). Certain information and footnote disclosure normally included in the
Company s annual audited consolidated financial statements and accompanying notes have been condensed or omitted. These interim financial
statements and accompanying notes follow the same accounting policies and methods of application used in the annual financial statements and
should be read in conjunction with the audited financial statements and notes thereto of Tucows for the year ended December 31, 2006 included
in Tucows 2006 Annual Report on Form 10-K filed with the SEC on March 29, 2007.

Other than the adoption of FIN 48 described below, there have been no material changes in our significant accounting policies during the six
months ended June 30, 2007 as compared to the significant accounting policies described in our Annual Report on Form 10-K for the fiscal year
ended December 31, 2006.

Reclassification
Certain comparative figures have been reclassified to conform with the current period s presentation.

6

10
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Recent Accounting Pronouncements Adopted

In June 2006, the FASB ratified the consensus reached on Emerging Issues Task Force (EITF) Issue No. 06-03, How Sales Taxes Collected
from Customers and Remitted to Governmental Authorities Should Be Presented in the Income Statement (that is, Gross Versus Net
Presentation) (EITF 06-03). The EITF reached a consensus that the presentation of taxes on either a gross or net basis is an accounting policy
decision that requires disclosure. EITF 06-03 is effective for the first interim or annual reporting period beginning after December 15, 2006.
Tucows adopted EITF 06-03 on January 1, 2007. Any amounts we collect, which under common trade practices are referred to as sales taxes, are
and have been recorded on a net basis. The Company has no intention of modifying this accounting policy; therefore, the adoption of EITF
06-03 does not have any effect on the Company s financial position or results of operations.

In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an Interpretation of FASB Statement
No. 109 (FIN 48), which clarifies the accounting for uncertainty in income taxes recognized in a company s financial statements and prescribes a
recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or expected to

be taken in an income tax return. FIN 48 also provides guidance on derecognition, classification, interest and penalties, accounting in interim
periods, disclosure and transition. FIN 48 is effective for the first interim or annual reporting period beginning after December 15, 2006. The
implementation of FIN 48 had no impact on Tucows opening deficit.

Tucows had approximately $180,000 of total gross unrecognized benefits as of the adoption of FIN 48 on January 1, 2007 which if recognized
would favorably affect the income tax rate in future periods. At June 30, 2007 Tucows unrecognized tax benefits remain substantially
unchanged. Tucows recognizes accrued interest and penalties related to unrecognized tax benefit in tax expense. Tucows does not have any
interest and penalties accrued as of January 1, 2007 and June 30, 2007 as the tax benefit relates entirely to refundable research and development
tax credits. Tucows believes it is reasonably possible that all of the unrecognized tax benefit will decrease in the next twelve months as it is
anticipated that the Canadian tax authorities will review the Company s research and development claim for the credits within that period.
Generally, all tax years are open for examination by the major taxing jurisdictions to which the Company is subject including federal, state and
foreign jurisdictions.

Recent Accounting Pronouncements Not Yet Adopted

In September 2006, FASB issued SFAS No. 157, Fair Value Measurements . This statement defines fair value, establishes a framework for
measuring fair value and expands disclosures about fair value measurements. This statement is effective for all fiscal year beginning after
November 15, 2007 and interim periods within those fiscal years. Earlier application is encouraged. The Company is currently evaluating the
impact of this statement on its financial statements.

In February 2007, FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities ( SFAS 159 ). This statement
permits entities to choose to measure many financial instruments and certain other items at fair value. This statement expands the use of fair

value measurement and applies to entities that elect the fair value option. The fair value option established by this Statement permits all entities

to choose to measure eligible items at fair value at specified election dates. SFAS 159 is effective as of the beginning of an entity s first fiscal

year that begins after November 15, 2007. The Company is currently evaluating the impact of this statement on its financial statements.

3. ACQUISITIONS
a. Acquisition of the Hosted Messaging Assets from Critical Path Inc. :

To expand our presence in the email market, on January 3, 2006, Tucows.com Co., one of the Company s wholly owned subsidiaries, completed
the purchase of all of the Hosted Messaging Assets from Critical Path, Inc.

In January 2007, an amount of $90,050 was released from escrow and paid to Critical Path. This amount was reflected as additional goodwill.
Critical Path s portion of the $50,019 interest earned on the escrow account to date amounted to $36,433 and was paid to them in January 2007.

b. Acquisition of Mailbank.com Inc. :

The results of Mailbank.com Inc. acquired on June 19, 2006 have been included in the consolidated statements of operations since its date of
acquisition. Unaudited pro forma results of operations for the three and six months ended June 30, 2006 are included below. Such pro forma
information assumes that the above acquisition had occurred as of January 1, 2006 and is presented in accordance with our accounting policies.
This summary is not necessarily indicative of what our results of operations would have been had Mailbank.com Inc. been a combined entity
during such period, nor does it purport to represent results of operations for any future periods.

11
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Three months ended Six months ended
June 30, 2006 June 30, 2006
(in thousands)

Net revenues $ 14,266 $ 32,864

Net loss for the period $ (927 ) $ (949 )
Basic loss per common share $ (0.01 ) $ (0.01 )
c. Acquisition of Boardtown Corporation:

On April 27, 2004, the Company finalized the acquisition of 100% of the outstanding capital stock of Boardtown Corporation ( Boardtown ).

In March 2007, the former shareholders of Boardtown agreed to an early release of the remaining $554,510 contingent consideration, inclusive
of accrued interest, from the Boardtown escrow account to Tucows. During the three months ended June 30, 2007, goodwill was increased by an
amount of $4,900, as certain customers renewed their support contracts in accordance with the escrow agreement established upon the closing of
the Boardtown acquisition. Due to the early release of the escrow account as described above, this amount was paid to the former shareholders
of Boardtown Corporation directly by Tucows.

4. INTANGIBLE ASSETS:

Intangible assets consist of acquired technology, brand, customer relationships, non-competition agreements, surname domain names and direct
navigation domain names. These balances, with the exception of the surname and direct navigation domain names that have been determined to
have an indefinite life, are being amortized on a straight-line basis over the term of the intangible assets, as reflected in the table below.

A summary of acquired intangible assets for the three months ended June 30, 2007, is as follows:

Customer Non-compete Surname domain Direct navigation

Technology Brand relationships agreements names domain names
Amortization
period 2 -7 years 7 years 4 -7 years 3 years indefinite life indefinite life Total
Net book value,
March 31, 2007 $ 494,820 $ 98,980 $ 3,458,523 $ 5,280 $ 12,128,728  § 2,100,000 $ 18,286,331
Purchase of domain
names 1,000 1,000
Disposition of
domain names (325 ) (10,978 ) (11,303 )
Amortization
expense (63,540 ) (6,060 ) (211,401 ) (5,280 ) (286,281 )
Net book value,
June 30, 2007 $ 431,280 $ 92,920 $ 3,247,122 $ $ 12,129,403  § 2,089,022 $ 17,989,747

A summary of acquired intangible assets for the six months ended June 30, 2007, is as follows:

Customer Non-compete Surname domain Direct navigation
Technology Brand relationships agreements names domain names
Amortization period 2 -7 years 7 years 4 - 7 years 3 years indefinite life indefinite life Total

Net book value,
December 31, 2006 $ 558,352 $ 105,040 $ 3,609,924 $ 21,120 $ 12,100,000 $ 2,100,000 $ 18,554,436
Purchase of domain

names 30,048 30,048

Disposition of domain

names (645 ) (10,978 ) (11,623 )
Amortization expense (127,072 ) (12,120 ) (422,802 ) (21,120 ) (583,114 )
Net book value, June

30, 2007 $ 431,280 $ 92,920 $ 3,247,122 $ $ 12,129,403  $ 2,089,022 $ 17,989,747

13
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5. BASIC AND DILUTED EARNINGS PER COMMON SHARE:

The Company s basic earnings per common share have been calculated by dividing net income by the weighted average number of common
shares outstanding.

The diluted earnings per common share have been calculated using the weighted average number of common shares outstanding and potentially
dilutive common shares outstanding during the periods. Options to purchase 3,931,238 shares of common stock were outstanding during the
three months ended June 30, 2007 (during the three months ended June 30, 2006, options to purchase 3,161,318 shares of common stock were
outstanding) but were not included in the computation of diluted income per common share because the options exercise price was greater than
the average market price of the common shares. Options to purchase 255,999 shares of common stock were outstanding during the six months
ended June 30, 2007 (during the six months ended June 30, 2006, options to purchase 749,676 shares of common stock were outstanding) but
were not included in the computation of diluted income per common share because the options exercise price was greater than the average
market price of the common shares.

6. SUPPLEMENTAL INFORMATION:

(a) The following is a summary of the Company s revenue earned from each significant revenue stream:
Three months ended June 30, Six months ended June 30,
2007 2006 2007 2006

Domain names and other Internet servicews:

Domain names, excluding Domain Direct $ 12,273,996 $ 10,559,464  $ 24,174,690 $ 21,226,253
Other Internet services, including Domain Direct 4,228,727 4,044,704 8,628,690 7,821,027

Sale of domain names 3,067,980 3,150,480

Total domain names and other Internet services 19,570,703 14,604,168 35,953,860 29,047,280
Advertising and other revenue 1,244,178 1,074,688 2,632,238 1,918,696
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