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PART | — FINANCIAL INFORMATION

Item 1. Financial Statements (unaudited)

Current assetl
Cash and cash equivalel
Shor-term investment

F5 NETWORKS, INC.

CONSOLIDATED BALANCE SHEETS
(unaudited, in thousands)

ASSETS

Accounts receivable, net of allowances of $3,028 $8,04¢

Inventories
Other current asse

Total current asse

Restricted cas

Property and equipment, r
Long-term investment
Goodwill

Other assets, n

Total asset

LIABILITIES AND SHAREHOLDERS ' EQUITY

Current liabilities
Accounts payabl
Accrued liabilities
Deferred revenu

Total current liabilities

Other lon¢-term liabilities
Deferred tax liability

Total lon¢-term liabilities

Commitments and contingenci
Shareholder equity

Preferred stock, no par value; 10,000 shares amtithmo shares outstandi

Common stock, no par value; 100,000 shares autyr2,998 and 27,403 shares issued and

outstanding
Accumulated other comprehensive inca
Unearned compensati
Accumulated defici

Total shareholde’ equity

Total liabilities and sharehold¢ equity

The accompanying notes are an integral part oktheasolidated financial statements.

3

December 31, September 30,
2003 2003
$ 27,71 $ 10,35:
110,19( 34,52
17,49¢ 19,32¢
1,15¢ 762
4,574 4,77¢
161,13( 69,74+
6,00(C 6,00(C
9,871 10,07¢
67,09 34,13:
24,18¢ 24,18¢
4,01C 4,03(
$272,29¢ $148,17:
| |
$ 2,67C $ 3,71«
13,34¢ 13,14¢
21,77¢ 19,147
37,79 36,00¢
1,66¢ 1,58¢
30:¢ 151
1,971 1,73t
259,83° 141,70¢
35¢ 19t
— (10)
(27,669 (31,46%)
232,53. 110,42¢
$272,29¢ $148,17:
— —
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F5 NETWORKS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited, in thousands, except per share amounts)

Three months ended
December 31,

2003 2002
Net revenue:

Products $26,37¢ $19,50:
Services 9,70t 7,55¢
Total 36,08: 27,05¢

Cost of net revenue
Products 5,84¢ 4,057
Services 2,462 2,161
Total 8,311 6,21¢
Gross profit 27,77( 20,83¢

Operating expenst
Sales and marketir 14,95 12,75¢
Research and developmt 5,44¢ 4,39¢
General and administrati\ 3,341 3,35(
Amortization of unearned compensat 10 66
Total 23,75¢ 20,57(
Income from operatior 4,01t 26¢
Other income, ne 184 462
Income before income tax 4,19¢ 73C
Provision for income taxe 39¢ 21C
Net income $ 3,801 $ 52C
| |
Net income per sha~ basic $ 0.1: $ 0.0z
| I
Weighted average shar- basic 30,15¢ 25,88:
| I
Net income per shar diluted $ 0.11 $ 0.0Z
| |
Weighted average shar- diluted 33,12 26,93t
| I

The accompanying notes are an integral part oktheasolidated financial statements.
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F5 NETWORKS, INC.

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(unaudited, in thousands)

Accumulated

Common Stock Other Total
Unearned Comprehensive Accumulated Shareholders’
Shares Amount  Compensatior Income Deficit Equity
Balance, September 30, 20C 27,407 $141,70¢  $(10) $19¢ $(31,46%) $110,42¢
Exercise of employee stock optic 32¢ 3,40¢ — — 3,40¢
Issuance of common stock under employee stock
purchase pla 94 1,08¢ — — — 1,08¢
Issuance of common stock in a public offering (net
of issuance costs of $6,6¢ 5,17 113,63¢ — — — 113,63¢
Amortization of unearned compensat — — 10 — — 10
Net income — — — — 3,801 —
Unrealized loss on investmer — — — (22 — —
Foreign currency translation adjustm — — — 18¢€ — —
Comprehensive incomr — — — — — 3,96t
Balance, December 31, 20C 32,99¢ $259,83° $— $35¢ $(27,66) $232,53.
| | | | I |

The accompanying notes are an integral part oktheasolidated financial statements.

5




Table of Contents
F5 NETWORKS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Operating activities
Net income
Adjustments to reconcile net income to net caskigeal by operating activitie:
Realized gain on sale of ass
Amortization of unearned compensat
Provision for doubtful accounts and sales ret
Depreciation and amortizatic
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Other current asse
Other asset
Accounts payable and accrued liabilit
Deferred revenu

Net cash provided by operating activit
Investing activities
Purchase of investmer
Sale of investment
Proceeds from the sale of property and equipt
Purchases of property and equipm
Net cash used in investing activit|
Financing activities
Proceeds from public offering, net of issuances
Proceeds from the exercise of stock opti
Net cash provided by financing activiti

Net increase (decrease) in cash and cash equis
Effect of exchange rate differenc

Cash and cash equivalents, at beginning of pe

Cash and cash equivalents, at end of pe

Three months ended
December 31,

The accompanying notes are an integral part oktheasolidated financial statements.
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2003 2002

$ 3,801 $ 52
— (11)

10 66

497 44F
1,17¢ 1,351
1,557 64€
(38¢) 96
29€ (510)
(16¢) (11¢)
(84¢) (53¢
2,491 741
8,42¢ 2,681
(177,999 (61,63)
69,34 46,82t
— 10
(751) (954)
(109,402 (15,759
113,63 —
4,441 1,781
118,07 1,781
17,10: (11,279
25¢ 59
10,35: 20,80
$ 27,71 $ 9,581
| |
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
1. Description of Business

F5 Networks, Inc. (the Company) provides int¢ed products and services to manage, controbptichize Internet traffic. Our core
products, the BIG-IP Controller, 3-DNS Controlland the BIG-IP Link Controller, help manage trafficservers and network devices in a
way that maximizes availability and throughput. GinePass family of network server appliances mte\decure user access to corporate
networks and individual applications via any stadd&eb browser. Our unique iControl architectutegnates our products and also allows
our customers and other vendors to integrate thigmthird party products, including enterprise apgtions. As components of an integrated
solution, our products address many elements redjfiar successful Internet and intranet businepicgtions, high availability, high
performance, intelligent load balancing, fault talece, streamlined manageability, remote accessriwrate networks, and network and
application security. By enhancing Internet perfante and availability, our solutions enable out@ugrs and partners to maximize the use
of the Internet in their business.

2. Summary of Significant Accounting Policies
Basis of Presentation

In the opinion of management, the unauditetsotidated financial statements reflect all adjwesita, consisting only of normal recurring
adjustments, necessary for their fair presentati@monformity with accounting principles generadlgcepted in the United States of America.
Certain information and footnote disclosures nolyniakluded in annual financial statements havenbmsndensed or omitted in accordance
with the rules and regulations of the Securitied Brchange Commission. The information includethia Form 10-Q should be read in
conjunction with Management’s Discussion and Anialp$ Financial Condition and Results of Operatiand financial statements and notes
thereto included in the Company’s Annual ReporfFomrm 10-K for the fiscal year ended September 8032

Revenue Recognition

The Company recognizes revenue in accordaitbetlve guidance provided under Statement of Ros{tsOP) No. 97-2, “Software
Revenue Recognition,” and SOP No. 98-9 “Modificatad SOP No. 97-2, Software Revenue Recognitioth Respect to Certain
Transactions,” Statement of Financial Accountingn8iards (SFAS) No. 48, “Revenue Recognition WhghRif Return Exists,” and SEC
Staff Accounting Bulleting (SAB) No. 101, “RevenRecognition in Financial Statements.”

The Company sells products through distritajtoesellers, and directly to end users. The Comparognizes product revenue upon
shipment, net of estimated returns, provided tb#éction is determined to be probable and no §itarit obligations remain. In certain
regions where the Company does not have the atulitgasonably estimate returns, revenue is rezednipon sale to the end user. In this
situation, the Company receives a sales report frenthannel partner to determine when the sadesaction to the end user has occurred.
Payment terms to domestic customers are genemighdays. Payment terms to international custemarge from net 30 to 90 days based
on normal and customary trade practices in theviddal markets. The Company has offered extendgthpat terms ranging from three to
months to certain customers, in which case, reventecognized when payments become due.

Whenever a software license, hardware, irsgtait and post-contract customer support (PCS)ei¢srare combined into a package with a
single “bundled” price, a portion of the sales erig allocated to each element of the bundled gpekased on their respective fair values as
determined when the individual elements are sqgduseely. Revenues from the license of softwargeregnized when the software has k
shipped and the customer is obligated to pay festftware. When rights of return are present aeg¢annot estimate returns, we recognize
revenue when such rights of return lapse. Revefaud3CS are recognized on a straiihé basis over the service contract term. PCSuahed
rights to upgrades, when and if available, a lichpperiod of telephone support, updates, and bugs filnstallation revenue is recognized w
the product has been installed at the customdes@bnsulting services are customarily billedibad rates, plus out-of-pocket expenses, and
revenues
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)

are recognized when the consulting has been coetpl€taining revenue is recognized when the trgihias been completed.

Gooduwill and Acquired Technology

Goodwill represents the excess purchase prieethe estimated fair value of net assets acdjaiseof the acquisition date. The Company
has adopted the requirements of Statement of FHialalccounting Standards No. 142, “Goodwill and &tintangible Assets” (SFAS
No. 142). SFAS No. 142 requires goodwill to beaddor impairment on an annual basis and betwernatests in certain circumstanc
and written down when impaired. Goodwill of $24.2lion was recorded in connection with the acqinsitof uRoam, Inc. in July 2003.
There was no impairment of goodwill during the threonths ended December 31, 2003.

Acquired technology of $3.0 million was receddn connection with the acquisition of uRoam,. lacquired technology is recorded at
cost and amortized over its estimated useful lifive years. Related amortization expense tot&lEsD,000 for the three months ended
December 31, 2003.

Stock-Based Compensation

The Company accounts for stock-based emplogegensation arrangements in accordance with thagions of Accounting Principles
Board Opinion No. 25 (“APB No. 25"), “Accountingf&tock Issued to Employees,” FASB Interpretatian B4 (“FIN No. 44")
“Accounting for Certain Transactions Involving Ska€ompensation,” and related interpretations andpti@s with the disclosure provisions
of Statement of Financial Accounting Standards N8 (“SFAS No. 123"), “Accounting for Stock-Based@pensation.” Under APB
No. 25, compensation expense is based on theddiffer, if any, on the date of the grant, betweerfid@inealue of our stock and the exerc
price of the option. The unearned compensatiorisgbamortized in accordance with Financial AccomghBtandards Board Interpretation
No. 28 on an accelerated basis over the vestiriggpef the individual options

Pro forma information regarding net incomeeiguired by SFAS No. 123, and has been determisdédlze Company had accounted for
stock options under the fair value method. For pses of pro forma disclosures, the estimated &liresof the options is amortized over the
options’ vesting period. The net income and nebine per share would have been adjusted to theopmafamounts indicated below (in
thousands, except per share data):

Three months ended
December 31,

2003 2002
Net income, as reporte $ 3,801 $ 52C
Add : Stock-based employee compensation
expense under APB No. 25 included in reported
net income 10 66
Deduct : Total stoclkased employee compensai
expense determined under the fair value me 4,96 7,21C
Pro forma net los $(1,15¢€) $(6,629)

Net income (loss) per shar
As reportec— basic

&+
o
o
1
&+
o
o
N

Pro forma- basic

&
—~
o
o
N
~
©+
—~
o
N
o)

As reportec— diluted

&+
o
[
[y
&+
o
o
N

Pro forma- diluted

22
—~
o
o
N
~
©+
—~
o
N
o)
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
Earnings Per Share

Basic net income per share is computed byitiginet income by the weighted average numbeowfraon shares outstanding during the
period. Diluted net income per share is computedibigling net income by the weighted average nunab@mmon and dilutive common
stock equivalent shares outstanding during theogeri

The following table sets forth the computatafrbasic and diluted net income per share (in$hods, except per share data):

Three months ended
December 31,

2003 2002
Numerator
Net income $3801 $ 52
| |
Denominator
Weighted average shares outstan basic 30,15¢ 25,88:
Dilutive effect of common shares from stock optir 2,96z 1,052
Weighted average shares outstanc diluted 33,12 26,93t
| |
Basic net income per she $ 01 $ 0.0z
| |
Diluted net income per sha $ 011 $ 0.0z
| |

Approximately 1.5 million and 4.0 million obmmon shares potentially issuable from stock option the three months ended
December 31, 2003 and 2002, respectively, are dadlifrom the calculation of diluted earnings parsthecause the effect was antidilutive.

Recent Accounting Pronouncements

In January 2003, the FASB issued Interpretaio. 46 (FIN 46), “Consolidation of Variable Ingést Entities,” which addresses
consolidation by business enterprises of variattierést entities that either: (1) do not have sigfit equity investment at risk to permit the
entity to finance its activities without additiormlbordinated financial support, or (2) the compaillyhold a significant variable interest in,
or have significant involvement with, an existingriable interest entity.

In October 2003, the FASB deferred the effectiate of FIN 46 for variable interests held bplmucompanies in all entities that were
acquired prior to February 1, 2003. The deferrglinees that public companies adopt the provisidrisl 46 at the end of fiscal periods
ending after December 15, 2003. The adoption sfitiierpretation will not have an impact on the @amy’s consolidated financial
statements.

3. Commitments and Contingencies
Guarantees and Product Warranties

In the normal course of business to facilitstkes of its products, the Company indemnifiegiofiarties, including customers, resellers,
lessors, and parties to other transactions wittfCibiapany, with respect to certain matters. The Gowmifhas agreed to hold the other party
harmless against losses arising from a breachpoésentations or covenants, or out of intellegwaperty infringement or other claims made
against certain parties. These agreements maythmitime within which an indemnification claim che made and the amount of the claim.
In addition, the Company has entered into inderoaiidon agreements with its officers and directars] the Company’s bylaws contain
similar indemnification obligations to the Compasigigents. It is not possible to determine the mairpotential amount under these
indemnification agreements due to the limited histaf prior
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (UNAUDIT ED)
indemnification claims and the unique facts andwinstances involved in each particular agreement.

The Company generally offers warranties otl8@s for hardware and one year for software, viighdption of purchasing additional
warranty coverage in increments of one year. The@amy accrues for warranty costs as part of its@fosales based on associated material
product costs and technical support labor costs.folowing table summarizes the activity relategptoduct warranties during the three
months ended December 31, 2003 and 2002 (in thdakan

Three months ended
December 31,

2003 2002
Balance, beginning of fiscal ye $827 $65C
Provision for warranties issut 98 12C
Payment: (96) (40)
Balance, end of peric $82¢ $73C

| |

Purchase Commitments

The Company currently has arrangements withrdéract manufacturer and other suppliers for thaufacture of the Company’s products.
The arrangements allow them to procure componeehitory on the Company’s behalf based on a roflirgguction forecast provided by the
Company. The Company is obligated to the purchfseraponent inventory that the contract manufactprecures in accordance with the
forecast, unless cancellation is given outsideppliaable lead times. As of December 31, 2003 Gbmpany was committed to purchase
approximately $5.8 million of such inventory.

4. Restructuring Charge

During the fiscal year 2002, the Company ei@ton a restructuring plan that included the disiooation of its cache appliance business.
As a result of discontinuing this line of businassl other changes in the overall business, the @oynincurred restructuring charges of
$3.3 million for the fiscal year 2002. The restwraig charges included employee termination besgfitpaired assets, consolidation of
excess facilities, and other obligations for whilsh Company no longer derives an economic beriéfére were no restructuring charges for
the three months ended December 31, 2003 and 2002.

The activity of the remaining restructuringtility included as a component of accrued lialeiiton the balance sheet for the three months
ended December 31, 2003 is presented below (irstruis):

Balance at Balance at
September 30, Additional Cash Payments December 31
2003 Charges  and Write-offs 2003
Excess facilities $782 $— $ (3) $77¢
Other 62 — (62 —
$844 $— $(65) $77¢
L] | ] |

The excess facilities charge was the resuli@Companys decision to exit its support facility in WashiagtDC and were estimated ba
on current comparable rates for leases in the otispanarket. In April 2003, the excess facilitigsre subleased at the then current market
value through the term of the lease. The differdyeteveen the lease payments and sublease inconmésharically been applied against the
restructuring liability. During the three monthsdexd December 31, 2003, timely receipts of subleassme were not received and the
collectibility of sublease income is in questiomefefore neither the rent payment or receipt ofeade income has been applied against the
restructuring liability. If we are unable to coltdarther sublease income throughout the duratfdh®lease term, the actual loss may be
increased from the original estimate.

5. Common Stock

In November 2003, the Company sold 5,175,0@0es, including 675,000 shares sold upon the meeof the underwrite’ ovelr-



allotment option, of its common stock in a publftedng at a price of $23.25 per share. The prosgéedhe Company were $113.6 million,
net of offering costs of $6.7 million.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The following Management’s Discussion and Amil of Financial Condition and Results of Operadishould be read in conjunction with
our consolidated financial statements and notegtheontained in the Company’s Annual Report omFd0-K filed with the Securities and
Exchange Commission on October 30, 2003. Our disgasnay contain forward-looking statements, witli@ meaning of the Private
Securities Litigation Reform Act of 1995, based mparrent expectations. These forward-looking stetes include, but are not limited to,
statements about our plans, objectives, expectatad intentions and other statements that arkistotical facts. Because these forward-
looking statements involve risks and uncertainties,actual results and the timing of certain eseoiuld differ materially from those
anticipated in these forward-looking statementa essult of certain factors, including those setfander “Risk Factors” and “Business” in
the Company’s Annual Report on Form 10-K for tiseéil year ended September 30, 2003, and elsewh#is ireport.

Three months ended
December 31,

2003 2002

(in thousands, except percentages)

Revenues
Net revenue
Products $26,37¢ $19,50:
Services 9,70t 7,55k
Total $36,08: $27,05¢
[ | [ |
Percentage of net revenues
Products 73.1% 72.1%
Services 26.¢ 27.¢
Total 100.(% 100.(%
[ | [ |

Net revenues. Total net revenues increased 33.4%, to $36.1 miftio the three months ended December 31, 2003 $2rul million for
the same period in the prior year. The increasepsiagarily due to growth in the volume of produatess and customer acceptance of our
switch based BIG-IP products as well as continuedvth in service revenues.

Net product revenues increased 35.3%, to $2@libn for the three months ended December 30320om $19.5 million for the same
period in the prior year. The increase in prodegenues was due to growth in all of our primaryggaphic markets. International revenues
grew to 34.1% of total net revenues for the threatims ended December 31, 2003 compared to 30.4%d@ame period in the prior year.
We expect international revenues will continuegpresent a significant portion of net revenuegpailgh we cannot provide assurance that
international revenues as a percentage of totakewenues will remain at current levels. SalesufRIG-IP products represented 74.9% and
82.2% of product revenues for the three monthséBEember 31, 2003 and 2002, respectively. Theedee was due to an increase in sales
of our other products, such as our newly introdueeePass SSL VPN product which represented 5.6p6arfuct revenues for the three
months ended December 31, 2003.

Net services revenues increased 28.5%, toriflién for the three months ended December 3032Bom $7.6 million for the same
period in the prior year. The increase in servieegnue was primarily due to increases in the mselor renewal of service and support
contracts as our installed base of products inexckas

Ingram Micro Inc., one of our domestic distrirs, accounted for 18.5% and 11.7% of our totéalrevenues for the three months ended
December 31, 2003 and 2002, respectively. Ingranrdvinc. accounted for 28.7% of our accounts restdy as of December 31, 2003.

11
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Three months ended
December 31,

2003 2002

(in thousands, except percentage:
Gross margin

Cost of net revenue

Products $ 5,84¢ $ 4,05%
Services 2,46: 2,161
Total 8,311 6,21¢

[ | [ |

Gross margir $27,77( $20,83¢

Cost of net revenues (as a percentage
related revenue)

Products 22.2% 20.8%
Services 25.4 28.¢
Total 23.C 23.C

Gross margir 77.(% 77.(%
[ | [ |

Cost of Net Product Revenues . Cost of net product revenues increased to $3lmfor the three months ended December 31, 2008
$4.1 million for the same period in the prior ye@ost of net product revenues increased as a gageenf net product revenues to 22.2%
from 20.8% in the prior period. The increase intadgproduct revenues as a percentage of net ptaduenue was primarily due to change
the product sales mix and higher amortization absig connection with the acquired technology welpased from uRoam, Inc. Our new
Firepass SSL VPN product line is expected to hawdyrt costs comparable to our BIG-IP product line.

Cost of Net Services Revenues . Cost of net services revenues increased to $#libmfor the three months ended December 31, 2003
$2.2 million for the same period in the prior yeHne increase in absolute dollars was due primé&iipcreased salary and benefits expenses
as a result of an increase in professional sendongdoyee headcount. Cost of net services revaermreased as a percentage of services
revenues to 25.4% from 28.6% for the same peribds.decrease in cost of net services revenuepacantage of net services revenues is
primarily the result of leveraging our existingdees operating infrastructure to support the iasesl net services revenue.

We expect to maintain our gross margins innbar term, however, gross margins could be adyeaffiected by increased material costs,
component shortages, excess and obsolete investiarges and heightened sales price competition.

12
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Three months ended
December 31,

2003 2002

(in thousands, except percentage
Operating expense:

Sales and marketir $14,95¢ $12,75¢

Research and developmt 5,44¢ 4,39t

General and administratiy 3,34 3,35(

Amortization of unearned compensat 10 66

Total $23,75¢ $20,57(

| I

Operating expenses (as a percentage of reveni

Sales and marketir 41.4% 47.2%

Research and developm 15.1 16.2

General and administratiy 9.3 12.4

Amortization of unearned compensat — —

Total 65.8% 76.(%

Sales and marketing. Sales and marketing expenses consist primarilglafies, commissions and related expenses of tes aad
marketing staff, costs of our marketing programsluding public relations, advertising and tradeves, facilities and depreciation expenses.
Sales and marketing expenses increased 17.2% 10 8flfion for the three months ended December2BD3, from $12.8 million for the
same period in the prior year. The increase inssahel marketing expenses was primarily due to highlary, commission and employee
benefit related expenses. In the future, we exjpecbntinue to increase our sales and marketingresgs to grow revenues and increase our
market share.

Research and development . Research and development expenses consist dyirahsalaries and benefits for our product deveiept
personnel, prototype materials and expenses refatined development of new and improved produetsiifies and depreciation expenses.
Research and development expenses increased By 23 %$6.4 million for the three months ended Decendi, 2003 from $4.4 million for
the same period in the prior year. The increagsesearch and development expenses was primarilyoduereased prototype expenses an
increase in payroll and related costs driven binarease in headcount related to our acquisitiomRdam, Inc. We expect to continue to
increase research and development expenses astungr $uccess is dependent on the continued enhantef our current products and our
ability to develop new, technologically advanceddarcts that meet the changing needs of our cussomer

General and administrative . General and administrative expenses consist pitimad salaries and related expenses of our exesut
finance, information technology, human resourcelagdl personnel, third-party professional serféas, bad debt charges, facilities and
depreciation expenses. General and administratiperses were $3.3 million for the three months dridlecember 31, 2003 consistent with
$3.4 million for the same period in the prior yeHne slight decrease in general and administraiypenses was primarily due to lower bad
debt charges as a result of improved credit quafityur customers and collection efforts parti@ffset by increased legal expenses and s
and benefit expenses.

Amortization of unearned compensation. We recorded $8.3 million of stock compensation €sgtce our inception through December 31,
2003. These compensation costs represented tleeatiiffe between the exercise price and the deerneglize of certain stock options
granted to our employees and outside directorssd btock options generally vested ratably oveuayear period. We amortized these
compensation costs using an accelerated methoetssriped by FASB interpretation No. 28 (“FIN N& R As of December 31, 2003, the
balance of unearned compensation was fully amattize
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Three months ended
December 31,

2003 2002

(in thousands, except percentages)
Other income and income taxe:

Income from operatior $4,01¢ $26€
Other income, ne 184 462
Income before income tax 4,19¢ 73C
Provision for income taxe 39¢ 21C
Net income $3,801 $52C
[ | [ |
Other income and income taxes (as a percentage @&venue)
Income from operatior 11.1% 1.C%
Other income, ne 0.5 1.7
Income before income tax 11.€ 2.7
Provision for income taxe 1.1 0.8
Net income 10.5% 1.9%
[ | [ |

Other income, net. Other income, net, consists primarily of interestome and foreign currency transaction gains assef Other
income, net, decreased to $184,000 for the threghm@nded December 31, 2003 from $462,000 fosdhee period in the prior year. This
decrease was primarily due to increased foreigreaay losses realized in the current quarter agpeped to the prior period.

Income taxes . The provision for income tax for the three morghsled December 31, 2003 and 2002, primarily ctnsfsoreign taxes
related to our international operations. The priovigor income taxes in the three months ended Déee 31, 2003 also includes charges for
deferred tax liabilities associated with the anmation of goodwill. We have a valuation allowanaeffset U.S. deferred tax assets in
accordance with the provisions of FAS 109. In then¢ we maintain profitability in future reportimpgriods management will continue to
evaluate the realizability of our U.S. deferred &asets. If it is determined that it is more likédgn not that the U.S. deferred tax assets are
recoverable by the availability of future taxalbleame, the valuation allowance will be reversed fature reporting period. For the three
months ended December 31, 2003 we continued to W tax losses primarily due to the tax beneéteived from employee stock option
deductions. At December 31, 2003, a significantiporof the valuation allowance of our net operatioss carryforwards is derived from the
tax benefits of stock option deductions. At suahetias the valuation allowance related to theseddieahs is released, the benefit will be
credited to additional paid in capital.

Financial Condition

Cash and cash equivalents, short-term invegsyand long-term investments were $205.0 millismBDecember 31, 2003 compared to
$79.0 million as of September 30, 2003, represgrégmincrease of $126.0 million. The significardrease was primarily due to the net
proceeds of $113.6 million, generated by the shfk¥5,000 shares of common stock in a publicrifée

Cash provided by operating activities was $8ikion for the three months ended December 30328bmpared to $2.7 million for the
same period in the prior year. Cash flow from opilers in the three months ended December 31, 2808ted primarily from increased net
income combined with changes in operating assetdianilities, as adjusted for various non-casimgencluding a provision for doubtful
accounts and sales returns, and depreciation andiaation charges. Cash used in investing actisitvas $109.4 million for the three mor
ended December 31, 2003 compared to $15.8 milbothie same period in the prior year. Cash uséuvigsting activities was primarily due
to investing the proceeds of the offering and tteuésition of capital equipment. Cash provided iogihcing activities for the three months
ended December 31, 2003 was $118.1 million compar&d.8 million for the same period in the prieay. Our financing activities consist
of $113.6 million net proceeds received from a usiock offering as well as cash received fromekercise of employee stock options and
purchases under our employee stock purchase pésedBon our current operating and capital experaditu
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forecasts, we believe that our existing cash anestment balances together with cash generateddparations should be sufficient to meet
our operating requirements for the foreseeableadutu

As of December 31, 2003, our principal comneitrts consisted of obligations outstanding underaipg leases. In 2000, we entered into
lease agreements on two buildings for our corpdrasglquarters. The lease agreements expire ingifll2n option for renewal. The lease
for the second building has been fully subleasealigh 2012. We established a restricted escrowmuntdn connection with this lease
agreement. Under the terms of this lease, a $al@mletter of credit is required through Novemi2812, unless the lease is terminated
before then. The letter of credit is fully collabzed by a $6.0 million certificate of deposittiias been included on our balance sheet as a
component of restricted cash.

We outsource the manufacturing of our pre-gpméd hardware platforms to contract manufactundrs assemble each product to our
specifications. Our agreement with our largesti@mtmanufacturer allows them to procure compomamntory on our behalf based upon a
rolling production forecast. We are contractualbfigated to purchase the component inventory immtance with the forecast, unless we
give notice of order cancellation outside of apgthie lead times. As of December 31, 2003, we wenenditted to purchase approximately
$5.8 million of such inventory.

Critical Accounting Policies and Estimates

Our consolidated financial statements have Ipeepared in accordance with accounting princigkagerally accepted in the United States
of America. The preparation of these financialestagnts requires us to make estimates and judgniexitaffect the reported amounts of
assets, liabilities, revenues and expenses, aatbdetlisclosure of contingent assets and liakslitfge base our estimates on historical
experience and on various other assumptions tedialieved to be reasonable under the circumstaAcesal results may differ from these
estimates under different assumptions or conditions

We believe the following critical accountingligies affect the more significant judgments astineates used in the preparation of our
financial statements.

Revenue Recognition. We recognize revenue in accordance with the guelanavided under Statement of Position (SOP) Ne2,97
“Software Revenue Recognition,” and SOP No. 98-@dification of SOP No. 97-2, Software Revenue Reda, with Respect to Certain
Transactions.” Statement of Financial Accountingn8iards (SFAS) No. 48, “Revenue Recognition WhghRaf Return Exists,” and
Securities and Exchange Commission, or SEC, StatbAnting Bulleting (SAB) No. 101, “Revenue Recdigmi in Financial Statements.”

The Company sells products through distritsjtoesellers, and directly to end users. The Compagognizes product revenue upon
shipment, net of estimated returns, provided tb#éction is determined to be probable and no §icarit obligations remain. In certain
regions where the Company does not have the atilitgasonably estimate returns, revenue is rezednipon sale to the end user. Payment
terms to domestic customers are generally net 8. d&ayment terms to international customers rémge net 30 to 90 days based on nor
and customary trade practices in the individualket The Company has offered extended paymenstericertain customers, in which ci
revenue is recognized when payments become due.

Whenever a software license, hardware, irsgtait and post-contract customer support (PCS)ei¢srare combined into a package with a
single “bundled” price, a portion of the sales pris allocated to each element of the bundled mgpekased on their respective fair values as
determined when the individual elements are sqgduseely. Revenues from the license of softwargeregnized when the software has k
shipped and the customer is obligated to pay festftware. When rights of return are present ag¢annot estimate returns, we recognize
revenue when such rights of return lapse. Revefaud3CS are recognized on a straiihé basis over the service contract term. PCSuahed
rights to upgrades, when and if available, a lichpperiod of telephone support, updates, and bugs fibnstallation revenue is recognized w
the product has been installed at the customdes@bnsulting services are customarily billedibad rates, plus out-of-pocket expenses, and
revenues are recognized when the consulting hasdmepleted. Training revenue is recognized whertrthining has been completed.
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Reserve for Doubtful Accounts. Estimates are used in determining our allowancelédaibtful accounts and are based on a percentama
accounts receivable by aging category. In detengithese percentages, we evaluate historical wfite-current trends in the credit quality
our customer base, as well as changes in the @eliites. We perform ongoing credit evaluation®of customers’ financial condition and
generally do not require any collateral. If thesaideterioration of a major customer’s credit Wioess or actual defaults are higher than our
historical experience, our allowance for doubtftd@unts may not be sufficient.

Reserve for Product Returns. Product returns are estimated based on historgareence by type of product and are recordedeatithe
revenues are recognized. In some instances, proglemue from distributors is subject to agreemalhtsving rights of return. Accordingly,
we reduce recognized revenue for estimated fukitens at the time revenue is recorded. When rigihttsturn are present and we cannot
estimate returns, revenue is recognized when sgbtsiapse. The estimates for returns are adjysteddically based upon changes in
historical rates of returns, inventory in the disition channel, and other related factors. Itasgible that these estimates will change in the
future or that the actual amounts could vary framestimates and result in reductions to recognieednues.

Reserve for Excess or Obsolete Inventory. We currently reserve for estimated obsolescencmorarketable inventory equal to the
difference between the cost of inventory and thienaged net realizable value based upon assumpdioost future demand and market
conditions. If actual market conditions are les@fable than those projected by management, additiaventory charges may be required.

Reserve for Warranties. A warranty reserve is established based on ounrigsl experience and an estimate of the amoursssary to
settle future and existing claims on products saladf the balance sheet date. While we believeoilraivarranty reserve is adequate and that
the judgment applied is appropriate, such amoustisiated to be due and payable could differ mdtgrfiamm what will actually transpire in
the future.

Income Tax Valuation Allowance. The Company has net deferred tax assets whichublyeoffset by a valuation allowance due to
management’s determination that the criteria foogaition have not been met. In the event managewere to determine that the Company
would be able to realize its net deferred tax assethe future, an adjustment to the deferredatssets would be made, increasing net income
(or decreasing net loss) in the period in whichhsaidetermination was made.

Goodwill. The Company accounts for goodwill in accordancé \BiEAS No. 141, “Business Combinations.” Underghechase method
of accounting, the total purchase price is allod#abethe tangible and intangible assets acquirekdiaa liabilities assumed based on their
estimated fair values. Goodwill is the excess efghrchase price (including liabilities assumed dinelct costs) over the fair value of tangible
and identifiable intangible assets acquired in pase business combinations. Goodwill is not amedtizut reviewed for impairment annua

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Interest Rate Risk. The primary objective of our investment activitisdo preserve principal, while at the same timaimée the income
we receive from our investments without signifidarcreasing risk. Some of the securities thathaee invested in may be subject to market
risk. This means that a change in prevailing irgierates may cause the principal amount of thestmvent to fluctuate. For example, if we
hold a security that was issued with a fixed irgerate at the then-prevailing rate and the pragaihterest rate later rises, the principal
amount of our investment will probably decline. Mmimize this risk, we maintain our portfolio ofstaequivalents and investments in a
variety of securities, including commercial papggyernment securities and money market funds.
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The following table presents the amounts afaash equivalents, short-term investments and-teng investments that are subject to
market risk by range of expected maturity and wieidgtaverage interest rates as of December 31, 2003.

Maturing in (in thousands)

Three months or Three months to Greater than

less one year one year Total Fair value
Included in cash and cash equivale $22,46( — — $ 22,46( $ 22,46(
Weighted average interest ri 0.95% — — — —
Included in sho-term investment $96,72¢ $13,46: — $110,19( $110,19(
Weighted average interest ra 1.21% 2.05% — — —
Included in lon-term investment — — $67,097 $ 67,097 $ 67,097
Weighted average interest ra — — 1.8€% — —

Foreign Currency Risk. The majority of our sales and expenses are dendedma U.S. dollars. While we have conducted some
transactions in foreign currencies during the thmemiths ended December 31, 2003 and expect toncentd do so, we do not anticipate that
foreign currency transaction gains or losses vélbignificant. We have not engaged in foreign awryehedging to date, however we may do
so in the future.

Iltem 4. Controls and Procedures

As of December 31, 2003, we carried out atuat@n, under the supervision and with the pgstition of the Company’s management,
including our Chief Executive Officer and Chief kirtial Officer, of the effectiveness of the desagual operation of our disclosure controls
and procedures pursuant to Exchange Act Rule 18a-a6d 15dt5(e). Based upon that evaluation, the Chief Exee@fficer and the Chie
Financial Officer concluded that our disclosuretools and procedures are effective to timely aleeim to any material information relating
the Company (including its consolidated subsid&@rtbat must be included in our periodic SEC fiinghere have been no significant
changes in the Company’s internal controls or freofactors that could significantly affect interoantrols subsequent to their evaluation.

We intend to review and evaluate the desighedfectiveness of our disclosure controls and @doces on an ongoing basis and to imp
our controls and procedures over time and to cbaneg deficiencies that we may discover in thereit@®ur goal is to ensure that our senior
management has timely access to all material fiahaod non-financial information concerning ousiness. While we believe the present
design of our disclosure controls and proceduresféstive to achieve our goal, future events diifgcour business may cause us to modify
our disclosure controls and procedures.

PART Il - OTHER INFORMATION
Item 1. Legal Proceedings

We are subject to legal proceedings, claimd,lgigation arising in the ordinary course of mgss. While the outcome of these matters is
currently not determinable, management does natathat the ultimate costs to resolve these nzatdl have a material adverse effect on
our financial statements.

Reference is made to Item 3, Legal Proceedmgsr Annual Report on Form 10-K for the year eth@&eptember 30, 2003, filed
October 30, 2003, for descriptions of our legalggedings. We continue to believe that the resolutfcthese legal proceedings will not have
a material adverse effect on us and there havemeematerial developments since our 10-K filing.
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Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits

Exhibit

Number Exhibit Description
3.1 — Second Amended and Restated Articles of Incorpmaif the Registration (:
3.2 — Amended and Restated Bylaws of the Registrar
4.1 — Specimen Common Stock Certificate

31.1% — Certification Pursuant to Section 302 of the Sagk-Oxley Act of 2002

31.2* — Certification Pursuant to Section 302 of the Saes-Oxley Act of 2002

32.1* — Certification Pursuant to Section 906 of the Saes-Oxley Act of 2002

* Filed herewith
(1) Incorporated by reference from Registration Statéroa Form -1, File No. 33-75817.
(b) Reports on Form-K

On January 21, 2004, we furnished a Current RepoRorm 8-K pursuant to Item 12 containing the prefease relating to our financial
results for the three months ended December 313.200

On November 14, 2004, we filed a Current Reporform 8K pursuant to Item 7 containing the opinion andsemt of Heller Ehrman Whit
& McAuliffe LLP.

On November 12, 2004, we filed a Current Reporfform 8-K pursuant to Items 7 and 9 containing tineéswriting Agreement between F5
Networks, Inc. and Citigroup Global Markets Inceiman Brothers Inc. and Merrill Lunch, Pierce, Feenéa Smith Incorporated and the pr
release announcing the pricing of the public offgrof 4,500,000 shares of common stock.

On October 30, 2003, we filed a Current Report omt8-K reporting under Item 7 updated pro fornmaficial information in connection
with our acquisition of substantially all of thesass of uRoam, Inc.,as required by Rule 11-02(¢&jexjulation S-X.

On October 30, 2003, we filed a Current Report omt8-K, reporting under Item 9 the announcemerat piiblic offering of 4,500,000
shares of common stock.

On October 29, 2003, we furnished a Current Repofform 8-K pursuant to Item 12 containing the pregease relating to our financial
results for the three months ended September 33.20
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SIGNATURES

Pursuant to the requirements of the Secuiltiehange Act of 1934, the Registrant has duly @adisis report to be signed on its behalf by
the undersigned, thereunto duly authorized onltth day of February, 2004.

F5 NETWORKS, INC

By: /s/ STEVEN B. COBURN

Steven B. Cobur

Chief Financial Office

(Duly Authorized Officer ant

Principal Financial and Accounting Office
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EXHIBIT INDEX
Exhibit
Number Exhibit Description
3.1 — Second Amended and Restated Articles of Incorpmaif the Registration (Z
3.2 — Amended and Restated Bylaws of the Registrar
4.1 — Specimen Common Stock Certificate
31.1* — Certification Pursuant to Section 302 of the Saes-Oxley Act of 2002
31.2* — Certification Pursuant to Section 302 of the Sagk-Oxley Act of 2002
32.1* — Certification Pursuant to Section 906 of the Sagk-Oxley Act of 2002

* Filed herewith
(1) Incorporated by reference from Registration Statdroa Form -1, File No. 33-75817.
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Exhibit 31.1

CERTIFICATIONS
I, John McAdam, certify that:
1) I have reviewed this quarterly report on FormQ@0f F5 Networks, Inc.;

2) Based on my knowledge, this report does notaiorgny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatisg with respect to the period
covered by this report;

3) Based on my knowledge, the financial statememtd,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4) The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)jHeregistrant and have:

a. designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our supervisior
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b. evaluated the effectiveness of the registraig&osure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

c. disclosed in this report any change in the tegjig's internal controls over financial reportih@t occurred during our most recent fiscal
quarter that has materially affected, or is reablynigkely to materially affect, the registrantiggérnal controls over financial reporting; and

5) The registrant's other certifying officer anldalve disclosed, based on our most recent evalyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent functions):

a. all significant deficiencies and material weadses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and rtefpwaincial information; and

b. any fraud, whether or not material, that invelmeanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: February 12, 2004
/sl JOHN MCADAM

John McAdam
Chi ef Executive Oficer and President
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Exhibit 31.2

CERTIFICATIONS
I, Steven B. Coburn, certify that:
1) I have reviewed this quarterly report on FormQ@0f F5 Networks, Inc.;

2) Based on my knowledge, this report does notaiorgny untrue statement of a material fact or don#ttate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nistatisg with respect to the period
covered by this report;

3) Based on my knowledge, the financial statememtd,other financial information included in thisagterly report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in this rej

4) The registrant's other certifying officer anaré responsible for establishing and maintainisgldsure controls and procedures (as defined
in Exchange Act Rules 13a-15(e) and 15d-15(e)jHeregistrant and have:

a. designed such disclosure controls and procedaresused such disclosure controls and procedoifes designed under our supervisior
ensure that material information relating to thgistrant, including its consolidated subsidiarissnade known to us by others within those
entities, particularly during the period in whidtig report is being prepared;

b. evaluated the effectiveness of the registraig&osure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and pros] as of the end of the period covered by #psnt based on such evaluation; and

c. disclosed in this report any change in the tegjig's internal controls over financial reportih@t occurred during our most recent fiscal
quarter that has materially affected, or is reablynigkely to materially affect, the registrantiggérnal controls over financial reporting; and

5) The registrant's other certifying officer anldalve disclosed, based on our most recent evalyatidhe registrant's auditors and the audit
committee of registrant's board of directors (aispas performing the equivalent functions):

a. all significant deficiencies and material weadses in the design or operation of internal cordvelr financial reporting which are
reasonably likely to adversely affect the registeaability to record, process, summarize and rtefpwaincial information; and

b. any fraud, whether or not material, that invelmeanagement or other employees who have a sigmifiole in the registrant's internal
control over financial reporting.

Date: February 12, 2004
/'s/ STEVEN B. COBURN

Steven B. Coburn
Seni or Vice President, Chief Financial Oficer
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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 F5 Netkg Inc. (the "Company") on Form 1Dfor the period ending December 31, 2003 as
with the Securities and Exchange Commission ord#tte hereof (the "Report"), we, John McAdam, Pessiédind Chief Executive Officer a
Steven Coburn, Senior Vice President and Chiefriéiad Officer of the Company, certify, pursuantl® U.S.C. Section 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2002, that:

(1) The Report fully complies with the requiremeatsection 13(a) or 15(d) of the Securities ExgwAct of 1934; and

(2) The information contained in the Report faplgsents, in all material respects, the finana@aldition and result of operations of the
Company.

Date: February 12, 2004

/sl JOHN MCADAM

John McAdam

/'s/ STEVEN B. COBURN

Steven B. Coburn

A signed original of this written statement reqdit®y Section 906, or other document authenticatisgnowledging, or otherwise adopting
the signature that appears in typed form withingleetronic version of this written statement regdiby Section 906, has been provided ti
Networks, Inc., and will be retained by F5 Netwoike., and furnished to the Securities and Excbabgmmission or its staff upon reque
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