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PART 1 FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
StorageNetworks, Inc.

CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands)

December 31, June 30,
2000 2001
(Note 1) (Unaudited)
ASSETS

CURRENT ASSETS:
Cash and cash equivalents $ 304,861 $ 189,802
Short-term investments 84,767 127,826
Accounts receivable, net 7,886 12,647
Prepaid expenses and other current assets 10,044 13,139
Total current assets 407,558 343,414
Property and equipment, net 135,867 151,210
Restricted cash equivalents 32,133 32,781
Rights to use fiber optic capacity 7,595 9,354
Other assets 19,460 20,255
Total assets $ 602,613 $ 557,014

LIABILITIES AND STOCKHOLDERS' EQUITY
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December 31, June 30,
2000 2001

CURRENT LIABILITIES:
Accounts payable $ 3,746 $ 9,216
Accrued expenses 23,134 29,841
Deferred revenue 5,938 7,082
Capital lease obligations 36,617 42,451
Total current liabilities 69,435 88,590
Capital lease obligations, less current portion 94,050 91,062
STOCKHOLDERS' EQUITY:
Common stock 954 966
Treasury stock (200)
Additional paid-in capital 601,649 601,248
Deferred stock compensation (13,754) (10,398)
Accumulated other comprehensive income (406) 126
Accumulated deficit (149,315) (214,380)
Total stockholders' equity 439,128 377,362
Total liabilities and stockholders' equity $ 602,613 $ 557,014

See notes to condensed consolidated financial statements.

StorageNetworks, Inc.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(in thousands, except per share data)

Three-Months Ended Six-Months Ended

June 30, June 30,
2000 2001 2000 2001
REVENUES:
Managed storage services revenues $ 3673 % 29818 $ 4980 $ 52,867
Professional services revenues 4,365 3,584 7,678 7,640
Total revenues 8,038 33,402 12,658 60,507
COSTS AND EXPENSES:
Cost of managed storage services revenues, excluding deferred
compensation amortization amounts 15,702 32,189 26,797 62,299
Cost of professional services revenues, excluding deferred compensation amortization
amounts 5,149 2,198 9,966 4,981
Sales and marketing, excluding deferred compensation
amortization amounts 11,143 18,393 20,750 36,793
General and administrative, excluding deferred compensation
amortization amounts 4,056 5,757 7,757 11,260

2,696 6,524 4,523 10,880
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Research and development, excluding deferred compensation
amortization amounts

Amortization of deferred stock compensation* 1,194 1,154 2,577 2,348
Total costs and expenses 39,940 66,215 72,370 128,561
Loss from operations (31,902) (32,813) (59,712) (68,054)
Interest income 2,154 4,320 3,753 9,753
Interest expense (1,569) (3,709) (2,374) (6,764)
Net loss $ (31,317)$ (32,202)$ (58,333) $ (65,065)
Net loss per share  basic and diluted $ 12008 (033)$ (229 $ (0.68)
Weighted average common shares outstanding 26,126 96,449 25,449 96,159
*Amortization of deferred stock compensation
Cost of managed storage services revenues $ 206 $ 117 $ 398 $ 322
Cost of professional services revenues 136 59 281 111
Sales and marketing 312 382 733 787
General and administrative 110 101 368 202
Research and development 430 495 797 926

$ 1,194 $ 1,154 8 2577 $ 2,348

See notes to condensed consolidated financial statements.

StorageNetworks, Inc.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(in thousands)

Six-Months Ended

June 30,

2000 2001
Net cash used in operating activities $  (35,700) $ (31,528
INVESTING ACTIVITIES:
Purchases of property and equipment (26,300) (20,118)
Purchases of short term investments (199,727) (156,127)
Proceeds from maturities of short term investments 173,649 113,068
Purchase of restricted cash equivalents (648)
Purchases of long term investments (2,000)
Net cash used in investing activities (52,378) (65,825)
FINANCING ACTIVITIES:
Proceeds from exercise of stock options 1,115 1,173
Proceeds from issuance of preferred stock, net 142,951
Acquisition of treasury stock (200)
Offering costs (552)
Payments of capital lease obligations (4,468) (18,964)
Net cash provided by (used in) financing activities 139,598 (18,543)
Net increase (decrease) in cash and cash equivalents 51,520 (115,896)
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Effect of exchange rate changes on cash 181 837
Cash and cash equivalents at beginning of period 13 304,861
Cash and cash equivalents at end of period $ 51,714 $ 189,802

See notes to condensed consolidated financial statements.
StorageNetworks, Inc.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

1. Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of StorageNetworks, Inc. (the "Company") have been prepared in
accordance with generally accepted accounting principles for interim financial information and with the instructions to Form 10-Q and Article
10 of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by generally accepted accounting principles
for complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring adjustments) considered
necessary for a fair presentation have been included. Operating results for the three and six-months ended June 30, 2001 are not necessarily
indicative of the results that may be expected for the year ending December 31, 2001.

The balance sheet at December 31, 2000 has been derived from the audited financial statements at that date but does not include all of the
information and footnotes required by generally accepted accounting principles for complete financial statements.

These condensed consolidated financial statements should be read in conjunction with the consolidated financial statements and footnotes
thereto for the year ended December 31, 2000 included in the Company's annual report on Form 10-K filed with the Securities and Exchange
Commission on March 23, 2001.

2. Revenue Recognition

Revenues consist of (i) service fees and installation fees from customer use of the Company's managed storage services, which include the
Company's PACS storage services, STORmanage storage services and STORfusion storage services and (ii) professional services fees.
Revenues are recognized in accordance with the guidance of Staff Accounting Bulletin No. 101 "Revenue Recognition in Financial Statements",
when all of the following conditions are met: persuasive evidence of an agreement exists, delivery has occurred or services have been rendered,
the sales price is fixed or determinable and collection is reasonably assured. Revenues from service fees from managed storage services are
recognized as the service levels are provided. Revenues from managed storage services installation fees are recognized on a straight-line basis
over the term of the contract. Revenues from time and materials professional service engagements are recognized as the services are provided.
Revenues from fixed-priced professional services contracts are recognized using the percentage of completion method of accounting and are
adjusted monthly for the cumulative impact of any revision in estimates. The Company determines the percentage of completion of its contracts
by comparing costs incurred to date to total estimated costs. Contract costs include all direct labor and expenses related to the contract
performance.

3. Property and Equipment

Property and equipment consist of the following (in thousands):

December 31, June 30,
2000 2001
Managed storage services related equipment $ 146,367 $ 174,604
Furniture, fixtures, computer and other equipment 5,584 7,230
Lab equipment 2,259 3,699
Leasehold improvements 2,377 8,314
Purchased software 4,796 7,138
161,383 200,985
Less accumulated depreciation and amortization (25,516) 49,775)
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$ 135,867 $ 151,210

4. Segment Information

The results of operations of the Company's managed storage services and its professional services segments are reported separately in the
accompanying condensed consolidated statements of operations. Total assets for the Company's managed storage services were $136.2 million
and $154.0 million at December 31, 2000 and June 30, 2001, respectively. Total assets for the Company's professional services were $3.3
million and $2.6 million at December 31, 2000 and June 30, 2001, respectively.

5. Comprehensive Income
Total comprehensive loss was not materially different from net loss for the three and six-months ended June 31, 2000 and 2001.
6. Subsequent Events

In July 2001, the Company initiated an action against Metromedia Fiber Network ("MFN") seeking compensatory, punitive and declatory relief,
and alleging, among other things, misrepresentation, fraudulent inducement and breach of contract due to MFN's failure to possess or to deliver
fiber optic capacity in accordance with representations made by MFN and as specified under the Company's Fiber Optic Network Leased Fiber
Agreement with MFN. MFN also initiated an action in New York, NY alleging that the Company has breached such agreement. While the
outcome of these matters is not currently determinable, the Company believes that the result will not have a material adverse effect on the results
of its operations or financial position, although it can make no assurances in this regard.

In July 2001, the Company executed a cost reduction program. The Company reduced its headcount by approximately 220 employees primarily
in its sales, delivery and support organizations. As a result, the Company recognized a charge for severance and other associated costs of $1.5
million, which will be taken in the third quarter of 2001 in the normal course.

ITEM 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

This Quarterly Report on Form 10-Q contains forward-looking statements. Any statements contained herein that are not statements of historical
fact may be deemed to be forward-looking statements. Without limiting the foregoing, the words "believes", "anticipates", "plans”, "expects",
and similar expressions are intended to identify forward-looking statements. There are a number of important factors that could cause
StorageNetworks, Inc.'s ("we", "our" or "StorageNetworks") actual results to differ materially from those indicated by such forward-looking
statements. These factors include, without limitation, those set forth below under the caption "Certain Factors That May Affect Future Operating

Results".
Overview

We are a leading provider of data storage management services and developer of data storage management technology. We provide both
managed storage services and professional services to our customers. Through our proprietary software and technology we deliver data storage
management services that enable us to manage our customers' data storage environments. Our professional services assist customers in assessing
their data storage needs and designing appropriate data storage systems.

Revenues

Revenues consist of monthly service fees and installation fees from customer use of the Company's managed storage services, which include our
PACS storage services, STORmanage storage services and STORfusion storage services, and fees for professional services.

In general we provide our managed storage services under service level agreements with our customers. These agreements set forth monthly fees
charged on a per managed gigabyte rate that is based on the amount of managed storage services specified in the agreement and the type and
complexity of such services. Managed storage services revenues are recognized as the services are provided. Installation fees charged for
managed storage services are recognized as revenue on a straight-line basis over the term of the contract.

We provide our professional services under statements of work with our customers, and we work on either a fixed price or time and materials
basis. Our professional services engagements generally consist of assessments, designs and implementations of a customer's data storage
systems. Our professional services engagements vary in length, generally from one to three months, depending on the scope of the services
provided. Revenues from time and materials professional services engagements are recognized as the services are provided, and revenues from
fixed price professional services engagements are recognized using the percentage of completion method of accounting, adjusted monthly for the
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cumulative impact of any revision in estimates.
Cost of Revenues

Our cost of managed storage services revenues is comprised primarily of the following costs: depreciation of capital equipment; facility costs;
salaries and benefits for our field and corporate operations personnel; networking costs, including telecommunications and access charges and
networking equipment; fiber costs, including amortization of our right to use fiber optic capacity; and maintenance and utilities. Our cost of
professional services revenues is comprised primarily of salaries and benefits of consulting personnel.

Sales and Marketing

Our sales and marketing expenses are comprised primarily of salaries and benefits of our corporate marketing, sales and business development
personnel; sales commissions; fees paid to third parties, such as web-hosting providers and systems integrators who resell or market our services
to customers; travel; sales and other promotional materials; trade shows; and other sales and marketing programs.

General and Administrative

Our general and administrative expenses consist primarily of salaries and benefits of our administrative personnel; information technology costs;
facility costs; and fees for outside professional advisors.

Research and Development

Our research and development expenses consist primarily of salaries and benefits of our technology and engineering personnel; depreciation of
laboratory and quality assurance equipment; and fees for third party development costs.

Amortization of Deferred Stock Compensation

Amortization of deferred compensation represents the amortization of deferred compensation resulting from the grant of stock options at
exercise prices deemed to be less than the fair value of the common stock on the grant date.

Interest Income

Interest income consists of income received from the investment of proceeds received primarily from our equity offerings.
Interest Expense

Interest expense consists of the imputed interest recognized from payments of capital lease obligations.

Results of Operations for the Three and Six-Month Periods Ended June 30, 2000 and 2001

Revenues

Total revenues for the three and six-months ended June 30, 2001 were $33.4 million and $60.5 million, compared to $8.0 million and $12.7
million in the same periods in 2000. Revenues from managed storage services for the three and six-months ended June 30, 2001 were $29.8
million and $52.9 million, compared to $3.7 million and $5.0 million in the same periods in 2000. The increase in managed storage services
revenues resulted from increases in the number of managed storage services customers receiving services and revenue per customer in the 2001
periods. In addition, 7% of total revenues earned in the three-months ended June 30, 2001 were recognized from fees paid for non-recurring
customer contract renegotiations. Revenues from professional services for the three and six-months ended June 30, 2001 were $3.6 million and
$7.6 million, compared to $4.4 million and $7.7 million in the same periods in 2000. The decrease in professional services revenues resulted
from fewer professional service engagements provided during the 2001 periods.

Cost of Revenues

Cost of managed storage services revenues in the three and six-months ended June 30, 2001 were $32.2 million and $62.3 million, compared to
$15.7 million and $26.8 million in the same periods in 2000. The increase was caused by an increase in the number of S-POP data centers in
operation and related infrastructure deployed during the 2001 periods. Accordingly, costs incurred in the operation of an S-POP data center, such
as depreciation of capital equipment, personnel costs and networking costs were all higher in the 2001 periods. Cost of professional services
revenues in the three and six-months ended June 30, 2001 were $2.2 million and $5.0 million, compared to $5.1 million and $10.0 million in the

7
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same periods in 2000. The decrease was caused by a reduction in the number of professional services personnel and their related salaries and
benefits in the 2001 periods.

Sales and Marketing

Sales and marketing expenses in the three and six-months ended June 30, 2001 were $18.4 million and $36.8 million, compared to $11.1 million
and $20.8 million in the same periods in 2000. The increase was caused primarily by an increase in the number of sales and marketing personnel
and their related salaries and benefits in the 2001 periods. In addition, as a result of higher revenues during the 2001 periods, higher direct sales
related compensation expenses, such as commissions and fees paid to third parties who resell or market our services to customers, were incurred
in the 2001 periods.

General and Administrative

General and administrative expenses in the three and six-months ended June 30, 2001 were $5.8 million and $11.3 million, compared to $4.1
million and $7.8 million in the same periods in 2000. The increase was caused by an increase in the number of general and administrative
personnel and their related salaries and benefits, as well as increased information technology costs, facilities costs and insurance costs incurred
as a result of our growth in the 2001 periods.

Research and Development

Research and development expenses in the three and six-months ended June 30, 2001 were $6.5 million and $10.9 million, compared to $2.7
million and $4.5 million in the same periods in 2000. The increase was caused by an increase in the number of engineering and software
development personnel and their related salaries and benefits, as well as higher costs incurred in connection with research and development
activities, such as depreciation of lab equipment and third party development costs, in the 2001 periods.

Amortization of Deferred Stock Compensation

Amortization of deferred stock compensation in the three and six-months ended June 30, 2001 was $1.2 million and $2.3 million, compared to
$1.2 million and $2.6 million in the same periods in 2000. The decrease in the six-months ended June 30, 2001 was caused by the forfeiture of
compensatory options subsequent to June 30, 2000 that resulted in a reduction in deferred stock compensation.

Interest Income

Interest income in the three and six-months ended June 30, 2001 was $4.3 million and $9.8 million, compared to $2.2 million and $3.8 million in
the same periods in 2000. The increase was caused by higher average cash and investment balances during the 2001 periods.

Interest Expense

Interest expense in the three and six-months ended June 30, 2001 was $3.7 million and $6.8 million, compared to $1.6 million and $2.4 million
in the same periods in 2000. The increase resulted from higher capital lease obligations, under which interest expense is incurred, in the 2001
periods.

Liquidity and Capital Resources

At June 30, 2001, we had cash and cash equivalents, including temporarily restricted cash equivalents, of $222.6 million; short-term investments
of $127.8 million; and working capital of $254.8 million.

Net cash used in operating activities totaled $31.5 million in the six-months ended June 30, 2001, and $35.7 million in the same period in 2000.
Our use of cash in the 2000 and 2001 periods was primarily attributable to the operating loss generated by our investment in the growth of our
business, offset by non-cash charges such as depreciation and amortization and increases in accounts payable and accrued expenses. In July
2001, we executed a cost reduction program. We reduced headcount by approximately 220 employees primarily in our sales, delivery and
support organizations. We currently anticipate that maintaining this reduced headcount will result in near-term operating cash flow savings of
approximately $5.0 million per quarter.

Net cash used in investing activities totaled $65.8 million in the six-months ended June 30, 2001, and $52.4 million in the same period in 2000.
Our cash used in investing activities in the 2000 and 2001 periods resulted primarily from the procurement of capital equipment to be used in our
S-POP data centers, and the purchase of short-term investments, partially offset by maturities of such investments.
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Net cash used in financing activities totaled $18.5 million in the six-months ended June 30, 2001, and net cash provided by financing activities
totaled $139.6 million in the same period in 2000. The cash used in financing activities in the six-months ended June 30, 2001 primarily reflects
the payments of capital lease obligations. The cash provided by financing activities in the six-months ended June 30, 2000 primarily reflects the
proceeds received from the sale of Series C and Series D preferred stock, totaling $143.0 million, partially offset by the payments of capital lease
obligations.

If our services continue to gain market acceptance we may experience significant growth in our operating costs in order to execute our business
plan. We may also open new domestic and international offices and establish and operate additional S-POP data centers in order to support the
needs of our existing and anticipated customers. As a result, we estimate that these operating costs will constitute a significant use of our cash
resources. In addition, we may use cash resources to fund acquisitions of complementary businesses and technologies.

We believe that our current cash and short-term investment position, equipment lines of credit and vendor financing arrangements will be
sufficient to meet our anticipated cash needs for working capital and capital expenditures for at least the next 18 months. However, we may need
to raise additional funds to develop new services or acquire complementary businesses or technologies or if we choose to more rapidly expand
our business. In the event that additional financing is required, we may not be able to raise it on terms acceptable to us, if at all.

Certain Factors That May Affect Future Operating Results
We have a limited operating history

Due to the changing nature of our business, our limited operating history and the emerging nature of our markets and services, it is difficult to
evaluate our business and prospects.

We commenced operations in October of 1998. We began offering our managed data storage services in May of 1999 and derived 12% of
revenues in 1999, 64% of our revenues in 2000, and 87% of our revenues through the second quarter of 2001 from these services. The storage
management services market is new and may not grow or be sustainable. Potential customers may choose not to purchase storage management
services from a third party provider due to concerns about security, reliability, system availability or data loss. It is possible that our services
may never achieve significant market acceptance. Furthermore, we incur operating expenses based largely on anticipated revenue trends that are
difficult to predict. If this market does not develop, or develops more slowly than we expect, our business, results of operations and financial
condition will be seriously harmed.

We have incurred losses in each quarter since our inception. We experienced a net loss of $23.9 million in 1999, $124.9 million in 2000 and
$65.1 million in the first half of 2001. As of June 30, 2001, we had an accumulated deficit of $214.4 million. We cannot be certain that our
revenues will grow or that we will generate sufficient revenues to achieve profitability. We believe that we will continue to incur losses on a
quarterly and annual basis for the foreseeable future. We will need to generate significantly higher revenues in order to achieve and maintain
profitability. If our revenues do not grow or grow more slowly, or if our operating or capital expenses increase more than we expect or cannot be
further reduced in the event of lower revenues, our business will be materially and adversely affected.

Our stock price has been volatile and could result in substantial losses for investors

The market for technology stocks has been extremely volatile. The following factors could cause the market price of our common stock in the
public market to fluctuate significantly:

e the addition or departure of key personnel;

e variations in our quarterly operating results;

e announcements by us or our competitors of significant contracts, new products or services offerings or enhancements, acquisitions,
joint ventures or capital commitments;

e our sales of common stock or other securities in the future;

e changes in market valuations of technology companies; and

o fluctuations in stock market prices and volumes.

It is not uncommon for class action litigation to be brought against companies following periods of volatility in the market price of those
companies' common stock. We may become involved in this type of litigation in the future. Litigation is often expensive and diverts
management's attention and resources and could have a materially adverse effect on our business and results of operations.

Our growth strategy will be unsuccessful if we are unable to develop and protect our proprietary technology

A key component of our growth strategy is to further develop our proprietary technology such as our STORos operating system, Virtual Storage
Portal software and STORvision command and control software. Our continued expansion and development of our operations will depend on,
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among other things, our ability to develop new technology.

We rely on a combination of copyright, trademark and trade secret laws and restrictions on disclosure to protect our intellectual property rights.
We do not have any issued patents and have filed only a limited number of patent applications with respect to our data storage services. We
cannot be certain that our current patent applications or any future application will be granted, that any future patent will not be challenged,
invalidated or circumvented, or that rights granted under any patent issued to us will afford us a competitive advantage. Our intellectual property
may be subject to even greater risk in foreign jurisdictions. The laws of many countries do not protect proprietary rights to the same extent as the
laws of the United States.

Litigation may be necessary in the future to enforce our intellectual property rights, to protect our trade secrets, to determine the validity and
scope of the proprietary rights of others or to defend against claims of infringement. Any such litigation could result in substantial costs and
diversion of resources. There can be no assurance that our means of protecting our proprietary rights will be adequate or that our competitors
will not independently develop similar information or technology. Our inability to continue to expand our services or to develop and adequately
protect our proprietary technology would have a material adverse effect on our business and financial condition and our ability to compete
effectively.

Any failure of our services could lead to significant costs, service disruptions and data loss, which could reduce our revenues and harm our
business and reputation

To be successful, we must provide our customers with secure, efficient and reliable managed data storage services. To meet these customer
requirements, we must protect our services against failure caused by occurrences such as:

e human error;

e physical or electronic security breaches;

o fire, earthquake, flood and other natural disasters;
e power loss; and

e sabotage and vandalism.

Customers may lose stored data or lose access to some or all of such data as a result of any of these occurrences. Depending on the nature of the
data loss or unavailability, and the degree to which the event results in negative publicity for us or our customers, our reputation, our ability to
attract new customers and the value of our stock all could suffer. We may also be subject to legal actions by our customers. As our engagements
increase in sophistication and scale, we face new challenges in implementing new technologies, processes and storage capacity without
disruption. Errors and defects in our infrastructure and technology or delays in deployment have, from time to time, and may in the future,
adversely affect our services.

The occurrence of a natural disaster or other unanticipated problem at one or more of our S-POP data centers could result in service
interruptions, significant damage to equipment or loss of customer data. Any widespread loss of services would slow the adoption of our
services and cause damage to our reputation, which would seriously harm our business.

Our revenues will not continue to grow, our costs will increase, and our reputation will be damaged if we are not able to deliver our services in
accordance with our contracts with our customers

We are managing data from an increasing number of customers, and we have not provided services to customers on the scale that we will in the
future if there is broad market acceptance of our services. Because our contracts provide customers credits against a portion of their monthly
service fees if our managed data storage services do not achieve specified performance levels of data availability, successfully completed
back-ups and data security, we will lose revenues if our services do not perform as we expect. Moreover, we will need to make additional
investments in our infrastructure to satisfy customers as demand increases. There can be no assurance that we will be able to make these
investments successfully or at an acceptable cost, and upgrades to our infrastructure may cause delays or failures in our services. As a result, we
may be unable to satisfy customer demand. Our failure to satisfy customer demand could damage our reputation, significantly reduce demand
for our services, and cause us to receive lower fee