
COGENT COMMUNICATIONS GROUP INC
Form 10-Q
August 07, 2009
Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

For the Quarterly Period Ended June 30, 2009

OR

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934

Commission File No. 1-31227

COGENT COMMUNICATIONS GROUP, INC.
(Exact Name of Registrant as Specified in Its Charter)

Delaware 52-2337274
(State of Incorporation) (I.R.S. Employer

Identification Number)
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1015 31st Street N.W.

Washington, D.C. 20007

 (Address of Principal Executive Offices and Zip Code)

(202) 295-4200

 (Registrant�s Telephone Number, Including Area Code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months or for such period that the registrant was required to file such reports, and (2) has been subject to such
filing requirements for the past 90 days.  Yes  x   No o

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).  Yes o  No o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of �large accelerated filer,� �accelerated filer,� and �smaller reporting company� in Rule 12b-2 of the Exchange Act. (Check
one):

Large accelerated filer x Accelerated filer o

Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes o  No x

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Common Stock, $.001 par value 44,514,868 outstanding as of July 31, 2009
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COGENT COMMUNICATIONS GROUP, INC., AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

AS OF DECEMBER 31, 2008 AND JUNE 30, 2009

(IN THOUSANDS, EXCEPT SHARE DATA)

December 31,
2008

June 30,
2009

(Adjusted) (Unaudited)
Assets
Current assets:
Cash and cash equivalents $  71,291 $ 60,072
Short term investments - restricted 62 �
Accounts receivable, net of allowance for doubtful accounts of $1,914 and $1,995,
respectively 22,174 20,563
Prepaid expenses and other current assets 6,389 8,226
Total current assets 99,916 88,861
Property and equipment, net 243,939 258,229
Deposits and other assets - $1,091 and $1,093 restricted, respectively 3,938 3,977
Total assets $  347,793 $ 351,067

Liabilities and stockholders� equity
Current liabilities:
Accounts payable $  12,795 $ 13,437
Accrued liabilities 14,756 14,476
Current maturities, capital lease obligations 5,940 12,356
Total current liabilities 33,491 40,269
Capital lease obligations, net of current maturities 98,253 98,565
Convertible senior notes, net of discount of $30,253 and $28,029, respectively 61,725 63,949
Other long term liabilities 3,374 3,419
Total liabilities 196,843 206,202
Commitments and contingencies:
Stockholders� equity:
Common stock, $0.001 par value; 75,000,000 shares authorized; 44,318,949 and 44,414,868
shares issued and outstanding, respectively 44 44
Additional paid-in capital 465,114 471,891
Stock purchase warrants 764 283
Accumulated other comprehensive income �foreign currency translation adjustment 572 804
Accumulated deficit (315,544) (328,157)
Total stockholders� equity 150,950 144,865
Total liabilities and stockholders� equity $  347,793 $ 351,067

The accompanying notes are an integral part of these condensed consolidated balance sheets.

The condensed consolidated balance sheet as of December 31, 2008 has been restated for the retrospective application of FSP APB 14-1.
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COGENT COMMUNICATIONS GROUP, INC., AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE THREE MONTHS ENDED JUNE 30, 2008 AND JUNE 30, 2009
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS)

Three Months
Ended

June 30, 2008

Three Months
Ended

June 30, 2009
(Unaudited & adjusted) (Unaudited)

Service revenue $  53,859 $  57,991
Operating expenses:
Network operations (including $83 and $47 of equity-based compensation
expense, respectively, exclusive of amounts shown separately) 23,035 24,558
Selling, general, and administrative (including $4,083 and $2,303 of
equity-based compensation expense, respectively, and $678 and $1,383 of
bad debt expense, net of recoveries, respectively) 18,531 19,265
Depreciation and amortization 15,828 15,271
Total operating expenses 57,394 59,094
Operating loss (3,535) (1,103)
Interest income and other, net 895 454
Interest expense (4,995) (3,888)
Loss before income taxes (7,635) (4,537)
Income tax (provision) benefit � 84
Net loss $  (7,635) $  (4,453)

Net loss per common share:
Basic and diluted net loss per common share $  (0.17) $  (0.10)

Weighted-average common shares�basic and diluted 45,397,919 43,689,747

The accompanying notes are an integral part of these condensed consolidated statements of operations.

The condensed consolidated statement of operations for the three months ended June 30, 2008 has been restated for the retrospective application
of FSP ABP 14-1.
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COGENT COMMUNICATIONS GROUP, INC., AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

FOR THE SIX MONTHS ENDED JUNE 30, 2008 AND JUNE 30, 2009
(IN THOUSANDS, EXCEPT SHARE AND PER SHARE AMOUNTS)

Six Months
Ended

June 30, 2008

Six Months
Ended

June 30, 2009
(Unaudited & adjusted) (Unaudited)

Service revenue $  105,970 $  113,066
Operating expenses:
Network operations (including $168 and $123 of equity-based
compensation expense, respectively, exclusive of amounts shown
separately) 45,078 48,752
Selling, general, and administrative (including $9,423 and $6,041 of
equity-based compensation expense, respectively, and $1,837 and $2,405
of bad debt expense, net of recoveries, respectively) 39,423 40,072
Asset impairment 1,592 �
Depreciation and amortization 32,125 29,847
Total operating expenses 118,218 118,671
Operating loss (12,248) (5,605)
Interest income and other, net 2,377 704
Interest expense (9,337) (7,633)
Loss before income taxes (19,208) (12,534)
Income tax provision � (79)
Net loss $  (19,208) $  (12,613)

Net loss per common share:
Basic and diluted net loss per common share $  (0.42) $  (0.29)

Weighted-average common shares�basic and diluted 45,855,898 43,678,822

The accompanying notes are an integral part of these condensed consolidated statements of operations.

The condensed consolidated statement of operations for the six months ended June 30, 2008 has been restated for the retrospective application of
FSP ABP 14-1.
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COGENT COMMUNICATIONS GROUP, INC., AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

FOR THE SIX MONTHS ENDED JUNE 30, 2008 AND JUNE 30, 2009
(IN THOUSANDS)

Six months
Ended

June 30, 2008

Six months
Ended

June 30, 2009
(Unaudited) (Unaudited)

Cash flows from operating activities:
Net cash provided by operating activities $ 25,715 $  25,847
Cash flows from investing activities:
Purchases of property and equipment (18,807) (25,124)
Maturities of short term investments 650 62
Purchase of other assets � (246)
Proceeds from dispositions of assets 66 95
Net cash used in investing activities (18,091) (25,213)
Cash flows from financing activities:
Purchases of common stock (46,048) (730)
Proceeds from exercises of stock options 100 19
Repayments of capital lease obligations (10,034) (11,352)
Net cash used in financing activities (55,982) (12,063)
Effect of exchange rate changes on cash 345 210
Net decrease in cash and cash equivalents (48,013) (11,219)
Cash and cash equivalents, beginning of period 177,021 71,291
Cash and cash equivalents, end of period $ 129,008 $  60,072

The accompanying notes are an integral part of these condensed consolidated statements of cash flows.
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COGENT COMMUNICATIONS GROUP, INC., AND SUBSIDIARIES

NOTES TO INTERIM CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

JUNE 30, 2008 and 2009
(unaudited)

1.             Description of the business and recent developments:

Description of business

Cogent Communications Group, Inc. (the �Company�) is a Delaware corporation and is headquartered in Washington, DC. The Company is a
facilities-based provider of low-cost, high-speed Internet access and Internet Protocol (�IP�) communications services. The Company�s network is
specifically designed and optimized to transmit data using IP. The Company delivers its services to small and medium-sized businesses,
communications service providers and other bandwidth-intensive organizations through approximately 20,400 customer connections in North
America and Europe.

The Company offers on-net Internet access services exclusively through its own facilities, which run all the way to its customers� premises.
Because of its integrated network architecture, the Company is not dependent on local telephone companies to serve its on-net customers. The
Company provides on-net Internet access to its net centric customers which include certain bandwidth-intensive users such as universities, other
Internet service providers, telephone companies, cable television companies and commercial content providers at speeds up to 10 Gigabits per
second. These customers generally receive service in colocation facilities and the Company�s data centers. The Company also offers Internet
access services to its corporate customers in multi-tenant office buildings typically serving law firms, financial services firms, advertising and
marketing firms and other professional services businesses. The Company operates data centers throughout North America and Europe that
allow customers to collocate their equipment and access the Company�s network.

In addition to providing on-net services, the Company also provides Internet connectivity to customers that are not located in buildings directly
connected to its network. The Company serves these off-net corporate customers using other carriers� facilities to provide the �last mile� portion of
the link from its customers� premises to the Company�s network. The Company also provides certain non-core services that resulted from
acquisitions. The Company continues to support but does not actively sell these non-core services.

Basis of presentation

The accompanying unaudited condensed consolidated financial statements have been prepared by the Company pursuant to the rules and
regulations of the Securities and Exchange Commission. In the opinion of management, the unaudited condensed consolidated financial
statements reflect all normal recurring adjustments that the Company considers necessary for the fair presentation of its results of operations and
cash flows for the interim periods covered, and of the financial position of the Company at the date of the interim condensed consolidated
balance sheet. Certain information and footnote disclosures normally included in the annual consolidated financial statements prepared in
accordance with U.S. generally accepted accounting principles have been condensed or omitted pursuant to such rules and regulations. The
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operating results for interim periods are not necessarily indicative of the operating results for the entire year. While the Company believes that
the disclosures are adequate to not make the information misleading, these interim condensed consolidated financial statements should be read in
conjunction with the consolidated financial statements and notes included in its 2008 annual report on Form 10-K.

The accompanying unaudited consolidated financial statements include all wholly-owned subsidiaries. All inter-company accounts and activity
have been eliminated.

Use of estimates

The preparation of consolidated financial statements in conformity with United States generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosures of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results may differ from these estimates.

Foreign currency translation adjustment and comprehensive loss

Statement of Financial Accounting Standard (�SFAS�) No. 130, �Reporting of Comprehensive Income� requires �comprehensive income� and the
components of �other comprehensive income� to be reported in the financial statements and/or notes thereto. The Company�s only component of
�other comprehensive income� is the currency translation adjustment for all periods presented.

7
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Three months ended
June 30, 2008

Three months ended
June 30, 2009

Six months ended
June 30, 2008

Six months ended
June 30, 2009

Net loss $  (7,635) $  (4,453) $  (19,208) $  (12,613)
Currency translation 57 1,849 1,487 232
Comprehensive loss $  (7,578) $  (2,604) $  (17,721) $  (12,381)

Financial instruments

The Company was party to letters of credit totaling approximately $0.9 million at December 31, 2008 and June 30, 2009.  These letters of credit
are secured by certificates of deposit and money market funds of approximately $1.2 million at December 31, 2008 and $1.1 million at June 30,
2009 that are restricted and included in short-term investments or deposits and other assets in the accompanying balance sheets.

At June 30, 2009 and December 31, 2008, the carrying amount of cash and cash equivalents, short-term investments, accounts receivable,
prepaid and other current assets, accounts payable, and accrued expenses approximated fair value because of the short-term nature of these
instruments. The Company measures its cash equivalents (money market funds) at fair value based upon quoted market prices (Level 1 under
SFAS No. 157, �Fair Value Measurements�). Based upon the quoted market price (Level 1 under SFAS No. 157, �Fair Value Measurements) at
June 30, 2009, the fair value of the Company�s $92.0 million convertible senior notes was approximately $57.0 million.

Basic and diluted net (loss) income per common share

Net (loss) income per share is presented in accordance with the provisions of SFAS No. 128 �Earnings per Share.� SFAS No. 128 requires a
presentation of basic earnings per share (�EPS�) and diluted EPS. Basic EPS excludes dilution for common stock equivalents and is computed by
dividing net income or (loss) available to common stockholders by the weighted-average number of common shares outstanding for the period.
Diluted EPS is based on the weighted-average number of shares of common stock outstanding during each period, adjusted for the effect of
common stock equivalents, if dilutive.

Shares of restricted stock are included in the computation of basic EPS as they vest and are included in diluted EPS, to the extent they are
dilutive, determined using the treasury stock method. As of June 30, 2008 and June 30, 2009, 1.7 million and 0.7 million unvested shares of
restricted common stock, respectively, are excluded from the computations of basic and diluted loss per share.

Using the �if-converted� method, the shares issuable upon conversion of the Company�s 1.00% Convertible Senior Notes (the �Notes�) were
anti-dilutive for the three and six months ended June 30, 2008 and 2009. Accordingly, the impact has been excluded from the computation of
diluted income or (loss) per share. The Notes are convertible into shares of the Company�s common stock at an initial conversion price of $49.18
per share, yielding 4.1 million and 1.9 million shares at June 30, 2008 and June 30, 2009, respectively, subject to certain adjustments set forth in
the indenture.

The Company computes the dilutive effect of outstanding options using the treasury stock method. For the three and six months ended June 30,
2008 and 2009, options to purchase 1.1 million and 0.9 million shares of common stock, respectively, at weighted-average exercise prices of
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$5.85 and $6.70 per share, respectively, are not included in the computation of diluted (loss) per share as the effect would be anti-dilutive.   For
the three and six months ended June 30, 2008 and 2009, the Company�s employees exercised options for approximately 15,000, 43,000, 103,000
and 205,000 common shares, respectively.

Recent accounting pronouncements

On January 1, 2009, the Company adopted the Financial Accounting Standards Board�s (�FASB�) Staff Position No. APB 14-1, �Accounting for
Convertible Debt Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement)� (�FSP APB 14-1�), which
clarifies the accounting for convertible debt instruments that may be settled in cash (including partial cash settlement) upon conversion.  FSP
APB 14-1 requires issuers to account separately for the liability and equity components of certain convertible debt instruments in a manner that
reflects the issuer�s nonconvertible debt borrowing rate when interest cost is recognized.  FSP APB 14-1 requires bifurcation of a component of
the debt, classification of that component in equity and the amortization of the resulting discount on the debt to be recognized as part of interest
expense in the Company�s consolidated statements of operations.

Once adopted, FSP APB 14-1 requires retrospective application for all periods presented for instruments that were outstanding during any of the
periods presented in the consolidated financial statements.  The adoption of FSP APB 14-1 affected the accounting for the Company�s 1.00%
Convertible Senior Notes (the �Notes�).  The retrospective application of this pronouncement affects the period from June 2007 (when the Notes
were issued) through December 31, 2008.

The following table sets forth the effect of the retrospective application of FSP APB 14-1 on certain previously reported line items (in thousands,
except per share data):

8
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Consolidated Statements of Operations:

Three Months ended June 30, 2008
Originally
Reported

As
Adjusted

Interest expense $ (2,913) $ (4,995)
Net loss (5,553) (7,635)
Basic and Diluted Loss per Share $ (0.12) $ (0.17)

Six Months ended June 30, 2008
Originally
Reported

As
Adjusted

Interest expense $ (5,222) $ (9,337)
Net loss (15,093) (19,208)
Basic and Diluted Loss per Share $ (0.33) $ (0.42)

Consolidated Balance Sheet:

December 31, 2008
Originally
Reported

As
Adjusted

Deposits and other assets $  3,986 $  3,938
Convertible senior notes 90,367 61,725
Additional paid-in capital 390,181 465,114
Accumulated deficit (269,205) (315,544)
Total stockholders� equity 122,356 150,950

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements� (�SFAS 157�). SFAS 157 defines fair value, establishes a
framework for measuring fair value in accordance with generally accepted accounting principles, and expands disclosures about fair value
measurements. In February 2008, the FASB issued FSP No. 157-1, �Application of FASB Statement No. 157 to FASB Statement No. 13 and
Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease Classification or Measurement under
Statement 13� and FSP No. 157-2, �Effective Date of FASB Statement No. 157� as amendments to SFAS 157, which exclude lease transactions
from the scope of SFAS 157 and also deferred the effective date of the adoption of SFAS 157 for non-financial assets and non-financial
liabilities that are nonrecurring. The provisions of SFAS 157 became effective for the fiscal year beginning January 1, 2008, except for certain
non-financial assets and liabilities for which the effective date was deferred to January 1, 2009. The adoption of SFAS 157 and its related
pronouncements did not have a material effect on the Company�s consolidated financial position, results of operations or cash flows.

In June 2008, the FASB issued EITF No. 07-5, �Determining whether an Instrument (or Embedded Feature) is Indexed to an Entity�s Own Stock
(�EITF 07-5�). EITF 07-5 applies to any freestanding financial instrument or embedded feature that has all the characteristics of a derivative, as
defined. If an instrument, or an embedded feature, is not considered indexed to the issuer�s stock under EITF 07-5, that instrument is not eligible
for equity classification and would be classified as an asset or liability and remeasured at fair value through earnings. The Company adopted
EITF 07-5 on January 1, 2009. The adoption of EITF 07-5 did not have a material effect on the Company�s consolidated financial position,
results of operations or cash flows.
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In December 2007, the FASB issued Statement No. 141(R), �Business Combinations� (�SFAS 141(R)�). SFAS 141(R) establishes principles and
requirements for how an acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and
any noncontrolling interest in the acquiree and recognizes and measures the goodwill acquired in the business combination or a gain from a
bargain purchase. SFAS 141(R) also sets forth the disclosures required to be made in the financial statements to evaluate the nature and financial
effects of the business combination. SFAS 141(R) applies prospectively to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008. The Company�s adoption of SFAS 141(R) on January 1,
2009 will impact its acquisitions on or after that date. There have been no material acquisitions by the Company since January 1, 2009, as a
result there has been no material impact related to the Company�s adoption of SFAS 141(R).

In April 2009, the FASB issued Staff Position No. FAS 107-1 and APB 28-1,�Interim Disclosures about Fair Value of Financial Instruments� (�FSP
FAS 107-1�).  FSP FAS 107-1 amends SFAS No. 107, �Disclosures about Fair Value of Financial Instruments� (�SFAS 107�) to require disclosures
about fair value of financial instruments in interim reporting periods.  Such disclosures were previously required only in annual financial
statements.  FSP FAS 107-1 is effective for the Company�s quarter ending June 30, 2009. The adoption of FSP FAS 107-1 did not have a
material effect on the Company�s consolidated financial position, results of operations or cash flows, and the Company has provided any
necessary additional disclosures.

9
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In April 2009, the FASB issued FSP No. FAS 141(4)-1, Accounting for Assets Acquired and Liabilities Assumed in a Business Combination
That Arise from Contingencies (�FSP 141(R)-1�). FSP 141(R)-1 requires that assets acquired and liabilities assumed in a business combination
that arise from contingencies be recognized at fair value if fair value can be reasonably estimated. FSP FAS 141(R)-1 is effective for business
combinations with an acquisition date on or after June 1, 2009. Our adoption of FSP 141(R)-1 will impact the Company�s acquisitions after this
date and did not have an impact on our financial condition, results of operations, or cash flows.

In May 2009, the FASB issued SFAS No. 165, Subsequent Events (�SFAS 165�). SFAS 165 establishes general standards of accounting for and
disclosure of events that occur after the balance sheet date but before financial statements are issued. SFAS 165 is effective for interim or annual
financial periods ending after June 15, 2009. As of this date the Company has adopted SFAS 165 and has evaluated subsequent events through
the date of this filing � August 7, 2009.

In June 2009, the FASB issued SFAS No. 168, �The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles- a replacement of FASB Statement No. 162� (�SFAS 168�). On the effective date of this Statement, the Codification will
supersede all then-existing non-SEC accounting and reporting standards. All other non-grandfathered, non-SEC accounting literature not
included in the Codification will become non-authoritative. SFAS 168 is effective for financial statements issued for interim and annual periods
ending after September 15, 2009. The Company does not expect this pronouncement to have a material impact on its financial condition, results
of operations, or cash flows.

2.             Property and equipment:

Depreciation and amortization expense related to property and equipment and capital leases was $15.8 million and $15.2 million for the three
months ended June 30, 2008 and 2009, respectively, and was $32.1 million and $29.7 million for the six months ended June 30, 2008 and 2009,
respectively.

Capitalized network construction labor and related costs

The Company capitalized salaries and related benefits of employees working directly on the construction and build-out of its network of
$1.0 million and $1.5 million for the three months ended June 30, 2008 and 2009, respectively, and $2.1 million and $2.6 million for the six
months ended June 30, 2008 and 2009, respectively.

3.             Long -term debt:

Convertible Senior Notes
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In June 2007, the Company issued its1.00% Convertible Senior Notes (the �Notes�) due June 15, 2027, for an aggregate principal amount of
$200.0 million in a private offering for resale to qualified institutional buyers pursuant to SEC Rule 144A. The Notes are unsecured and bear
interest at 1.00% per annum. Interest is payable in cash semiannually in arrears on June 15 and December 15, of each year, beginning on
December 15, 2007. The Company received proceeds of approximately $195.1 million, after deducting the original issue discount of 2.25% and
issuance costs.

The Notes are convertible into shares of the Company�s common stock at an initial conversion price of $49.18 per share, or 20.3355 shares for
each $1,000 principal amount of Notes, subject to adjustment for certain events as set forth in the indenture. Upon conversion of the Notes, the
Company has the right to deliver shares of the Company�s common stock, cash or a combination of cash and shares of the Company�s common
stock. The Notes are convertible (i) during any fiscal quarter after the fiscal quarter ending September 30, 2007, if the closing sale price of the
Company�s common stock for 20 or more trading days in a period of 30 consecutive trading days ending on the last trading day of the
immediately preceding fiscal quarter exceeds 130% of the conversion price in effect on the last trading day of the immediately preceding fiscal
quarter, or (ii) specified corporate transactions occur, or (iii) the trading price of the Notes falls below a certain threshold, or (iv) if the Company
calls the Notes for redemption, or (v) on or after April 15, 2027, until maturity. In addition, following specified corporate transactions, the
Company will increase the conversion rate for holders who elect to convert Notes in connection with such corporate transactions, provided that
in no event may the shares issued upon conversion, as a result of adjustment or otherwise, result in the issuance of more than 35.5872 common
shares per $1,000 principal amount. The Notes include an �Irrevocable Election of Settlement� whereby the Company may choose, in its sole
discretion, and without the consent of the holders of the Notes, to waive the Company�s right to settle the conversion feature in either cash or
stock or in any combination thereof.

FSP APB 14-1

As a result of the adoption of FSP APB 14-1, the Company was required to separately account for the debt and equity components of its Notes in
a manner that reflects its nonconvertible debt (unsecured debt) borrowing rate when interest expense is recognized.  The debt and equity
components for the Notes were as follows (in thousands):

10
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December 31, June 30,
2008 2009

Principal amount of convertible senior notes $  91,978 $ 91,978
Unamortized discount (30,253) (28,029)
Net carrying amount 61,725 63,949
Additional paid-in capital 74,933 74,933

At June 30, 2009, the unamortized discount had a remaining recognition period of approximately 5 years.  The additional interest expense
recorded from the increase in the debt discount during the three and six months ended June 30, 2008 was approximately $2.1 million and $4.1
million, respectively or $0.05 and $0.09 per basic and diluted common share, respectively.  The amount of interest expense recognized and
effective interest rate for the three and six months ended June 30 were as follows (in thousands):

Three Months Ended
June 30, 2008

Three Months
Ended June 30,

2009

Contractual coupon interest $  500 $ 230
Amortization of discount and costs on Notes 2,252 1,128
Interest expense $  2,752 $ 1,358
Effective interest rate 8.7% 8.7%

Six Months Ended
June 30, 2008

Six Months Ended
June 30, 2009

Contractual coupon interest $  1,000 $ 460
Amortization of discount and costs on Notes 4,455 2,231
Interest expense $  5,455 $ 2,691
Effective interest rate 8.7% 8.7%

Purchases of Notes

In September, October and December 2008, the Company purchased an aggregate of $108.0 million of face value of the Notes for $48.6 million
in cash in a series of transactions. These transactions resulted in a restated gain, after the impact of the adoption of FSP APB 14-1, of
$23.1 million for the year ended December 31, 2008. The originally recorded gain was $57.6 million for the year ended December 31, 2008.

4.             Share Buyback Program:

In August 2007, the Company�s board of directors approved a $50.0 million common stock buyback program (the �Buyback Program�). In
June 2008, the Company�s board of directors approved an additional $50.0 million of purchases of the Company�s common stock under the
Buyback Program to occur prior to December 31, 2009. In the six months ended June 30, 2008 and 2009, the Company purchased approximately
2.8 million and 0.1 million shares of its common stock, respectively, for approximately $46.0 million and $0.7 million, respectively, under the
Buyback Program. These common shares were subsequently retired.  As of June 30, 2009, there was approximately $30.1 million remaining
under the Buyback Program.

Edgar Filing: COGENT COMMUNICATIONS GROUP INC - Form 10-Q

17



5.             Contingencies:

Current and potential litigation

The Company is involved in disputes with certain telephone companies that provide it local circuits or leased optical fibers and with the
bankruptcy estate of a former customer. The total amount claimed by these vendors and the estate is approximately $3.0 million. The Company
does not believe any of these amounts are owed and intends to vigorously defend its position and believes that it has adequately reserved for any
potential liability.

The Company has been made aware of several other companies in its own and in other industries that use the word �Cogent� in their corporate
names. One company has informed the Company that it believes the Company�s use of the name �Cogent� infringes on its intellectual property
rights in that name. If such a challenge is successful, the Company could be required to change its name and lose the value associated with the
Cogent name in its markets. Management does not believe such a challenge, if successful, would have a material impact on the Company�s
business, financial condition or results of operations.

11
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In the normal course of business the Company is involved in other legal activities and claims. Because such matters are subject to many
uncertainties and the outcomes are not predictable with assurance, the liability related to these legal actions and claims cannot be determined
with certainty.

Allied Riser warrants

In connection with the February 2002 merger with Allied Riser, the Company assumed warrants issued by Allied Riser that could convert into
approximately 5,200 shares of the Company�s common stock. During the six months ended June 30, 2009, warrants with a carrying amount of
approximately $0.5 million expired resulting in a reduction to warrants and a corresponding increase to additional paid-in capital of $0.5 million.

Purchase agreement

In June 2009, the Company entered into an amended equipment purchase agreement with a vendor.  Under the agreement, and prior agreements
the Company is required to purchase certain quantities of equipment totaling approximately $37 million through 2011.

6.             Related party transactions:

Office lease

The Company�s headquarters is located in an office building owned by a partnership (6715 Kenilworth Avenue Partnership). The two owners of
the partnership are the Company�s Chief Executive Officer, who has a 51% interest in the partnership and his wife, Ruth Schaeffer, who has a
49% interest in the partnership. The Company paid $0.1 million and $0.3 million for the three and six months ended June 30, 2008, respectively,
and $0.1 million and $0.3 million for the three and six months ended June 30, 2009, respectively,  in rent and related costs (including taxes and
utilities) to this partnership. The lease expires in August 2012. The dollar value of the Company�s Chief Executive Officer�s interest in the lease
payments for the six months ended June 30, 2008 and 2009 was $0.15 million. The dollar value of his wife�s interest in the lease payment for the
six months ended June 30, 2008 and 2009 was $0.15 million. If the Company�s Chief Executive Officer�s interest is combined with that of his
wife then the total dollar value of his interest in the lease payments for the six months ended June 30, 2008 and 2009 was $0.3 million.

7.             Segment information:

The Company operates as one operating segment. Below are the Company�s service revenue and long lived assets by geographic region (in
thousands):
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Three Months
Ended

June 30, 2008

Three Months
Ended

June 30, 2009

Six Months
Ended

June 30, 2008

Six Months
Ended

June 30, 2009
Revenues
North America $ 41,537 $ 45,374 $ 81,582 $ 88,339
Europe 12,322 12,617 24,388 24,727
Total $ 53,859 $ 57,991 $ 105,970 $ 113,066

December 31,
2008

June 30,
2009

Long lived assets, net
North America $ 197,640 $ 212,562
Europe 46,473 45,999
Total $ 244,113 $ 258,561

12
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ITEM 2. MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis together with our consolidated condensed financial statements and related notes included
in this report. The discussion in this report contains forward-looking statements that involve risks and uncertainties, such as statements of our
plans, objectives, expectations and intentions. The cautionary statements made in this report should be read as applying to all related
forward-looking statements wherever they appear in this report. Our actual results could differ materially from those discussed here. Factors
that could cause or contribute to these differences include those discussed in Item 1A �Risk Factors� in our annual report on Form 10-K for the
fiscal year ended December 31, 2008.

General Overview

We are a leading facilities-based provider of low-cost, high-speed Internet access and IP communications services. Our network is specifically
designed and optimized to transmit data using IP. IP networks are significantly less expensive to operate and are able to achieve higher
performance levels than the traditional circuit-switched networks used by many of our competitors when providing Internet access services,
which, we believe, gives us cost and performance advantages. We deliver our services to small and medium-sized businesses, communications
service providers and other bandwidth-intensive organizations through approximately 20,400 customer connections in North America and
Europe. Our primary on-net service is Internet access at a speed of 100 Megabits per second or greater, much faster than typical Internet access
currently offered to businesses. We offer this on-net service exclusively through our own facilities, which run all the way to our customers�
premises.

We provide on-net Internet access to our net centric customers, which include certain bandwidth-intensive users such as universities, other
Internet service providers, telephone companies, cable television companies and commercial content providers at speeds up to 10 Gigabits per
second. These customers generally receive service in colocation facilities and in our data centers. We also offer Internet access services to our
corporate customers in multi-tenant office buildings typically serving law firms, financial services firms, advertising and marketing firms and
other professional services businesses.

Our network is comprised of in-building riser facilities, metropolitan optical fiber networks, metropolitan traffic aggregation points and
inter-city transport facilities. The network is physically connected entirely through our facilities to 1,389 buildings in which we provide our
on-net services, including 992 multi-tenant office buildings. We also provide on-net services in carrier-neutral colocation facilities, Cogent
controlled data centers and single-tenant office buildings. Because of our integrated network architecture, we are not dependent on local
telephone companies to serve our on-net customers. We emphasize the sale of on-net services because we believe we have a competitive
advantage in providing these services and our sales of these services generate higher gross profit margins than our off-net and non-core services.

We also provide Internet connectivity to customers that are not located in buildings directly connected to our network. We serve these off-net
corporate customers using other carriers� facilities to provide the last mile portion of the link from our customers� premises to our network. We
also provide certain non-core services which are legacy services which we acquired and continue to support but do not actively sell.

We believe our key growth opportunity is provided by our high-capacity network, which provides us with the ability to add a significant number
of customers to our network with minimal incremental costs. Our focus is to add customers to our network in a way that maximizes its use and at
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the same time provides us with a profitable customer mix. We are responding to this opportunity by increasing our sales and marketing efforts
including increasing our number of sales representatives. In addition, we may add customers to our network through strategic acquisitions.

We are expanding our network to locations that we believe can be economically integrated and represent significant concentrations of Internet
traffic. One of our keys to developing a profitable business will be to carefully match the expense of extending our network to reach new
customers with the revenue generated by those customers.

We believe two of the most important trends in our industry are the continued long-term growth in Internet traffic and a decline in Internet
access prices. As Internet traffic continues to grow and prices per unit of traffic continue to decline, we believe our ability to load our network
and gain market share from less efficient network operators will continue to expand. However, continued erosion in Internet access prices will
likely have a negative impact on the rate at which we can increase our revenues and our profitability. In June 2008, we introduced additional
volume and term based discounts to certain of our customers in an effort to continue to gain market share and grow our on-net revenues.

Our on-net service consists of high-speed Internet access and IP connectivity ranging from 0.5 Megabits per second to 10 Gigabits per second of
bandwidth. We offer our on-net services to customers located in buildings that are physically connected to our network. Off-net services are sold
to businesses that are connected to our network primarily by means of �last mile� access service lines obtained from other carriers, primarily in the
form of point-to-point TDM, POS, SDH and/or Carrier Ethernet circuits. Our non-core services, which consist primarily of legacy services of
companies whose assets or businesses we have acquired, include managed modem services, dial-up Internet access services and voice services
(only provided in Toronto, Canada).  We do not actively market these non-core services and expect the service revenue associated with them to
continue to decline.

13
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The growth in Internet traffic has a more significant impact on our net-centric customers who represent the majority of the traffic on our network
and who tend to consume the majority of their allocated bandwidth on their connections. Our corporate customers tend to utilize a small portion
of their allocated bandwidth on their connections.

Due to our strategic acquisitions of network assets and equipment, we believe we are positioned to grow our revenue base. We continue to
purchase and deploy network equipment to parts of our network to maximize the utilization of our assets and to expand our network. Our future
capital expenditures will be based primarily on our planned expansion of our network, the addition of on-net buildings and the concentration and
growth of our customer base. We plan to continue to expand our network and to increase our number of on-net buildings by approximately 100
buildings by December 31, 2009 from 1,326 buildings at December 31, 2008. We expect our 2009 capital expenditures to be greater than our
2008 capital expenditure rate due to the increase in our network expansion activities.

Historically, our operating expenses have exceeded our service revenue resulting in operating losses of $29.9 million, $22.2 million and $5.6
million in the years ended 2007, 2008 and the six months ended June 30, 2009, respectively. In each of these periods, our operating expenses
consisted primarily of the following:

•           Network operations expenses, which consist primarily of the cost of leased circuits, sites and facilities, telecommunications license
agreements, maintenance expenses, and salaries of, and expenses related to, employees who are directly involved with maintenance and
operation of our network.

•           Selling, general and administrative expenses, which consist primarily of salaries, commissions and related benefits paid to our
employees and other selling and administrative costs including professional fees and bad debt expenses.

•           Depreciation and amortization expenses, which result from the depreciation of our property and equipment, including the assets
associated with our network.

•           Equity-based compensation expenses that result from grants of stock options and restricted stock.

Results of Operations

Our management reviews and analyzes several key performance indicators in order to manage our business and assess the quality of and
potential variability of our service revenues and cash flows. These key performance indicators include:

•      service revenues, which are an indicator of our overall business growth and the success of our sales and marketing efforts;
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•      growth in our on-net customer base and revenues, which is an indicator of the success of our primarily on-net focused sales efforts;

•      growth in our on-net buildings; and

•      cash flows.

Three Months Ended June 30, 2008 Compared to the Three Months Ended June 30, 2009

The following summary table presents a comparison of our results of operations for the three months ended June 30, 2008 and 2009 with respect
to certain key financial measures. The comparisons illustrated in the table are discussed in greater detail below.

Three months ended
June 30, Percent

2008 2009 Change
(in thousands)

Service revenue $ 53,859 $ 57,991 7.7%
On-net revenue 44,215 46,453 5.1%
Off-net revenue 8,459 10,562 24.9%
Non-core revenue 1,185 976 (17.6)%
Network operations expenses (1) 22,952 24,511 6.8%
Selling, general, and administrative expenses (2) 14,448 16,962 17.4%
Equity-based compensation expense 4,166 2,350 (43.6)%
Depreciation and amortization expenses 15,828 15,271 (3.5)%

(1)  Excludes equity-based compensation expense of $83 and $47 in the three months ended June 30, 2008 and 2009, respectively, which, if
included would have resulted in a period-to-period change of 6.6%.
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(2)  Excludes equity-based compensation expense of $4,083 and $2,303 the three months ended June 30, 2008 and 2009, respectively, which, if
included would have resulted in a period-to-period change of 4.0%.

Service Revenue. Our service revenue increased 7.7% from $53.9 million for the three months ended June 30, 2008 to $58.0 million for the three
months ended June 30, 2009. The impact of exchange rates resulted in a reduction of revenues for the three months ended June 30, 2009 of
approximately $2.5 million.  All foreign currency comparisons herein reflect second quarter 2009 results translated at the average foreign
currency exchange rates for the second quarter of 2008.  For the three months ended June 30, 2008 and 2009, on-net, off-net and non-core
revenues represented 82.1%, 15.7% and 2.2% and 80.1%, 18.2% and 1.7% of our service revenues, respectively.

Revenues from our corporate and net centric customers represented 44.0% and 56.0% of our service revenue, respectively, for the three months
ended June 30, 2008 and represented 47.9% and 52.1% of our service revenue , respectively, for the three months ended June 30, 2009. 
Revenues from corporate customers increased 17.1% from $23.7 million for the three months ended June 30, 2008 to $27.8 million for the three
months ended June 30, 2009.  Revenues from our net-centric customers increased 0.2% from $30.1 million for the three months ended June 30,
2008 to $30.2 million for the three months ended June 30, 2009.   The lower increase in net centric revenues as compared to the increase in
corporate revenues from the three months ended June 30, 2008 to the three months ended June 30, 2009 is primarily attributed to the impact of
exchange rates (all of our European revenues are from net centric customers) and due to a decline in the average revenue per net centric
customer connection from discounting. In June 2008, we introduced additional volume and term based discounts to certain of our net centric
customers in an effort to continue to gain market share and to continue to grow our revenues.

Our on-net revenues increased 5.1% from $44.2 million for the three months ended June 30, 2008 to $46.5 million for the three months ended
June 30, 2009. Our on-net revenues increased as we increased the number of our on-net customer connections by 27.9% from approximately
12,500 at June 30, 2008 to approximately 16,000 at June 30, 2009. On-net customer connections increased at a greater rate than on-net revenues
due to a decline in the average revenue per on-net customer connection � primarily from our net centric customers. This decline is partly
attributed to a shift in the customer connection mix and due to volume and term based pricing discounts. Due to the increase in the size of our
sales force, we are now able to focus not only on customers who purchase high-bandwidth connections, as we have done historically, but also on
customers who purchase lower-bandwidth connections. We expect to continue to focus our sales efforts on a broad mix of customers.
Additionally, on-net customers who cancel their service from our installed base of customers, in general, have a greater average revenue per
connection than new customers. These trends and the impact of foreign exchange rates resulted in a reduction to our average revenue per on-net
connection.

Our off-net revenues increased 24.9% from $8.5 million for the three months ended June 30, 2008 to $10.6 million for the three months ended
June 30, 2009.  Our off-net customer connections increase by 9.9% from approximately 3,000 at June 30, 2008 to approximately 3,300 at
June 30, 2009. Off-net revenues increased at a greater rate than off-net customer connections due to an increase in the average revenue per
off-net customer connection. Off-net customers who cancel their service, in general, have a lower average revenue per connection than new
off-net customers who generally purchase higher-bandwidth connections.

Our non-core revenues decreased 17.6% from $1.2 million for the three months ended June 30, 2008 to $1.0 million for the three months ended
June 30, 2009. The number of our non-core customer connections increased 67.7% from approximately 690 at June 30, 2008 to approximately
1,150 at June 30, 2009 due to the May 2009 acquisition of approximately 685 non-core customer connections. We do not actively market
acquired non-core services and expect that the associated service revenue will continue to decline.
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Network Operations Expenses. Our network operations expenses, excluding equity-based compensation expense, increased 6.8% from
$23.0 million for the three months ended June 30, 2008 to $24.5 million for the three months ended June 30, 2009. The impact of exchange rates
resulted in a reduction of network operations expenses for the three months ended June 30, 2009 of approximately $0.9 million.  The increase is
primarily attributable to an increase in costs related to our network and facilities expansion activities and an increase in our off-net revenues
partly offset by the impact of foreign exchange rate fluctuations.

Selling, General, and Administrative Expenses. Our SG&A expenses, excluding equity-based compensation expense, increased 17.4% from
$14.4 million for the three months ended June 30, 2008 to $17.0 million for the three months ended June 30, 2009. The impact of exchange rates
resulted in a reduction of SG&A expenses for the three months ended June 30, 2009 of approximately $0.8 million.  SG&A expenses increased
primarily from the increase in salaries and related costs required to support our expanding sales and marketing efforts, a $0.3 million increase in
professional fees and a $0.7 million increase in bad debt expense partly offset by the impact of foreign exchange rate fluctuations.

Equity-based Compensation Expense. Equity-based compensation expense results from grants of restricted stock and stock options.
Equity-based compensation expense decreased 43.6% from $4.2 million for the three months ended June 30, 2008 to $2.4 million for the three
months ending June 30, 2009 primarily due to the completion of the service period in April 2009 of certain restricted stock grants made in
April 2007.

Depreciation and Amortization Expenses. Our depreciation and amortization expense decreased 3.5% from $15.8 million for the three months
ended June 30, 2008 to $15.3 million for the three months ended June 30, 2009. The decrease is primarily due to the decline in

15

Edgar Filing: COGENT COMMUNICATIONS GROUP INC - Form 10-Q

26



Table of Contents

depreciation expense from fully depreciated fixed assets more than offsetting depreciation expense associated with the increase in deployed
fixed assets.

Buildings On-net. As of June 30, 2008 and 2009, we had a total of 1,274 and 1,389 on-net buildings connected to our network, respectively.

Six Months Ended June 30, 2008 Compared to the Six Months Ended June 30, 2009

The following summary table presents a comparison of our results of operations for the six months ended June 30, 2008 and 2009 with respect to
certain key financial measures. The comparisons illustrated in the table are discussed in greater detail below.

Six months ended
June 30, Percent

2008 2009 Change
(in thousands)

Service revenue $ 105,970 $ 113,066 6.7%
On-net revenue 87,026 90,746 4.3%
Off-net revenue 16,453 20,429 24.2%
Non-core revenue 2,491 1,891 (24.1)%
Network operations expenses (1) 44,910 48,629 8.3%
Selling, general, and administrative expenses (2) 30,000 34,031 13.4%
Asset impairment 1,592 � (100.0)%
Equity-based compensation expense 9,591 6,164 (35.7)%
Depreciation and amortization expenses 32,125 29,847 (7.1)%

(1)  Excludes equity-based compensation expense of $168 and $123 in the six months ended June 30, 2008 and 2009, respectively, which, if
included would have resulted in a period-to-period change of 8.2%.

(2)  Excludes equity-based compensation expense of $9,423 and $6,041 the six months ended June 30, 2008 and 2009, respectively, which, if
included would have resulted in a period-to-period change of 1.6%.

Service Revenue. Our service revenue increased 6.7% from $106.0 million for the six months ended June 30, 2008 to $113.1 million for the six
months ended June 30, 2009. The impact of exchange rates resulted in a reduction of revenues for the six months ended June 30, 2009 of
approximately $5.1 million.  All foreign currency comparisons herein reflect results for the six months ended June 30, 2009 translated at the
average foreign currency exchange rates for the six months ended June 30, 2008. For the six months ended June 30, 2008 and 2009, on-net,
off-net and non-core revenues represented 82.1%, 15.5% and 2.4% and 80.3%, 18.0% and 1.7% of our service revenues, respectively.

Revenues from our corporate and net centric customers represented 43.2% and 56.8% of our service revenue, respectively, for the six months
ended June 30, 2008 and represented 47.9% and 52.1% of our service revenue , respectively, for the six months ended June 30, 2009.  Revenues
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from corporate customers increased 18.2% from $45.8 million for the six months ended June 30, 2008 to $54.1 million for the six months ended
June 30, 2009.  Revenues from our net-centric customers decreased 2.1% from $60.2 million for the six months ended June 30, 2008 to
$58.9 million for the six months ended June 30, 2009.   The decline in net centric revenues from the six months ended June 30, 2008 to the six
months ended June 30, 2009 is primarily attributed to the impact of exchange rates (all of our European revenues are from net centric customers)
and due to a decline in the average revenue per net centric customer connection from discounting. In June 2008, we introduced additional
volume and term based discounts to certain of our net centric customers in an effort to continue to gain market share and to continue to grow our
revenues.

Our on-net revenues increased 4.3% from $87.0 million for the six months ended June 30, 2008 to $90.7 million for the six months ended
June 30, 2009. Our on-net revenues increased as we increased the number of our on-net customer connections by 27.9% from approximately
12,500 at June 30, 2008 to approximately 16,000 at June 30, 2009. On-net customer connections increased at a greater rate than on-net revenues
due to a decline in the average revenue per on-net customer connection � primarily from our net centric customers. This decline is partly
attributed to a shift in the customer connection mix and due to volume and term based pricing discounts. Due to the increase in the size of our
sales force, we are now able to focus not only on customers who purchase high-bandwidth connections, as we have done historically, but also on
customers who purchase lower-bandwidth connections. We expect to continue to focus our sales efforts on a broad mix of customers.
Additionally, on-net customers who cancel their service from our installed base of customers, in general, have a greater average revenue per
connection than new customers. These trends and the impact of foreign exchange rates resulted in a reduction to our average revenue per on-net
connection.

Our off-net revenues increased 24.2% from $16.5 million for the six months ended June 30, 2008 to $20.4 million for the six months ended
June 30, 2009.  Our off-net customer connections increased by 9.9% from approximately 3,000 at June
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30, 2008 to approximately 3,300 at June 30, 2009. Off-net revenues increased at a greater rate than off-net customer connections due to an
increase in the average revenue per off-net customer connection. Off-net customers who cancel their service, in general, have a lower average
revenue per connection than new off-net customers who generally purchase higher-bandwidth connections.

Our non-core revenues decreased 24.1% from $2.5 million for the six months ended June 30, 2008 to $1.9 million for the six months ending
June 30, 2009. The number of our non-core customer connections increased 67.7% from approximately 690 at June 30, 2008 to approximately
1,150 at June 30, 2009 due to the May 2009 acquisition of approximately 685 non-core customer connections. We do not actively market
acquired non-core services and expect that the associated service revenue will continue to decline.

Network Operations Expenses. Our network operations expenses, excluding equity-based compensation expense, increased 8.3% from
$44.9 million for the six months ended June 30, 2008 to $48.6 million for the six months ended June 30, 2009. The impact of exchange rates
resulted in a reduction of network operations expenses for the six months ended June 30, 2009 of approximately $1.9 million.  The increase is
primarily attributable to an increase in costs related to our network and facilities expansion activities and increase in our off-net revenues partly
offset by the decline in network operations expenses associated with the decline in our non-core revenues and the impact of foreign exchange.

Selling, General, and Administrative Expenses. Our SG&A expenses, excluding equity-based compensation expense, increased 13.4% from
$30.0 million for the six months ended June 30, 2008 to $34.0 million for the six months ended June 30, 2009. The impact of exchange rates
resulted in a reduction of SG&A expenses for the six months ended June 30, 2009 of approximately $1.6 million.  SG&A expenses increased
primarily from the increase in salaries and related costs required to support our expanding sales and marketing efforts, a $0.9 million increase in
professional fees and a $0.6 million increase in bad debt expense partly offset by the impact of foreign exchange.

Equity-based Compensation Expense. Equity-based compensation expense results from grants of restricted stock and stock options.
Equity-based compensation expense decreased 35.7% from $9.6 million for the six months ended June 30, 2008 to $6.2 million for the six
months ending June 30, 2009. The decrease is primarily attributed to fully-vested share grants made to our board of directors in January 2008
resulting in approximately $1.2 million of equity-based compensation expense in the six months ended June 30, 2008.  There were no such share
grants in the six months ended June 30, 2009. The decrease is also due to the completion of the service period in April 2009 of certain restricted
stock grants made in April 2007.

Depreciation and Amortization Expenses. Our depreciation and amortization expense decreased 7.1% from $32.2 million for the six months
ended June 30, 2008 to $29.8 million for the six months ended June 30, 2009. The decrease is primarily due to the decline in depreciation
expense from fully depreciated fixed assets more than offsetting depreciation expense associated with the increase in deployed fixed assets.

Asset Impairment.     In the first quarter of 2008, we recorded an impairment charge of $1.6 million related to an IRU asset under a capital lease.
The IRU asset was no longer in use and we have obtained alternative dark fiber that serves the related facilities and customers.

Buildings On-net. As of June 30, 2008 and 2009, we had a total of 1,274 and 1,389 on-net buildings connected to our network, respectively.
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Liquidity and Capital Resources

In assessing our liquidity, management reviews and analyzes our current cash and cash equivalent balances, short-term investments, accounts
receivable, accounts payable, accrued liabilities, capital expenditure commitments, and required capital lease and debt payments and other
obligations.

Cash Flows

The following table sets forth our consolidated cash flows for the three months ended June 30, 2008 and three months ended June 30, 2009.

Six months ended June 30,
(in thousands) 2008 2009
Net cash provided by operating activities $ 25,715 $ 25,847
Net cash used in investing activities (18,091) (25,213)
Net cash used in financing activities (55,982) (12,063)
Effect of exchange rates on cash 345 210
Net decrease in cash and cash equivalents during period $ (48,013) $ (11,219)

Net Cash Provided by Operating Activities.  Our primary sources of operating cash are receipts from our customers who are billed on a monthly
basis for our services. Our primary uses of operating cash are payments made to our vendors and employees. Net cash provided by
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operating activities was $25.7 million for the six months ended June 30, 2008 compared to net cash provided by operating activities of
$25.8 million for the six months ended June 30, 2009. The changes in assets and liabilities were a decrease of cash of $3.2 million for the six
months ended June 30, 2008 compared to an increase of cash of $0.4 million for the six months ended June 30, 2009.

Net Cash Used In Investing Activities.  Net cash used in investing activities was $18.1 million for the six months ended June 30, 2008 and
$25.2 million for the six months ended June 30, 2009.  Our primary use of investing cash for the six months ended June 30, 2008 and six months
ended June 30, 2009 was $18.8 million and $25.1 million, respectively, for the purchases of property and equipment. The increase in purchases
of property and equipment from the six months ended June 30, 2008 to the six months ended June 30, 2009 is primarily due to the increase in
our network expansion activities.

Net Cash Used In Financing Activities.   Net cash used in financing activities was $56.0 million for the six months June 30, 2008.  Net cash used
in financing activities was $12.1 million for the six months June 30, 2009.  Our primary uses of financing cash for the six months ended June 30,
2008 were $46.0 million for the purchases of shares of our common stock and $10.0 million of principal payments under our capital lease
obligations. Our primary use of financing cash for the six months ended June 30, 2009 was $11.4 million of principal payments under our capital
lease obligations and $0.7 million for the purchases of shares of our common stock.

Cash Position and Indebtedness

Our total indebtedness, net of discount, at June 30, 2009 was $174.9 million and our total cash and cash equivalents and short-term investments
were $60.1 million. Our total indebtedness, net of discount, at June 30, 2009 includes $110.9 million of capital lease obligations for dark fiber
primarily under 15-25 year IRUs, of which approximately $12.4 million is considered a current liability.

$150.0 Million Common Stock Repurchases

In June 2007 we used approximately $50.1 million of the net proceeds from our issuance of our $200.0 million Convertible Senior Notes to
repurchase approximately 1.8 million shares of our common stock. These 1.8 million common shares were subsequently retired.

In August 2007, our board of directors approved a common stock buyback program (the �Buyback Program�). Under the Buyback Program we
were authorized to purchase up to $50.0 million of our common stock prior to December 31, 2008. In June 2008, our board of directors approved
an additional $50.0 million of purchases of our common stock to occur prior to December 31, 2009. In the six months ended June 30, 2009, we
purchased approximately 0.1 million shares of our common stock for approximately $0.7 million under the Buyback Program. These common
shares were subsequently retired.  As of June 30, 2009, there was approximately $30.1 million remaining under the Buyback Program.

Convertible Senior Notes
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In June 2007, we issued 1.00% Convertible Senior Notes (the �Notes�) due June 15, 2027, for an aggregate principal amount of $200.0 million in a
private offering for resale to qualified institutional buyers pursuant to SEC Rule 144A. The Notes are unsecured and bear interest at 1.00% per
annum. The Notes will rank equally with any future senior debt and senior to any future subordinated debt and will be effectively subordinated
to all of our subsidiary�s existing and future liabilities and to any secured debt that we may issue to the extent of the value of the collateral.
Interest is payable in cash semiannually in arrears on June 15 and December 15, of each year, beginning on December 15, 2007. We received
proceeds of approximately $195.1 million after deducting the original issue discount of 2.25% and issuance costs.

In September, October and December 2008, we purchased an aggregate of $108.0 million of face value of the Notes for $48.6 million in cash in
a series of transactions. These transactions resulted in a restated gain, after the impact of the adoption of FSP APB 14-1, of $23.1 million for the
year ended December 31, 2008. The originally recorded gain was $57.6 million for the year ended December 31, 2008. After these transactions,
there is $92.0 million of face value of the Notes outstanding. We may purchase additional Notes.

The Notes are convertible into shares of our common stock at an initial conversion price of $49.18 per share, or 20.3355 shares for each $1,000
principal amount of Notes, subject to adjustment for certain events as set forth in the indenture. Upon conversion of the Notes, we will have the
right to deliver shares of our common stock, cash or a combination of cash and shares of our common stock. The Notes are convertible (i) during
any fiscal quarter after the fiscal quarter ending September 30, 2007, if the closing sale price of our common stock for 20 or more trading days in
a period of 30 consecutive trading days ending on the last trading day of the immediately preceding fiscal quarter exceeds 130% of the
conversion price in effect on the last trading day of the immediately preceding fiscal quarter, or (ii) specified corporate transactions occur, or
(iii) the trading price of the Notes falls below a certain threshold, or (iv) if we call the Notes for redemption, or (v) on or after April 15, 2027,
until maturity. In addition, following specified corporate transactions, we will increase the conversion rate for holders who elect to convert Notes
in connection with such corporate transactions, provided that in no event may the shares issued upon conversion, as a result of adjustment or
otherwise, result in the issuance of more than 35.5872 common shares per $1,000 principal amount. The Notes include an �Irrevocable Election
of Settlement� whereby we may choose, in our sole discretion, and without the consent of the holders of the Notes, to waive our right to settle the
conversion feature in either cash or stock or in any combination, at our option.
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The Notes may be redeemed by us at any time after June 20, 2014 at a redemption price of 100% of the principal amount plus accrued interest.
Holders of the Notes have the right to require us to repurchase for cash all or some of their Notes on June 15, 2014, 2017 and 2022 and upon the
occurrence of certain designated events at a redemption price of 100% of the principal amount plus accrued interest.

Contractual Obligations and Commitments

For our contractual obligations and commitments see Item 7 �Management�s Discussion and Analysis of Financial Condition and Results of
Operations� of our annual report on Form 10-K for the year ended December 31, 2008.

In June 2009, we entered into an amended equipment purchase agreement with a vendor.  We are required, under this agreement and prior
agreements to purchase certain quantities of equipment totaling approximately $37 million through 2011 which represents an increase in our
contractual cash commitments.

Future Capital Requirements

We believe that, if we execute our business plan, our cash on hand and cash generated from our operating activities will be adequate to meet our
working capital, capital expenditure, debt service and other cash requirements including future potential purchases by us of our common stock or
Notes.

Any future acquisitions or other significant unplanned costs or cash requirements may require that we raise additional funds through the issuance
of debt or equity. We cannot assure you that such financing will be available on terms acceptable to us or our stockholders, or at all. Insufficient
funds may require us to delay or scale back the number of buildings that we serve, reduce our planned increase in our sales and marketing
efforts, suspend or terminate our stock buyback program, suspend or terminate our Note purchases, or require us to otherwise alter our business
plan or take other actions that could have a material adverse effect on our business, results of operations and financial condition. If issuing equity
securities raises additional funds, substantial dilution to existing stockholders may result.

Off-Balance Sheet Arrangements

We do not have any relationships with unconsolidated entities or financial partnerships, such as entities often referred to as structured finance or
special purpose entities, which would have been established for the purpose of facilitating off-balance sheet arrangements or other contractually
narrow or limited purposes. In addition, we do not engage in trading activities involving non-exchange traded contracts. As such, we are not
materially exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in these relationships.

Income taxes
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Due to the uncertainty surrounding the realization of our net deferred tax asset, we have recorded a valuation allowance for the full amount of
our net deferred tax asset. As of December 31, 2008, we have combined net operating loss carry-forwards of approximately $989 million. This
amount includes federal and state net operating loss carry-forwards in the United States of approximately $379 million and net operating loss
carry-forwards related to our European operations of approximately $611 million. Section 382 of the Internal Revenue Code in the United States
limits the utilization of net operating losses when ownership changes, as defined by that section, occur. We have performed an analysis of our
Section 382 ownership changes and have determined that the utilization of certain of our net operating loss carryforwards may be limited. This
restricted amount includes the limitation on annual utilization related to the remaining $183 million of federal and state net operating loss
carry-forwards of Allied Riser Communications Corporation that were acquired by us via a 2002 merger. The net operating loss carryforwards in
the United States will expire, if unused, between 2022 and 2027. The net operating loss carry-forwards related to the European operations
include $493 million that do not expire and $115 million that expire beginning in 2016.

Critical Accounting Policies and Significant Estimates

Management believes that, except as discussed below, as of June 30, 2009, there have been no material changes to our critical accounting
policies and significant estimates from those listed in Item 7 �Management�s Discussion and Analysis of Financial Condition and Results of
Operations� of our annual report on Form 10-K for the year ended December 31, 2008.

On January 1, 2009, we adopted the Financial Accounting Standards Board�s (�FASB�) Staff Position No. APB 14-1, �Accounting for Convertible
Debt Instruments That May Be Settled in Cash upon Conversion (Including Partial Cash Settlement)� (�FSP APB 14-1�), which clarifies the
accounting for convertible debt instruments that may be settled in cash (including partial cash settlement) upon conversion.  FSP APB 14-1
requires issuers to account separately for the liability and equity components of certain convertible debt instruments in a manner that reflects the
issuer�s nonconvertible debt borrowing rate when interest cost is recognized.  FSP APB 14-1 requires bifurcation of a component of the debt,
classification of that component in equity and the amortization of the resulting discount on the debt to be recognized as part of interest expense
in our consolidated statements of operations.

The adoption of FSP APB 14-1 affected the accounting for our 1.00% Convertible Senior Notes (the �Notes�).  The retrospective application of
this pronouncement affected the period from June 2007 (when the Notes were issued) through December 31, 2008 including the
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accounting for our purchases of Notes in September, October and December 2008.    The adoption of FSP APB 14-1 required us to estimate the
fair value of our Notes on the issuance date and on each purchase date.  The fair value we assigned to the liability component of our Notes was
determined using interest rates of similar debt that excluded a conversion feature and then applying that effective interest rate to the cash flows
associated with the Notes to calculate the present value.

Recent Accounting Pronouncements

On January 1, 2009, we adopted FSP APB 14-1, which clarifies the accounting for convertible debt instruments that may be settled in cash
(including partial cash settlement) upon conversion.  FSP APB 14-1 required retrospective application for all periods presented for instruments
that were outstanding during any of the periods presented in the consolidated financial statements.   The retrospective application of this
pronouncement affected the period from June 2007 (when the Notes were issued) through December 31, 2008.  Note 1 of our interim condensed
consolidated financial statements includes the effect of the retrospective application of FSP APB 14-1 on certain previously reported line items.

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements� (�SFAS 157�). SFAS 157 defines fair value, establishes a
framework for measuring fair value in accordance with generally accepted accounting principles, and expands disclosures about fair value
measurements. In February 2008, the FASB issued FSP No. 157-1, �Application of FASB Statement No. 157 to FASB Statement No. 13 and
Other Accounting Pronouncements That Address Fair Value Measurements for Purposes of Lease Classification or Measurement under
Statement 13� and FSP No. 157-2, �Effective Date of FASB Statement No. 157� as amendments to SFAS 157, which exclude lease transactions
from the scope of SFAS 157 and also defer the effective date of the adoption of SFAS 157 for non-financial assets and non-financial liabilities
that are nonrecurring. The provisions of SFAS 157 became effective for the fiscal year beginning January 1, 2008, except for certain
non-financial assets and liabilities for which the effective date was deferred to January 1, 2009. The adoption of SFAS 157 and its related
pronouncements did not have a material effect on our consolidated financial position, results of operations or cash flows.

In June 2008, the FASB issued EITF No. 07-5, �Determining whether an Instrument (or Embedded Feature) is Indexed to an Entity�s Own Stock
(�EITF 07-5�). EITF 07-5 applies to any freestanding financial instrument or embedded feature that has all the characteristics of a derivative, as
defined. If an instrument, or an embedded feature, is not considered indexed to the issuer�s stock under EITF 07-5, that instrument is not eligible
for equity classification and would be classified as an asset or liability and remeasured at fair value through earnings. We adopted EITF 07-5 on
January 1, 2009.  The adoption of EITF 07-5 did not have a material effect on our consolidated financial position, results of operations or cash
flows.

In December 2007, the FASB issued Statement No. 141(R), �Business Combinations� (�SFAS 141(R)�). SFAS 141(R) establishes principles and
requirements for how an acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and
any noncontrolling interest in the acquiree and recognizes and measures the goodwill acquired in the business combination or a gain from a
bargain purchase. SFAS 141(R) also sets forth the disclosures required to be made in the financial statements to evaluate the nature and financial
effects of the business combination. SFAS 141(R) applies prospectively to business combinations for which the acquisition date is on or after the
beginning of the first annual reporting period beginning on or after December 15, 2008. Our adoption of SFAS 141(R) on January 1, 2009
impacts all of our acquisitions on or after that date. We have had no material acquisitions since January 1, 2009, as a result there has been no
material impact related to our adoption of SFAS 141(R).

In April 2009, the FASB issued Staff Position No. FAS 107-1 and APB 28-1, �Interim Disclosures about Fair Value of Financial Instruments�
(�FSP FAS 107-1�).  FSP FAS 107-1 amends SFAS No. 107, �Disclosures about Fair Value of Financial Instruments� (�SFAS 107�) to require
disclosures about fair value of financial instruments in interim reporting periods.  Such disclosures were previously required only in annual
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financial statements.  FSP FAS 107-1 is effective for our quarter ending June 30, 2009. The adoption of FSP FAS 107-1did not have a material
effect on our consolidated financial position, results of operations or cash flows and the Company has provided any necessary additional
disclosures.

In April 2009, the FASB issued FSP No. FAS 141(4)-1, �Accounting for Assets Acquired and Liabilities Assumed in a Business Combination
That Arise from Contingencies� (�FSP 141(R)-1�). FSP 141(R)-1 requires that assets acquired and liabilities assumed in a business combination
that arise from contingencies be recognized at fair value if fair value can be reasonably estimated. FSP FAS 141(R)-1 is effective for business
combinations with an acquisition date on or after June 1, 2009. Our adoption of FSP 141(R)-1 will impact acquisitions after this date and did not
have any impact on our financial condition, results of operations, or cash flows.

In May 2009, the FASB issued SFAS No. 165, �Subsequent Events� (�SFAS 165�). SFAS 165 establishes general standards of accounting for and
disclosure of events that occur after the balance sheet date but before financial statements are issued. SFAS 165 is effective for interim or annual
financial periods ending after June 15, 2009. As of this date we have adopted SFAS 165 and have evaluated subsequent events through the date
of this filing � August 7, 2009.

In June 2009, the FASB issued SFAS No. 168, �The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted
Accounting Principles- a replacement of FASB Statement No. 162� (�SFAS 168�). On the effective date of this Statement, the Codification will
supersede all then-existing non-SEC accounting and reporting standards. All other non-grandfathered, non-SEC accounting literature not
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included in the Codification will become non-authoritative. SFAS 168 is effective for financial statements issued for interim and annual periods
ending after September 15, 2009. We do not expect this pronouncement to have a material impact on our financial condition, results of
operations, or cash flows.

ITEM 3.                  QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

For quantitative and qualitative disclosures about market risk see Item 7A �Quantitative and Qualitative Disclosures About Market Risk,� of our
annual report on Form 10-K for the year ended December 31, 2008. Our exposures to market risk have not changed materially since
December 31, 2008.  Based upon the quoted market price at June 30, 2009, the fair value of our $92.0 million of 1.00% Convertible Senior
Notes was approximately $57.0 million.

ITEM 4.                  CONTROLS AND PROCEDURES.

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our reports under the
Securities Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the time periods specified in the
Securities and Exchange Commission�s rules and forms, and that such information is accumulated and communicated to our management,
including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosures. In
designing and evaluating the disclosure controls and procedures, management recognizes that any controls and procedures, no matter how well
designed and operated, can provide only reasonable assurance of achieving the desired control objectives, and management necessarily was
required to apply its judgment in evaluating the cost-benefit relationship of possible controls and procedures.

As required by SEC Rule 13a-15(b), an evaluation was performed under the supervision and with the participation of our management, including
our principal executive officer and our principal financial officer, of the effectiveness of the design and operation of our disclosure controls and
procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934) as of the end of the period covered by this
report. Based upon that evaluation, our management, including our principal executive officer and our principal financial officer, concluded that
the design and operation of these disclosure controls and procedures were effective at the reasonable assurance level.

There has been no change in our internal control over financial reporting during our most recent fiscal quarter that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.

PART II   OTHER INFORMATION

ITEM 1.                  LEGAL PROCEEDINGS.
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We are involved in legal proceedings in the normal course of our business that we do not expect to have a material impact on our operations or
results of operations.   Note 5 of our interim condensed consolidated financial statements includes information on these proceedings and other
disputes.

ITEM 2.                  PURCHASES OF EQUITY SECURITIES.

On August 14, 2007, we announced that our Board of Directors had authorized a plan to permit the repurchase of up to $50.0 million of our
common stock in negotiated and open market transactions. In June 2008, we announced that our Board of Directors had authorized an additional
repurchase of up to $50.0 million of our common stock in negotiated and open market transactions through December 31, 2009. As of June 30,
2009, we had purchased 4,948,485 shares of our common stock pursuant to these authorizations for an aggregate of $69.9 million;
approximately $30.1 million remained available for such negotiated and open market transactions concerning our common stock. We may
purchase shares and our convertible notes from time to time depending on market, economic, and other factors. The authorization will continue
through December 31, 2009. We did not purchase any shares of our common stock during the second quarter of 2009.

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

On April 23, 2009, we held our 2009 Annual Meeting of Stockholders in Washington, D.C. Stockholders representing 41,313,121 shares entitled
to vote at the Annual Meeting were present in person or by proxy.  This represents 95.5%, and a majority, of the 43,268,582 total shares
authorized to vote at the Annual Meeting as of the record date of March 4, 2009.

The following nominees were elected to our board of directors, each to hold office until his or her successor is elected and qualified, by the vote
set forth below:

Name For Withheld
David Schaeffer 38,517,978 2,795,143
Steven Brooks 40,156,494 1,156,627
D. Blake Bath 25,670,229 15,642,892
Erel Margalit 28,271,097 13,042,024
Timothy Weingarten 28,256,811 13,056,310
Richard R. Liebhaber 41,276,341 36,780
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In addition, the stockholders ratified the appointment of Ernst & Young, LLP as the Company�s Independent registered public accountants for the
fiscal year ending December 31, 2009.  The vote on this proposal number 2 was as follows:  FOR: 41,260,225; AGAINST:  42,669;  ABSTAIN:
10,227.

ITEM 6.                  EXHIBITS.

(a) Exhibits

Exhibit Number Description
31.1 Certification of Chief Executive Officer (filed herewith)
31.2 Certification of Chief Financial Officer (filed herewith)
32.1 Certification of Chief Executive Officer (filed herewith)
32.2 Certification of Chief Financial Officer (filed herewith)

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

Date: August 7, 2009 COGENT COMMUNICATIONS GROUP, INC.

By: /s/ David Schaeffer
Name: David Schaeffer
Title: Chairman of the Board and Chief Executive Officer

Date: August 7, 2009 By: /s/ Thaddeus G. Weed
Name: Thaddeus G. Weed
Title: Chief Financial Officer (Principal Accounting
Officer)

Exhibit Index

Exhibit
Number Description
31.1 Certification of Chief Executive Officer (filed herewith)
31.2 Certification of Chief Financial Officer (filed herewith)
32.1 Certification of Chief Executive Officer (filed herewith)

Edgar Filing: COGENT COMMUNICATIONS GROUP INC - Form 10-Q

39



32.2 Certification of Chief Financial Officer (filed herewith)
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