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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

Form 10-Q

(Mark One)
XI QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934.

For the quarterly period ended March 31, 2007.
O TRANSITION REPORT UNDER SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934.

For the transition period from to

Commission file number: 001-22302

ISCO INTERNATIONAL, INC.

(Name of Registrant as Specified in Its Charter)

Delaware 36-3688459
(State or Other Jurisdiction of (I.LR.S. Employer
Incorporation or Organization) Identification No.)
1001 Cambridge Drive, Elk Grove Village, lllinois 60007
(Address of Principal Executive Offices) (Zip Code)

(847) 391-9400
(Registrant’s Telephone Number, Including Area Codg

Indicate by check mark whether the registrant €l filed all reports required to be filed by Secti® or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports), and
(2) has been subject to such filing requirementsHe past 90 days. Ye&l No O

Indicate by check mark whether the registrantlarge accelerated filer, an accelerated filer, noa-accelerated filer. See definition of



“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act. (Check one):
Large accelerated fileld Accelted filer O Noreeterated filer

Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Bxgje Act. [0  Yes
No

Indicate the number of shares outstanding of eatiedssuer’s classes of common stock, as ofatest practicable date.

Class Outstanding at April 30, 2007

Common Stock, par value $0.001 per share 190,600,000
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements.

ISCO INTERNATIONAL, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

Assets:
Current Assets:

Cash and Equivalents

Inventory

Accounts Receivable, net
Prepaid Expenses and Other
Total Current Assets

Property and Equipment

Less: Accumulated Depreciation
Net Property and Equipme
Restricted Certificates of Deposit
Goodwill

Intangible assets, net

Total Assets

Liabilities and Stockholders' Equity:
Current Liabilities:

Accounts Payable

Inventory-related material purchase accrual
Employee-related accrued liability

Accrued professional services
Other accrued liabilities and current deferred nexse

Current Portion of LT Debt, including related irgst, with related parties

Total Current Liabilities

Deferred facility reimbursement

Deferred revenue - non current

Notes and related accrued interest with relatetigs

Stockholders' equity:
Preferred stock; 300,000 shares authorized; Naeshasued and outstanding
at March 31, 2007 and December 31, 2006

Common stock ($.001 par value); 250,000,000 shreu®orized; 190,598,157
and 189,622,133 shares issued and outstandMgrah 31, 2007 and
December 31, 2006, respectively

Additional paid-in capital (net of unearned comgadits)

Accumulated deficit

Total Shareholders' Equity

Total Liabilities and Shareholders' Equity

(Unaudited)
March 31, December 31,
2007 2006
2,17758 $ 2,886,47!
6,299,18! 6,368,59!
624,83( 2,554,71
106,22: 168,74
9,207,82! 11,978,53
1,353,96! 1,334,20.
(846,545 (811,167
507,41! 523,03t
163,94( 162,44(
13,370,00 13,370,00
839,48: 841,18
24,088,66 g 26,875,19
331,66¢ $ 1,172,84.
78,09 328,66
153,59: 284,65:
76,00( 93,00(
286,57: 225,72:
11,489,85 11,295,95
12,415,77 13,400,84
98,75( 102,50(
128,92( 75,90(
5,193,201 5,131,76:
190,59¢ 189,62:
172,864,09 172,379,84
(166,802,677 (164,405,272
6,252,01 8,164,19:
24,088,66 ¢ 26,875,19

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

NOTE: The condensed consolidated balance sheétzscember 31, 2006 has been derived from the edifiihancial statements for tt



date, but does not include all of the informatiod accompanying notes required by accounting plesigenerally accepted in the United
States of America for complete financial statements
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ISCO INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

Three Months Ended Three Months Ended
March 31, 2007 March 31, 2006

Net sales $ 953,24¢ $ 1,325,58!

Costs and expenses:

Cost of sales 709,65! 830,43!
Research and development 621,05! 463,52
Selling and marketing 583,24« 630,90!
General and administrative 1,199,64 940,64¢

Total costs and expenses 3,113,60: 2,865,51:

Operating loss (2,160,353 (1,539,923

Other income (Expense):

Interest income 18,28( 31,13¢
Interest expense 255,33: 191,25(

Total other expense, net (237,053 (160,115

Net loss $ (2,397,406 $ (1,700,038

Basic and diluted loss per share $ (0.01 $ (0.01

Weighted average number of common shares outstgndin 190,055,70 183,570,25

See the accompanying Notes which are an integrabpthe Condensed Consolidated Financial Statésnen
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ISCO INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(UNAUDITED)

ISCO INTERNATIONAL
CONSOLIDATED STATEMENTS OF CASH FLOWS

Three Months Endec Three Months Ended
March 31, 2007 March 31, 2006

OPERATING ACTIVITIES
Net loss $ (2,397,406 $ (1,700,038
Adjustments to reconcile net loss to net cash usegerating activities:
Depreciation and amortization 46,99¢ 32,58(
Non-cash compensation charges 485,22¢ 220,93:
Changes in operating assets and liabilities 1,183,71 34,97:
Net cash used in operating activit (681,470 (1,411,556
INVESTING ACTIVITIES
Decrease/ (Increase) in restricted certificatedeqfosit (1,500 42,18(
Payment of patent costs (11,412 (7,124
Acquisition of property and equipment, net (14,506 (76,292
Net cash used in investing activiti (27,418 (41,236
FINANCING ACTIVITIES
Exercise of stock options > 163,10(
Net cash provided by financing activiti - 163,10(
(Decrease)/Increase in cash and cash equivalents (708,888 (1,289,692
Cash and cash equivalents at beginning of period 2,886,47 3,486,43
Cash and cash equivalents at end of period $ 217758 g 2,196,73

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




Table of Contents

ISCO INTERNATIONAL, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

Note 1 - Basis of Presentation

The condensed consolidated financial statementadacthe accounts of ISCO International, Inc. asdwholly owned subsidiarie
Spectral Solutions, Inc. and lllinois Superconduc@anada Corporation (collectively referred to fas tCompany”, or “we”, “our” or “us).
All significant intercompany balances and trangaxtihave been eliminated in consolidation.

The accompanying unaudited condensed consolidateddial statements have been prepared by the Qomipaaccordance wi
accounting principles generally accepted in thetéthiStates of America (“US GAAP™or interim financial information and with t
instructions to Form 10-Q and Article 10 of RegigatS-X. Accordingly, they do not include all of the imfoation and notes required
US GAAP for complete financial statements. In th@namn of management, all adjustments (consistifigharmal recurring accrual
considered necessary for a fair presentation afitseefor the interim periods have been includedesenhfinancial statements and notes incl
herein should be read in conjunction with the Conyps audited financial statements and notes for ther yaded December 31, 2(
included in the Company’s Annual Report on FornKlfiled with the Securities and Exchange Commissitime results of operations for
interim periods presented are not necessarily atidie of the results to be expected for any subsetgguarter of, or for, the entire year enc
December 31, 2007. For further information, refethe financial statements, including the notesetite included in the Comparsy/Annua
Report on Form 10-K for the fiscal year ended Deoen31, 2006.

Recent Accounting Pronouncements

In September 2006, the Financial Accounting Staael&oard issued SFAS No. 157, "Fair Value Measuneshid"SFAS 157"). Thi
statement defines fair value as used in numerocsuating pronouncements, establishes a framewarkniasuring fair value in genere
accepted accounting principles ("GAAP") and expatidslosure related to the use of fair value messin financial statements. SFAS
does not expand the use of fair value measuremamdial statements, but standardizes its defmitiod guidance in GAAP. SFAS 15’
effective for fiscal years beginning after Noveml&, 2007. We plan to adopt the provisions of SE&S on January 1, 2008. We
evaluating the potential impact of SFAS 157, buthé& time do not anticipate that it will have ampiact on our financial statements w
adopted.

In July 2006, FASB released FASB Interpretation M8, “Accounting for Uncertainty in Income Taxes, an iptetation of FASI
Statement No. 109"HIN 48). FIN 48 clarifies the accounting and repuaytfor uncertainties in income tax positions. MR prescribes
recognition threshold and measurement attributéhf@ifinancial statement recognition and measuréiwiea tax position taken or expecte:
be taken in a tax return. FIN 48 also provides gnid on derecognition, classification, interest padalties, accounting in interim peric
disclosure and transition. FIN 48 is effective fisical years ending after December 15, 2006. WetadbFIN 48 as of January 1, 2007
required. See Footnote 7 for a more detailed dsonof FIN 48.

Note 2 - Realization of Assets

The accompanying financial statements have beguaprd in conformity with accounting principles geaily accepted in the Unit
States of America, which contemplate continuatibrihe Company as a going concern. However, the @omas sustained substar
losses from operations in recent years, and susdefohave continued through the year ended Decé&hp@006 and more recent qua
ended March 31, 2007. In addition, the Company usesl, rather than provided, cash in its operati@usistent with these facts, Gr
Thornton, LLP, the Company'independent registered public accounting firraluded the comment published in our Annual RepnorEorr
10K as of and for the year ended December 31, 200@8,there is substantial doubt about the Compsaapility to continue as a goi

concern.
-4-
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In view of the matters described in the precediaggraph, recoverability of a major portion of teeorded asset amounts shown ir
accompanying balance sheet is dependent upon wedtioperations of the Company, which in turn isesejent upon the Compaisyability
to meet its financing requirements on a continliagis, to maintain present financing, and to swtdeets future operations. The financ
statements do not include any adjustments relaiinghe recoverability and classification of recatdasset amounts or amounts
classification of liabilities that might be neceagsshould the Company be unable to continue intexce.

The Company has incurred, and continues to inossds from operations. For the years ended Dece3ib@006, 2005, and 2004,
Company incurred net losses of $4 million, $3 miili and $7 million, respectively. The quarter enbitadch 31, 2007 showed an additic
net loss of $2 million. The Company has implemend&dtegies to reduce its cash used in operatitigities. The Companyg strateg
included the consolidation of its manufacturing aesearch and development facilities and a targetedction of the employee workfor
increasing the efficiency of the Compasyrocesses, focusing development efforts on pitsduith a greater probability of commercial se
reducing professional fees and discretionary exipemds$, and negotiating favorable payment arranggsnevith suppliers and serv
providers. More importantly, the Company configuitseélf along an outsourcing model, thus allowing relatively large, efficient producti
without the associated overhead. The combinatighexfe factors has been effective in bringing tbm@any closer to profitability (from a r
loss as high as $28 million during 2001) while dimapit to deliver significant quantities of solatis. Beginning in 2005, the Company be
to invest in additional product development (engneg) and sales and marketing resources as itnbEgacrease its volume of busine
While viewed as a positive development, these edipenes have added to the funding requirementsdisbove.

We believe that we have sufficient funds to opecatebusiness until $11 million of our debt becordas in August 2007. That deb
held by our two largest shareholders, includingiafés. While we expect to refinance this debt,sueh refinancing has occurred as ol
reporting date, therefore, the ability to refinarmee debt and maintain adequate working capitaleisessary for us to continue as a g
concern. Additionally, we project increases in wogkcapital requirements in order to pursue sigaifit business opportunities during 2
and beyond, and also expect to spend additionahéiial resources in the expansion of our businedspaoduct offerings. As such, we n
require additional capital prior to August 2007. \iiéend to look into augmenting our existing calpjtasition by continuing to evaluz
potential short-term and lortgrm sources of capital whether from debt, equiyarid, or other methods. The primary covenantuinexisting
debt arrangement involves the right of the lendenrgceive debt repayment from the proceeds of firamcing activities. This covenant v
restrict our ability to obtain additional financiog to apply the proceeds of a financing event tovegoerations until the debt is repaid in full.

Note 3 - Net Loss Per Share

Basic and diluted net loss per share is computeddan the weighted average number of common sbatsgnding. Common sha
issuable upon the exercise of options are not dexun the per share calculations since the effetteir inclusion would be antidilutive.

Note 4 - Inventories

Inventories consisted of the following:

March 31, 2007 December 31, 2006
Raw materials $ 2,587,000 $ 2,675,000
Work in process 1,989,000 2,332,000
Finished product 1,723,000 1,362,000
Total $ 6,299,000 $ 6,369,000
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Cost of product sales for the three months endedciMal, 2007, and the twelve months ended DeceBhef006 includ
approximately $0 and $165,000, respectively, ofxosexcess of the net realizable value of invenfmcluding obsolete materials).

Inventory balances are reported net of a resenvelfsolescence. This reserve is computed by takibogconsideration the compone
of inventory, the recent usage of those componamig,anticipated usage of those components inutiveef. This reserve was approxima
$325,000 as of both March 31, 2007 and Decembe2@®15.

Note 5 - Stock Options and Warrants

Effective January 1, 2006, we adopted SFAS No. RP3{Share Based Payments$ described in Note 7, in the Notes to
Consolidated Financial Statements.

At March 31, 2007, a total of 4,912,000 stock opgiavere outstanding under the Company’s equity emrsgtion plans. Stodbase!
compensation expense recognized during the firsttguof 2007 and 2006 included compensation expéarsstock options granted prior
but not yet fully vested as of, March 31, 2007 2666, respectively. Such amounts were none and®6,lrespectively.

Restricted Share Rights

Restricted share grants offer employees the oppitytto earn shares of the Compasptock over time. These grants generally
over two years to four years for employees and ywae for nonemployee directors. The Company recognizes theamnssu of the shar
related to these stock-based compensation awarighenrelated compensation expense on a strhightsasis over the vesting peri
Included within these grants are also performarased shares, that is, shares that vest basedcomplishing particular objectives
opposed to vesting over time. No performance-babkades were vested during the first quarter 20@066, respectively.

The following table summarizes the restricted stasfard activity during the first quarter of 2007.

Weighted

Average Grant Date

Shares Fair Value (per share)
Outstanding, December 31, 2006 8,714,000 0.35
Granted 1,500,000 0.33
Forfeited or canceled (339,000) 0.38
Vested (976,000) 0.37
Outstanding, March 31, 2007 8,899,000 0.34

The total fair value of restricted shares vestednguthe three months ended March 31, 2007 and 2¢#6$383,000 and $105,0
respectively. Total nomash equity compensation expense recognized dthfjrst quarter 2007 was $485,000, including $883,000 fo
vested restricted share grants and $102,000 fostthehtline amortization of restricted share grants thdtribt vest during the first quar
2007.
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On August 19, 1993, the Board of Directors (“Boarddopted the 1993 Stock Option Plan for employeessutants, and directc
who were not also employees of the Company (outdicketors). This plan reached its tesar expiration during 2003. During the 2!
annual meeting of shareholders, the Compasiiareholders approved a new 2003 Equity InceRize to take the place of the expiring 1
plan. Unissued options from the 1993 plan were wsddnd the 2003 plan. During the 2005 annual ingetf shareholders, the Compasy’
shareholders approved 12 million additional shafestock to be included in the 2003 Plan, and fitatithe ability for the 2003 Plan to utili
up to 5 million unused shares originally allocatedhe 1993 Plan. The maximum number of sharesidswnder these plans is 26,011,
These Plans are collectively referred to as thertPI

For employees and consultants, the Plan providegifanting of restricted shares of stock, Incent8teck Options (ISOs) a
Nonstatutory Stock Option“NSOs"). In the case of 1SOs, the exercise price shall edebs than 100% (110% in certain cases) of th
value of the Company’s common stock, as determinyethe Compensation Committee or full Board as apipate (the “Committee”)on the
date of grant. In the case of NSOs, the exercise ghall be determined by the Committee, on the dagrant. The term of options grante
employees and consultants will be for a periodtoatxceed 10 years (five years in certain casegshiofis granted under the Plan defau
vest over a four-year period (of@mdrth of options granted vest after one year ftom grant date and the remaining options vest Isatsdct
month thereafter), but the vesting period is detesah by the Committee and may differ from the d#faariod. In addition, the Committ
may authorize option and restricted stock granth wésting provisions that are not based solelgroployeestendering of additional servi
to the Company.

For outside directors, the Plan provides that eadhide director will be automatically granted NS#bsthe date of their initial electi
to the Board. On the date of the annual meetinghefstockholders of the Company, each outside tdiregho is elected, reelected,
continues to serve as a director, shall be graadietitional NSOs, except for those outside directans are first elected to the Board at
meeting or three months prior. The options granest ratably over one or two years, based on the afagrant, and expire after ten ye
from the grant date. Beginning in 2006, the ComptBas Committee of the Board approved grants oftiteed Stock to be used
compensation for outside directors in lieu of NSO’s

Beginning in 2006, the Board, at the recommendatibthe Compensation Committee of the Board, bgganiding restricted stoc
grants ("RSGs") in lieu of stock options within bamployee and noemployee compensation programs. The impact of #we accountin
standard, industry trends, and the ability to esesi shares to achieve intended results are afféhve seasons behind this change in view.
Board has also expressed an intention to continuilize performancdased equity incentives for more cases of equitypamsation than
years pasl

During the first three months of 2007, the Boardmjed 1,500,000 RSGs to the Compargmployees, most of which are schedule
vest over a four year period.

Note 6 - Debt and Financial Position
Uncommitted Line of Credit (2002 Credit Line)

As of the reporting date, we have drawn $8.5 millid debt financing under a credit line, as desatibelow. During October 2002,
entered into an uncommitted line of credit with dwo largest shareholders, an affiliate of Elliédsociates, L.P. (Manchester Secur
Corporation) and Alexander Finance, L.P. This liméally provided up to $4 million to us. This Enwas uncommitted, such that each
borrowing under the facility would be subject t@ thpproval of the lenders. Borrowings on this limee an initial interest rate of 9.5%
were collateralized by all the assets of the Comp@utstanding loans under this agreement woulcefjgired to be repaid on a priority b:
should we receive new funding from other sourcedditonally, the lenders were entitled to receivarsants to the extent funds were dr:
down on the line. The warrants bore a strike poic$0.20 per share of common stock and were torexgi Aprill5, 2004. The credit line v
to mature and be due, including accrued interesetin, on March 31, 2004. Due to a subsequent mgrdebetween the parties no warr

were issued with subsequent borrowings.
-7-
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According to existing accounting pronouncements 8 guidelines, we allocated the proceeds of thesewings between thi
debt and equity components. As a result of theseolings during 2002, we recorded a nmash charge of $1.2 million through
outstanding term of the warrants (April, 2004). $2®0 and $862,000 of that amount were recordeth@@004 and 2003, respective
These warrants were valued at $1.2 million of tBenfillion debt instrument based on a Blé@&holes valuation that included the differe
between the value of our common stock and the eseprice of the warrants on the date of each waissuance and a 30% discounted
value of the notes, leaving the remaining $0.8iarillas the underlying value of the debt. This $hiltion was amortized over the vest
period of the warrants (six quarters from the fouptiarter 2002 through the first quarter 2004).

During October 2003, we entered into an agreeméttt eur lenders to supplement the credit line vath additional $2 million, $
million of which was drawn immediately and $1 nuhi subsequently drawn upon our request and sulojehe approval of the lenders. T
supplemental facility bore a 14% rate of interexd avas due October 31, 2004. The term of the pusviwedit line was not affected by f
supplement, and as such the $4 million borroweckutttat line, plus accrued interest, remained daecM31, 2004.

During February 2004, the credit line was extentted due date of April 2005, with interest aftee thitial periods to be charged
14%. No warrants or other inducements were issuéd ne@spect to this extension. Additionally, lenslexercised their 10 million warra
during February 2004, agreeing to let us use thdddor general purposes as opposed to repayirtg deb

During July 2004, we and our lenders agreed toemme the aggregate loan commitments under thet direelifrom $6,000,000 -
$6,500,000. Simultaneously, we drew the remainih®0,000 of the financing.

During November 2004, we and our lenders agreedci@ase the line of credit to up to an additigslmillion to an aggregate lo
commitment of $8,500,000, $1 million of which waswn immediately by us with the remaining $1 mitlidrawable upon our request !
subject to the approval of the lenders, which osxliduring January 2005.

During February 2005, the credit line was extendetl April 2006. Interest during the extension ipdrwas to be charged at 9%.
warrants or other inducements were issued withe@sp this extension.

On August 2, 2005, we and our lenders agreed &ndxthe due date from April 2006 until August 208fd the lenders also agree
waive our obligation to repay its debt with proceé&dm an equity financing transaction with itsders, including affiliates, in August 20i
No warrants or other inducements were issued asuatof this transactiol

2006 Convertible Debt

During June 2006 we entered into a Securities RehAgreement (the “Agreement”) and convertibleesdthe “Notes”)with
Alexander Finance, L.P., and Manchester Secu@@poration L.P. (together, the “Lendergiyrsuant to which the Lenders have agree
each loan us $2,500,000, or an aggregate of $®000in convertible debt. The Lenders, includinfiliates, are our two largest shareholc
and the lenders of the 2002 Credit Line referenzledve. The transaction was structured as a prplateement of securities pursuan
Section 4(2) of the Securities Act of 1933, as ameein(the “Securities Act”) and Rule 506 promulgateeteunder.

The Notes will mature on June 22, 2010 and beantanest rate of 5% due at maturity. Both the ppatamount and any accru
interest on the Notes are convertible into our camratock at a rate of $0.33 per share, subjecettaio antidilution adjustments. Ti
Lenders have the right to convert the Notes, boifcipal and accrued interest, into shares of comstock at the rate of $0.33 per shal
any time. We have the right to redeem the Notdslllirin cash at any time beginning two years after date of the Agreement (June 20
The conversion rate of the Notes will be subjectistomary antdilution protections, provided that the number dfliional shares
common stock issuable as a result of changes todheersion rate will be capped so that the aggeegamber of shares of common st
issuable upon conversion of the Notes will not exc89.99% of the aggregate number of shares of @onstock presently issued ¢

outstanding.
8-
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The Notes are secured on a first priority basisabhyof our intangible and tangible property andetssPayment of the Notes
guaranteed by our two inactive subsidiaries, Spe&wolutions, Inc. and lllinois Superconductor Gim&orporation. The Agreement conti
customary representations, warranties and covenwisfiled a registration statement covering theale of the shares of common st
issuable upon conversion of the Notes with the Biéesiand Exchange Commission Concurrently wit ¢éixecution of the Agreement,
Lenders have waived their right under the 2002 iCiede to receive the financing proceeds from igguance of the Notes, allowing us to
the funds for product development or general wayliapital purposes. No fees were paid to any fiishaclvisor, placement agent, broke
finder in connection with the transactions conteatgd by the Agreement and the Notes.

Assuming the Notes are held for the full four yeam, 18,505,719 shares of common stock would geired upon settlement, for bs
principal and interest. This amount is approximafi% of the then approximately 186 million shaségommon stock currently issued
outstanding. As of March 31, 2007, the Lenderduitiag their affiliates, owned approximately 43%tlhé Companys outstanding shares.
a result of this transaction, the combined holdiofgghe Lenders would be approximately 48% of tlen@any’s outstanding common stock.

Note 7 - Income Taxes

The Company adopted the provisions of FASB Integtien 48, Accounting for Uncertainty in Income Eax on January 1, 20!
Previously, the Company had accounted for tax ogeficies in accordance with Statement of Finaiaabunting Standards 5, Account
for Contingencies. As required by FIN 48, whichrifles Statement 109, Accounting for Income Taxhe, Company recognizes the finan
statement benefit of a tax position only after deteing that the relevant tax authority would mdilely than not sustain the positi
following an audit. For tax positions meeting theretlikely-thannot threshold, the amount recognized in the firgnsiatements is tl
largest benefit that has a greater than 50 pelietihood of being realized upon ultimate settleeiith the relevant tax authority. At 1
adoption date, the Company applied FIN 48 to atl pasitions for which the statute of limitationsnt@ined open. As a result of
implementation of FIN 48, there was no effect om @ompanys financial statements as of January 1, 2007 ase thave been no mate
changes in unrecognized tax benefits since Jariy&§07 through March 31, 2007.

The Company is subject to income taxes in the f&&eral jurisdiction and various states jurisdictio Tax regulations within ea
jurisdiction are subject to the interpretation loé telated tax laws and regulations and requineifgignt judgment to apply. As the Compi
has sustained losses since inception, a large nuohlex years (1992-2006) are open as the losses hot been utilized by the Company.

The Company is currently not aware of any currerthceatened examination by any jurisdiction. Th@mPany has elected to clas!
interest and penalties related to unrecognizedtmefits as a component of income tax expens@pifiGable. No accrual is required as
January 1, 2007 and March 31, 2007 for interestpamdlties.
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Item 2. Management'’s Discussion and Analysis of Famcial Conditions and Results of Operations.
Forward Looking Statements

Because we want to provide investors with more rimgginl and useful information, this Quarterly Reppon Form 10Q contains, ar
incorporates by reference, certain forwérdking statements that reflect our current exgema regarding its future results of operati
performance and achievements. We have tried, wherpossible, to identify these forwalabking statements by using words sucl
“anticipates,” “believes,” “estimates,” “expectsidesigns,” “plans,” “intends,” “looks,” “may,’and similar expressions. These staten
reflect our current beliefs and are based on in&dion currently available to us. Accordingly, thetatements are subject to certain ri
uncertainties and contingencies, including thediacset forth under Item 1A, Risk Factors of oumAal Report on Form 1B-for the yea
ended December 31, 2006, which could cause oualaatsaults, performance or achievements for 20@/syond to differ materially fro
those expressed in, or implied by, any of theseistants. You should not place undue reliance onfamyardiooking statements. Except
otherwise required by federal securities laws, wdentake no obligation to release publicly the itesof any revisions to any such forward-
looking statements that may be made to reflect tsven circumstances after the date of this prosgect to reflect the occurrence
unanticipated events.

General

We have shifted from manufacturing meuse to an outsourced manufacturing model wheveisupply parts and raw materials to t
parties, who then complete the products to ourifipations. This system has allowed us to begirotisource procurement and rea
additional manufacturing efficiencies. Our produats designed for efficient production in this manremphasizing solidtate electronic
over mechanical devices with moving parts. The e@®e in cost associated with these developmentglezb with enhanced prodi
functionality, have significantly reduced overheambts since 2002 and allowed us to realize comsgigténproved margins. In additic
because we have built upon and expanded upon diereteveloped technology, based on substantaitifrom customers, to launch the RF2
product family and consider additional solutiong, mave generally controlled total research andldpweent (“R&D”) costs.

Wireless telecommunications has undergone signific@erger activity in recent years, a trend whiah lvelieve will continue. The
activities often result in operators with dispartgehnologies and spectrum assets, and the neidetrate those assets. In addition,
deployment of data applications is adding to theugtry requirement to integrate disparate technetomto base stations and other fi
points of access, resulting in the need to managjépte wireless signals and keep them from inténfig with each other. We are focusec
providing solutions that address these types ofiirements. During 2006 and 2007 (year to date)bideon substantially larger busin
opportunities than we had in recent years. Thespgsals often are accompanied by long approvaksyahd we may bear digpnt produc
development costs. We believe the potential benéditoutweigh these costs, and expect to contioubid on these types of busin
opportunities.

The wireless telecommunications industry is subjeaisks beyond our control that can negativelpéct customer capital spend
budgets (as occurred during 2003) and/or spenditignos (as occurred during 2004 and to a lesgsenesn a quarterly basis after 2004
through the first quarter 2007). In addition, agkaportion of our debt ($11.3 million) matures ingist 2007 and must be refinanced.
these and other reasons, our financial statemewts heen prepared assuming we will continue asrg goncern.

From a compangpecific view, we have invested in measured infaastire growth to allow for potentially substantigvenu
expansion. This has caused spending to increasegdilie past three years, which has resulted ireased revenue during that time.
believe that we now have the infrastructure largelplace to allow for such potential revenue exgiam, and therefore as a general guids
do not expect fixed costs to rise, except for sé¥8® associated with product initiatives, during Z0®We also announced the impenc
retirement of one director (Mr. Tom Powers) when tdarm expires during June 2007, as well as the édsanother director (Dr. Mart
Singer) during March 2007. Our Governance Commitieean ongoing program designed to identify atalrrejualified external directors
our Board.

-1C-




Table of Contents

We are pursuing digital technologies, evidencedth® deployment of our digital (front end) ANF sadut platform during 2001
subsequent extensions of that platform, and oueetgtion to complete a fully digital ANF platformurihg 2007. We believe that
producing solutions in digital format, we will exig coverage across additional wireless telecommatinits spectrum and technologie:
well as start to address new opportunities in the-gellular market. If we are successful in this dffeve expect to open a much broe
addressable market and thus have the opportunépjty substantially larger revenues. Digitizing thNF platform has already led to a r
revenue stream from software, as evidenced by efarid softwareelated revenue beginning during the fourth qua2@d6 and growin
during the first quarter 2007.

The Company was founded in 1989 by ARCH Developn@orporation, an affiliate of the University of €ago, to commerciali:
superconductor technologies initially developedArgonne National Laboratory. The Company was inocafed in lllinois on October 1
1989 and reincorporated in Delaware on Septembet@3B. Its facilities and principal executive offs are located at 1001 Cambridge D
Elk Grove Village, IL 60007 and telephone numbg8i$7) 391-9400.

Results of Operations
Three Months Ended March 31, 2007 and 2006

Our net sales decreased $372,000, or 28%, to $35%3800 the three months ended March 31, 2007 frar826,000 for the same per
in 2006, which we attribute to customer spendingepas during the quarter and the deferral of @ersaftware-related revenu&ros:
margins decreased to 26% from 38% for the sameg®ridue largely to volumelated differences and the deferral of higher rimi
softwarerelated revenue associated with our dANF platfo@umulative deferred software revenue, the amounteeénue that will k
recognized in future periods related to curremtistalled equipment and related software, incre&sei.3 million at March 31, 2007. Tl
item did not exist at March 31, 2006. We anticipditat revenue during the second quarter 2007 wdked revenue posted during the
quarter 2007 due to existing and anticipated fuarders. We entered the second quarter 2007 witbubstantial order backlog, consis
with the last two quarters of 2006 and the firsarger of 2007.

Cost of sales decreased by $121,000, or 15%, t6,80Q for the three months ended March 31, 200/ 830,000 for the sar
period in 2006. The decrease in cost of sales wadalthe decrease in sales volume and the acoguntpact of revenue deferral highligh
above.

Our research and development expenses increasgtibidy000, or 34%, to $621,000 for the three moatided March 31, 2007, frc
$464,000 for the same period in 2006. This incréaasdue to increased spending associated with dld@ien of a significant number
products to our RF&nd dANF product families, but primarily the theréstment we are making in a fully digital ANF pratiplatform. Wi
expect to continue to invest more in R&D during 2GBan we did during 2006, likely similar to thisst quarter, as we expand both
existing product families and develop new prodticét would be applicable in wireless technologiegdmd cellular telecommunications.

Selling and marketing expenses decreased by $4800@Y, to $583,000 for the three months endedcad, 2007, from $631,0
for the same period in 2006. The sales commissiogram is linked to achievement of our annual rexeeplan. As such, sales commis:

expense was lower in conjunction with reduced raeen

General and administrative expenses increased 59,820, or 28%, to $1,200,000 for the three moetied March 31, 2007, frc
$941,000 for the same period in 2006. This increesedue to increased compensation-related chéngaggrants of restricted stock.
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Liquidity and Capital Resources

As of March 31, 2007, the Compasytash and cash equivalents were $2.2 million,caedse of $0.7 million from the balanct
December 31, 2006 of $2.9 million.

During the first quarter 2007, the Company utilizggbroximately $2 million in cash from the realiratof receivables and invento
net of additions, and paid out approximately $1liarilin cash toward the reduction in accrued expengset of additions. The remainder
the $1.7 million of business expenses incurredndptiie quarter.

The continuing development of, and expansion ilessaf our product lines, any potential merger aogluisition activity, as well as a
required defense of our intellectual property, meguire a commitment of funds to undertake prodlnetdevelopment and to market and
our RF products. The actual amount of our futunedfog requirements will depend on many factorsluidiog: the amount and timing
future revenues, the level of product marketing aalés efforts to support our commercializatiomg)ahe magnitude of our research
product development programs, our ability to imgrar maintain product margins, and the costs ira@Iw protecting our patents or ot
intellectual property.

We believe that we have sufficient funds to opeaatebusiness until $11.3 million of our debt beesndue in August 2007. That d
is held by our two largest shareholders, includiffgiates. While we expect to refinance this dabtsuch refinancing has occurred as o
reporting date, therefore, the ability to refinarmee debt and maintain adequate working capitaleisessary for us to continue as a g
concern. Additionally, we project increases in wogkcapital requirements in order to pursue sigaifit business opportunities during 2
and beyond, and also expect to spend additionahéiial resources in the expansion of our businedspaoduct offerings. As such, we n
require additional capital prior to August 2007. \iiéend to look into augmenting our existing calpjtasition by continuing to evaluz
potential short-term and lortgrm sources of capital whether from debt, equiyarid, or other methods. The primary covenantuinexisting
debt arrangement involves the right of the lendenrgceive debt repayment from the proceeds of firamcing activities. This covenant v
restrict our ability to obtain additional financiog to apply the proceeds of a financing event tovegoerations until the debt is repaid in full.

Contractual Obligations and Commitments

The following table lists the contractual obligaitsoand commitments that existed as of March 317200

Contractual Obligations Payments Due by Period

Less than 1 More than
Year Total Year 1-3 Years 3-5 Years 5 Years
Long Term Debt Obligations $ 17,787,000 $ 11,749,000 - $ 6,038,000 -
Operating Lease Obligations $ 1,609,000 $ 202,000 $ 414,000 $ 429,000 $ 564,000
Total $ 19,396,000 $ 11,951,000 $ 414,000 $ 6,467,000 $ 564,000

Off Balance Sheet Arrangements
We do not have any off balance sheaaingements.
Item 3. Quantitative and Qualitative Disclosures Alout Market Risk.

The Company does not have any material markesgskitive instruments.
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Item 4. Controls and Procedures.

(@)

(b)

An evaluation was performed under the supervisiwh &ith the participation of the Compasymanagement, including its Ct
Executive Officer, or CEO, and Chief Financial ©Offi, or CFO, of the effectiveness of the Compardisclosure controls a
procedures, as such term is defined under Rulel®8a) promulgated under the Securities ExchangeoAt934, as amended (i
“Exchange Act”) as of March 31, 2007. Based on thaluation, the Comparg/’management, including the CEO and C
concluded that the Compaiydisclosure controls and procedures are effetbiveansure that information required to be discl
by the Company in reports that it files or submitgler the Exchange Act, is recorded, processedmsuired and reported
specified in Securities and Exchange Commissiogsrahd forms.

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

There have been no material changes to the risarfadescribed in our Annual Report on Form 10-Kifie fiscal year ended
December 31, 2006.

Iltem 5. Other Information.
None.
Item 6. Exhibits.

Exhibits: A list of exhibits is set forth in the BEbbit Index found on page 16 of this report.
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Signatures

Pursuant to the requirements of Section 13 or 1&i{the Securities Exchange Act of 1934, the Regyidthas duly caused this report to
be signed on its behalf by the undersigned, théoedmly authorized on the 14 day of May 2007.

ISCO International, Inc.

By: /s/ John Thode
Mr. John Thode

President and Chief Executive Officer
(Principal Executive Officer)

By: /sl Frank Cesario
Frank Cesario
Chief Financial Officer
(Principal Financial and Accounting Officer)
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EXHIBIT INDEX

Exhibit
Number Description of Exhibit

31.1 Certification by Chief Executive Officer pursuantRule 13a-14(a) and 15d-14(a), as adopted pursoi&ection 302 of the
Sarbanes-Oxley Act of 2002.

31.2 Certification by Chief Financial Officer pursuantRule 13a-14(a) and 15d-14(a), as adopted purso&dction 302 of the
Sarbanes-Oxley Act of 2002.

321 Certification Pursuant to 18 U.S.C. Section 1350Adopted Pursuant to Section 906 of the Sarbamxésy@.ct of 2002
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Exhibit 31.1
CERTIFICATIONS

[, John Thode, certify that:
1. I have reviewed this quarterly report on Formra@0f ISCO International, Inc.;
2. Based on my knowledge, this quarterly reportsdoet contain any untrue statement of a materia da omit to state a material fi
necessary to make the statements made, in ligtheofircumstances under which such statements mvade, not misleading with respec
the period covered by this quarterly report;
3. Based on my knowledge, the financial statemeans, other financial information included in thigagterly report, fairly present in
material respects the financial condition, resoftoperations and cash flows of the registrant fasaid for, the periods presented in

quarterly report;

4. The registrans other certifying officer and | are responsible dstablishing and maintaining disclosure contemld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15(d)-15(&)jHe registrant and have:

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

b. evaluated the effectiveness of the registsagiisclosure controls and procedures and pres@antbds quarterly report our conclusions at
the effectiveness of the disclosure controls amatguiures, as of the end of the period covered sy dharterly report based on si
evaluation;

c. disclosed in this quarterly report any changtharegistrant’s internal control over financiaporting that occurred during the registrant’
most recent fiscal quarter that was materiallyciéd, or is reasonably likely to materially affeite registrans internal control over financ

reporting; and

5. The registran$ other certifying officer and | have disclosedsdxon our most recent evaluation of internal abmiver financial reportin
to the registrant’s auditors and the Audit Commaitbé the registrant’s board of directors (or pessparforming the equivalent functions):

a. all significant deficiencies and material weas®s in the design or operation of internal contnatr financial reporting which &
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

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

ISCO International, Inc.

Date: May 14, 200 By: /s/ JOHN THODE

John Thode

President and Chied Executive Officer



Exhibit 31.2
CERTIFICATIONS

I, Frank Cesario, certify that:
1. I have reviewed this quarterly report on Formra0f ISCO International, Inc.;
2. Based on my knowledge, this quarterly reportsdoet contain any untrue statement of a materia éa omit to state a material fi
necessary to make the statements made, in ligtheofircumstances under which such statements mvade, not misleading with respec
the period covered by this quarterly report;
3. Based on my knowledge, the financial statemeans, other financial information included in thigagterly report, fairly present in
material respects the financial condition, resoftoperations and cash flows of the registrant fasaid for, the periods presented in

quarterly report;

4. The registrans other certifying officer and | are responsible dstablishing and maintaining disclosure contemld procedures (as defir
in Exchange Act Rules 13a-15(e) and 15(d)-15(&)jHe registrant and have:

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

b. evaluated the effectiveness of the registsagiisclosure controls and procedures and pres@antbds quarterly report our conclusions at
the effectiveness of the disclosure controls amatguiures, as of the end of the period covered sy dharterly report based on si
evaluation;

c. disclosed in this quarterly report any changtharegistrant’s internal control over financiaporting that occurred during the registrant’
most recent fiscal quarter that was materiallyciéd, or is reasonably likely to materially affeite registrans internal control over financ

reporting; and

5. The registran$ other certifying officer and | have disclosedsdxon our most recent evaluation of internal abmiver financial reportin
to the registrant’s auditors and the Audit Commaitbé the registrant’s board of directors (or pessparforming the equivalent functions):

a. all significant deficiencies and material weas®s in the design or operation of internal contnatr financial reporting which &
reasonably likely to adversely affect the regigfeaability to record, process, summarize and refioancial information; and

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

ISCO International, Inc.

Date: May 14, 200 By: /s/ FRANK CESARIO

Frank Cesario
Chief Financial Office



Exhibit 32.1

CERTIFICATION PURSUANT
TO 18 U.S.C SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of ISCOemmational, Inc. (the “Company”) on Form 10-Q fbe tperiod ending March 31, 2007 as
filed with the Securities and Exchange Commissioithe date hereof (the “Report”), each of the usideed officers of the Company, certify
pursuant to 18 U.S.C. Section 1350, as adoptedipot$o Section 906 of the Sarbanes-Oxley Act @22@hat:

1. The Report fully complies with the requiremeait$Section 13(a) or 15(d) of the Securities Acfi884; and

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

/s/ JOHN THODE /s FRANK CESARIO
John Thode Frank Cesario
President and Chief Executive Officer Chief Financial Officer

May 14, 2007 May 14, 2007



