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Item 7. Financial Statements, Pro Forma Financial Information and Exhibits  

On May 31, 2004, F5 Networks, Inc. (“F5 Networks”) acquired MagniFire Websystems, Inc. and its subsidiaries (“MagniFire”) as a wholly-
owned subsidiary through a merger transaction. This Amended Current Report on Form 8-K/A is filed to provide the financial information with 
respect to the merger required by Item 7(a) of Form 8-K and the pro forma financial information required by Item 7(b) of Form 8-K.  

(a) Financial statements of business acquired  

See Exhibit 99.1 for the audited consolidated financial statements of MagniFire as of and for the years ended December 31, 2003 and 2002 and 
for the period July 15, 2000 (date of inception) through December 31, 2003. See Exhibit 99.2 for the unaudited consolidated financial 
statements of MagniFire as of March 31, 2004 and December 31, 2003, and for the three months ended March 31, 2004 and 2003, and for the 
period July 15, 2000 (date of inception) through March 31, 2004.  

(b) Pro forma financial information  

The following unaudited pro forma condensed combined consolidated financial statements give effect to the acquisition of MagniFire by F5 
Networks under the purchase method of accounting and have been derived by the application of pro forma adjustments to the historical 
consolidated financial statements of F5 Networks and MagniFire. Assumptions underlying the pro forma adjustments are described in the 
accompanying notes, which should be read in conjunction with these unaudited pro forma condensed combined consolidated financial 
statements. The merger was completed on May 31, 2004.  

The unaudited pro forma condensed combined consolidated balance sheet has been prepared to reflect the merger as if it occurred on March 31, 
2004. Integration costs are not included in the accompanying unaudited pro forma condensed combined financial statements. The unaudited pro 
forma condensed combined consolidated statements of operations for the year ended September 30, 2003 and for the six months ended 
March 31, 2004 have been prepared to reflect the merger as if it occurred on October 1, 2002. There were no material differences between the 
MagniFire amounts recorded as of March 31, 2004 and the amounts as of the closing date of the merger transaction. The excess of 
consideration paid by F5 Networks in the acquisition over the fair value of MagniFire identifiable assets and liabilities has been recorded as 
goodwill.  

During the previous fiscal year, we acquired substantially all of the assets and assumed certain liabilities of uRoam, Inc. (uRoam). Accordingly, 
the unaudited pro forma condensed combined consolidated statements of operations for the year ended September 30, 2003 have also been 
derived by the application of pro forma adjustments to the historical consolidated financial statements of uRoam for the period October 1, 2002 
through July 23, 2003, the effective date of the uRoam acquisition. Refer to the F5 Networks Current Report on Form 8-K/A as filed with the 
SEC on September 15, 2003 for additional information related to our acquisition of uRoam.  

The unaudited pro forma condensed combined consolidated statement of operations for the year ended September 30, 2003 combines the 
consolidated statement of operations of F5 Networks for the fiscal year ended September 30, 2003 with uRoam’s consolidated statement of 
operations for the period October 1, 2002 through July 23, 2003 and MagniFire’s consolidated statement of operations for the calendar year 
ended December 31, 2003. The unaudited pro forma condensed combined consolidated statement of operations for the six months ended March 
31, 2004 combines the unaudited consolidated statement of operations of F5 Networks for the six months ended March 31, 2004 with 
MagniFire’s unaudited statement of operations for the six months ended March 31, 2004. As a result of different fiscal year ends, MagniFire’s 
results of operations for the three months ended December 31, 2003 were combined with the results of operations for the three months ended 
March 31, 2004 to conform to the six month period presented for F5 Networks. During the three months ended December 31, 2003, MagniFire 
recorded no revenue and recorded a net loss of $1.3 million.  

The unaudited pro forma condensed combined consolidated financial information is based on estimates and assumptions. These estimates and 
assumptions have been made solely for purposes of developing this pro forma information, which is presented for illustrative purposes only and 
is not necessarily indicative of the combined financial position or results of operations of future periods or the results that actually would have 
been realized had the entities been a single entity during these periods.  
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F5 Networks, Inc.  
Unaudited Pro Forma Condensed Combined Consolidated Balance Sheet  

As of March 31, 2004  
(in thousands)  

See accompanying notes to the unaudited pro forma condensed combined consolidated financial statements.  
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                    Pro Forma             

    

F5 Networks 
  

MagniFire 
  

Adjustments 
          

Pro Forma 

ASSETS                                          
Current assets Cash and cash equivalents    $ 22,162     $ 901     $ ––            $ 23,063   

Short-term investments      108,656       —      (30,500 )     (A1 )     78,156   
Accounts receivable, net      19,158       73       ––              19,231   
Inventories      1,905       83       (83 )     (A2 )     1,905   
Other current assets      5,275       ––      ––              5,275   

       

  

      

  

      

  

              

  

  

Total current assets      157,156       1,057       (30,583 )             127,630   
       

  

      

  

      

  

              

  

  

Restricted cash      6,183       76       ––              6,259   
Property and equipment, net      10,272       90       ––              10,362   
Long-term investments      96,450       —      ––              96,450   
Goodwill      24,188       ––      24,858       (A3 )     49,046   
Other assets, net      3,727       170       5,000       (A3 )     8,897   
       

  

      

  

      

  

              

  

  

Total assets    $ 297,976     $ 1,393     $ (725 )           $ 298,644   
       

  

      

  

      

  

              

  

  

LIABILITIES AND SHAREHOLDERS ’  EQUITY                                          
Current liabilities                                          

Accounts payable    $ 5,397     $ 232     $ ––            $ 5,629   
Accrued liabilities      13,678       252       ––              13,930   
Deferred revenue      24,502       8       ––              24,510   

       

  

      

  

      

  

              

  

  

Total current liabilities      43,577       492       ––              44,069   
       

  

      

  

      

  

              

  

  

Other long-term liabilities      1,744       176       ––              1,920   
Deferred tax liability      454       ––      ––              454   
Convertible promissory note      —      2,089       (2,089 )     (A4 )     ––  
       

  

      

  

      

  

              

  

  

Total long-term liabilities      2,198       2,265       (2,089 )             2,374   
       

  

      

  

      

  

              

  

  

Commitments and contingencies                                          
Shareholders’  equity                                          

Common stock      273,263       22       (22 )     (A5 )     273,263   
Preferred Stock      —      136       (136 )     (A5 )     ––  
Deferred stock compensation      —      (245 )     245       (A5 )     ––  
Additional paid in capital      ––      9,429       (9,429 )     (A5 )     ––  
Accumulated other comprehensive loss      647       —      ––              647   
Accumulated deficit      (21,709 )     (10,706 )     10,706       (A5 )     (21,709 ) 

       

  

      

  

      

  

              

  

  

Total shareholders’  equity      252,201       (1,364 )     1,364               252,201   
       

  

      

  

      

  

              

  

  

Total liabilities and shareholders’  equity    $ 297,976     $ 1,393     $ (725 )           $ 298,644   
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F5 Networks Inc.  
Unaudited Pro Forma Condensed Combined Consolidated Statements of Operations  

For the Year Ended September 30, 2003  
(in thousands, except per share amounts)  

See accompanying notes to the unaudited pro forma condensed combined consolidated financial statements.  
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                    Pro Forma                           Pro Forma           Pro 

    

F5 Networks 
  

uRoam 
  

Adjustments 
          

Sub-Total 
  

MagniFire 
  

Adjustments 
          

Forma 

Net revenues                                                                          
Products    $ 84,197     $ 884     $ ––            $ 85,081     $ 32     $ ––            $ 85,113   
Services      31,698       133       ––              31,831       ––      ––              31,831   

       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Total      115,895       1,017       ––              116,912       32       ––              116,944   
       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Cost of net revenues                                                                          
Products      17,837       58       600       (A6 )     18,495       125       1,000       (A6 )     19,620   
Services      9,068       6       —              9,074       ––      ––              9,074   

       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Total      26,905       64       600               27,569       125       1,000               28,694   
       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Gross profit      88,990       953       (600 )             89,343       (93 )     (1,000 )             88,250   
Operating expenses                                                                          

Sales and marketing      53,458       1,664       ––              55,122       1,746       (364 )     (A7 )     56,504   
Research and development      19,246       2,288       ––              21,534       2,146       (46 )     (A7 )     23,634   
General and administrative      12,014       1,762       ––              13,776       116       ––              13,892   
Amortization of unearned 

compensation      83       ––      ––              83       ––      410       (A7 )     493   
       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Total      84,801       5,714       —              90,515       4,008       ––              94,523   
       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Income (loss) from operations      4,189       (4,761 )     (600 )             (1,172 )     (4,101 )     (1,000 )             (6,273 ) 
Other income (expense), net      751       (546 )     24       (A8 )     229       (55 )     (488 )     (A8 )     (314 ) 
       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Income (loss) before income taxes      4,940       (5,307 )     (576 )             (943 )     (4,156 )     (1,488 )             (6,587 ) 
Provision for income taxes      853       —      ––              853       ––      ––              853   
       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Net income (loss)    $ 4,087     $ (5,307 )   $ (576 )           $ (1,796 )   $ (4,156 )   $ (1,488 )           $ (7,440 ) 
       

  

      

  

      

  

              

  

      

  

      

  

              

  

  

Net income (loss) per share – basic    $ 0.15                                                       $ (0.28 ) 
       

  

                                                            

  

  

Weighted average shares – basic      26,453                                                             26,453   
       

  

                                                            

  

  

Net income (loss) per share – diluted    $ 0.14                                                       $ (0.28 ) 
       

  

                                                            

  

  

Weighted average shares – diluted      28,220                                                             26,453   
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F5 Networks, Inc.  
Unaudited Pro Forma Condensed Combined Consolidated Statements of Operations  

For the Six Months Ended March 31, 2004  
(in thousands, except per share amounts)  

See accompanying notes to the unaudited pro forma condensed combined consolidated financial statements.  
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                    Pro Forma             

    

F5 Networks 
  

MagniFire 
  

Adjustments 
          

Pro Forma 

Net revenues                                          
Products    $ 56,096     $ ––    $ ––            $ 56,096   
Services      20,632       ––      —              20,632   

       

  

      

  

      

  

              

  

  

Total      76,728       ––      —              76,728   
       

  

      

  

      

  

              

  

  

Cost of net revenues                                          
Products      12,648       101       500       (A6 )     13,249   
Services      5,088       ––      —              5,088   

       

  

      

  

      

  

              

  

  

Total      17,736       101       500               18,337   
       

  

      

  

      

  

              

  

  

Gross profit      58,992       (101 )     (500 )             58,391   
       

  

      

  

      

  

              

  

  

Operating expenses                                          
Sales and marketing      30,874       1,021       (364 )     (A7 )     31,531   
Research and development      11,344       904       (65 )     (A7 )     12,183   
General and administrative      7,202       86       —              7,288   
Amortization of unearned compensation      10       —      429       (A7 )     439   

       

  

      

  

      

  

              

  

  

Total      49,430       2,011       —              51,441   
       

  

      

  

      

  

              

  

  

Income (loss) from operations      9,562       (2,112 )     (500 )             6,950   
Other income (expense), net      992       (57 )     (180 )     (A8 )     755   
       

  

      

  

      

  

              

  

  

Income (loss) before income taxes      10,554       (2,169 )     (680 )             7,705   
Provision for income taxes      798       —      —              798   
       

  

      

  

      

  

              

  

  

Net income (loss)    $ 9,756     $ (2,169 )   $ (680 )           $ 6,907   
       

  

      

  

      

  

              

  

  

Net income per share – basic    $ 0.31                             $ 0.22   
       

  

                              

  

  

Weighted average shares – basic      31,953                               31,953   
       

  

                              

  

  

Net income per share – diluted    $ 0.28                             $ 0.20   
       

  

                              

  

  

Weighted average shares – diluted      35,074                               35,074   
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F5 NETWORKS, INC.  
NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED CON SOLIDATED FINANCIAL STATEMENTS  

1. Basis of Unaudited Pro Forma Presentation  

On May 31, 2004, we acquired MagniFire Websytems, Inc. and its subsidiaries (MagniFire) through a merger transaction. We agreed to pay 
$29.0 million in cash for all of the issued and outstanding shares of MagniFire capital stock. We also incurred $1.5 million of direct transaction 
costs for a total purchase price of $30.5 million. As a result of the merger, we acquired all the assets of MagniFire, including MagniFire’s web 
application firewall product line, all property, equipment and other assets that MagniFire used in its business and assumed certain of the 
liabilities of MagniFire. The acquisition of MagniFire is intended to allow us to quickly enter the web application security market, broaden our 
customer base and augment our existing product line.  

The unaudited pro forma condensed combined consolidated financial information has been prepared to give effect to the acquisition, accounted 
for using the purchase method of accounting in accordance with Statement of Financial Accounting Standards No. 141 “Business 
Combinations” (SFAS No. 141). The purchase price allocation is based on management’s best estimate of the fair value of the assets acquired 
and liabilities assumed, which, based on facts and circumstances are subject to change.  

As a result of different fiscal year ends of F5 Networks and MagniFire, financial information has been combined for different periods in the pro 
forma financial information. The unaudited pro forma condensed combined consolidated balance sheet has been prepared to reflect the 
acquisition as if the merger had occurred on March 31, 2004. The unaudited pro forma condensed combined consolidated statements of 
operations for the year ended September 30, 2003 and for the six months ended March 31, 2004 have been prepared to reflect the acquisition as 
if the acquisition occurred on October 1, 2002. Certain reclassifications have been made to conform MagniFire’s historical and pro forma 
amounts to F5 Network’s financial statement presentation.  

2. Acquisition by F5 Networks  

We accounted for the acquisition under the purchase method of accounting in accordance with SFAS No. 141. Under the purchase method of 
accounting, the total purchase price is allocated to the tangible and intangible assets acquired and the liabilities assumed based on their 
estimated fair values. The excess of the purchase price over those fair values is recorded as goodwill. The fair value assigned to the tangible 
and intangible assets acquired and liabilities assumed are based on estimates and assumptions provided by management, and other information 
compiled by management, including an independent valuation, prepared by an independent valuation specialist that utilizes established 
valuation techniques appropriate for the technology industry. The purchase price allocation as of May 31, 2004, the effective date of the merger 
transaction, is as follows (in thousands):  

Of the total estimated purchase price, $5.0 million was allocated to developed technology. To determine the value of the developed technology, 
a combination of cost and market approaches were used. The cost approach required an  

6  

          
Assets acquired          

Cash    $ 895   
Accounts receivable, net      152   
Restricted cash      76   
Other assets      235   
Property and equipment      81   
Developed technology      5,000   
Goodwill      24,809   

       

  

  

Total assets acquired      31,248   
       

  

  

Liabilities assumed          
Accrued liabilities      (723 ) 
Deferred revenue      (25 ) 

       

  

  

Total liabilities assumed      (748 ) 
       

  

  

Net assets acquired    $ 30,500   
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F5 NETWORKS, INC.  
NOTES TO UNAUDITED PRO FORMA CONDENSED COMBINED CON SOLIDATED FINANCIAL STATEMENTS  

estimation of the costs required to reproduce the acquired technology. The market approach measures the fair value of the technology through 
an analysis of recent comparable transactions. The $5.0 million allocated to developed technology will be amortized on a straight-line basis 
over an estimated useful life of five years.  

Goodwill represents the excess of the purchase price of an acquired business over the fair value of the underlying net tangible and intangible 
assets. In accordance with Statement of Financial Accounting Standards No. 142, “Goodwill and other Intangible Assets,” goodwill will not be 
amortized but instead will be tested for impairment at least annually. In the event that we determine that goodwill has been impaired, we will 
incur an accounting charge for the amount of impairment during the fiscal quarter in which the determination is made.  

The estimated purchase price was allocated to goodwill of $24.8 million, including the Company’s valuation allowance on the deferred taxes 
acquired from MagniFire. We have a full valuation allowance to offset U.S. deferred tax assets in accordance with the provisions of Financial 
Accounting Standards Board Statement No. 109, “Accounting for Income Taxes.” Based on current and expected financial trends, we expect to 
release the valuation allowance during the fourth quarter of fiscal 2004. At that time, Goodwill will be increased by an estimated additional 
$1.0 million to $2.0 million.  

3. Pro Forma Adjustments  

The unaudited pro forma adjustments reflect those matters that are a direct result of the merger transaction which are factually supportable and, 
for pro forma adjustments to the pro forma condensed combined consolidated statements of operations, are expected to have continuing impact. 
The unaudited pro forma adjustments are as follows (in thousands):  
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    (A1) We funded the acquisition of MagniFire from existing cash reserves reducing our short-term investments by $30.5 million. 
  
    (A2) The carrying value of MagniFire’s inventory has been eliminated because it no longer has value as a result of the new product line 

hardware specifications required by F5 Networks. 
  
    (A3) Adjustment to reflect the preliminary estimate of the fair value of intangible assets. Those assets consist of developed technology of 

$5,000 and goodwill of $24,698. Goodwill represents the residual of the purchase price, including direct costs relating to the acquisition, 
over the fair value of net assets acquired. 

  
    (A4) MagniFire’s convertible promissory note payable was not assumed in the merger transaction and has been eliminated. 

  
    (A5) MagniFire’s stockholders’  equity (deficiency) balances have been eliminated. 

  
    (A6) The increase reflects additional amortization of developed technology in connection with the acquisition. The developed technology 

has an estimated useful life of five years and the incremental amortization expense has been reflected as if the acquisition occurred on 
October 1, 2002. 

  
    (A7) Reclassification of deferred stock compensation expenses to conform to F5 Network’s income statement presentation. 

  
    (A8) Adjustment to reduce interest income that would have been earned had the acquisition taken place on October 1, 2002. 
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(c) Exhibits  
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Exhibit     
Number 

  

Exhibit Description 

99.1  
  

MagniFire Websystems, Inc. consolidated financial statements as of and for the years ended December 31, 2003 and 2002 
and for the period July 15, 2000 (date of inception) through December 31, 2003. 

    
99.2  

  

MagniFire Websystems, Inc. unaudited consolidated financial statements as of March 31, 2004 and December 31, 2003, and 
for the three months ended March 31, 2004 and 2003, and for the period July 15, 2000 (date of inception) through March 31, 
2004. 
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SIGNATURES  

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized on the 5th day August, 2004. 
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  F5 NETWORKS, INC.  

  
  

  By:   /s/ Steven B. Coburn     
    Steven B. Coburn    
    Senior Vice President, Chief Financial Officer    
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EXHIBIT INDEX  
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Exhibit     
Number 

  

Exhibit Description 

99.1  
  

MagniFire Websystems, Inc. consolidated financial statements as of and for the years ended December 31, 2003 and 2002 
and for the period July 15, 2000 (date of inception) through December 31, 2003. 

    
99.2  

  

MagniFire Websystems, Inc. unaudited consolidated financial statements as of March 31, 2004 and December 31, 2003, and 
for the three months ended March 31, 2004 and 2003, and for the period July 15, 2000 (date of inception) through March 31, 
2004. 



EXHIBIT 99.1  

MAGNIFIRE WEBSYSTEMS INC.  

(A DEVELOPMENT STAGE COMPANY)  

CONSOLIDATED FINANCIAL STATEMENTS  

AS OF DECEMBER 31, 2003  

U.S. DOLLARS IN THOUSANDS  

INDEX  

 

                                                                   PAGE 
                                                                   ---- 
REPORT OF INDEPENDENT AUDITORS                                      2 
 
CONSOLIDATED BALANCE SHEETS                                         3 
 
CONSOLIDATED STATEMENTS OF OPERATIONS                               4 
 
STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIENCY)          5 
 
CONSOLIDATED STATEMENTS OF CASH FLOWS                               6 
 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS                        7 - 20  



[ERNST & YOUNG LOGO]  

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM  

TO THE SHAREHOLDERS OF  

MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

We have audited the accompanying consolidated balance sheets of Magnifire Websystems Inc. (A Development Stage Company) ("the 
Company") and its subsidiaries as of December 31, 2003 and 2002, and the related consolidated statements of operations, changes in 
shareholders' equity (deficiency) and cash flows for the years then ended and for the period from July 15, 2000 (date of inception) through 
December 31, 2003. These financial statements are the responsibility of the Company's management. Our responsibility is to express an 
opinion on these financial statements based on our audits.  

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those 
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An 
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.  

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position 
of the Company and its subsidiaries as of December 31, 2003 and 2002, and the consolidated results of their operations and their cash flows for 
the years then ended and for the period from July 15, 2000 (date of inception) through December 31, 2003 in conformity with accounting 
principles generally accepted in the United States.  

 
- 2 -  

/s/ KOST FORER GABBAY & KASIERER 
    A Member of Ernst & Young Global 
 
 Tel-Aviv, Israel 
 May 24, 2004 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

CONSOLIDATED BALANCE SHEETS  
U.S. DOLLARS IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA  

 

The accompanying notes are an integral part of the consolidated financial statements.  

- 3 -  

                                                                                          DECEMBER 31,  
                                                                                      ---------------- ---- 
                                                                                       2003         20 02 
                                                                                      -------      --- ---- 
    ASSETS 
 
CURRENT ASSETS: 
    Cash and cash equivalents                                                         $ 1,157      $ 3 ,328 
    Restricted cash                                                                        78           72 
    Inventory                                                                              80           62 
    Accounts receivable and prepaid expenses                                               63           63 
                                                                                      -------      --- ---- 
 
Total current assets                                                                    1,378        3 ,525 
                                                                                      -------      --- ---- 
 
SEVERANCE PAY FUND                                                                        170          123 
                                                                                      -------      --- ---- 
 
PROPERTY AND EQUIPMENT, NET                                                               105          156 
                                                                                      -------      --- ---- 
 
                                                                                      $ 1,653      $ 3 ,804 
                                                                                      =======      === ==== 
    LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIENC Y) 
 
CURRENT LIABILITIES: 
  Trade payables                                                                      $   209      $   177 
  Employees and payroll accruals                                                          123          159 
  Other accounts payable and accrued expenses                                              99          141 
                                                                                      -------      --- ---- 
 
Total current liabilities                                                                 431          477 
                                                                                      -------      --- ---- 
 
ACCRUED SEVERANCE PAY                                                                     174          141 
                                                                                      -------      --- ---- 
 
CONVERTIBLE PROMISSORY NOTES                                                            1,608            - 
                                                                                      -------      --- ---- 
 
COMMITMENTS AND CONTINGENT LIABILITIES 
 
STOCKHOLDERS' EQUITY (DEFICIENCY): 
  Share capital (Note 7) - 
    Common stock of $ 0.01 par value: Authorized: 3 2,442,056 shares as of 
      December 31, 2003 and 2002; Issued and outsta nding: 2,240,500 shares as of 
      December 31, 2003 and 2002                                                           22           22 
    Convertible Preferred A stock of $ 0.01 par val ue: Authorized: 5,658,720 
      shares as of December 31, 2003 and 2002; Issu ed and outstanding: 5,658,720 
      shares as of December 31, 2003 and 2002; Liqu idation preferences of $ 6,735 
      and $ 6,525 as of December 31, 2003 and 2002,  respectively                           57           57 
    Convertible Preferred B stock of $ 0.01 par val ue: Authorized: 7,899,225 
      shares as of December 31, 2003 and 2002; Issu ed and outstanding: 7,899,225 
      shares as of December 31, 2003 and 2002; Liqu idation preferences of $ 3,102 
      as of December 31, 2003 and 2002                                                     79           79 
  Deferred stock compensation                                                            (264)           - 
  Additional paid-in capital                                                            9,429        8 ,755 
  Deficit accumulated during the development stage                                     (9,883)      (5 ,727)  
                                                                                      -------      --- ---- 
 
Total shareholders' equity (deficiency)                                                  (560)       3 ,186 
                                                                                      -------      --- ---- 
 
                                                                                      $ 1,653      $ 3 ,804 
                                                                                      =======      === ==== 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

CONSOLIDATED STATEMENTS OF OPERATIONS  
U.S. DOLLARS IN THOUSANDS  

 

The accompanying notes are an integral part of the consolidated financial statements.  
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                                                             PERIOD FROM 
                                                            JULY 15, 2000  
                                                               (DATE OF 
                                           YEAR END ED         INCEPTION) 
                                          DECEMBER 31,         THROUGH 
                                     -------------- ------    DECEMBER 31,  
                                       2003         2002        2003 
                                     -------      - ------   -------------  
Revenues                             $    32      $      -      $    32 
Cost of revenues                         125            -          125 
                                     -------      - ------      ------- 
 
Gross loss                               (93)           -          (93) 
 
Operating expenses: 
  Research and development             2,146        1,892        6,306 
  Sales and marketing                  1,746        1,198        3,233 
  General and administrative             116           45          248 
                                     -------      - ------      ------- 
 
Operating loss                         4,101        3,135        9,880 
Financial expenses (income), net          55          (21)          (6) 
Other expenses                             -            2            9 
                                     -------      - ------      ------- 
 
Net loss                             $ 4,156      $  3,116      $ 9,883 
                                     =======      = ======      ======= 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFI CIENCY) U.S. DOLLARS IN THOUSANDS, EXCEPT 
SHARE DATA  

 

*) Represents an amount lower than $ 1.  

The accompanying notes are an integral part of the consolidated financial statements.  
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                                                                                                                 DEFICIT 
                                                                                                               ACCUMULATED 
                                                   CONVERTIBLE         CONVERTIBLE      DEFERRED    AD DITIONAL  DURING THE 
                                 COMMON STOCK   PRE FERRED A STOCK   PREFERRED B STOCK     STOCK      P AID-IN   DEVELOPMENT 
                               NUMBER   AMOUNT   NU MBER    AMOUNT     NUMBER    AMOUNT COMPENSATION  C APITAL      STAGE      TOTAL 
                             ---------  ------  --- ------  ------   ---------  ------  ------------ -- -------  ----------- -------- 
Balance at July 15, 2000 
 (date of inception)                 -  $    -          -  $    -          -   $    -    $     -   $       -   $       -   $      - 
 
  Issuance of shares in BVI          -       -          -       -          -        -          -           1           -          1 
  Net loss                           -       -          -       -          -        -          -           -        (363)      (363)  
                             ---------  ------  --- ------  ------  ---------   ------    -------   --- ------   ---------   -------- 
 
Balance at December 31, 2000         -       -          -       -          -        -          -           1        (363)      (362)  
 
  Exercise of stock options      1,300     *)-          -       -          -        -          -           -           -       *) - 
  Issuance of Convertible 
    Preferred A stock, net           -       -  4,5 17,672      45          -        -          -       5,104           -      5,149 
  Issuance of Common stock     110,725       1          -       -          -        -          -           -           -          1 
  Conversion of convertible 
    loans                            -       -    2 67,827       3          -        -          -         772           -        775 
  Stock split effected as a 
    stock dividend           2,128,475      21    8 73,221       9          -        -          -         (31)          -         (1)  
  Net loss                           -       -          -       -          -        -          -           -      (2,248)    (2,248)  
                             ---------  ------  --- ------  ------  ---------   ------    -------   --- ------   ---------   -------- 
 
Balance at 
  December 31, 2001          2,240,500      22  5,6 58,720      57          -        -          -       5,846      (2,611)     3,314 
 
  Issuance of Convertible 
    Preferred B stock, net           -       -          -       -  7,899,225       79          -       2,879           -      2,958 
  Stock-based compensation 
    related to options 
    granted to consultants           -       -          -       -          -        -          -          30           -         30 
  Net loss                           -       -          -       -          -        -          -           -      (3,116)    (3,116)  
                             ---------  ------  --- ------  ------  ---------   ------    -------   --- ------   ---------   -------- 
 
Balance at 
  December 31, 2002          2,240,500      22  5,6 58,720      57  7,899,225       79          -       8,755      (5,727)     3,186 
 
  Deferred stock 
    compensation                     -       -          -       -          -        -       (310)        310           -          - 
  Amortization of deferred 
    stock compensation               -       -          -       -          -        -         46           -           -         46 
  Stock-based compensation 
    related to options 
    granted to consultants           -       -          -       -          -        -          -         364           -        364 
  Net loss                           -       -          -       -          -        -          -           -      (4,156)    (4,156)  
                             ---------  ------  --- ------  ------  ---------   ------    -------   --- ------   ---------   -------- 
 
Balance at 
  December 31, 2003          2,240,500  $   22  5,6 58,720  $   57  7,899,225   $   79    $  (264)  $   9,429   $  (9,883)  $   (560)  
                             =========  ======  === ======  ======  =========   ======    =======   === ======   =========   ======== 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

CONSOLIDATED STATEMENTS OF CASH FLOWS  
U.S. DOLLARS IN THOUSANDS  

 

The accompanying notes are an integral part of the consolidated financial statements.  
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                                                                                                  PERI OD FROM 
                                                                                                 JULY 15, 2000  
                                                                                                   (DA TE OF 
                                                                             YEAR ENDED            INC EPTION) 
                                                                             DECEMBER 31,           TH ROUGH 
                                                                        ----------------------    DECE MBER 31,  
                                                                          2003          2002          2003 
                                                                        --------      --------   ----- --------  
Cash flows from operating activities: 
  Net loss                                                              $ (4,156)     $ (3,116)     $ (9,883) 
  Adjustments required to reconcile loss to net cas h used in 
    operating activities: 
    Depreciation                                                              71            60           174 
    Loss on sale of property and equipment                                     -             2            (5) 
    Decrease (increase) in accounts receivable and prepaid expenses            -            23           (63) 
    Increase in inventory                                                    (18)          (62)          (80) 
    Stock-based compensation in respect of options granted 
      to consultants                                                         364            30           395 
    Amortization of deferred stock compensation                               46             -            46 
    Increase (decrease) in trade payables                                    (32)         (118)          209 
    Increase (decrease) in employees and payroll ac cruals                    (36)           53           123 
    Increase (decrease) in other accounts payable a nd accrued 
      expenses                                                               (42)           15            99 
    Accrued interest on convertible promissory note s                           8             -             8 
    Increase (decrease) in accrued severance pay, n et                        (14)           16             4 
                                                                        --------      --------      -- ------ 
 
Net cash used in operating activities                                     (3,745)       (3,097)       (8,973) 
                                                                        --------      --------      -- ------ 
 
Cash flows from investing activities: 
  Decrease (increase) in restricted cash                                      (6)          200           (78) 
  Purchase of property and equipment                                         (20)          (35)         (317) 
  Proceeds from sale of property and equipment                                 -             3            43 
                                                                        --------      --------      -- ------ 
 
Net cash provided by (used in) investing activities                           (26)          168          (352) 
                                                                        --------      --------      -- ------ 
 
Cash flows from financing activities: 
 
  Proceeds from issuance of stock capital, net                                 -         2,958         8,107 
  Proceeds from convertible promissory notes                               1,600             -         2,420 
  Principal payment of long-term loan                                          -             -           (45) 
                                                                        --------      --------      -- ------ 
 
Net cash provided by financing activities                                  1,600         2,958        10,482 
                                                                        --------      --------      -- ------ 
 
Increase (decrease) in cash and cash equivalents                          (2,171)           29         1,157 
Cash and cash equivalents at beginning of period                           3,328         3,299             - 
                                                                        --------      --------      -- ------ 
 
Cash and cash equivalents at end of period                              $  1,157      $  3,328      $  1,157 
                                                                        ========      ========      == ====== 
 
Supplemental disclosure of non-cash investing and f inancing 
  activities: 
    Issuance of Preferred stock upon conversion of convertible 
      promissory notes                                                  $      -      $      -      $   (775) 
                                                                        ========      ========      == ====== 
    Issuance of shares without consideration                            $      -      $      -      $     (1) 
                                                                        ========      ========      == ====== 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 1:- GENERAL  

a. Magnifire Websystems Inc. (the Company") was incorporated and commenced its operations in the State of Delaware on January 29, 2001. 
The Company is engaged in the development of solutions for Internet security applications.  

b. The Company's wholly-owned subsidiary was incorporated on November 15, 2000, under the name Magnifire Networks Limited (a British 
Virgin Islands corporation). Its wholly-owned subsidiary was incorporated and commenced its operations on July 15, 2000, under the name 
Magnifire Networks (Israel) Limited.  

c. Magnifire Networks Limited (BVI) repurchased all of its shares from its stockholders on January 30, 2001 and issued 100 shares par value of 
$ 0.01 each to Magnifire Websystems Inc. (see Note 7c).  

The Company issued 100% of its issued and outstanding share capital to the stockholders of Magnifire Networks Limited (BVI).  

d. The Company and its subsidiaries are devoting substantially all of their efforts toward conducting research, development and marketing of 
their software. The Company's and its subsidiaries' activities also include raising capital and recruiting personnel. In the course of such 
activities, the Company and its subsidiaries have sustained operating losses and expect such losses to continue in the foreseeable future. The 
Company and its subsidiaries have not generated significant revenues and have not achieved profitable operations or positive cash flows from 
operations. The Company's accumulated deficit aggregated to $ 9,883 thousand as of December 31, 2003. The Company has a shareholder's 
deficiency of $ 560 thousand. There is no assurance that profitable operations, if ever achieved, could be sustained on a continuing basis.  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES  

The consolidated financial statements have been prepared in accordance with generally accepted accounting principles in the United States.  

a. Use of estimates:  

The preparation of the financial statements in conformity with generally accepted accounting principles, requires management to make 
estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from 
those estimates.  
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MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (CONT.)  

b. Foreign currency translation:  

The functional currency of the Israeli subsidiary is the U.S. dollar, as the U.S. dollar is the primary currency of the economic environment in 
which the Company has operated and expects to continue to operate in the foreseeable future. The majority of the Company's operations are 
currently conducted in Israel and most of the Israeli expenses are currently paid in new Israeli shekels ("NIS"); however, most of the expenses 
are denominated and determined in U.S. dollars. Financing and investing activities including loans, equity transactions and cash investments, 
are made in U.S. dollars.  

Accordingly, monetary accounts maintained in currencies other than the dollar are remeasured into U.S. dollars in accordance with Statement 
of the Financial Accounting Standard Board No. 52, "Foreign Currency Translation" ("SFAS No. 52"). All transaction gains and losses of the 
remeasured monetary balance sheet items are reflected in the statement of operations as financial income or expenses, as appropriate.  

c. Principles of consolidation:  

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary. Intercompany transactions and 
balances have been eliminated upon consolidation.  

d. Cash equivalents:  

The Company considers all highly liquid investments originally purchased with maturities of three months or less, to be cash equivalents.  

e. Restricted cash:  

Restricted cash is primarily invested in certificates of deposit, which mature within one year and is used as security for the lease of the 
Company's office in Israel.  

f. Inventory:  

Inventories are stated at the lower of cost or market value. Inventory write-offs are provided to cover risks arising from slow-moving items, 
technological obsolesce, excess inventories, discontinued products, and for market prices lower than cost. In 2003, the Company wrote off 
approximately $ 101 of excess inventory, discontinued products, and for market prices lower than cost, which has been included in cost of 
revenues. Cost is determined as follows:  

Raw materials, parts and supplies -using the average cost method with the addition of allocable indirect manufacturing costs.  

Work-in-progress - cost of manufacturing with the addition of allocable indirect manufacturing costs.  
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MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (CONT.)  

Finished products - recorded on the basis of direct manufacturing costs with the addition of allocable indirect manufacturing costs.  

g. Property and equipment:  

Property and equipment are stated at cost, net of accumulated depreciation. Depreciation is calculated using the straight-line method over the 
estimated useful lives, at the following annual rates:  

 

The Company and the subsidiary's long-lived assets are reviewed for impairment in accordance with Statement of Financial Accounting 
Standard No. 144, "Accounting for the Impairment or Disposal of Long-Lived Assets" ("SFAS No. 144") whenever events or changes in 
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used is measured by 
a comparison of the carrying amount of an asset to the future undiscounted cash flows expected to be generated by the assets. If such assets are 
considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the assets exceeds the 
fair value of the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less selling costs. Through 
December 31, 2003, no impairment losses have been identified.  

h. Accrued severance pay:  

The subsidiary's liability for severance pay is calculated pursuant to Israeli severance pay law based on the most recent salary of the employees 
multiplied by the number of years of employment as of the balance sheet date for all employees. Employees are entitled to one month's salary 
for each year of employment or apportion thereof. The subsidiary's liability for all of its employees is fully covered by monthly deposits with 
severance pay funds, insurance policies and by an accrual. The deposited funds include profits accumulated up to the balance sheet date. The 
value of these policies is recorded as an asset in the Company's balance sheet.  

The deposited funds include profits accumulated up to the balance sheet date. The deposited funds may be withdrawn only upon the fulfillment 
of the obligation pursuant to Israeli severance pay law or labor agreements. The value of the deposited funds is based on the cash surrendered 
value of these policies, and includes immaterial profits.  

Severance expenses for the years ended December 31, 2003 and 2002, amounted to approximately $ 27 and $ 47, respectively.  
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                                                      % 
                                         ---------- ----------------  
Computers and peripheral equipment                  20-33 
Office furniture and equipment                     7 - 15 
Leasehold improvements                   over the t erm of the lease  



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (CONT.)  

i. Revenue recognition:  

The Company generates revenues mainly from licensing the rights to use its software products. The Company also generates revenues from 
maintenance, support, professional services and training. The Company sells its products primarily through its direct sales force.  

The Company accounts for software sales in accordance with Statement of Position 97-2, "Software Revenue Recognition", as amended ("SOP 
97-2"). SOP 97-2 generally requires revenue earned on software arrangements involving multiple elements to be allocated to each element 
based on the relative fair value of the elements. In addition the Company has adopted Statement of Position 98-9, "Modification of SOP 97-2, 
Software Revenue Recognition with Respect to Certain Transactions, "("SOP 98-9"). SOP 98-9 requires that revenue be recognized under the 
"residual method" when Vendor Specific Objective Evidence ("VSOE") of Fair Value exists for all undelivered elements and VSOE does not 
exist for all of the delivered elements. Under the residual method any discount in the arrangement is allocated to the delivered elements.  

Revenue from license fees is recognized when persuasive evidence of an agreement exists, delivery of the product has occurred, no significant 
obligations with regard to implementation remain, the fee is fixed or determinable, and collection is probable.  

Maintenance and support revenue included in multiple element arrangements is deferred and recognized on a straight-line basis over the term 
of the maintenance and support agreement.  

As VSOE of fair value of the undelivered elements (maintenance, support and services) is not established, revenues from software license fees 
are recognized on a straight-line basis over the term of the maintenance and support services.  

j. Research and development costs:  

Research and development costs are charged to the Statement of Operations as incurred. Statement of Financial Accounting Standard No. 86 
"Accounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed"("SFAS No. 86"), requires capitalization of certain 
software development costs subsequent to the establishment of technological feasibility.  

Based on the Company's product development process, technological feasibility is established upon completion of a working model. Costs 
incurred by the Company between completion of the working models and the point at which the products are ready for general release have 
been insignificant. Therefore, all research and development costs have been expensed.  
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MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (CONT.)  

k. Income taxes:  

The Company and its subsidiary account for income taxes in accordance with Statement of Financial Accounting Standards ("SFAS") 109, 
"Accounting for Income Taxes". This Statement prescribes the use of the liability method whereby deferred tax assets and liability account 
balances are determined based on differences between financial reporting and tax bases of assets and liabilities and are measured using the 
enacted tax rates and laws that will be in effect when the differences are expected to reverse. The Company and its subsidiary provide a 
valuation allowance, if necessary, to reduce deferred tax assets to their estimated realizable value.  

l. Concentrations of credit risk:  

Financial instruments that potentially subject the Company and its subsidiary to concentrations of credit risk consist principally of cash and 
cash equivalents.  

Cash and cash equivalents are invested in major banks in Israel and the United States. Such deposits in the United States may be in excess of 
insured limits and are not insured in other jurisdictions. Management believes that the financial institutions that hold the Company's 
investments are financially sound and, accordingly, minimal credit risk exists with respect to these investments.  

The Company has no significant off-balance-sheet concentration of credit risk such as foreign exchange contracts, option contracts or other 
foreign hedging arrangements.  

m. Fair value of financial instruments:  

The following methods and assumptions were used by the Company and its subsidiary in estimating their fair value disclosures for financial 
instruments:  

The carrying amounts of cash and cash equivalents, restricted cash, accounts receivable, trade payables and other accounts payable and accrued 
expenses approximate their fair value due to the short-term maturity of such instruments.  

Long-term liabilities are estimated by discounting the future cash flows using the current interest rate for loans, of similar terms and maturities. 
The carrying amount of the long-term liabilities approximates their fair value.  
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MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (CONT.)  

n. Accounting for stock-based compensation:  

The Company has elected to follow Accounting Principles Board Statement No. 25, "Accounting for Stock Options Issued to 
Employees" ("APB 25") and Interpretation No. 44 "Accounting for Certain Transactions Involving Stock Compensation" ("FIN 44") in 
accounting for its employee stock options plans. Under APB 25, when the exercise price of an employee stock option is equivalent or above the 
market price of the underlying stock on the date of grant, no compensation expense is recognized.  

The Company adopted the disclosure provisions of Financial Accounting Standards Board Statement No. 148, "Accounting for Stock-Based 
Compensation - transition and disclosure" ("SFAS No. 148"), which amended certain provisions of SFAS 123 to provide alternative methods of 
transition for an entity that voluntarily changes to the fair value based method of accounting for stock-based employee compensation, effective 
as of the beginning of the fiscal year. The Company continues to apply the provisions of APB No. 25, in accounting for stock-based 
compensation.  

Pro-forma information regarding net income and loss per share is required by FAS-123, and has been determined assuming the Company had 
accounted for its employee share options under the fair value method prescribed by that Statement. The fair value for these options was 
estimated at the date of grant, using a minimal value option pricing model, with the following weighted-average assumptions for 2003 and 
2002: risk-free interest rates 1.5%; dividend yields of 0% and a weighted-average expected life of the option of four years for each year.  

For purposes of pro-forma disclosures, the estimated fair value of the options is amortized to expense over the options' vesting period.  

The Company's pro-forma information is as follows:  

 

The Company applies SFAS No. 123, "Accounting for Stock-Based Compensation" and EITF 96-18, "Accounting for Equity Instruments That 
Are Issued to Other Than Employees for Acquiring, or in Conjunction with Selling, Goods or Services", with respect to options and warrants 
issued to non-employees. SFAS No. 123 requires the use of option valuation models to measure the fair value of the options and warrants at the 
measurement date.  
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                                                                YEAR ENDED 
                                                                DECEMBER 31, 
                                                           --------------------  
                                                             2003         2002 
                                                           -------      -------  
Net loss as reported                                       $ 4,156      $ 3,116  
Add: stock-based employee compensation - intrinsic 
  value                                                         46            -  
Deduct: stock-based employee compensation - fair va lue         (48)           1  
                                                           -------      -------  
 
Pro-forma loss                                             $ 4,154      $ 3,117  
                                                           =======      =======  



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (CONT.)  

o. Impact of recently issued accounting standards:  

In December 2003, the SEC issued Staff Accounting Bulletin ("SAB") No. 104, "Revenue Recognition," ("SAB No. 104") which revises or 
rescinds certain sections of SAB No. 101, "Revenue Recognition," in order to make this interpretive guidance consistent with current 
authoritative accounting and auditing guidance and SEC rules and regulations. The changes noted in SAB No. 104 did not have a material 
effect on the Company's consolidated results of operations, consolidated financial position or consolidated cash flows.  

NOTE 3:- PROPERTY AND EQUIPMENT  

 

Depreciation expenses for the years ended December 31, 2003 and 2002, were $ 71 and $ 60, respectively.  
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                                              DECEM BER 31, 
                                            ------- ---------  
                                            2003        2002  
                                            ----        ----  
Cost: 
  Computers and peripheral equipment        $201        $181  
  Office furniture and equipment              47          47  
  Leasehold improvements                      20          20  
                                            ----        ----  
 
                                             268         248  
                                            ----        ----  
 
Accumulated depreciation: 
  Computers and peripheral equipment         137          79  
  Office furniture and equipment              13           7  
  Leasehold improvements                      13           6  
                                            ----        ----  
 
                                             163          92  
                                            ----        ----  
 
Depreciated cost                            $105        $156  
                                            ====        ====  



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 4:- CONVERTIBLE PROMISSORY NOTES  

On September 1, 2003 and December 1, 2003, the Company granted convertible promissory notes with an aggregate principal amount of $ 
1,600 convertible into Convertible Preferred Stock of the Company with maturity date on the earlier of (1) September 8, 2004 or (2) upon 
consummation of any sale of Convertible Preferred stock of the Company.  

The principal amount bears interest at the rate of LIBOR + 1.5% per annum.  

The promissory notes shall be automatically converted in the event that the Company closes an equity financing during a period beginning on 
the date one day after the date of this note and ending one year following the date hereof, into a number of shares of Convertible Preferred 
Stock of the Company of the same class and with the same rights as shall be issued by the Company to the investors at such equity financing, 
as is obtained by dividing (a) the outstanding Principal Amount, by (b) the price per share paid by investors participating in the equity 
transaction.  

NOTE 5:- COMMITMENTS AND CONTINGENT LIABILITIES  

a. The Israeli subsidiary leases office space in Israel under an operating lease agreement, for the period beginning August 2000 until February 
2005, and the Company leases office space in the U.S. under an operating lease, accordingly, is being renewed every three months.  

The Israeli subsidiary rents its vehicles under operating lease agreements, which expire on various dates, the latest of which is in 2005.  

Future minimum payments under non-cancelable operating leases are as follows:  

YEAR ENDED  
DECEMBER 31,  

 

 

Total rent expenses for the years ended December 31, 2003 and 2002, were $ 200 and $ 190, respectively.  

b. Liens:  

In respect of the promissory note, the Company granted to its investors a security interest in all of the issued and outstanding shares of capital 
stock of Magnifire Networks Limited (BVI) owned by the Company.  
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2004          $     245  
2005                 52  
              ---------  
 
              $     297  
              =========  



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA  

NOTE 6:- SHARE CAPITAL  

a. In January 2000, Magnifire BVI issued 100,000 shares of Common stock of $ 0.01 par value each in consideration for their par value.  

b. On January 30, 2001, Magnifire Networks (BVI) repurchased 100,000 shares of its Common stock par value of $ 0.01 each.  

c. On January 30, 2001, Magnifire Networks (BVI) issued 100 shares of Common stock par value of $ 0.01 to the Company, for their par value. 

d. On January 31, 2001, the Company issued 3,425 shares of Convertible Preferred A-1 stock of the Company par value of $ 0.01 each, at a 
purchase price of $ 51.098 per share.  

e. On January 31, 2001, the Company issued 6,360 shares of Convertible Preferred A-1 stock par value of $ 0.01 each pursuant to a conversion 
of the loan in the amount of $ 325.  

f. On February 1, 2001, the Company issued 2,947 shares of Convertible Preferred A-1 stock par value of $ 0.01 upon conversion of the 
convertible loan dated October 10, 2000 (see Note 5).  

g. On May 29, 2001, 1,300 options to purchase 1,300 shares of Common stock, par value of $ 0.01 per share of the Company, were exercised.  

h. On June 13, 2001, the Company issued 12,025 shares of Common stock and 33,227 shares of Convertible Preferred A-1 stock par value of $ 
0.01 each, of which 1,300 are issued following conversion of the options granted in accordance with the agreement dated May 29, 2001, par 
value of $ 0.01 each, in consideration for their par value.  

i. Stock split effected as a share dividend:  

On June 18, 2001, the shareholders of the Company effected a twenty-for-one stock split, as a stock dividend.  

j. On June 18, 2001, the shareholders of the Company increased the authorized stock capital of the Company from 500,000 shares to 
16,200,000 shares, and reclassified the authorized share capital such that the authorized stock capital shall be divided into 10,541,280 shares of 
Common Stock; 5,658,720 shares of Convertible Preferred stock, par value of $ 0.01, of which 919,180 shares shall be designated as 
Convertible Preferred A-1 stock and 4,739,540 shares shall be designated as Convertible Preferred A-2 stock, par value of $ 0.01 per share.  

k. On June 18, 2001, the Company entered into a Convertible Preferred A-2 stock purchase agreement and issued under the agreement 
4,739,540 shares of Convertible Preferred A-2 stock of $ 0.01 par value each in consideration of gross proceeds in the amount of $ 5,500, 
including 261,467 the Convertible Preferred A-2 stock issued upon conversion of the Bridge loan dated March 22, 2001, in the amount of $ 
450.  
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MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA  

NOTE 6:- SHARE CAPITAL (CONT.)  

l. On July 22, 2002, the Company entered into a share purchase agreement for the purchase of its Convertible Preferred B stock. The Company 
issued 7,899,225 shares of Convertible Preferred B stock of $ 0.01 par value each, in consideration of gross proceeds in the amount of $ 3,002.  

m. On July 22, 2002, the shareholders of the Company increased the authorized stock capital of the Company from 16,200,000 shares to 
46,000,000 shares, and reclassified the authorized share capital such that the authorized stock capital shall be divided into 32,442,056 shares of 
Common stock, 13,557,945 shares of Convertible Preferred stock of $ 0.01 par value each, of which 919,180 shares shall be designated as 
Convertible Preferred A-1 stock, 4,739,540 shares shall be designated as Convertible Preferred A-2 Stock and 7,899,225 shares shall be 
designated as Convertible Preferred B Stock.  

n. Convertible Preferred stock:  

Liquidation:  

In the event of any liquidation, dissolution or winding up of this corporation, either voluntary or involuntary, the holders of Series B 
Convertible Preferred Stock shall be entitled to receive, prior and in preference to any distribution of any of the assets of this corporation to the 
holders of Series A Convertible Preferred Stock or Common Stock by reason of their ownership thereof, an amount per share equal to the sum 
of (a) the Series B Original Issue Price (as defined below) applicable for such share plus annual interest at the rate of LIBOR plus 1.5%, for 
each 12 months that have passed since the date of issuance of such Series B Convertible Preferred Stock, plus (b) all declared but unpaid 
dividends on such share (subject to adjustment of such fixed dollar amounts for any stock splits, stock dividends, combinations, 
recapitalizations or the like). If upon the occurrence of such event, the assets and funds thus distributed among the holders of the Series B 
Convertible Preferred Stock shall be insufficient to permit the payment to such holders of the full aforesaid preferential amounts, then the entire 
assets and funds of this corporation legally available for distribution shall be distributed ratably among the holders of the Series B Convertible 
Preferred Stock based on the number of shares of Common Stock held by each (assuming full conversion of all such Series B Convertible 
Preferred Stock). The "Series B Original Issue Price" shall mean US$ 0.380 per each share of Series B Convertible Preferred Stock (as adjusted 
for any stock splits, stock dividends, recapitalizations or the like, with respect to the Convertible Preferred Stock). After payment of the full 
aforesaid preferential amount to the holders of Series B Convertible Preferred Stock, the holders of Series A Convertible Preferred Stock shall 
be entitled to receive, prior and in preference to any distribution of any of the assets of this corporation to the holders of Common Stock by 
reason of their ownership thereof, an amount per share equal to the sum of (aa) the Series A Original Issue Price (as defined below) applicable 
for such share plus annual interest at the rate of LIBOR plus 1.5%, for each 12 months that have passed since the date of issuance of such 
Series A Convertible Preferred Stock, plus (bb) all declared but unpaid dividends on such share (subject to adjustment of such fixed dollar 
amounts for any stock splits, stock dividends, combinations, recapitalizations or the like).  
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NOTE 7:- SHARE CAPITAL (CONT.)  

If upon the occurrence of such event, the assets and funds thus distributed among the holders of the Series A Convertible Preferred Stock shall 
be insufficient to permit the payment to such holders of the full aforesaid preferential amounts, then the entire assets and funds of this 
corporation legally available for distribution shall be distributed ratably among the holders of the Series A Convertible Preferred Stock based 
on the number of shares of Common Stock held by each (assuming full conversion of all such Series A Convertible Preferred Stock). The 
Series A original issue price shall mean $ 1.1694 per share for the Series A Convertible Preferred Stock, except for original issues price for 
shares of Series A-1 Convertible Preferred Stock held by Telkoor Telecom Ltd. that shall be $ 0.6364 (as adjusted for any stock splits, stock 
dividends, recapitalizations or the like, with respect to the Convertible Preferred Stock).  

Conversion:  

Each share of Convertible Preferred Stock shall be convertible, at the option of the holder thereof, at any time after the date of issuance of such 
share, at the office of this corporation or any transfer agent for such stock, into such number of fully paid and non-assessable shares of 
Common Stock as is determined by dividing the original issue price applicable for such share by the conversion price applicable to such share, 
determined as hereafter provided, in effect on the date the certificate is surrendered for conversion. The initial Conversion Price per share for 
shares of Convertible Preferred Stock shall be the original issue price applicable for such share.  

Automatic conversion:  

Each share of Convertible Preferred Stock shall automatically be converted into shares of Common Stock at the Conversion Price at the time in 
effect for such share of Convertible Preferred Stock immediately upon the earlier of (i) this corporation's sale of its Common Stock in a firm 
commitment underwritten public offering pursuant to an effective registration statement under the Securities Act of 1933, as amended, with a 
Company valuation of at least $ 100,000,000 and aggregate gross proceeds of at least $ 20,000,000 (Qualified IPO), or (ii) the date specified by 
written consent or agreement of the holders of a 60% of the then outstanding shares of Convertible Preferred Stock.  

Dividend provisions:  

The holders of the Convertible Preferred Stock shall be entitled to receive, out of funds legally available therefore, non-cumulative dividends at 
the rate of 8% of the Original Issue Price (as defined below) for each share of Convertible Preferred Stock (subject to appropriate adjustments 
in the event of any stock dividend, stock split, combination or other similar recapitalization affecting such shares) per annum per share, payable 
in preference and priority to any payment of any cash dividend on Common Stock or any other shares of capital stock of the Company other 
than the Convertible Preferred Stock, payable when and as declared by the Board of Directors of the Company. If such dividends on the 
Convertible Preferred Stock shall not have been paid, or declared and set apart for payment, the deficiency shall be fully paid or declared and 
set apart for payment before any dividend shall be paid or declared or set apart for any Common Stock.  

- 17 -  



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA  

NOTE 6:- SHARE CAPITAL (CONT.)  

o. Share option plan:  

1. The Company has authorized, under the Company's 2001 Israeli Option Plan, the grant of options for the Company's Common shares to 
directors, employees and consultants. The options granted have a 4-year vesting schedule, generally become fully exercisable after four 
consecutive years of employment or engagement and expire ten years subsequent to the date of grant. Any options which are forfeited or 
cancelled before expiration, become available for future grant.  

2. Pursuant to the plan, the Company reserved for issuance 4,536,159 shares of Common stock. As of December 31, 2003, 470,355 shares of 
Common stock are still available for future grant.  

A summary of the Company's share option activity and related information, is as follows:  

 

The options outstanding as of December 31, 2003, have been classified by range of exercise price, as follows:  
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                                               YEAR  ENDED                      YEAR ENDED 
                                            DECEMBE R 31, 2003               DECEMBER 31, 2002 
                                       ------------ --------------       --------------------------  
                                                         WEIGHTED                         WEIGHTED  
                                                          AVERAGE                          AVERAGE  
                                        NUMBER OF        EXERCISE        NUMBER OF        EXERCISE  
                                          SHARES           PRICE           SHARES           PRICE 
                                       -----------       --------       -----------       --------  
Outstanding at the beginning of 
 the year                                1,443,633         $0.08            332,665         $0.16 
  Granted                                1,742,647          0.05         51,218,458          0.07 
  Exercised                                    -               -                  -             - 
  Forfeited                             (1,070,453)          0.07           (107,490)         0.16 
                                       -----------                      ----------- 
 
Outstanding at end of year               2,115,827         $0.06          1,443,633         $0.08 
                                       ===========         =====        ===========         ===== 
 
Options exercisable at the end 
 of the year                               718,020         $0.08            429,536         $0.09 
                                       ===========         =====        ===========         ===== 

                 OPTIONS           WEIGHTED                    OPTIONS          WEIGHTED 
               OUTSTANDING         AVERAGE       WE IGHTED    EXERCISABLE        AVERAGE 
  RANGE OF       AS OF            REMAINING       A VERAGE       AS OF        EXERCISE PRICE  
  EXERCISE    DECEMBER 31,       CONTRACTUAL     EX ERCISE    DECEMBER 31,     OF OPTIONS 
    PRICE         2003           LIFE (YEARS)     P RICE         2003          EXERCISABLE 
-----------   ------------       ------------    -- ------    ------------    --------------  
$ 0.05-0.07    1,881,178              9          $   0.06      502,786           $  0.05 
$ 0.16           234,649              8          $   0.16      215,234           $  0.16 
               ---------                                       ------- 
 
               2,115,827                         $   0.06      718,020           $  0.08 
              ==========                         == ======      =======           ======= 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA  

NOTE 6:- SHARE CAPITAL (CONT.)  

p. Options issued to consultants:  

1. The Company's outstanding options to consultants as of December 31, 2003, are as follows:  

 

2. The Company had accounted for its options to consultants under the fair value method of SFAS No. 123 and EITF 96-18. The fair value for 
these options was estimated using a Black-Scholes option-pricing model with the following weighted-average assumptions for 2003 and 2002: 
risk-free interest rate of 1.5%, dividend yields of 0%, volatility factors of the expected market price of the Company's Common shares of 0.5, 
and a contractual life of the options of approximately four and ten years, respectively. The related compensation was computed and an expense 
of $ 364 and $ 30 was recorded in the consolidated statement of operations for 2003 and 2002, respectively.  

NOTE 7:- TAXES ON INCOME  

a. Through December 31, 2003, Magnifire Websystems Inc. had a U.S. federal net operating loss of approximately $ 2,160, which can be 
carried forward and offset against taxable income, and which expires during the years 2021-2023. Through December 31, 2003, Magnifire 
Websystems Ltd. had a net operating loss of approximately $ 7,630.  

b. Loss before taxes on income consists of the following:  
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                       OPTIONS FOR            EXERC ISE PRICE         OPTIONS 
ISSUANCE DATE         COMMON SHARES             PER  SHARE          EXERCISABLE  
--------------        -------------           ----- ---------       -----------  
March 2002                368,631                 $  0.16              368,631 
July 2002                 597,164                 $  0.05              597,164 
January 2003               83,630                 $  0.09               83,636 
March 2003                449,424                 $  0.05              449,424 
September 2003            226,416                 $  0.05              226,416 
November 2003             224,712                 $  0.05              224,712 
                        ---------                                   --------- 
 
                        1,949,977                                   1,949,977 
                        =========                                   ========= 

                                       PERIOD FROM JULY 
                                        15, 2000 (D ATE 
                     YEAR ENDED          OF INCEPTI ON) 
                    DECEMBER 31,            THROUGH  
                --------------------      DECEMBER 31, 
                 2003          2002          2003 
                ------        ------   ------------ ----  
Domestic        $1,320        $  510        $2,198 
Foreign          2,836         2,606         7,685 
                ------        ------        ------ 
 
                $4,156        $3,116        $9,883 
                ======        ======        ====== 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 7:- TAXES ON INCOME (CONT.)  

c. Deferred income taxes:  

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial 
reporting purposes and the amounts used for income tax purposes. Significant components of the Company and its subsidiaries deferred tax 
liabilities and assets are as follows:  

 

As of December 31, 2003, the Company and its subsidiaries have provided valuation allowances of $ 3,430, in respect of deferred tax assets 
resulting from tax loss carryforwards and other temporary differences. Management currently believes that it is more likely than not that the 
deferred tax regarding the loss carryforwards and other temporary differences will not be realized in the foreseeable future.  

d. The main reconciling items between the statutory tax rate of the Company and the effective tax rate are the non-recognition of the benefits 
from accumulated net operating losses carryforward among the various subsidiaries worldwide, due to the uncertainty of the realization of such 
tax benefits.  

NOTE 8:- SUBSEQUENT EVENT (UNAUDITED)  

On May 31, 2004, the Company was acquired by F5 Networks Inc., in consideration of $ 29,000, in cash.  
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                                                              DECEMBER 31, 
                                                         ----------------------- 
                                                           2003            2002 
                                                         -------         ------- 
Operating loss carryforward                              $ 3,458         $ 2,061 
Reserves and allowances                                       28              21 
                                                         -------         ------- 
 
Net deferred tax asset before valuation allowance          3,430           2,040 
Valuation allowance                                       (3,430)         (2,040)  
                                                         -------         ------- 
 
Net deferred tax asset                                   $     -         $     - 
                                                         =======         ======= 
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MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

CONSOLIDATED BALANCE SHEETS  
U.S. DOLLARS IN THOUSANDS, EXCEPT SHARE AND PER SHARE DATA  

 

The accompanying notes are an integral part of the consolidated financial statements.  
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                                                                                       MARCH 31,       DECEMBER 31,  
                                                                                          2004             2003 
                                                                                       ---------       ------------  
                                                                                       UNAUDITED         AUDITED 
                                                                                       ---------         ------- 
 
    ASSETS 
 
CURRENT ASSETS: 
  Cash and cash equivalents                                                             $    901         $  1,157 
  Restricted cash                                                                             76               78 
  Inventory                                                                                   83               80 
  Accounts receivable and prepaid expenses                                                    73               63 
                                                                                        --------         -------- 
 
Total current assets                                                                       1,133            1,378 
                                                                                        --------         -------- 
 
SEVERANCE PAY FUND                                                                           170              170 
                                                                                        --------         -------- 
 
PROPERTY AND EQUIPMENT, NET                                                                   90              105 
                                                                                        --------         -------- 
 
                                                                                        $  1,393         $  1,653 
                                                                                        ========         ======== 
    LIABILITIES AND STOCKHOLDERS' EQUITY (DEFICIENC Y) 
 
CURRENT LIABILITIES: 
  Trade payables                                                                        $    232         $    209 
  Employees and payroll accruals                                                             150              123 
  Other accounts payable and accrued expenses                                                102               99 
  Deferred revenues                                                                            8                - 
                                                                                        --------         -------- 
 
Total current liabilities                                                                    492              431 
                                                                                        --------         -------- 
 
ACCRUED SEVERANCE PAY                                                                        176              174 
                                                                                        --------         -------- 
 
CONVERTIBLE PROMISSORY NOTE                                                                2,089            1,608 
                                                                                        --------         -------- 
 
STOCKHOLDERS' EQUITY (DEFICIENCY): 
  Share capital - 
    Convertible Preferred A stock of $ 0.01 par val ue: Authorized: 5,658,720 
      shares as of March 31, 2004 and 2003 and Dece mber 31, 2003; Issued and 
      outstanding: 5,658,720 shares as of March 31,  2004 and 2003 and December 
      31, 2003; Liquidation preference of $ 6,735 a s of March 31, 2004                        57               57 
    Convertible Preferred B stock of $ 0.01 par val ue: Authorized: 7,899,225 
      shares as of March 31, 2004 and 2003 and Dece mber 31, 2003; Issued and 
      outstanding: 7,899,225 shares as of March 31,  2004 and 2003 and December 
      31, 2003; Liquidation preference of $ 3,102 a s of March 31, 2004                        79               79 
    Common stock of $ 0.01 par value: Authorized: 3 2,442,056 shares as of March 
      31, 2004 and 2003 and December 31, 2003; Issu ed and outstanding: 2,240,500 
      shares as of March 31, 2004 and 2003 and as o f December 31, 2003                        22               22 
  Deferred stock compensation                                                               (245)            (264) 
  Additional paid-in capital                                                               9,429            9,429 
  Deficit accumulated during the development stage                                       (10,706)          (9,883) 
                                                                                        --------         -------- 
 
Total shareholders' equity (deficiency)                                                   (1,364)            (560) 
                                                                                        --------         -------- 
 
                                                                                        $  1,393         $  1,653 
                                                                                        ========         ======== 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

CONSOLIDATED STATEMENTS OF OPERATIONS  
U.S. DOLLARS IN THOUSANDS  

 

The accompanying notes are an integral part of the consolidated financial statements.  
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                                                                          PERIOD FROM 
                                                                        JULY 15, 2000 
                                            THREE M ONTHS ENDED       (DATE OF INCEPTION)  
                                                  M ARCH 31,                THROUGH 
                                         ---------- --------------          MARCH 31, 
                                            2004           2003             2004 
                                         --------        --------    -------------------  
                                                 UN AUDITED 
                                         ---------- -------------- 
Revenues                                 $      -        $     32         $     32 
Cost of revenues                                -              24              125 
                                         --------        --------         -------- 
 
Gross profit (loss)                             -               8              (93) 
 
Operating expenses: 
   Research and development                   384             504            6,690 
   Sales and marketing                        364             278            3,597 
   General and administrative                  52              20              300 
                                         --------        --------         -------- 
 
Operating loss                                800             794           10,680 
Financial expenses (income), net               23              (1)              17 
Other expenses                                  -               -                9 
                                         --------        --------         -------- 
 
Net loss                                 $    823        $    793         $ 10,706 
                                         ========        ========         ======== 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFI CIENCY) U.S. DOLLARS IN THOUSANDS, EXCEPT 
SHARE DATA  

 

*) Represent an amount lower than $ 1.  

The accompanying notes are an integral part of the consolidated financial statements.  
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                                                                                                                 DEFICIT 
                                                     CONVERTIBLE        CONVERTIBLE                            ACCUMULATED 
                                   COMMON STOCK   P REFERRED A STOCK  PREFERRED B STOCK  DEFERRED    AD DITIONAL  DURING THE 
                                ----------------  - ---------------- ------------------    STOCK       PAID-IN  DEVELOPMENT 
                                  NUMBER  AMOUNT   NUMBER    AMOUNT  NUMBER    AMOUNT  COMPENSATION   CAPITAL     STAGE       TOTAL 
                                --------- ------  - -------   ------ ---------  ------  ------------ -- -------- -----------  --------  
Balance at July 15, 2000 
  (date of inception)                   -  $  -          -    $  -          -   $   -    $      -    $       -   $       -   $     - 
 
  Issuance of shares in BVI             -     -          -       -          -       -           -           1           -         1 
  Net loss                              -     -          -       -          -       -           -           -        (363)     (363)  
                                ---------  ----  -- -------    ----  ---------   -----    ---------   - -------   ---------   ------- 
Balance at December 31, 2000            -  $  -          -    $  -          -   $   -    $      -    $       1   $    (363)  $  (362)  
 
  Exercise of stock options         1,300    *)          -       -          -       -           -           -           -      *) - 
  Issuance of convertible 
    Preferred A stock, net              -     -  4, 517,672      45          -       -           -       5,104           -     5,149 
  Issuance of Common stock        110,725     1          -       -          -       -           -           -           -         1 
  Conversion of convertible 
    loans                               -     -    267,827       3          -       -           -         772           -       775 
  Stock split effected as a 
    stock dividend              2,128,475    21    873,221       9          -       -           -         (31)          -        (1)  
  Net loss                              -     -          -       -          -       -           -           -      (2,248)   (2,248)  
                                ---------  ----  -- -------    ----  ---------   -----    --------    - -------   ---------   ------- 
Balance at December 31, 2001    2,240,500    22  5, 658,720      57          -       -           -       5,846      (2,611)    3,314 
 
  Issuance of Preferred B 
    stock, net                          -     -          -       -  7,899,225      79           -       2,879           -     2,958 
  Stock-based compensation 
    related to options granted 
    to consultants                      -     -          -       -          -       -           -          30           -        30 
  Net loss                              -     -          -       -          -       -           -           -      (3,116)   (3,116)  
                                ---------  ----  -- -------    ----  ---------   -----    --------    - -------   ---------   ------- 
Balance at December 31, 2002    2,240,500    22  5, 658,720      57  7,899,225      79                   8,755      (5,727)    3,186 
 
  Deferred stock compensation           -     -          -       -          -       -        (310)        310           -         - 
  Amortization of deferred 
    stock compensation                  -     -          -       -          -       -          46           -           -        46 
  Stock-based compensation 
    related to options 
    granted to consultants              -     -          -       -          -       -                     364           -       364 
  Net loss                              -     -          -       -          -       -                       -      (4,156)   (4,156)  
                                ---------  ----  -- -------    ----  ---------   -----    --------    - -------   ---------   ------- 
Balance at December 31, 2003    2,240,500    22  5, 658,720      57  7,899,225      79        (264)      9,429      (9,883)     (560)  
 
  Amortization of deferred 
    stock compensation                  -     -          -       -          -       -          19           -           -        19 
  Net loss                              -     -          -       -          -       -           -           -        (823)     (823)  
                                ---------  ----  -- -------    ----  ---------   -----    --------    - -------   ---------   ------- 
Balance at March 31, 2004 
(unaudited)                     2,240,500  $ 22  5, 658,720    $ 57  7,899,225   $  79    $   (245)   $   9,429   $ (10,706)  $(1,364)  
                                =========  ====  == =======    ====  =========   =====    ========    = =======   =========   ======= 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

CONSOLIDATED STATEMENTS OF CASH FLOWS  
U.S. DOLLARS IN THOUSANDS  

 

The accompanying notes are an integral part of the consolidated financial statements.  
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                                                                                                PERIOD  FROM 
                                                                                               JULY 15 , 2000 
                                                                      THREE MONTHS ENDED    (DATE OF I NCEPTION) 
                                                                           MARCH 31,              THRO UGH 
                                                                    -----------------------       MARC H 31, 
                                                                      2004           2003           20 04 
                                                                    --------       -------- ---------- ---------  
                                                                            UNAUDITED 
                                                                    ----------------------- 
Cash flows from operating activities: 
  Net loss                                                          $   (823)      $   (793)      $(10 ,706) 
  Adjustments required to reconcile loss to net cas h used in 
    operating activities: 
    Depreciation                                                          16             18            190 
    Gain on sale of property and equipment                                 -              -             (5) 
    Increase in inventory                                                 (3)           (38)           (83) 
    Increase in accounts receivable and prepaid exp enses                 (10)           (55)          (155) 
    Stock-based compensation in respect of warrants  granted to 
      consultants                                                          -              1            395 
    Amortization of deferred stock compensation                           19              -             65 
    Increase in trade payables                                            23             53            232 
    Increase in employees and payroll accruals                            27              1            150 
    Increase (decrease) in other accounts payable a nd accrued 
      expenses                                                             3            (25)           102 
    Increase in deferred revenues                                          8              -             90 
    Increase (decrease) in accrued severance pay, n et                      2            (13)             6 
    Accrued interest expenses on promissory note                          11              -             19 
                                                                    --------       --------       ---- ---- 
Net cash used in operating activities                                   (727)          (851)        (9 ,700) 
                                                                    --------       --------       ---- ---- 
Cash flows from investing activities: 
  Decrease (increase) in restricted cash                                   2              1            (76) 
  Purchase of property and equipment                                      (1)            (7)          (318) 
  Proceeds from sale of property and equipment                             -              -             43 
                                                                    --------       --------       ---- ---- 
Net cash provided by (used in) investing activities                         1             (6)          (351) 
                                                                    --------       --------       ---- ---- 
Cash flows from financing activities: 
  Proceeds from issuance of stock capital, net                             -              -          8 ,107 
  Proceeds from convertible promissory note                              470              -          2 ,890 
  Principal payment of long-term loan                                      -              -            (45) 
                                                                    --------       --------       ---- ---- 
Net cash provided by financing activities                                470              -         10 ,952 
                                                                    --------       --------       ---- ---- 
Increase (decrease) in cash and cash equivalents                        (256)          (857)           901 
Cash and cash equivalents at beginning of period                       1,157          3,328              - 
                                                                    --------       --------       ---- ---- 
Cash and cash equivalents at end of period                          $    901       $  2,471       $    901 
                                                                    ========       ========       ==== ==== 
 
Supplemental disclosure of non-cash investing and f inancing 
  activities: 
    Issuance of Preferred stock upon conversion of conversion 
      promissory notes                                              $      -       $      -       $   (775) 
                                                                    ========       ========       ==== ==== 
 
    Issuance of shares without consideration                        $      -       $      -       $     (1) 
                                                                    ========       ========       ==== ==== 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 1:- GENERAL  

a. Magnifire Websystems Inc. (the Company") was incorporated and commenced its operations in the State of Delaware on January 29, 2001. 
The Company is engaged in the development of solutions for Internet security applications.  

b. The Company's wholly-owned subsidiary was incorporated on November 15, 2000, under the name Magnifire Networks Limited (a British 
Virgin Islands corporation). Its wholly-owned subsidiary was incorporated and commenced its operations on July 15, 2000 under the name 
Magnifire Networks (Israel) Limited.  

c. Magnifire Networks Limited (BVI) repurchased all of its shares from its stockholders on January 30, 2001 and issued 100 shares par value of 
$ 0.01 each to Magnifire Websystems Inc. (see Note 7c).  

The Company issued 100% of its issued and outstanding share capital to the original stockholders of Magnifire Networks Limited (BVI).  

d. The Company and its subsidiaries are devoting substantially all of their efforts toward conducting research, development and marketing of 
their software. The Company's and its subsidiaries' activities also include raising capital and recruiting personnel. In the course of such 
activities, the Company and its subsidiaries have sustained operating losses and expect such losses to continue in the foreseeable future. The 
Company and its subsidiaries have not generated sufficient revenues and have not achieved profitable operations or positive cash flow from 
operations. The Company's accumulated deficit aggregated to $ 10,706 thousand as of March 31, 2004. The Company has a shareholder's 
deficiency of $ 1,364 thousand. There is no assurance that profitable operations, if ever achieved, could be sustained on a continuing basis.  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES  

The consolidated financial statements have been prepared in accordance with generally accepted accounting principles in the United States 
("U.S. GAAP").  

a. Use of estimates:  

The preparation of the financial statements in conformity with generally accepted accounting principles, requires management to make 
estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from 
those estimates.  

b. The significant accounting policies applied in the annual financial statements of the Company as of December 31, 2003, are applied 
consistently in these interim financial statements.  
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MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 2:- SIGNIFICANT ACCOUNTING POLICIES (CONT.)  

c. Deferred revenue includes unearned amounts received under maintenance and support contracts, and amounts received from customers but 
not recognized as revenues.  

d. For further information, refer to the consolidated financial statements as of December 31, 2003.  

e. Accounting for stock-based compensation:  

Under SFAS No. 123, "Accounting for Stock Based Compensation" ("SFAS No. 123"), pro forma information regarding net loss and net loss 
per share is required, and has been determined as if the Company had accounted for its employee stock options under the fair value method of 
that Statement. The fair value for these options was estimated at the date of grant using a minimal value option-pricing model with the 
following weighted-average assumptions:  

 

The Company adopted the disclosure provisions of Financial Accounting Standards Board Statement No. 148, "Accounting for Stock-Based 
Compensation - transition and disclosure" ("SFAS No. 148"), which amended certain provisions of SFAS 123 to provide alternative methods of 
transition for an entity that voluntarily changes to the fair value based method of accounting for stock-based employee compensation, effective 
as of the beginning of the fiscal year. The Company continues to apply the provisions of APB No. 25, in accounting for stock-based 
compensation.  
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                                                 TH REE MONTHS ENDED 
                                                       MARCH 31,            YEAR ENDED 
                                                --- -------------------     DECEMBER 31,  
                                                  2 004          2003           2003 
                                                --- ----       --------     ------------  
                                                      UNAUDITED 
                                                --- ------------------- 
 Risk-free interest rates                             1%           1.5%          1.5% 
 Dividend yields                                      0%             0%            0% 
 Expected life                                        4              4             4 
 
Pro forma information under SFAS 123: 
 
 Net loss as reported                           $   823        $   793       $ 4,061 
 Add: stock based employee compensation - 
   intrinsic value                                   19              -            46 
 Deduct: stock-based employee - fair value          (21)             1           (48) 
                                                --- ----        -------       ------- 
 
 Pro forma net loss                             $   821        $   794       $ 4,059 
                                                === ====        =======       ======= 



MAGNIFIRE WEBSYSTEMS INC.  
(A DEVELOPMENT STAGE COMPANY)  

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS  
U.S. DOLLARS IN THOUSANDS  

NOTE 3:- UNAUDITED INTERIM CONSOLIDATED FINANCIAL S TATEMENTS  

The accompanying unaudited interim consolidated financial statements have been prepared in accordance with generally accepted accounting 
principles for interim financial information. Accordingly, they do not include all 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 
accruals) considered necessary for a fair presentation have been included. Operating results for the three months ended March 31, 2004, are not 
necessarily indicative of the results that may be expected for the year ended December 31, 2004.  

NOTE 4:- SUBSEQUENT EVENT  

On May 31, 2004, the Company was acquired by F5 Networks Inc., in consideration of $ 29,000, in cash.  
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