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(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 shorter period that the registrant was required to file such reports) Yes x No “and
(2) has been subject to such filing requirements for the past 90 days. Yes x No ~

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

Large accelerated filer x Accelerated filer ~ Non-accelerated filer ~
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes © No x

The number of shares outstanding of the registrant s Common Stock as of September 30, 2006 was 29,176,241.
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PART I - FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements

Current assets:

Cash and cash equivalents
Short-term investments
Accounts receivable, net
Prepaids and other current assets

Total current assets
Long-term investments
Property and equipment, net
Goodwill

Debt issuance costs, net
Other assets

Total assets

EQUINIX, INC.

Condensed Consolidated Balance Sheets

(in thousands)

Assets

Liabilities and Stockholders Equity

Current liabilities:

Accounts payable and accrued expenses
Accrued property and equipment
Borrowings from credit line

Current portion of accrued restructuring charges
Current portion of capital lease and other financing obligations

Current portion of mortgage payable
Other current liabilities

Total current liabilities

Accrued restructuring charges, less current portion
Capital lease and other financing obligations, less current portion

Mortgage payable, less current portion
Convertible subordinated debentures
Deferred rent and other liabilities

Total liabilities

Stockholders equity:

Common stock

Additional paid-in capital

Deferred stock-based compensation
Accumulated other comprehensive income
Accumulated deficit

Table of Contents

September 30,
2006
(unaudited)

$ 84,639 $
61,322
24,129
5,990

176,080
20,385
499,917
22,710
2,685
8,843

$ 730,620 $

$ 23,007 $
18,597
40,000
13,848
1,855
1,337
8,517

107,161
30,698
93,220
57,828
86,250
27,879

403,036
29

887,319

2,791
(562,555)

December 31,

2005

119,267
52,105
17,237

3,103

191,712
17,483
438,790
21,654
3,075
8,283

680,997

22,557
15,783
30,000
12,400
1,552
1,159
7,972

91,423
37,431
94,653
58,841
86,250
23,726

392,324

27

839,497
(4,930)

1,126
(547,047)

4
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Total stockholders equity 327,584 288,673
Total liabilities and stockholders equity $ 730,620 $ 680,997

See accompanying notes to condensed consolidated financial statements
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EQUINIX, INC.

Condensed Consolidated Statements of Operations

(in thousands, except per share data)

Revenues

Costs and operating expenses:
Cost of revenues

Sales and marketing

General and administrative
Restructuring charges

Total costs and operating expenses

(Loss) income from operations
Interest income
Interest expense

Loss before income taxes and cumulative effect of a change in accounting principle
Income taxes

Net loss before cumulative effect of a change in accounting principle
Cumulative effect of a change in accounting principle for stock-based compensation (net of
income taxes of $0)

Net loss

Net loss per share:

Basic and diluted net loss per share before cumulative effect of a change in accounting
principle

Cumulative effect of a change in accounting principle

Basic and diluted net loss per share

Weighted-average shares

Three months ended

See accompanying notes to condensed consolidated financial statements
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September 30, September 30,
2006 2005 2006 2005
(unaudited)
$73,726  $58,096 $207,143  $159,259
49,137 40,955 138,045 116,639
7,502 4,829 23,180 14,793
18,631 12,078 53,486 33,594
1,527 1,527
76,797 57,862 216,238 165,026
(3,071) 234 (9,095) (5,767)
1,724 1,075 5,065 2,644
(3,551) (1,928) (10,984) (6,332)
(4,898) (619) (15,014) (9,455)
(270) (164) (870) (553)
(5,168) (783) (15,884) (10,008)
376
$(5,168) $ (783) $ (15,508) $ (10,008)
$ (0.18) $ (0.03) $ (056) $ (0.43)
0.01
$ (©0.18) $ (003 $ (055 $ (043
28,743 24,076 28,356 23,335
6
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EQUINIX, INC.

Condensed Consolidated Statements of Cash Flows

(in thousands)

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation

Stock-based compensation

Accretion of asset retirement obligation and accrued restructuring charges
Amortization of intangible assets and non-cash prepaid rent

Non-cash interest expense

Allowance for (recovery of) doubtful accounts

Loss on disposal of assets

Cumulative effect of a change in accounting principle

Restructuring charges

Changes in operating assets and liabilities:

Accounts receivable

Prepaids and other assets

Accounts payable and accrued expenses

Accrued restructuring charges

Other liabilities

Net cash provided by operating activities

Cash flows from investing activities:
Purchases of investments

Sale of investments

Maturities of investments

Purchase of Chicago IBX property

Purchases of other property and equipment
Accrued property and equipment

Proceeds from sale of property and equipment

Net cash used in investing activities

Cash flows from financing activities:

Proceeds from exercise of warrants, stock options and employee stock purchase plans
Proceeds from borrowings under credit line

Repayment of borrowings from credit line

Repayment of capital lease and other financing obligations

Repayment of mortgage payable

Debt issuance costs

Excess tax benefits from stock-based compensation

Net cash provided by financing activities

Table of Contents

Nine months ended

September 30,
2006 2005
(unaudited)
$ (15,508) $ (10,008)
52,200 46,504
23,540 6,291
2,795 1,043
833 240
643 1,451
16 (457)
6 4
(376)
1,527
(6,908) (3,823)
(2,305) 647
470 3,602
(9,213) (1,448)
1,833 4,990
49,553 49,036
(68,619) (100,693)
13,360
56,789 103,344
(9,766)
(102,904) (57,219)
2,814 2,245
8
(121,678) (38,963)
28,756 11,217
40,000
(30,000)
(1,130) (4,213)
(835)
(253) (342)
814
37,352 6,662
7
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Effect of foreign currency exchange rates on cash and cash equivalents 145 (100)
Net increase (decrease) in cash and cash equivalents (34,628) 16,635
Cash and cash equivalents at beginning of period 119,267 25,938
Cash and cash equivalents at end of period $ 84,639 $ 42,573

Supplemental cash flow information:
Cash paid for taxes $ 545 $

Cash paid for interest $ 11,352 $ 5277

See accompanying notes to condensed consolidated financial statements
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EQUINIX, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1. Basis of Presentation and Significant Accounting Policies

The accompanying unaudited condensed consolidated financial statements have been prepared by Equinix, Inc. ( Equinix or the Company ) and
reflect all adjustments, consisting only of normal recurring adjustments, which in the opinion of management are necessary to fairly state the
financial position and the results of operations for the interim periods presented. The balance sheet at December 31, 2005 has been derived from
audited financial statements at that date. The financial statements have been prepared in accordance with the regulations of the Securities and
Exchange Commission ( SEC ), but omit certain information and footnote disclosure necessary to present the statements in accordance with
generally accepted accounting principles. For further information, refer to the Consolidated Financial Statements and Notes thereto included in
Equinix s Form 10-K as filed with the SEC on March 16, 2006. Results for the interim periods are not necessarily indicative of results for the
entire fiscal year.

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

The Company believes it has sufficient cash, coupled with anticipated cash generated from operating activities and anticipated cash from
financings expected to close in the fourth quarter of 2006 as described below, to meet its currently identified business objectives for at least the
next twelve months. As of September 30, 2006, the Company had $166,346,000 of cash, cash equivalents and short-term and long-term
investments. Since the quarter ended September 30, 2003, the Company has generated positive operating cash flow in each quarter and expects
this trend to continue throughout the remainder of 2006 and beyond. In addition, as of September 30, 2006, the Company had $28,300,000 of
additional liquidity available to it under the Company s Silicon Valley Bank Credit Line Amendment, which was amended in August 2006 (see
Note 9), in the event the Company needs additional cash to fund expansion activities, fund working capital requirements or pursue attractive
strategic opportunities that may become available in the future. In September 2006, the Company received loan commitments, subject to
customary closing conditions, for a total of $150,000,000 to finance its Washington, D.C. Metro Area IBX Expansion Project (see Note 2) and
Chicago Metro Area IBX Expansion Project (see Note 2) in long-term financing arrangements at anticipated rates of approximately 8%, which
the Company expects to close during the fourth quarter of 2006. While the Company expects that its cash flow from operations will continue to
increase, the Company expects its cash flow used in investing activities, primarily as a result of its expected purchases of property and
equipment to complete these expansion projects, will also increase (see Note 12, Other Purchase Commitments ) and the Company expects them
to be greater than its cash flows generated from operating activities. As a result, while the Company believes it has sufficient cash, coupled with
anticipated cash generated from operating activities and anticipated cash from financings expected to close in the fourth quarter of 2006, to meet
its currently identified business objectives for at least the next twelve months, the Company will investigate additional financing opportunities in
connection with the Company s current and future expansion plans, in order to continue to meet its cash requirements to fund its other capital
expenditures, debt service and corporate operating requirements and maintain its cash and working capital position.

Revenue Recognition and Allowance for Doubtful Accounts

Equinix derives more than 90% of its revenues from recurring revenue streams, consisting primarily of (1) colocation services, such as from the
licensing of cabinet space and power; (2) interconnection services, such as cross connects and Equinix Exchange ports; (3) managed
infrastructure services, such as Equinix Direct, bandwidth, mail service and managed platform solutions and (4) other services consisting of rent
from non-IBX space. The remainder of the Company s revenues are from non-recurring revenue streams, such as from the recognized portion of
deferred installation revenues, professional services, contract settlements and equipment sales. Revenues from recurring revenue streams are
billed monthly and recognized ratably over the term of the contract, generally one to three years for IBX space customers. Non-recurring
installation fees, although generally paid in a lump sum upon installation, are deferred and recognized ratably over the longer of the term of the
related contract or expected customer relationship.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Professional service fees are recognized in the period in which the services were provided and represent the culmination of the earnings process
as long as they meet the criteria for separate recognition under EITF Abstract No. 00-21, Revenue Arrangements with Multiple Deliverables.
Revenue from bandwidth and equipment is recognized on a gross basis in accordance with EITF Abstract No. 99-19, Recording Revenue as a
Principal versus Net as an Agent , primarily because the Company acts as the principal in the transaction, takes title to products and services and
bears inventory and credit risk. To the extent the Company does not meet the criteria for gross basis accounting for bandwidth and equipment
revenue, the Company records the revenue on a net basis. Revenue from contract settlements, which is for when a customer wishes to terminate
their contract early, is generally recognized on a cash basis when no remaining performance obligations exist to the extent that the revenue has
not previously been recognized.

The Company occasionally guarantees certain service levels, such as uptime, as outlined in individual customer contracts. To the extent that
these service levels are not achieved, the Company reduces revenue for any credits given to the customer as a result. The Company generally has
the ability to determine such service level credits prior to the associated revenue being recognized, and historically, these credits have generally
not been significant. There were no significant service level credits recorded during the three and nine months ended September 30, 2006.

During the three and nine months ended September 30, 2005, the Company recorded a total of $247,000 and $607,000, respectively, in service
level credits to various customers associated with two separate power outages that affected the Company s Chicago and Washington, D.C. metro
area IBX centers.

Revenue is recognized only when the service has been provided and when there is persuasive evidence of an arrangement, the fee is fixed or
determinable and collection of the receivable is reasonably assured. It is customary business practice to obtain a signed master sales agreement
and sales order prior to recognizing revenue in an arrangement. The Company assesses collection based on a number of factors, including past
transaction history with the customer and the credit-worthiness of the customer. The Company generally does not request collateral from its
customers although in certain cases the Company obtains a security interest in a customer s equipment placed in its IBX centers or obtains a
deposit. If the Company determines that collection of a fee is not reasonably assured, the Company defers the fee and recognizes revenue at the
time collection becomes reasonably assured, which is generally upon receipt of cash. In addition, Equinix also maintains an allowance for
doubtful accounts for estimated losses resulting from the inability of its customers to make required payments for which the Company had
expected to collect the revenues. If the financial condition of Equinix s customers were to deteriorate or if they become insolvent, resulting in an
impairment of their ability to make payments, greater allowances for doubtful accounts may be required. Management specifically analyzes
accounts receivable and current economic news and trends, historical bad debts, customer concentrations, customer credit-worthiness and
changes in customer payment terms when evaluating revenue recognition and the adequacy of the Company s reserves. A specific bad debt
reserve of up to the full amount of a particular invoice value is provided for certain problematic customer balances. A general reserve is
established for all other accounts based on the age of the invoices and an analysis of historical credits issued. Delinquent account balances are
written-off after management has determined that the likelihood of collection is not probable.

Net Loss per Share

The Company computes net loss per share in accordance with SFAS No. 128, Earnings per Share; SEC Staff Accounting Bulletin ( SAB ) No. 98;
EITF Issue 03-6, Participating Securities and the Two-Class Method Under FASB 128; EITF Issue 04-8 The Effect of Contingently Convertible
Instruments on Diluted Earnings per Share and SFAS No. 123(R), Share-Based Payment. Under the provisions of SFAS No. 128, SAB No. 98,
EITF Issues 03-6 and 04-8 and SFAS No. 123R, basic and diluted net loss per share are computed using the weighted-average number of

common shares outstanding. Options, warrants and contingently convertible instruments were not included in the computation of diluted net loss

per share. Under EITF Issue 03-6, the Company s preferred stock qualified as a participating security, but was not included in the Company s

basic and diluted net loss per share calculations for prior periods as the holder of preferred stock did not have a contractual obligation to share in

the Company s losses. In addition, under EITF 04-8, the Company s Convertible Subordinated Debentures qualify as contingently convertible
instruments; however, they were not included in the Company s diluted net loss per share calculations because to do so would be anti-dilutive for

all periods presented.

Table of Contents 10



Edgar Filing: EQUINIX INC - Form 10-Q

Table of Conten
EQUINIX, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

The following table sets forth the computation of basic and diluted net loss per share for the periods presented (in thousands, except per share
amounts) (unaudited):

Three months ended Nine months ended
September 30, September 30,

2006 2005 2006 2005
Numerator:
Net loss $(5,168) $ (783) $(15,508)  $(10,008)
Denominator:
Weighted-average shares 28,991 24,076 28,606 23,335
Weighted-average unvested restricted shares issued subject to forfeiture (248) (250)
Total weighted average shares 28,743 24,076 28,356 23,335
Net loss per share:
Basic and diluted $ (0.18) $ (003 $ (055 $ (043

The following table sets forth potential shares of common stock that are not included in the diluted net loss per share calculation above because
to do so would be anti-dilutive for the periods indicated (unaudited):

September 30,
2006 2005

Series A preferred stock 1,868,667
Series A preferred stock warrant 965,674
Shares reserved for conversion of convertible secured notes 224,229
Shares reserved for conversion of convertible subordinated debentures 2,183,548 2,183,548
Unvested restricted shares issued subject to forfeiture 247,750

Common stock warrants 9,490 152,359
Common stock related to stock-based compensation plans 3,935,819 4,482,973

Income Taxes

Income taxes are accounted for under the asset and liability method. Under this method, deferred tax assets and liabilities are recognized for the
future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities and their
respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the year in
which those temporary differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax
rates is recognized in income in the period that includes the enactment date. Valuation allowances are established when necessary to reduce
deferred tax assets to the amounts that are expected more likely than not to be realized in the future. The assessment of whether or not a
valuation allowance is required often requires significant judgment including the forecast of future taxable income and the evaluation of tax
planning strategies in each of the jurisdictions in which the Company operates. The Company also accounts for any income tax contingencies in
accordance with SFAS No. 5, Accounting for Contingencies.

The Company is currently in a net deferred tax asset position, which has been fully reserved. The Company will continue to provide a valuation
allowance for the net deferred tax asset until it becomes more likely than not that the net deferred tax asset will be realizable. For the three and
nine months ended September 30, 2006, the Company recorded a tax provision of $270,000 and $870,000, respectively. For the three and nine
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months ended September 30, 2005, the Company recorded a tax provision of $164,000
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

and $553,000, respectively. The tax provision recorded in each of these periods is attributable primarily to federal alternative minimum tax. The
Company expects the alternative minimum tax situation to continue throughout the current taxable year based on its financial outlook for the
year. The Company has recorded this income tax provision within accounts payable and accrued expenses on the accompanying balance sheets
as of September 30, 2006 and December 31, 2005, along with other taxes, such as personal and real property taxes (see Note 6). During the nine
months ended September 30, 2006, the Company reduced $825,000 of this income tax payable within accounts payable and accrued expenses,
and increased additional paid-in capital as a result of excess tax benefits associated with the stock options exercised by employees during the
periods.

Construction in Progress

Construction in progress includes direct and indirect expenditures for the construction and expansion of IBX centers and is stated at original
cost. The Company has contracted out substantially all of the construction and expansion efforts of its IBX centers to independent contractors
under construction contracts. Construction in progress includes certain costs incurred under a construction contract including project
management services, engineering and schematic design services, design development, construction services and other construction-related fees
and services. In addition, the Company has capitalized certain interest costs during the construction phase. Once an IBX center or expansion
project becomes operational, these capitalized costs are allocated to certain property and equipment categories and are depreciated at the
appropriate rates consistent with the estimated useful life of the underlying assets.

Interest incurred is capitalized in accordance with SFAS No. 34, Capitalization of Interest Costs. Total interest cost incurred and total interest
capitalized during the three months ended September 30, 2006, was $3,905,000 and $354,000, respectively. During the nine months ended
September 30, 2006, total interest cost incurred and total interest capitalized was $12,026,000 and $1,042,000, respectively. There was no
interest capitalized during the three and nine months ended September 30, 2005.

Asset Retirement Obligations

SFAS No. 143, Accounting for Asset Retirement Obligations and FASB Interpretation No. 47, Accounting for Conditional Asset Retirement
Obligations, an Interpretation of FASB Statement No. 143  establish accounting standards for recognition and measurement of a liability for an
asset retirement obligation and the associated asset retirement cost. The fair value of a liability for an asset retirement obligation is to be
recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. The associated retirement costs are capitalized
and included as part of the carrying value of the long-lived asset and amortized over the useful life of the asset. Subsequent to the initial
measurement, the Company is accreting the liability in relation to the asset retirement obligations over time and the accretion expense is being
recorded as a cost of revenue. The Company s asset retirement obligations are primarily related to its IBX Centers, of which the majority are
leased under long-term arrangements, and, in certain cases, are required to be returned to the landlords in original condition. All of the

Company s IBX center leases have been subject to significant development by the Company in order to convert them from, in most cases, vacant
buildings or warehouses into IBX centers. The majority of the Company IBX centers initial lease terms expire at various dates ranging from
2010 to 2020 and most of them have renewal options available to the Company.

During the three and nine months ended September 30, 2006, the Company recorded accretion expense related to its asset retirement obligations
of $138,000 and $394,000, respectively. During the three and nine months ended September 30, 2005, the Company recorded accretion expense
related to its asset retirement obligations of $135,000 and $382,000, respectively. The Company records its asset retirement obligations liability
within other liabilities on the accompanying balance sheets (see Note 8).
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Stock-Based Compensation

On January 1, 2006, the Company adopted the provisions of, and accounts for stock-based compensation in accordance with, SFAS No. 123(R),
Share-Based Payment, and related pronouncements ( SFAS 123(R) ). The Company elected the modified-prospective method, under which prior

periods are not revised for comparative purposes. Under the fair value recognition provisions of this statement, stock-based compensation cost is

measured at the grant date for all stock-based awards made to employees and directors based on the fair value of the award using an

option-pricing model and is recognized as expense over the requisite service period, which is generally the vesting period. The Company has

three types of equity awards or plans, which have been impacted by SFAS 123(R): (i) stock options, (ii) restricted stock with both a service and

market price condition and (iii) an employee stock purchase plan ( ESPP ). SFAS 123(R) supersedes the Company s previous accounting under

Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, ( APB 25 ) for periods beginning in fiscal year 2006. In

March 2005, the SEC issued Staff Accounting Bulletin No. 107 ( SAB 107 ) providing supplemental implementation guidance for SFAS 123(R).

The Company has applied the provisions of SAB 107 in its adoption of SFAS 123(R).

Prior to the adoption of SFAS 123(R), the Company accounted for stock-based awards to employees and directors using the intrinsic value
method in accordance with APB 25 as allowed under SFAS No. 123, Accounting for Stock-Based Compensation ( SFAS 123 ). Under the
intrinsic value method, no stock-based compensation expense for employee stock options had generally been recognized in the Company s
consolidated statements of operations because the exercise price of its stock options granted to employees and directors since the date of the
Company s initial public offering generally equaled the fair market value of the underlying stock at the date of grant. The Company did,
however, recognize stock-based compensation in connection with its restricted stock grants, granted for the first time in the first quarter of 2005,
as these were deemed to be a compensatory plan under the provisions of APB 25 and, as a result, were accounted for as variable awards in the
Company s consolidated statements of operation.

The Company currently uses the Black-Scholes option-pricing model to determine the fair value of stock options and shares purchased under the
employee stock purchase plan as they only have a service condition. The Company currently uses a Monte Carlo simulation option-pricing

model to determine the fair value of its restricted stock grants since they have both a service and market price condition. The determination of
the fair value of stock-based payment awards on the date of grant using an option-pricing model is affected by the Company s stock price as well
as assumptions regarding a number of complex and subjective variables. These variables include the Company s expected stock price volatility
over the term of the awards; actual and projected employee stock option exercise behaviors, which is referred to as expected term; risk-free
interest rate and expected dividends.

As aresult of the Company s adoption of SFAS 123(R), the Company recorded stock-based compensation expense of $6,885,000 or $0.24 per
share and $23,540,000 or $0.83 per share for the three and nine months ended September 30, 2006, respectively; however, had the Company
continued to record its stock-based compensation expense under the provisions of APB 25, the recorded stock-based compensation expense
would have been approximately $2,049,000 or $0.07 per share and approximately $7,332,000 or $0.26 per share for the three and nine months
ended September 30, 2006, respectively. For the three and nine months ended September 30, 2005, the Company recorded stock-based
compensation expense in accordance with APB 25 of $1,358,000 and $6,291,000, respectively.

Stock-based compensation expense recognized during a period is based on the value of the portion of stock-based awards that is ultimately
expected to vest during the period. Stock-based compensation expense recognized in the three and nine months ended September 30, 2006
included compensation expense for stock-based awards granted prior to, but not yet vested, as of December 31, 2005, based on the fair value on
the grant date estimated in accordance with the pro forma provisions of SFAS 123, and compensation expense for the stock-based awards
granted subsequent to December 31, 2005, based on the fair value on the grant date estimated in accordance with the provisions of SFAS
123(R). In conjunction with the adoption of SFAS 123(R), the Company changed its method of attributing the value of stock-based
compensation expense from the accelerated multiple-option method to the ratable single-option method for

10
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

stock options and its ESPP; however, restricted stock grants will continue to be amortized over the accelerated multiple-option method due to
their market price condition. Compensation expense for all stock-based awards granted on or prior to December 31, 2005, will continue to be
recognized using the accelerated multiple-option approach, while compensation expense for all stock-based awards granted subsequent to
December 31, 2005, will be recognized using the straight-line single-option method (except for restricted stock as discussed above). Stock-based
compensation expense recognized in the Company s results for the three and nine months ended September 30, 2006 is based on awards
ultimately expected to vest; it has been reduced for estimated forfeitures. SFAS 123(R) requires forfeitures to be estimated at the time of grant
and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates. The Company uses historical data to estimate
pre-vesting option forfeitures. Prior to fiscal year 2006, the Company accounted for forfeitures as they occurred for the purposes of pro forma
information under SFAS 123 and for any stock-based compensation that the Company recorded to its statements of operations under APB 25.

The Company estimates the expected term of options granted by taking the average of the vesting term and the contractual term of the option, as
illustrated in SAB 107. The Company estimates the volatility of its common stock by using its historical volatility that the Company believes
best represents its future volatility in accordance with SAB 107. The Company bases the risk-free interest rate that it uses in its option-pricing
models on U.S. Treasury zero-coupon issues with remaining terms similar to the expected term on its equity awards. The Company does not
anticipate paying any cash dividends in the foreseeable future and therefore used an expected dividend yield of zero in its option-pricing models.
Generally, stock options granted prior to October 1, 2005 have a contractual term of ten years from the date of grant, and stock options granted
on or after October 1, 2005 have a contractual term of seven years from the date of grant.

On November 10, 2005, the FASB issued FASB Staff Position No. FAS 123(R)-3, Transition Election Related to Accounting for Tax Effects of
Share-Based Payment Awards, that allows for a simplified method to establish the beginning balance of the APIC pool related to the tax effects
of employee stock-based compensation, and to determine the subsequent impact on the APIC pool and consolidated statements of cash flows of
the tax effects of employee stock-based compensation awards that are outstanding upon adoption of SFAS 123(R). The Company is still in the
process of calculating the APIC pool and has not yet determined if it will elect to adopt the simplified method.

If factors change and the Company employs different assumptions for estimating stock-based compensation expense in future periods or if it
decides to use a different valuation model in the future, the future periods may differ significantly from what the Company has recorded in the
current period and could materially affect its operating results, net income or loss and net income or loss per share.

For further information on stock-based compensation, see Note 10 below.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS (Continued)

Goodwill and Other Intangible Assets

Goodwill and other intangible assets, net, consisted of the following (in thousands):

September 30, December 31,
2006 2005
(unaudited)
Goodwill $ 22,710 $ 21,654
Other intangibles:
Intangible asset customer contracts 4,234 4,051
Intangible asset leases 1,017
Intangible asset tradename 328 313
Intangible asset workforce 160 160
Intangible asset lease expenses 111
5,850 4,524
Accumulated amortization (5,185) (4,349)
665 175
$ 23,375 $ 21,829

The Company s goodwill is an asset denominated in Singapore dollars. As a result, it is subject to foreign currency fluctuations. The Company s
foreign currency translation gains and losses are a component of other comprehensive income and loss (see Note 13).

During the three months ended March 31, 2006, the Company finalized its accounting for the Ashburn Campus Property Acquisition from the
fourth quarter of 2005 and, as a result, reduced property and equipment by $1,128,000, offset by an increase in several intangible assets in
connection with various leases acquired from multiple tenants on the Ashburn Campus totaling $1,128,000. The Company amortizes these other
identifiable intangible assets on a straight-line basis over their estimated useful lives. Other intangible assets, net, are included in other assets on
the accompanying balance sheets as of September 30, 2006 and December 31, 2005.

For the three and nine months ended September 30, 2006, the Company recorded amortization expense of $160,000 and $638,000, respectively.
For the three and nine months ended September 30, 2005, the Company recorded amortization expense of $15,000 and $45,000, respectively.
The Company expects to record the following amortization expense during 2006 and beyond (in thousands) (unaudited):

Year ending:

2006 (three months remaining) $143
2007 237
2008 180
2009 67
2010 38
Total $ 665
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2. IBX Acquisitions and Expansions
Washington, D.C. Metro Area IBX Expansion Project

In February 2006, the Company announced its intention to build out a new IBX center within the Ashburn Campus in order to further expand its
existing Washington, D.C. metro area IBX center (the Washington, D.C. Metro Area IBX Expansion Project ). In May 2006, the Company began
new construction to build out one of the undeveloped buildings located on the Ashburn Campus for a cost of approximately $60,000,000, 