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PART |
ITEM 1. BUSINESS.
DESCRIPTION OF BUSINESS

F5 is a leading provider of integrated Interneffitaand content management solutions designechpyave the availability and performance
of Internetbased servers and applications. Our products nragiih manage local and geographically dispersegeand intelligently direc
traffic to the server best able to handle a usegsest. Our content management products enabi®remanagers to increase access to
content by capturing and storing it at points bemvproduction servers and end-users and ensuradidy published or updated files and
applications are replicated uniformly across aljéd servers. When combined with our network marege tools, these products help
organizations optimize their network server avaiighand performance and cost-effectively mandugrtinternet infrastructure.

Certain statements under the captions "Risk Fattvianagement's Discussion and Analysis of Finaln€ondition and Results of
Operations" and "Business," and elsewhere in #psnt are "forward-looking statements.” These fodalaoking statements include, but are
not limited to, statements about our plans, objesti expectations and intentions and other statisneentained in this report that are not
historical facts. When used in this report, thedgofexpects,” "anticipates,” "intends," "plans,éllbves," "seeks," "estimates" and similar
expressions are generally intended to identify fodMooking statements. Because these forward-hgpgiatements involve risks and
uncertainties, there are important factors thatdcoause actual results to differ materially frdmoge expressed or implied by these forward-
looking statements, including our plans, objectiwsgectations and intentions and other factoraudsed under "Risk Factors."

INDUSTRY BACKGROUND

Significant growth in the number of Internet usessipled with the increased availability of powenfiel tools and equipment that enable the
development, processing and distribution of dataszcthe Internet, has led to a proliferation ¢éinet-based applications and services, such
as e-commerce, e-malil, electronic file transfeid @mine interactive applications. Network infragtiures are further strained by
unpredictable traffic, the complexity of the netlkw@nvironment and the increased variety of datdu@ing multimedia components and vic
clips. At the same time, the complexity and volushénternet traffic has increased dramatically.

An increasing number of businesses rely on theneteas a fundamental commerce and communicat@nRailure of these businesses to
deliver expected availability and performance fait Internet-based applications can result irgaitant cost to the organization.

To support the dramatic increases in Internetitraffiany organizations have aggressively expanéédark server capacity. In this
environment, organizations often deploy multiplevees in a group, or array, which contains indidtapplication-specific servers or
redundant servers that operate together as a Matge server. Server arrays can reduce singletpof failure and be a cost-effective way to
increase the potential capacity of the system byigding the flexibility to add additional servesthe array as needed. The practice of
deploying server arrays in geographically dispesstsb to help prevent system failure and direffitr more efficiently is also a growing
trend.

Along with their benefits, server arrays and gepbieally dispersed sites have increased the neadthdligent traffic and content
management devices to optimize server availakility performance. Intelligent traffic managementicevidentify which server, whether
local or remote, is best able to handle user reagu€hey also read and interpret user requestsautd those requests to the most responsive
server or to servers or arrays that have beenmsid to handle specific types of requests. Comamagement devices include controllers
that replicate published content to ensure thatuniformly available on all servers in a netwd@ache servers increase access to content by
capturing and storing content at one or more pdiatazeen network servers and users.
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Currently, many available Internet traffic and earitmanagement products are extensions of hardvesed routers, which lack the robust
functionality required to manage the increasing plaxity of requests and responses that characteugimess activity on the Internet. These
products are typically not designed to addressiegn availability, nor do they meet the managi@gtand scalability required by
organizations who depend on the Internet as a fuedéal commerce and communications tool. As a tiesel believe they do not measure
to the demands of today's rapidly changing Inteemefronment.

F5 SOLUTION

We develop, market and support intelligent, afétctive, integrated Internet traffic and contar@nagement solutions designed to ensure
content and applications on Internet-based searersontinuously and readily available. Our ingaht traffic management products monitor
and manage locally and geographically dispersegesgrand intelligently direct traffic to the senest able to handle the user request. Our
content management products help ensure new aradagpdontent is replicated uniformly across alVees and is readily accessible to all
users. As components of an integrated solutionpoaglucts are designed to ensure Internet quadityrol by providing the following key
benefits:

High system availability. Our integrated suite abgucts works with servers deployed in a redundanter array over a local or wide area
network to enhance network performance and redagéespoints of failure. Our traffic managementguots continuously monitor network
performance to enable real-time detection of selygplication and content degradation or failuras&l on this information, our solutions
automatically direct user requests to functioniegysrs and applications. Our products also enadtieark administrators to deploy new
servers and take individual servers offline fortnoe maintenance without disrupting service to esers.

Increased performance. Our products provide afgignit performance improvement over other curr@praaches. Our traffic and content
management products monitor server and applicagisponse time and verify content. This informat®uosed to intelligently direct user
requests to the server with the fastest respomse fhey also read and interpret individual recgiastl can direct those requests to specific
servers, arrays or sites based on predetermined delffined by network managers. As a complemethietse products, our cache servers
improve performance by capturing and storing canag¢points between network servers and end-usdiere content can be accessed more
quickly. By intelligently directing traffic througiut the network, our solutions reduce server owagerlconditions that may cause performance
degradation.

Cost-effective scalability. Our solutions enablerenefficient utilization of existing server capgcity intelligently directing traffic among
servers. This capability allows organizations ttirafze the capacity of existing servers and, aitraolume dictates, cost-effectively expand
server capacity through incremental additions atieely low cost servers rather than upgradintatger, more expensive servers. Our
solutions can be used with multiple heterogeneawdvrare platforms, allowing organizations to proteeir investments in their legacy
hardware installations as well as integrate fuhaelware investments. In addition, strategic depleyt of our cache products can reduce the
load on network servers and minimize the need tbradre expensive production server capacity.

Easier network manageability. Our products collefcirmation that can be used to facilitate netwamrdnagement and planning from a central
location. Leveraging our products' strategic lamain the network, our solutions collect data featrucial for traffic analysis and apply
proprietary trend and analysis tools that syntteetiis data so that network managers can foree#sbrk requirements more accurately. In
addition, our products automatically synchronizateat across remote locations, helping to enswreswccess to the same content regardles:
of server location.

Enhanced network control. Our solutions enable miggdions to prioritize and arrange network traffessed on specific rules defined by
network managers. For example, our products mayohégured to direct traffic over the most costi@éfnt communication links or,
alternatively, to deliver the most rapid respomseetjuests.



STRATEGY

Our objective is to be the leading provider of greged Internet traffic and content managementisolsi designed to optimize network
availability and performance. Key components of stuategy include:

Offer complete Internet traffic and content managensolutions. We plan to continue expanding oistig suite of products to provide
complete Internet traffic and content managemelotisns. We also intend to continue investing im professional services group to provide
the installation, training and support servicesunagl to help our customers optimize their usewfiotegrated traffic and content
management products.

Invest in technology to continue to meet custonesds. Our current technology platform has beergdedito quickly and easily expand the
features and functionalities of our suite of pradwend support the development of additional prtsitiat address the complex and changing
needs of our customers. We will continue to inesesearch and development to provide our custemih complete Internet traffic and
content management solutions that meet their needs.

Expand sales channels and geographic scope of ¥étesontinue to invest significant resources méhpansion of our sales channels. In
addition to maintaining a strong direct sales fome are expanding our indirect sales channelaigirdeading industry resellers, original
equipment manufacturers, systems integrators,rieteservice providers and other channel partnemsh&more, we are expanding sales of
our Internet traffic and content management sahstim government entities. We are also aggressdabgloping our international sales
capabilities, particularly in selected countrieshia European and Asia Pacific markets.

Build and expand relationships with strategic pansn\We capitalize on products, technologies amahiebls that may be available through
partners. We currently have an OEM relationshighiell Computer Corporation and a licensing agredrfar our BIG-IP load-balancing
technology with Extreme Networks. We continue tekseelationships with partners that will enableacrease the market opportunity for
our products and technologies.

Leverage our market leadership to continue to bhiddF5 brand. We continue building brand awarettestspositions us as one of the leac
providers of intelligent Internet traffic and conteananagement solutions. Our goal is for the Fhdbta be synonymous with superior
network performance, high quality customer sergind ease of use. To achieve these objectives, miae to invest in a broad range of
marketing programs, including active tradeshowipigdtion, advertising in print publications, ditenarketing, high-profile Web events and
our Internet site.

Pursue strategic acquisitions. We may selectivetgye strategic acquisition of products and teatgiek that complement or expand our
existing Internet traffic and content managemehitsms.



PRODUCTS AND TECHNOLOGY

We have developed our BIG-IP(R), 3-DNS(R) and GL@QBATE(TM) Controllers and the SEE-IT(TM) Networkadvlager as a suite of
Internet traffic and content management produdasftcilitate high performance, high availabilitydascalable access to network server al
located at a single site or across multiple, gguiycally dispersed sites. Recently we added EDGEFRK Cache to our suite of products,
enabling end-to-end content delivery solutions. @ugoing investment in technology is focused orieghg continuous performance
enhancements, increased functionality, enhancetlaasse and increased product integration. Foligvis a table of our current products,

followed by a brief description of each product:

PRODUCT NAME

DESCRIPTION INTRODUCTIO N DATE

BIG-IP(R) Controller................ Intellig ent load balancer for local area July 1997
networks

3-DNS(R) Controller................. Intellig ent load balancer for wide area September 1 998
networks

SEE-IT(TM) Network Manager.......... Traffic analysis and network management April 1999
software application for BIG-IP and 3-DNS

GLOBAL-SITE(TM) Controller.......... File rep lication and synchronization October 199 9
controll er for managing content across
geograph ically dispersed Internet sites

EDGE-FX(TM) Cache................... High per formance cache server for fast August 2000
delivery of Internet content

BIG-IP Controller. BIG-IP is an intelligent locakfffic management appliance consisting of our petary software on a pre-configured,
industry-standard hardware platform. Situated betwee network's routers and server array, BIG-IRicoausly monitors the array of local
servers to ensure application availability and @enince and automatically directs user requedtsetgerver best able to handle these
requests. By quickly detecting application and eefailures, and directing service toward thoseessrand applications that are functioning
properly, BIG-IP is designed to shield users fropstam failures and provide timely responses to tesguests and data flow. BIG-IP offers a
comprehensive selection of load balancing algoritiinat lets network managers choose a load balgueoimfiguration that best suits their
organization's particular needs. In addition, BR5aktively queries and checks content received &ppiications. If a server and application
are responding to users' requests with incorrettiec, BIG-IP redirects requests to those servailsa@plications that are responding
properly, thereby helping to ensure the qualitywgb content.

BIG-IP is compatible with any system that usesstta@dard Internet communication protocol or IP, &l operate with multiple,
heterogeneous hardware platforms. This enablesi@agions to leverage their existing infrastructaitghout limiting their options to meet
future network needs. BIG-IP supports a wide varaétnetwork protocols, including Web, e-mail, andiideo, database and file transfer
protocol. BIGP also manages traffic for network devices sucfiragalls that prevent unauthorized access totaor system, cache serv
that store frequently accessed Web content andmadta. BIG-IP's ability to intelligently distribattraffic across server arrays reduces the
need for increasingly larger and more expensiveeserto accommodate increases in network traftiés Tonfiguration also reduces the sir
point of failure inherent with a single large saraad allows for the orderly addition of new sesver the routine maintenance or upgrades of
servers without disrupting service to the end user.

BIG-IP's unique Layer 7 switching capability enaillee successful delivery of business-critical mpgilons with 24/7 availability, scalability,
and high performance. Examining traffic at Layexldws intelligent quality of service (QoS) througiuting and management decisions
made based on application information. BRenables the use of all of its Layer 7 featumemibaneously without imposing limitations on
length of the URL,



cookie, or location of the cookie -- providing ithigent, granular management of web sites witharfgrmance degradation.
Additional BIG-IP features include:

- Secure sockets layer (SSL) session persisteradg@esnserver arrays to support e-commerce and afipdications by allowing users to re-
establish a secure connection with a specific s¢oveomplete an unfinished transaction.

- Secure server protection protects against unaatitbuse of the network server array.
- Rate shaping allows priority levels to be assijtwespecific types of traffic.
- Packet filtering enables content providers tedinetwork traffic to servers based on criterizbyenetwork managers.

3-DNS Controller. 3-DNS is an intelligent wide ategfic management appliance that manages andhditds user requests across wide area
networks. 3-DNS consists of our proprietary sofeyavhich we load on a pre-configured, industry-dtad hardware platform. Like BIG-IP,
3-DNS functions with multiple heterogeneous hardwaatforms and supports a wide variety of netwmndocols, including Web, e-mail,
audio, video, database and file transfer protamud, manages traffic for network devices such asvhitls, cache servers and multimedia
servers.

When an end-user request is received from a lamakih name server or DNS, 3-DNS collects netwoftrimation and communicates with
each site in the network to determine the site tithfastest response time. 3-DNS, integrated Bii@+IP, sends the request to the BIG-IP at
the site. BIG-IP then directs the request to tlividual server best able to handle it. Althougbaotizations can deploy a single 3-DNS in
their network configuration, multiple 3-DNS Contesk are often deployed within the network to pdeviedundancy to help ensure network
availability and performance for end users.

Additional 3-DNS features include:

- Dynamic load balancing optimizes use of availal@devork resources across wide area networks.

- User-defined production rules allow organizatitmpre-configure traffic distribution decisionscacding to their specific user requirements.
- Secure server protection offers security featfoesvide area networks similar to those BIG-IPpdes for local area networks.

SEE-IT Network Manager. SEE-IT is a software amilam that communicates with BIG-IP and 3-DNS t{phmprove the management and
functionality of an organization's network serve&8EE-IT, which runs on an NT server, uses real-tilaa collected by BIG-IP and 3-DNS to
perform crucial traffic analysis management funt$ioBy reviewing historical patterns, network adistiators can build predictive models
and forecast usage, which helps them to intelliggpian and budget for additional server and badtiwcapacity. SEE-IT comes pre-loaded
with BIG-IP and 3-DNS and consists of the followicgpabilities:

- Real-time monitoring that displays key data otwaek traffic in easy-taead graphical illustrations, thereby enabling rmetnadministrator
to quickly obtain information regarding network asetver performance, including data about senatustand traffic, number of connections,
active and inactive IP addresses and the availabiliindividual applications.

- Forward-looking trend and analysis tools that theeinformation generated by BIG-IP to projecufetnetwork and server needs. Network
managers and system administrators can use thasddo



create "what if?" scenarios to help forecast tredrfer additional servers, interface upgrades dahdranetwork capacity requirements.

GLOBAL-SITE Controller. GLOBAL-SITE, a global datielivery appliance, has been designed to help agaons automate the
distribution and synchronization of file-based @tand applications to local and geographicakpeéised Internet sites. GLOBARITE was
developed to work with our other products to prevish integrated Internet traffic and content mamseye solution. GLOBAL-SITE consists
of our proprietary software, which is loaded orrecpnfigured, industrgtandard hardware platform and was developed ¢tligently deploy
both program and data files to arrays of heterogesn&Veb servers. GLOBAL-SITE's configuration databallows administrators to define
standard rules for content deployment as well asramodate unique content distribution events adetke

EDGE-FX Cache. EDGE-FX is a price/performance legditernet cache server that can be deployedstandalone device or integrated
with our other products. EDGE-FX consists of sofevimaded on a pre-configured, industry standardwaare platform. EDGE-FX
accelerates access to web content by storing frelyuequested data at strategic points in a coermetwork, making it quickly available to
Internet users. As a standalone device, EDGE-FX Imeainstalled in virtually any network infrastrucgu Integrated with our other traffic and
content management products, EDGE-FX enables cestoim implement end-to-end content delivery sohsti

EDGE-FX supports three flexible deployment optitmsonserve bandwidth and server resources whilela@ting content to Internet users.

- Forward Proxy is deployed in front of Web brovssar internal user access. EDGE-FX can be positlas a forward proxy cache, making
it valuable for enterprise Intranets. Instead ofdseg requests for Web content directly to the iarggrver, browsers are configured to send
requests directly to the cache.

- Transparent Forward Proxy, when combined with HPGr a Layer 4 switch, EDGE-FX can be deployed #snsparent proxy cache,
automatically examining each request without thedrte reconfigure Web browsers.

- Reverse Proxy, when deployed in front of web eexfor external user access, EDGE-FX transfegsictiequests from the Web server,
eliminating the danger of server traffic surgesGEDFX can also lower overall costs by conservingeas to origin servers and bandwidth.

Designed for massive scalability, multiple EDGE-Eah be managed with the BIG-IP Cache Controll@miable cache farm load balancing,
replication of content across multiple caches, laager 7 management of cached objects.

PRODUCT DEVELOPMENT

We believe that our future success depends onbilitydo build upon our current technology platforexpand the features and functionali
of our suite of Internet traffic and content marageat products and develop additional productsrtaihtain our technological
competitiveness. Our product development groupchvig divided along product lines, employs a stathg@ocess for the design,
development, documentation and quality controlwfloternet traffic and content management solgtidach product line is headed by a
lead architect, who is responsible for develophmytechnology behind the product. To help devebteptéchnology, the lead architects work
closely with our customers to better understand tleguirements. Software engineers who help deasighbuild the products, and
technicians, who perform test engineering, confitjon management, quality assurance and documamfatictions, complete our product
development teams. The test engineering team dwealttze overall quality of our products and deteasiwhether they are ready for release.
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Our product development expenses for fiscal 200091and 1998 were $14.5 million, $5.6 million arid8million, respectively. We expect
our product development expenses to increase dsrevadditional research and development persdorggvelop new products and upgrade
our existing ones.

CUSTOMERS

Our target customers include Internet service pieng, companies with large e-commerce sites artdthédfic Internet or intranet Web sites.
We have sold our products directly or through fdeseto over 2,500 end-customers as of Septemhe20BD. Our largest reseller, Exodus
Communications, accounted for 14% of our net reesrfar the year ended September 30, 2000. Durifptirth quarter of fiscal 2000 enc
September 30, no single customer or reseller ateddor more than 10% total sales.

SALES AND MARKETING

We market and sell our Internet traffic and conteahagement solutions on a global basis througittdg#ales and channel partners. We plan
to continue investing significant resources to expaur direct sales force and further develop ndiréct sales channels by developing
relationships with leading industry resellers, ré equipment manufacturers, systems integraborstnet service providers and other
channel partners. Typically, our agreements withatannel partners are not exclusive and do netemteour channel partners from selling
competitive products. These agreements typicale hiarms of one or two years with no obligatiomeénew, and typically do not provide for
exclusive sales territories or minimum purchasairegnents.

Exodus and Frontier GlobalCenter account for mbsuo indirect sales. We are in the process of isgethannel partners for our products in
the United States and selected countries in thef&am, Asia Pacific and South American marketsh@ie increased, and plan to further
increase, the number of individuals focused onss@government entities, and are developing gfiatelationships that will help facilitate
these sales.

Our domestic sales managers are located in Atl&utston, Chicago, Dallas, Los Angeles, New Yorky Seancisco, Seattle, and Washington
D.C. Our international sales managers are locatédistralia, Canada, China, Germany, Hong Kongialnthpan, Korea, Malaysia,
Singapore and the United Kingdom. The inside da&les generates and qualifies leads for our regisasias managers and help manage
accounts by serving as a liaison between our &aftlinternal corporate resources. Our field systengineers also support our regional sales
managers by participating in joint sales calls praviding pre-sale technical resources as needed.

Our marketing programs are focused on creatingewems of our Internet traffic and content managés@ntions targeted at information
technology professionals such as chief informatiffiters. We plan to continue building strong braveareness to leverage the value of our
Internet traffic and content management produatspainfessional services in the marketplace. Weebelbrand visibility is a key factor in
increasing customer awareness, and our goal thédF5 brand to be synonymous with superior perdmee, high quality customer service
and ease of use. We market our products and ssryiceugh a broad range of marketing programsudict active tradeshow participation,
advertising in print publications, direct marketimggh-profile Web events and our Internet site.

PROFESSIONAL SERVICES AND TECHNICAL SUPPORT

We believe that our ability to consistently providgh-quality customer service and support willsbleey factor in attracting and retaining
customers. Prior to the installation of our Intérnaffic and content management solutions, oufgagional services team works with
organizations to analyze and understand their apeetwork needs. They also make recommendatio®wrio integrate our solutions to
best utilize our product features and functionalitpupport their unique network environment. Oogecustomers purchase our products, we
go on-site to help with installation and provideimitial training session to help our customers make of the functionality built into our
products. The installation process generally ocuiittsin 30 days of product shipment to the custamer

Our technical support team assists our custometsomiine updates and upgrades and provides resapigort through a 24x7 help desk. We
also offer seminars and training classes for oataruers on the configuration
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and use of our products, including local and widkaaetwork system administration and managemeatddition, we provide a full range of
consulting services to our customers, including peahensive network management, documentation aridrpence analysis and capacity
planning to assist in predicting future networkuiegments.

MANUFACTURING

We outsource the manufacturing of our pre-configunedustry-standard hardware platforms to thredrest manufacturers, who assemble
these hardware platforms to our specifications s€h@atforms consist primarily of an Intel-basechpating platform, rack-mounted
enclosure system and custom-designed front pareing¥all our proprietary software onto the hardalatforms and conduct functionality
testing, quality assurance and documentation cbpttiar to shipping our products. Subcontractorgmy our contract manufacturers with the
standard parts and components for our productghaduonsist primarily of motherboards, reboot camd chassis for our products, although
recently we have begun to stock certain key compisn&enerally purchase commitments with our lichgeurce suppliers are on a purchase
order basis.

COMPETITION

Our markets are new, rapidly evolving and highlynpetitive, and we expect this competition to perigl intensify in the future. We
compete in the Internet traffic and content managemarket primarily on the basis of product ppegformance, service, and warranty. Our
principal competitors in the Internet traffic ammhtent management market include CacheFlow, Cigste®s, Extreme Networks, Foundry
Networks, Inktomi, Network Applicance, Nortel Netiks, RadWare and Resonz

Cisco Systems has a product offering similar ts@und holds the dominant share of the market. Giasa longer operating history and
significantly greater financial, technical, markegtiand other resources than we do. Cisco also has@extensive customer base and broadel
customer relationships including relationships withny of our current and potential customers tbatcdtbe leveraged. In addition, Cisco has
large, well established, worldwide customer suppad professional services organizations and a exensive direct sales force and sales
channels than we do. Cisco and our other competitaty be able to respond more quickly to new orrgimg technologies and changes in
customer requirements than we can. There is aéspdhsibility that these companies may adopt agiyericing policies to gain market
share. As a result, these companies pose a senaysetitive threat that could undermine our abiidywin new customers and maintain our
existing customer base. Nevertheless, we belieagetthreats are mitigated by differences betweefutictionality and performance of our
products and those of our competitors, includingcGi

INTELLECTUAL PROPERTY

We rely on a combination of copyright, trademarll &nade secret laws and restrictions on disclosupgotect our intellectual property righ
We currently do not have any issued patents but A@vapplications pending for various aspects otecthnology. We also enter into
confidentiality or license agreements with our emypks, consultants and corporate partners, andotactess to, and distribution of, our
software, documentation and other proprietary imimtion. However, despite our efforts to protect praprietary rights, unauthorized parties
may attempt to copy or otherwise obtain and usepornlucts or technology.

We incorporate software that is licensed from saiird party sources into our products. Thesenges generally renew automatically on an
annual basis. We believe that alternative techrnieofpr this licensed software are available batmeéstically and internationally.

EMPLOYEES

As of September 30, 2000, we employed 496 full-thaesons, 134 of whom were engaged in product dpwetnt, 176 in sales and
marketing, 111 in professional services and tecirsigpport and 75 in finance, administration andrafions. None of our employees are
represented by a labor union and we have not esqpegd any work stoppages to date. We considermplogee relations to be good.
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DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The following table sets forth certain informatiaith respect to our executive officers and direstas of September 30, 2000:

NAME AGE POSITION

Jeffrey S. Hussey...........cccvneee 39 Chairman of the Board and Chief Strategist

John McAdam..........cccceeeeennnnnn. 49 President, Chief Executive Officer and Director

Carlton G. Amdahl...................... 48 Chief Technology Officer and Director

Robert J. Chamberlain.................. 47 Senior Vice President of Finance, Chief Financial Officer and
Treasurer

Steven Goldman.............cccocueee. 40 Senior Vice President of Sales, Marketing and Serv ices

Brett L. Helsel..........ccccocueeee. 40 Senior Vice President of Product Development

Alan J. Higginson (1)(2) .............. 53 Director

Karl D. Guelich (1)(2) .....vvvveveenes 58 Director

Keith D. Grinstein (1)(2) ............. 40 Director

(1) Member of Audit Committee.
(2) Member of Compensation Committee.

Directors are divided into three classes, with edabs as nearly equal in number as possible wi¢ghctass elected at each annual meeting to
serve for a three-year term.

Jeffrey S. Hussey co-founded F5 in February 19@bhas been our Chairman since that time. He hasdais our Chief Strategist since July
2000. From February 1996 to July 2000, Mr. Husseyed as our Chief Executive Officer and Presidéram February 1996 to March 1999,
Mr. Hussey also served as our Treasurer. From 1888 to February 1996, Mr. Hussey served as Viesient of Alexander Hutton Capital
L.L.C., an investment banking firm. From Septemt@93 to July 1995, Mr. Hussey served as Presidgnacific Comlink, an inteexchange
carrier providing frame relay and Internet accessises to the Pacific Rim, which he founded int8egber 1993. Mr. Hussey holds a B.A. in
Finance from Seattle Pacific University and an M.Brom the University of Washington.

John McAdam has served as our President, ChiefufixedOfficer and a director since July 2000. Ptmjoining F5 Networks, Mr. McAdar
served as General Manager of the Web server sasisdss at IBM. From January 1995 until August 1980 McAdam served as the
President and Chief Operating Officer of Sequenh@ater Systems, Inc., a manufacturer of hégiak open systems, which was sold to IBI
September 1999. Mr. McAdam holds a B.Sc. in CompBtéence from the University of Glasgow, Scotland.

Carlton G. Amdahl has served as our Chief Techidfiter since February 2000, and as a Directoresiday 1998. Mr. Amdahl has
operated Amdahl Associates, an independent congditim specializing in technology management, paidtrategy and system architecture
since January 1996. Mr. Amdahl has served as aBiref Network Caching Technology LLC since Felbyui999. From 1985 to January
1996, Mr. Amdahl served as Chairman of the BoarBiodctors and Chief Technical Officer of NetFRANEystems, a high performance
network server company, which he founded in 1986.Amdahl is a Stanford University Sloan Fellow drudds a B.S. degree in Electrical
Engineering and Computer Science from the UniversitCalifornia, Berkeley, and an M.S. in Manageinfeom Stanford University.

Robert J. Chamberlain has served as our SeniorRfiesident of Finance, Chief Financial Officer damdasurer since April 2000 and as our
Vice President of Finance, Chief Financial Offieed Treasurer from March 1999 to April 2000. Froept@mber 1998 to February 1999,
Chamberlain served as Senior Vice President anef Emancial Officer of Yesler Software, an eatigge company developing a personal
multimedia web communication product. From Februsd98 to July 1998, Mr. Chamberlain served as Gzsilent of Photodisc, a provider
of digital imagery, which merged with Getty Imagdes. in February 1998. From May 1997 to Februar98 ®Mr. Chamberlain served as
Senior Vice President and Chief Financial OfficePbotodisc. From April 1996
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to May 1997, Mr. Chamberlain served as Executivee\Rresident and Chief Financial Officer of Midc@wmmunications Inc., a
telecommunications service provider. Mr. Chambartailds a B.S. in Business Administration and Actimg from California State
University, Northridge.

Steven Goldman has served as our Senior Vice ferasid Sales, Marketing and Services since Jul@ B3l our Vice President of Sales,
Marketing and Services from July 1997 to July 199@m December 1996 to February 1997, Mr. Goldneames! as Vice President,
Enterprise Sales and Services, for Microtest, dneetwork test equipment and CD ROM server compaifitgy, its acquisition of Logicraft.
From March 1995 to December 1996, Mr. Goldman skasExecutive Vice President, North American Ojana, for Logicraft, a CD ROI
server company, after its merger with Virtual Misystems, a CD ROM server company. From 1990 to M&885, Mr. Goldman served as
Vice President of Sales for Virtual Microsystems. i@oldman holds a B.A. in Economics from the Unsity of California at Berkeley.

Brett L. Helsel has served as our Senior Vice Beggiof Product Development since February 2000aamlr Vice President of Product
Development and Chief Technology Officer from M&@8& to February 2000. From April to May 1998, Melstl served as our Vice
President of Advanced Product Architecture. Fromddl997 to March 1998, Mr. Helsel served as Vigssiélent, Product Development,
Cybersafe, Inc., a provider of enterprise-wide meknsecurity solutions. From April 1994 to Octold®97, Mr. Helsel served as Site
Development Manager for Wall Data, a host connégtaoftware company. Mr. Helsel holds a B.S. iro@leysics and Oceanography from
the Florida Institute of Technology. Alan J. Higgim has served as one of our directors since M8§.1rom November 1995 to November
1998, Mr. Higginson served as President of Atri@eaiporation, a provider of advanced data backupramikval technology. From May 19
to November 1995, Mr. Higginson served as ExecWiiwe President of Worldwide Sales and MarketingS@rra On-line, a developer of
multimedia software for the home personal computarket. From May 1990 to November 1995, Mr. Higgimserved as President of Sierra
On-line's Bright Star division, a developer of edli@nal software. Mr. Higginson holds a B.S. in Goence and an M.B.A. from the
University of Santa Clara.

Karl D. Guelich has served as one of our directorse June 1999. Mr. Guelich has been in privatetime as a certified public accountant
since his retirement from Ernst & Young in 1993emhhe served as the Area Managing Partner fdPaledic Northwest offices
headquartered in Seattle from October 1986 to Ndezrh992. Mr. Guelich holds a B.S. degree in Actimgnfrom Arizona State University.

Keith D. Grinstein has served as one of our dimscstnce December 1999. Mr. Grinstein has beeWite Chairman of Nextel International,
Inc. since September 1999. From January 1996 touBgb1999, Mr. Grinstein served as President, {Executive Officer and as a director
of Nextel International, Inc. From January 199Dexember 1995, Mr. Grinstein was President andf@hiecutive Officer of the aviation
communications division of AT&T Wireless Servicés;. Mr. Grinstein had a number of positions at MeCCellular and its subsidiaries,
include Vice President, General Counsel and Segrefd_IN Broadcasting Company, a subsidiary of MeCCellular, and Vice President
and Assistant General Counsel of McCaw CellularidHmurrently on the board of directors for the Adky Group, a media and entertainn
company. Mr. Grinstein received a BA from Yale Uamisity and a JD from Georgetown University.

ITEM 2. PROPERTIES.

Our principal administrative, sales, marketing aggkarch development facilities are located intfeat¥/ashington and consist of two
buildings totaling approximately 195,000 square.faeApril 2000, we entered into a lease agreenf@nthe buildings. The lease commen:
in July 2000 on the first building; and the leasetlte second building commenced in October 2006.1&&ses for both buildings expire in
2012 with an option for renewal. We also leasecefipace for our field personnel in California, N#wsey, Virginia, Hong Kong, Singapc
Japan, Korea, Australia, India and the United Kormgd
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ITEM 3. LEGAL PROCEEDINGS.

We are not aware of any pending legal proceediggmat us that, individually or in the aggregateuld have a material adverse effect on
business, operating results, or financial conditide may in the future be party to litigation angin the course of our business, including
claims that we allegedly infringe thirghrty trademarks and other intellectual propegfts. Such claims, even if not meritorious, coelsiuit
in the expenditure of significant financial and ragarial resources.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITI ES HOLDERS.
No matters were submitted to a vote of shareholdierisig the fourth quarter of our fiscal ye
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PART Il
ITEM 5. MARKET FOR REGISTRANT'S COMMON STOCK AND RE LATED SHAREHOLDER MATTERS.
MARKET PRICES AND DIVIDENDS ON COMMON STOCK

Our common stock has traded on the Nasdaq Natidagtet since June 4, 1999 under the symbol "FFTWé& following table sets forth the
high and low sales prices of our common stock psrted on Nasdag.

FISCAL YEAR ENDED SEPTEMBER 30, 1999 HIGH LOW
Third Quarter (from June 4, 1999)........c.ccc.... e, $45.13 $10.13
Fourth Quarter......ccccocveevveevcieecceeeee e, $85.00 $27.75
FISCAL YEAR ENDED SEPTEMBER 30, 2000 HIGH LOW
First QuUarter.......occovvvevvveicieeeieeeee e, $160.50 $66.94
Second QUAIEr......ccocveevvveeiiieecieevceeee e, $142.12 $62.12
Third Quarter......ccccveeevvvieececiieeeeeeee e, $76.50 $28.37
Fourth Quarter......ccocceeevvveeeceeiieeeeeeee e, $61.50 $33.00

As of December 1, 2000 there were 128 holdersadrceof our common stock, although we believe tiiaber of beneficial holders of our
common stock is substantially greater.

We have never declared or paid cash dividends oe@umon stock and do not anticipate paying aniddivds in the foreseeable future. We
currently intend to retain our earnings, if any, developing our business.

REPORT OF OFFERING SECURITIES AND USE OF PROCEEDS

We sold 2,860,000 shares of common stock in otiainublic offering pursuant to a registrationtetaent (No. 333-75817) filed under the
Securities Act of 1933, as amended, that becaneetafé on June 4, 1999. The shares were sold @teqf $10.00 per share to an
underwriting syndicate led by Hambrecht & QuistnBBoston Robertson Stephens and Dain Rauscher WeBhe offering commenced on
June 4, 1999 and was completed on June 9, 1998dditional 140,000 of shares of common stock wel& an behalf of a selling
shareholder as part of the initial public offeri@ffering proceeds to F5, after underwriting dists,l net of aggregate expenses of
approximately $1.0 million, were approximately &®illion. From the time of receipt through SeptemB0, 2000, the proceeds were
applied as follows:

- $6,000,000 was applied toward lease obligationséw office space secured by an irrevocable statetter of credit;
- Approximately $5.7 million was used for the caostion of the corporate offices;

- The remainder of the proceeds were approxim&&8/8 million and was applied toward working calpggpenditures, including
expenditures for sales and marketing, researcldanelopment and professional services.
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ITEM 6. SELECTED FINANCIAL DATA.

The following selected financial data are deriviehf our historical financial statements. The infation set forth below should be read in
conjunction with our financial statements, incluglithe notes thereto, and "Management's Discussidraalysis of Financial Condition and
Results of Operation” (in thousands, except perestata).

PERIOD FROM
FEB. 26, 1996
FISCAL YEAR ENDED SEPTEMBER 30, (INCEPTION) TO
- SEPT. 30,
2000 1999 1998 199 7 1996
STATEMENT OF OPERATIONS DATA:
Net revenues:
Products $ 87,980 $ 23,420 $ 4,119 $ 229 $ 2
Services 20,665 4,405 770 - -
Total net revenues ........cccceeeeennne. 108,645 27,825 4,889 229 2
Cost of net revenues:
Products ......cccocevveevieiieeiens 24,660 5,582 1,091 71 1
SEIVICES .uvvvvviriiiiiiiiiiieeeeeeenns 7,911 1,618 314 - -
Total cost of net revenues ................ 32,571 7,200 1,405 71 1
Gross profit .....ccceevvvveevneenne. 76,074 20,625 3,484 158 1
Operating expenses:
Sales and marketing ..........c..co..... 36,890 13,505 3,881 565 62
Research and development ................ 14,478 5,642 1,810 569 103
General and administrative .............. 9,727 3,869 1,041 383 180
Amortization of unearned compensation ... 2,127 2,487 420 69 4
Total operating eXpenses ............... 63,222 25,503 7,152 1, 586 349
Income (loss) from operations ............. 12,852 (4,878) (3,668) (1, 428) (348)
Other income (expense), net ............... 2,903 534 4) (28) 18
Income (loss) before income taxes ......... 15,755 (4,344) (3,672) (1, 456) (330)
Provision for income taxes ................ 2,105 - - - -
Net income (10SS) ....c.ccveeveennne $ 13,650 $ (4,344) $(3,672) $(1, 456) $ (330)
Net income (loss) per share-basic ......... $ 0.65 $ (0.42) $ (0.60) $ (0 .24)
Weighted average shares-basic ............. 21,137 10,238 6,086 6, 000
Net income (loss) per share -- diluted .... $ 0.59 $ (0.42) $ (0.60) $ (0. 24)
Weighted average shares -- diluted ........ 23,066 10,238 6,086 6, 000

SEPTEMBER 30,

2000 1999 1998 199 7 1996
BALANCE SHEET DATA:
Cash and cash equivalents ................. $ 53,017 $ 24,797 $ 6,206 $ 143 $ 624
Working capital (deficit) ... 65,898 25,876 6,763 ( 317) 617
Total aSSets ....cooeeeeveevieerieiieeenns 122,420 42,846 9,432 919 817
Long-term obligations ..................... - - - 216 29
Redeemable convertible preferred stock .... - - 7,688 - -
Shareholders' equity (deficit) ............ 87,685 31,973 (80) ( 231) 737
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

The following Management's Discussion and Analgéiginancial Condition and Results of Operationsusti be read in conjunction with @
Financial Statements and Notes. Our discussioragmforward-looking statements based upon cueepéctations. These forward-looking
statements include, but are not limited to, statégmabout our plans, objectives, expectations atahiions and other statements that are not
historical facts. Because these forward-lookingesteents involve risks and uncertainties, our aatesdilts and the timing of certain events
could differ materially from those anticipated irese forward-looking statements as a result ohirefactors, including those set forth under
"Risk Factors, "Business" and elsewhere in thisrep

OVERVIEW
F5 was incorporated on February 26, 1996 and begarations in April 1996. Our fiscal year endedSmptember 30, 2000.

From our inception through May 1999, we financed aperations and capital expenditures primarilptigh the sale of approximately $12.4
million in equity securities. In June 1999, we cdeted an initial public offering of 2,860,000 shad common stock and raised
approximately $25.5 million, net of offering costis.October 1999, we completed a secondary pulfiizing of 500,000 shares of common
stock and raised approximately $31.5 million, rfetffering costs.

For the fiscal years 1998 through 2000, our ne¢meres were $4.9 million, $27.8 million and $108i6iom respectively. We achieved our
first quarterly profit during the fourth quarter figcal year 1999 and our first annual profit isctl year 2000.

Currently, we derive approximately 62% of our r@tenues from sales of BIG-IP, and we expect tovdezisignificant portion of our net
revenues from sales of BIG-IP in the future. Dufiisgal year 2000, one of our resellers, Exodus @amications, accounted for 14% of our
net revenues and 8% of our accounts receivablatalat September 30, 2000.

Net revenues derived from customers located outsfitlee United States were $20.6 million in fis2800, $2.2 million in fiscal 1999, ar
$172,000 in fiscal 1998. We plan to continue exjr@gnadur international operations significantly, fiaurlarly in selected countries in the
European and Asia Pacific markets, because weviedligernational markets represent a significantugin opportunity.

Customers who purchase our products have the ofaticeteive installation services and an initiadtomer support contract, typically
covering a 12-month period. We generally combireegftware license, installation, and customer stpglements of our products into a
package with a single price. We allocate a portibtihe sales price to each element of the bundéettgge based on their respective fair
values when the individual elements are sold séggraCustomers may also purchase consulting ses\aad renew their initial customer
support contract.

Revenues from the sale of our products and softii@eses are recognized, net of allowances fomastd returns, when the product has
been shipped and the customer is obligated toqathé product. Estimated sales returns are basédstorical experience by product and
recorded at the time revenues are recognized.@srvevenue for installation is recognized wherptioeluct has been installed at the
customer's site. Revenues for customer supporeaognized on a straight-line basis over the sere@ntract term. Consulting services are
customarily billed at fixed rates, plus out-of-petlkexpenses, and revenues from consulting seraieeiecognized at the end of the quarter in
which they are performed.

Our ordinary payment terms to our domestic custsraeg net 30 days, but we have extended paymens teeyond net 30 days to some
customers. For these arrangements, revenue isnigedgatably over the terms of the arrangement.d@dinary payment terms to our
international customers are net 60 days.
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In view of the rapidly changing nature of our b&esisa and our limited operating history, we belidat period-to-period comparisons of net
revenues and operating results are not necessae#yingful and should not be relied upon as indisadf future performance. To maintain
profitability we will need to increase our net raues and manage operating expenses. Although veeexgerienced rapid growth in net
revenues in recent periods, we may not be abledam these growth rates to maintain profitahility

We have recorded a total of $8.2 million of stoocknpensation costs since our inception through &spte 30, 2000. These charges represent
the difference between the exercise price and ¢éeenéd fair value of certain stock options grantedur employees and outside directors.
These options generally vest ratably over a fgrar period. We are amortizing these costs usirgraalerated method as prescribed by F
interpretation No. 28 ("FIN No. 28") and have ratamt stock compensation charges of $2.1 millior $&llion and $420,000 for the years
ended September 30, 2000, 1999 and 1998, resfgctive

We expect to recognize amortization expense retateiearned compensation of approximately $2.2anjl$824,000, $60,000 and $0
during the years ended September 30, 2001, 2003, &0d 2004, respectively. We cannot guaranteegbhenythat we will not accrue
additional stock compensation costs in the futuréhat our current estimate of these costs wilvpraccurate.

RESULTS OF OPERATIONS
The following table sets forth certain financiatalas a percentage of total net revenues for thedseindicated.

YEAR ENDED SEPTEMBER 30,

2000 1999 1998
STATEMENT OF OPERATIONS DATA:
Net revenues:
Products .......ccccccovviveeeininnnenn. 81.0% 84.2% 84.3%
SEIVICES ..ovviiiiiiieeiiieee e 19.0 15.8 15.7
Total net revenues ............cc....... 100.0 100.0 100.0
Cost of net revenues:
Products .......cocceeiiiiiieiiiin, 22.7 20.1 22.3
SErVICES ..ovviiiiiieeiieee e 7.3 5.8 6.4
Total cost of net revenues ............. 30.0 25.9 28.7
Gross margin .....cccceeeeeeeieiennnns 70.0 74.1 71.3
Operating expenses:
Sales and marketing .........c.ccouveenn. 34.0 48.5 79.4
Research and development ................. 13.3 20.3 37.0
General and administrative ............... 9.0 13.9 21.3
Amortization of unearned compensation .... 2.0 8.9 8.6
Total operating expenses ............... 58.2 91.6 146.3
Income (loss) from operations ............... 11.8 (17.5) (75.0)
Other income (expense), net ................. 2.7 1.9 (0.2)
Income (loss) before income taxes ........... 14.5 (15.6) (75.1)
Provision for income taxes ................. 1.9 - --
Net income (I0SS) .....ccvvvvvveeeennn. 12.6% (15.6)% (75.1)%
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YEARS ENDED SEPTEMBER 30, 2000 AND 1999
Net Revenues:

Net revenues consist of sales of our products andcgs, which include software licenses and rdlagzvices. Services include revenue fi
service and support agreements provided as p#reahitial product sale, installation, sales ofegxded service and support contracts and
consulting services.

Product revenues. Product revenues increased by®7f%om $23.4 million for the year ended Septengfk 1999 to $88.0 million for the
year ended September 30, 2000. This increase duptoevenues was due to an increase in the quaftitur products sold, primaril
through our indirect sales channels and to a lesdent through our direct sales channels.

Service revenues. Service revenues increased b$%68&om $4.4 million for the year ended Septen8@r1999 to $20.7 million for the
year ended September 30, 2000. This increase veaprduarily to an increase in the installed basewfproducts and the renewal of sen
and support contracts.

International revenues represented 7.7% of tot@mees for the year ended September 30, 1999 &l fotal revenues for the year ended
September 30, 2000. This increase represents thelgim demand for our products and an increaskamumber of resellers. We expect
international revenues to continue to represeigraficant portion of net revenues, although wergarassure you that these revenues as a
percentage of net revenues will remain at currevels. All sales transactions are denominated $ dollars.

As our net revenue base increases, we do not believcan sustain percentage growth rates of nehums that we have experienced
historically.

Cost of Net Revenues:

Cost of net revenues consists primarily of outsedicardware components and manufacturing, feahiforparty software products
integrated into our products, service and suppantgnnel and an allocation of our facilities angdréeiation expenses.

Cost of product revenues. Cost of product revemmeased 341.8%, from $5.6 million for the yeadexh September 30, 1999 to $24.7
million for the year ended September 30, 2000. Gbproduct revenues increased as a percent ofiptedvenues from 23.8% for the year
ended September 30, 1999, to 28.0% for the yeade8dptember 30, 2000. The increase as a perceftpgmduct revenues was the resu
higher production costs associated with hardwandigaration enhancements. The cost of raw matenig increase, which would cause the
cost of product revenues to increase and haveatimedgmpact on our gross margin.

Cost of service revenues. Cost of service reveimeesased 388.9%, from $1.6 million for the yeadlesh September 30, 1999 to $7.9 million
for the year ended September 30, 2000. Cost ofcgergvenues increased as a percent of servicauesdrom 36.7% for the year ended
September 30, 1999 to 38.3% for the year endeceBdyar 30, 2000. The increase in cost of servicemas as a percentage of service
revenues is due to increased personnel costs widklhde training and consulting.

Sales and marketing. Our sales and marketing erpartmsist primarily of salaries, commissions alated benefits of our sales and
marketing staff, costs of our marketing programsiuding public relations, advertising and tradeve$, and an allocation of our facilities and
depreciation expenses. Sales and marketing expemseased by 173.2%, from $13.5 million for thayended September 30, 1999 to $36.9
million for the year ended September 30, 2000. Tidsease was due to an increase in sales and timgrersonnel and professional servi
personnel from 93 to 287, and increased advertaimhpromotional activities. We expect to contimereasing sales and marketing expenses
in order to grow net revenues and expand our baavateness.

Research and development. Our research and devetbgxpenses consist primarily of salaries andeélbenefits for our product
development personnel and an allocation of outifi@si and depreciation expenses.
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Research and development expenses increased B#4,56om $5.6 million for the year ended Septen8r1999 to $14.5 million for the
year ended September 30, 2000. This increase vadn increase in product development personoil 59 to 134 and nonrecurril

charges of $1.6 million consisting of prototype en&tl expenses and a one time licensing agree®emtfuture success is dependent, in large
part on the continued enhancement of our currerdymts and our ability to develop new, technolofycadvanced products that meet the
sophisticated needs of our customers. We expegarels and development expenses to increase irefpariods.

General and administrative. Our general and adinétiige expenses consist primarily of salariesefiehand related costs of our executive,
finance, human resource and legal personnel, fiarty professional service fees, and an allocaifayur facilities and depreciation expens
General and administrative expenses increased by from $3.9 million for the year ended Septengtk 1999 to $9.7 million for the
year ended September 30, 2000. This increase veaprauarily to an increase in general and admiatiste personnel from 35 to 75 and a
time executive recruitment charge of $1.6 milligvie expect general and administrative expensesteadse as we expand our staff, further
develop our internal information systems and ireasts associated with being a publicly held company

Unearned compensation. We recorded stock compengadtiarges of $2.5 million and $2.1 million for §wars ended September 30, 1999
and 2000, respectively.

Other income (expense), net. Other income congistsarily of earnings on our cash and cash equitalbalances. Interest income was
$534,000 for the year ended September 30, 199%au2dmillion for the year ended September 30, 20®@re was a one time asset
impairment charge of $336,000, associated withmbee to our new corporate headquarters.

Income taxes. The income tax provision increasm fzero in fiscal 1999 to $2.1 million in fiscal ZD0rhe Company utilized a portion of its
U.S. federal and state net operating loss carndaae/in fiscal 2000. The difference between thiiisy rate and the effective rate was due
primarily to previous unrecognized deferred taxeeéssS=ASB statement No. 109 provides for the reitimgnof deferred tax assets if

realization is more likely than not. Based on afali evidence, which includes our historical opegaperformance and the reported
cumulative net losses in all prior years, we histdly provided for a full valuation allowance agsi our net deferred tax assets. Based on oul
operating performance, we determined that a cep@ition of these assets are more likely than mbktrealizable. As a result, the valuation
allowance has been patrtially reversed against eudeferred assets for these assets which aredevedirealizable. We have maintained a
valuation allowance on our remaining net operalirsg carryforwards as of September 30, 2000 (apmately $4.9 million). These

remaining net operating loss carryforwards prinyaiglate to the tax benefits associated with onelsbption plans, which will be offset
against shareholders' equity.

YEARS ENDED SEPTEMBER 30, 1999 AND 1998
Net Revenues:

Net revenues consist of sales of our products andcgs, which include software licenses and rdlatvices. Services include revenue fi
service and support agreements provided as p#reahitial product sale, installation, sales ofegxded service and support contracts and
consulting services.

Product revenues. Product revenues increased b§%6&om $4.1 million for the year ended Septen8@r1998 to $23.4 million for the
year ended September 30, 1999. This increase @uptoevenues was due to an increase in the quaftitur products sold, primaril
through our indirect sales channels and to a lesdent through our direct sales channels.

Service revenues. Service revenues increased by%7#&om $770,000 for the year ended Septembet 388 to $4.4 million for the year
ended September 30, 1999. This increase was dueuilsi to an increase in the installed base ofuoducts and the renewal of service and
support contracts.
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Cost of Net Revenues:

Cost of net revenues consists primarily of outsedicardware components and manufacturing, feahiforparty software products
integrated into our products, service and suppensgnnel and an allocation of our facilities andrdeiation expenses.

Cost of product revenues. Cost of product revemmeased 411.6%, from $1.1 million for the yeadeuh September 30, 1998 to $5.6 mill
for the year ended September 30, 1999. Cost ofustadvenues decreased as a percent of productuesdrom 26.5% for the year ended
September 30, 1998, to 23.8% for the year endeteBdger 30, 1999. The decrease as a percentagedufgirevenues was the result of
higher utilization of manufacturing operations,limding increased economies of scale achieved froimeease in production. The increas
absolute dollars was due primarily to an increaggroduct revenues. The cost of raw materials mesease, which would cause the cost of
product revenues to increase and have a negatpacinon our gross margin.

Cost of service revenues. Cost of service revemoesased 415.3%, from $314,000 for the year eiS#griember 30, 1998 to $1.6 million for
the year ended September 30, 1999. Cost of samvemues decreased as a percent of service revieomed0.8% for the year ended
September 30, 1998 to 36.7% for the year endeceBdyar 30, 1999. The decrease in cost of serviegpascentage of service revenues is

to increased economies of scale achieved fromase service revenues. The increase in cost dEeaevenues in absolute dollars was due
primarily to increased personnel costs which ineltréining and consulting.

Sales and marketing. Our sales and marketing erparmmsist primarily of salaries, commissions alated benefits of our sales and
marketing staff, costs of our marketing programsiuding public relations, advertising and tradeves, and an allocation of our facilities and
depreciation expenses. Sales and marketing expemseased by 248.0%, from $3.9 million for the iyeaded September 30, 1998 to $13.5
million for the year ended September 30, 1999. Tidsease was due to an increase in sales and timgriersonnel and professional servi
personnel from 37 to 93, and increased advertisimpromotional activities. We expect to continueréasing sales and marketing expenses
in order to grow net revenues and expand our baavateness.

Research and development. Our research and devetb@xpenses consist primarily of salaries andeélbenefits for our product
development personnel and an allocation of oulifiesi and depreciation expenses. Research andoggwent expenses increased by 211,
from $1.8 million for the year ended September13®8 to $5.6 million for the year ended Septemifierl®99. This increase was due to an
increase in product development personnel fronoZ0t Our future success is dependent, in largeopathe continued enhancement of our
current products and our ability to develop newht®logically advanced products that meet the stighted needs of our customers. We
expect research and development expenses to iadreagure periods.

General and administrative. Our general and adinétiige expenses consist primarily of salaries efiehand related costs of our executive,
finance, human resource and legal personnel, fiarty professional service fees, and an allocaifayur facilities and depreciation expens
General and administrative expenses increased by %/ from $1.0 million for the year ended Septengtk 1998 to $3.9 million for the

year ended September 30, 1999. This increase veaprauarily to an increase in general and admiaiste personnel from 16 to 35. V

expect general and administrative expenses toaseras we expand our staff, further develop oernal information systems and incur costs
associated with being a publicly held company.

Unearned compensation. We recorded stock compensatarges of $420,000 and $2.5 million for theryesnded September 30, 1998 and
1999, respectively.

Interest income (expense) net. Interest incomeistsnsf earnings on our cash and cash equivaldanhbes offset by interest expense
associated with debt obligations. Net interest agpevas $4,000 for the year ended September 38,c#8pared to net interest income of
$534,000 for the year ended September 30, 1998.ifitiease was due primarily to the investmenhefproceeds received from our initial
public offering in June 1999.
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Income taxes. As of September 30, 1999, we hadbappately $7.8 million of net operating loss caowfiards for federal income tax
purposes. Accordingly, there was no provision &atefral or state income taxes for any prior pefidtdization of the net operating loss
carryforwards may be subject to annual limitatidne to the ownership change limitations contaimeithé Internal Revenue Code of 1986
and similar state provisions. Annual limitationsymasult in the expiration of the net operatingsks before we can utilize them. The federal
net operating loss carryforwards will expire atiovas dates beginning in 2011 through 2019 if wendbuse them.
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QUARTERLY RESULTS OF OPERATIONS

The following tables present our unaudited quartersults of operations for the eight quarters dréieptember 30, 2000 in dollars and as a
percentage of net revenues. You should read thenfiolg tables in conjunction with our financial &eents and related notes included
elsewhere in this report. We have prepared thisidited information on the same basis as the audlitadcial statements. These tables
include all adjustments, consisting only of normeadurring adjustments that we consider necessary flair presentation of our operating
results for the quarters presented. You shouldiras any conclusions about our future results ftberesults of operations for any quarter.

THREE MONTHS ENDED

SEPT. 30 , JUNE 30, MARCH 31, DEC. 31, SEPT. 30, JUNE 30, MARCH 31, DEC. 31,
2000 2000 2000 1999 1999 199 9 1999 1998

Net Revenues:

Products .... $ 23,834 $ 18,532 $ 16,282 $ 11,548 $ 6 444 $ 3,146 $ 2,282
Services 5,387 5,072 2,891 2,215 1 ,161 616 413
Total net revenues ............. 36,647 29,221 23,604 19,173 13,763 7 ,605 3,762 2,695
Cost of net revenues:
Products 8,951 6,032 5,053 4,624 2497 1 ,636 825 624
Services 2,822 2,238 1,792 1,059 642 396 384 196
Total cost of net revenues ..... 11,773 8,270 6,845 5683 3,139 2 ,032 1,209 820
Gross profit .......cccoeenee 24,874 20,951 16,759 13,490 10,624 5 ,573 2,553 1,875
Operating expenses:
Sales and marketing ............... 10,575 8,452 5742 4392 4 ,010 2,887 2,216
Research and development 3,422 2,761 2,225 1,831 1 ,466 1,324 1,021
General and administrative 2,222 1,748 1,478 1,724 954 666 525
Amortization of unearned
compensation .................. 680 434 470 543 690 759 670 368
Total operating expenses ....... 23,150 16,653 13,431 9,988 8,637 7 ,189 5,547 4,130
Income (loss) from operations 1,724 4,298 3,328 3,502 1,987 (1 ,616) (2,994) (2,255)
Other income (expense), net .. 489 855 818 741 348 97 31 58
Income (loss) before income taxes .... 5,153 4,146 4,243 2335 (1 ,519)  (2,963) (2,197)
Provision for income taxes .. 1,308 - -- - -- -- -
Net income (loss) $ 3,845 $ 4,146 $ 4,243 $ 2,335 $ (1 519) $ (2,963) $ (2,197)
Net Revenues:
Products .......ccccevvveiiinenne 79.8 % 81.6% 78.5% 84.9% 83.9% 84.7% 83.6% 84.7%
ServiCes .....cocvvvvenieeninen, . 18.4 215 15.1 16.1 15.3 16.4 15.3
Total net revenues 100.0 100.0 100.0 1000 1 00.0 100.0 100.0
Cost of net revenues:
Products 24.4 20.6 21.4 241 18.1 215 21.9 23.1
Services 7.7 7.7 7.6 5.5 4.7 5.2 10.2 7.3
Total cost of net revenues ..... 32.1 28.3 29.0 29.6 22.8 26.7 32.1 30.4
Gross margin .........ccceueee 67.9 71.7 71.0 70.4 77.2 73.3 67.9 69.6
Operating expenses:
Sales and marketing ............... 33.1 36.2 35.8 29.9 32.0 52.7 76.7 82.2
Research and developmen 16.6 11.7 11.7 11.6 13.3 19.3 35.2 37.8
General and administrative ........ 11.7 7.6 7.4 7.7 12.5 125 17.8 195
Amortization of unearned
compensation .................. 1.9 1.5 2.0 2.8 5.0 10.0 17.8 13.7
Total operating expenses ....... 63.2 57.0 56.9 52.1 62.8 94.5 147.5 153.2
Income (loss) from operations . 4.7 14.7 14.1 18.3 14.4  ( 21.2) (79.6) (83.6)
Other income (expense), net .. 1.3 2.9 35 3.9 2.6 1.3 0.8 2.1
176 176 221 170 ( 19.9) (78.8) (81.5)
4.5 -- -- - - -- -
% 132% 17.6% 22.1% 17.0% ( 19.9)% (78.8)% (81.5)%
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Our quarterly operating results have fluctuateaificantly and we expect that future operating hesswill be subject to similar fluctuations
for a variety of factors, many of which are substdly outside our control. See "Risk Factors-Ouarerly operating results are volatile and
may cause our stock price to fluctuate.”

LIQUIDITY AND CAPITAL RESOURCES

From our inception through May 1999, we financed aperations and capital expenditures primarilptigh the sale of approximately $12.4
million in equity securities. In June 1999 we coetpt an initial public offering of 2,860,000 shaoé€ommon stock and raised
approximately $25.5 million, net of offering cosiis.October 1999, we completed a secondary pulffiezing of 500,000 shares of common
stock and raised approximately $31.4 million, rfetffering costs.

Cash used in our operating activities was $2.0ianilfor the year ended September 30, 1999. Cashdat by our operating activities was
$9.8 million for the year ended September 30, 20&4.cash for fiscal year 2000 outflows resultehfrincreases in accounts receivable due
to increased sales and other current assets amdpagially offset by increases in accounts payaserued liabilities and deferred revenues.
Net cash inflows for fiscal year 2000 was the restithe Company becoming profitable in the secguadrter of 2000. We anticipate thal

the future we may offer financing to certain resedl To the extent such financing is offered, ags#d in operating activities will increase to
fund the increase in outstanding accounts recesvabl

Cash used in investing activities was $5.6 milfionthe year ended September 30, 1999 and $16liamiibr the year ended September 30,
2000, which includes $13.3 million used to purchasperty and equipment and $3.2 million used t@$t in restricted cash. The
components of restricted cash consist of an irreblecstandby letters of credit, totaling $6.0 roillito fund our commitment to lease office
space.

As of September 30, 1999, our principal commitmeotssisted of obligations outstanding under opegdeases. In April 2000, we entered
into a lease agreement on two buildings for a nerparate headquarters. The lease commenced ir200 on the first building; and the
lease on the second building commenced in Octdd@®.2The lease for both buildings expires in 201than option for renewal. The
company established a restricted escrow accowtrinection with this lease agreement. Under thma tdrthe lease, a $6 million irrevocable
standby letter of credit is required through Novem®012, unless the lease is terminated before fftés amount has been included on the
Company's balance sheet as of September 30, 2G06asponent of restricted cash. Although we havether material commitments, we
anticipate a substantial increase in our capitpkagitures and lease commitments consistent witlasticipated growth in our operations,
infrastructure and personnel. In the future we mlap require a larger inventory of products in otdeprovide better availability to custom:
and achieve purchasing efficiencies. Any such im&eecan be expected to reduce cash, cash equsvatehshort-term investments. We
expect that our existing cash balances and cashdperations will be sufficient to meet our antatigd working capital and capital
expenditures for the foreseeable future.

RECENT ACCOUNTING PRONOUNCEMENTS

In June 1998, the FASB issued Statement of FinhAcieounting Standards No. 133, "Accounting for Dative Instruments and Hedging
Activities." This statement requires that all detive instruments be recorded on the balance sit¢leir fair value. Changes in the fair value
of derivatives are recorded each period in cureanhings or other comprehensive income, dependinghether a derivative is designated as
part of a hedge transaction and, if it is, the tgphedge transaction. In July 1999, the FASB idsBEAS No. 137, "Accounting for Derivati
Instruments and Hedging Activities Deferral of thigective Date of FASB Statement No. 133." SFAS M7 deferred the effective date of
SFAS No. 133 until fiscal years beginning aftereld®, 2000. The Company does not use derivativeiments, therefore the adoption of -
statement will not have any effect on the Comparggsilts of operations or its financial position.

In December 1999, SEC Staff Accounting Bulletin 161 ("SAB 101"), "Revenue Recognition in Finan@#&htements," was issued. This
pronouncement summarizes certain of the SEC stadfigs in applying generally accepted accountiriggiples to revenue recognition. SAB
101 is required to be adopted by the
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Company for the year ended September 30, 2001Cohepany is currently reviewing the requirementSAB 101 and assessing its impact
on the Company's financial statements.

RISK FACTORS

In addition to the other information in this repdhte following risk factors should be carefullynsidered in evaluating our company and its
business.

OUR QUARTERLY OPERATING RESULTS ARE VOLATILE AND MA Y CAUSE OUR STOCK PRICE TO FLUCTUATE.

Our quarterly operating results have varied sigaiftly in the past and will vary significantly inet future, which makes it difficult for us to
predict our future operating results. In particui@e anticipate that the size of customer ordeng imerease as we continue to focus on larger
business accounts. A delay in the recognition eémeie, even from just one account, may have afgignt negative impact on our results of
operations for a given period. In the past, a $icgmt portion of our sales have been realized tiemaend of a quarter. Accordingly, a delay in
an anticipated sale past the end of a particulartgumay negatively impact our results of operetifor that quarter. Furthermore, we base
our decisions regarding our operating expensesiticiated revenue trends and our expense levelsetatively fixed. Consequently, if
revenue levels fall below our expectations, ourimedme

(loss) will decrease (increase) because only algogion of our expenses vary with our revenue Bem 7 of Part Il -- "Management's
Discussion and Analysis of Financial Condition &w®bults of Operations.”

We believe that period-to-period comparisons ofregults of operations are not meaningful and shoat be relied upon as indicators of
future performance. Our operating results may bevbéhe expectations of securities analysts andstors in some future quarter or quarters.
Our failure to meet these expectations will likegriously harm the market price of our common stock

OUR SUCCESS DEPENDS ON SALES OF OUR BIG-IP(R).

We currently derive approximately 62% of our netergues from sales of our BIG-IP product line. ldididn, we expect to derive a
significant portion of our net revenues from saleBIG-IP in the future. Implementation of our $&gy depends upon BIG-IP being able to
solve critical network availability and performanmeblems of our customers. If BIG-IP is unableddve these problems for our customers,
our business and results of operations will beosisty harmed.

OUR SUCCESS DEPENDS ON OUR TIMELY DEVELOPMENT OF NEW PRODUCTS AND FEATURES.

We expect the Internet traffic and content managemmarket to be characterized by rapid technoldgicange, frequent new product
introductions, changes in customer requirementseaot/ing industry standards. We are currently ttgyiag new features for our existing
products. We expect to continue to develop newyxctsdand new product features in the future. Ifailto develop and deploy new products
and new product features on a timely basis, ouinkas and results of operations may be seriousinéad See Item 1 of Part | -- "Business --
Product Development."

WE MAY NOT BE ABLE TO COMPETE EFFECTIVELY IN THE EM ERGING INTERNET TRAFFIC AND CONTENT
MANAGEMENT MARKET.

Our markets are new, rapidly evolving and highlynpetitive, and we expect competition to persistiabehsify in the future. Our principal
competitors in the Internet traffic and content aggment market include Cisco Systems, Nortel NétsydRadWare and Resonate. We
expect to continue to face additional competitismaw participants enter the Internet traffic aodtent management market. In addition,
larger companies with significant resources, br@udgnition and sales channels may form allianads av acquire competing Internet traffic
and content management solutions and emerge dficsighcompetitors. Potential competitors may Hertlieir products or incorporate an
Internet traffic and content management compon#gatexisting products in a manner that discouragess from purchasing our products.
Potential customers may also choose to purchastamdd or larger servers instead of our produBee Item 1 of Part | -- "Business --
Competition."

24



OUR EXPANSION INTO INTERNATIONAL MARKETS MAY NOT SU CCEED.

We intend to continue expanding into internatiamarkets. We have limited experience in marketiefiirey and supporting our products
internationally. International sales representet 1 our net revenues for the year ended SepteBhe2000, 7.7% of our net revenues for
the year ended September 30, 1999, and 3.5% fogretreended September 30, 1998. We have engagedmsakonnel in Australia, Europe,
Asia Pacific and Latin America. Our continued growtill require further expansion of our internatibperations in selected countries in
European and Asia Pacific markets. If we are unttbexpand our international operations succegséut in a timely manner, our business
and results of operations may be seriously hari@edh expansion may be more difficult or take lorthan we anticipate, and we may not be
able to successfully market, sell, deliver and suppur products internationally.

WE MAY NOT BE ABLE TO SUSTAIN OR DEVELOP NEW DISTRI BUTION RELATIONSHIPS.

Our sales strategy requires that we establish pheiltistribution channels in the United States iaternationally through leading industry
resellers, original equipment manufacturers, systtegrators, Internet service providers and aothannel partners. We have a limited
number of agreements with companies in these chgrared we may not be able to increase our numbdiswibution relationships or
maintain our existing relationships. One of ouetkess, Exodus Communications, accounted for 14%uofnet revenues for the year ended
September 30, 2000, and 8% of our accounts redeiaance at September 30, 2000. Our inabilitgftectively establish our indirect sales
channels will seriously harm our business and tesifloperations.

OUR SUCCESS DEPENDS ON OUR ABILITY TO ATTRACT, TRAI N AND RETAIN QUALIFIED MARKETING AND SALES,
PROFESSIONAL SERVICES AND CUSTOMER SUPPORT PERSONNE.

Our products require a sophisticated marketingsatels effort targeted at several levels withinaspective customer's organization.
Competition for qualified sales personnel is inegrend we might not be able to hire the kind amdlver of sales personnel we are targeting.
Our inability to retain and hire qualified salegsgmnnel may seriously harm our business and resitiperations.

We currently have a professional services and oustgupport organization and will need to increasestaff to support new customers and
the expanding needs of existing customers. Thallatbn of Internet traffic and content managensaititions, the integration of these
solutions into existing networks and the ongoingprt can be complex. Accordingly, we need highdjrted professional services and
customer support personnel. Hiring professionalises and customer support personnel is very catiygein our industry due to the limited
number of people available with the necessary tieahgkills and understanding of our products. @ability to attract, train or retain the
number of highly qualified professional services anstomer support personnel that our businesssmaag seriously harm our business and
results of operations.

WE DEPEND ON OUR KEY PERSONNEL AND THE LOSS OF ANY KEY PERSONNEL MAY HARM OUR BUSINESS AND
RESULTS OF OPERATIONS.

Our success depends to a significant degree umocotitinued contributions of our key managememtlpet development, sales and
marketing and finance personnel, many of whom elldifficult to replace. The loss of services of af our key personnel may seriously
harm our business and results of operations. Weotlbave employment contracts with any of our kesspnnel.

IT IS DIFFICULT TO PREDICT OUR FUTURE OPERATING RES ULTS BECAUSE WE HAVE AN UNPREDICTABLE SALES
CYCLE.

We are unable to predict our sales cycle becaudtawe limited experience selling our products. dtisally, our sales cycle has ranged from
approximately two to three months. Sales of BIG3?NS, GLOBAL-SITE, SEE-IT, and EDGE-FX require taseducate potential
customers on their use and benefits. The salergbrmalucts is subject to delays from the lengthgnmal budgeting, approval and competitive
evaluation processes that large corporations amdrgmental entities may require. For example, custs frequently begin by evaluating our
products on a limited basis and devote time angluregs to testing our products before they
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decide whether or not to purchase. Customers nsaydafer orders as a result of anticipated releafsesw products or enhancements by us
or our competitors. As a result, our products hewveinpredictable sales cycle that contributeseaiticertainty of our future operating rest

THE AVERAGE SELLING PRICES OF OUR PRODUCTS MAY DECREASE AND OUR COSTS MAY INCREASE, WHICH MAY
NEGATIVELY IMPACT GROSS PROFITS.

We anticipate that the average selling prices ofppaducts will decrease in the future in respasgompetitive pricing pressures, increased
sales discounts, new product introductions by usuorcompetitors or other factors. Therefore, ithenrto maintain our gross profits, we must
develop and introduce new products and productresgments on a timely basis and continually reducgpoduct costs. Our failure to do so
will cause our net revenue and gross profits tdigkecwhich will seriously harm our business ansufes of operations. In addition, we may
experience substantial period-to-period fluctuationfuture operating results due to the erosioousfaverage selling prices.

OUR BUSINESS MAY BE HARMED IF OUR CONTRACT MANUFACT URERS ARE NOT ABLE TO PROVIDE US WITH
ADEQUATE SUPPLIES OF OUR PRODUCTS.

We rely on third party contract manufacturers teeasble our products. We outsource the manufactafiogr pre-configured, industry-
standard hardware platforms to three contract nzturfers who assemble these hardware platformgrtspecifications. We have
experienced minor delays in shipments from thesgract manufacturers in the past which have notehamaterial impact on our results of
operations. We may experience delays in the fusuher problems, such as inferior quality andiffisient quantity of product, any of
which may seriously harm our business and reséilkperations. The inability of our contract manuéaers to provide us with adequate
supplies of our products or the loss of our contna@nufacturers may cause a delay in our abilitiylfil orders while we obtain a
replacement manufacturer and may seriously harnbesiness and results of operations.

If the demand for our products grows, we will néeéhcrease our material purchases, contract maturfag capacity and internal test and
quality functions. Any disruptions in product flaway limit our revenue, may seriously harm our cotitipe position and may result in
additional costs or cancellation of orders by austomers. See Item 1 of Part | -- "Business -- Macturing."

OUR BUSINESS COULD SUFFER IF THERE ARE ANY INTERRUPTIONS OR DELAYS IN THE SUPPLY OF HARDWARE
COMPONENTS FROM OUR THIRD-PARTY SOURCES.

We currently purchase several hardware componeets in the assembly of our products from limitedrees. Lead times for these
components vary significantly. Any interruptiondglay in the supply of any of these hardware corapts) or the inability to procure a
similar component from alternate sources at acbéptarices within a reasonable time, will seriouséym our business and results of
operations. See Item 1 of Part | -- "Business--Macturring."

UNDETECTED SOFTWARE ERRORS MAY SERIOUSLY HARM OUR B USINESS AND RESULTS OF OPERATIONS.

Software products frequently contain undetectedrsnvhen first introduced or as new versions deased. We have experienced these e
in the past in connection with new products andipob upgrades. We expect that these errors wilbbed from time to time in new or
enhanced products after commencement of commaitianents. These problems may cause us to inauifisant warranty and repair costs,
divert the attention of our engineering personnainf our product development efforts and cause fiogmit customer relations problems. We
may also be subject to liability claims for damagsated to product errors. While we carry insusapolicies covering this type of liability,
these policies may not provide sufficient protectstould a claim be asserted. A material prodadbillty claim may seriously harm our
business and results of operations.

Our products must successfully operate with praglfrom other vendors. As a result, when problentsioin a network, it may be difficult to
identify the source of the problem. The occurreoicgoftware errors, whether caused by our prodorctsother vendor's products, may result
in the delay or loss of market acceptance of oodpets. The occurrence of any of these problemssadgusly harm our business and res

of operations.
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WE MAY NOT ADEQUATELY PROTECT OUR INTELLECTUAL PROP ERTY AND OUR PRODUCTS MAY INFRINGE ON
THE INTELLECTUAL PROPERTY RIGHTS OF THIRD PARTIES.

We rely on a combination of copyright, trademarll fnade secret laws and restrictions on disclostioenfidential and proprietary
information to protect our intellectual propertghts. Despite our efforts to protect our proprigtéghts, unauthorized parties may attempt to
copy or otherwise obtain and use our productsahmelogy. Monitoring unauthorized use of our pradus difficult, and we cannot be cert
that the steps we have taken will prevent misappatpn of our technology, particularly in foreigountries where the laws may not protect
our proprietary rights as fully as in the Unite@t8s. In addition, we have not entered into nonjseiition agreements with several of our
former employees.

From time to time, third parties may assert exeligatent, copyright, trademark and other inteliacproperty rights claims or initiate
litigation against us or our contract manufactureuppliers or customers with respect to existinfuture products. Although we have not
been a party to any claims alleging infringemenntdllectual property rights, we cannot assure @i we will not be subject to these claims
in the future. We may in the future initiate claiorditigation against third parties for infringenteof our proprietary rights to determine the
scope and validity of our proprietary rights orgb®f our competitors. Any of these claims, witlwithout merit, may be time-consuming,
result in costly litigation and diversion of tecbal and management personnel or require us to csasg infringing technology, develop
noninfringing technology or enter into royalty @rdnsing agreements. Such royalty or licensingergemnts, if required, may not be available
on acceptable terms, if at all. In the event afiecessful claim of infringement and our failurdrmability to develop non-infringing

technology or license the infringed or similar teslogy on a timely basis, our business and restilbgperations may be seriously harmed.

LAWS RELATING TO ENCRYPTED SOFTWARE MAY LIMIT THEM ARKETABILITY OF OUR PRODUCTS.

The encryption technology contained in our prodig®ubject to United States export controls. Thegmrt controls limit our ability to
distribute encrypted software outside of the Unii¢ates and Canada. While we take precautions stgaitawful exportation, this exportati
inadvertently may have occurred in the past or owour from time to time in the future, subjectirggto potential liability and serious harm.
We may also encounter difficulties competing witnflUnited States producers of products containimagypted software, who may both
import their products into the United States ardbmeducts overseas.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE AB  OUT MARKET RISK.

Interest Rate Risk. We do not hold derivative fitiahinstruments or equity securities in our innesht portfolio. Our cash equivalents cor
of high-quality securities, as specified in ourestment policy guidelines. The policy limits theamt of credit exposure to any one issue or
issuer to a maximum of 20% of the total portfolidhathe exception of treasury securities, commépaper and money market funds, which
are exempt from size limitation. The policy lim## shortterm investments to mature in two years or lesH) thie average maturity being ¢
year or less. These securities are subject toastteate risk and will decrease in value if interages increast

MATURING IN
SEPTEMBER 30, 2000: THR EE MONTHS THREE MONTHS GREATER THAN
(0] R LESS TO ONE YEAR ONE YEAR TOTAL FAIR VALUE
(IN THOUSANDS)
Included in cash and cash equivalents .... $ 13,717 $ 0 $ 0 $ 13,717 $ 13,717
Weighted average interest rate ......... 6.4% - -
Included in short-term investments ....... $ 6,126 $ 26,523 $ 2,014 $ 34,663 $ 34,603
Weighted average interest rates ........ 6.6% 6.7% 7.0%
MATURING IN
SEPTEMBER 30, 2000: THR EE MONTHS THREE MONTHS GREATER THAN
(0] R LESS TO ONE YEAR ONE YEAR TOTAL FAIR VALUE
(IN THOUSANDS)
Included in cash and cash equivalents .. $ 14,367 $ 0 $ 0 $ 14,367 $ 14,367
Weighted average interest rate ....... 5.1% - -
Included in short-term investments ..... $ 5,315 $ 3,813 $ 0 $ 9,128 $ 9,047
Weighted average interest rates ...... 5.5% 5.7% -

Foreign Currency Risk. Currently the majority of @ales and expenses are denominated in U.S. slaltal as a result, we have not
experienced significant foreign exchange gainslasses to date. While we have conducted some taosa in foreign currencies during the
fiscal year ended September 30, 2000 and expedniinue to do so, we do not anticipate that foreigchange gains or losses will be
significant. We have not engaged in foreign curyemedging to date, however we may do so in theréutu
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REPORT OF INDEPENDENT ACCOUNTANTS
To the Board of Directors and Shareholders of FawdEks, Inc.

In our opinion, the consolidated financial statetadisted in the index appearing under Items 14{g)fesent fairly, in all material respects,
the financial position of F5 Networks, Inc. andstgbsidiaries at September 30, 2000 and 1999 henesults of their operations and their
cash flows for each of the three years in the peginded September 30, 2000 in conformity with antiag principles generally accepted in
the United States of America. In addition, in opimion, the financial statement schedules listetheindex appearing under Item 14(a)(2)
presents fairly, in all material respects, the iinfation set forth therein when read in conjunctigth the related consolidated financial
statements. These financial statements and finastel'zment schedule are the responsibility ofGbhmpany's management; our responsik
is to express an opinion on these financial statésnend financial statement schedule based onualitsaWe conducted our audits of these
statements in accordance with auditing standarderg#ly accepted in the United States of Ameridaictvrequire that we plan and perform
the audit to obtain reasonable assurance aboubehtite financial statements are free of materiabtatement. An audit includes examining,
on a test basis, evidence supporting the amoudtslianlosures in the financial statements, assgs$saaccounting principles used and
significant estimates made by management, and avaduthe overall financial statement presentative. believe that our audits provide a
reasonable basis for the opinion expressed above.

PRICEWATERHOUSECOOPERS LLP

Seattle, Washington
October 27, 2000
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F5 NETWORKS, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents ......................
Accounts receivable, net of allowances of $1,666
Inventories ................
Other current assets .......ccccvvveeveeeeeennn.
Deferred income taxes ...........cccccvvveveens

Total current assets ...........cccveeenne

Restricted cash ......ccccceeveeeiiiiiiiiiiinns
Property and equipment, net ..............cccveeee
Other assets, net ........cc.........

Deferred income taxes

Total assets ......cccvvveeeeeeiiiiciinnns

LIABILITIES AND SHAREHOLD
Current liabilities:
Accounts payable ..........cccccceiiiiiennns
Accrued liabilities ....
Deferred revenue .......

Total current liabilities ..................
Commitments: (See note 8)

Shareholders' equity:
Common stock, no par value; 100,000 shares author
shares issued and outstanding ...
Note receivable from shareholder ..........
Accumulated other comprehensive loss
Unearned compensation ...........ccccoccveeeenne
Retained earnings (deficit)

Total shareholders' equity ......................

Total liabilities and shareholders' equity ......

(IN THOUSANDS)

and $826 ..

ized, 21,613 and 18,161
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2000

87,419
(469)
(52)

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

CONSOLIDATED STATEMENTS OF OPERATIONS
(IN THOUSANDS, EXCEPT PER SHARE DATA)

YEAR ENDED SEPTEMBER 30,

2000 1999 1998
Net revenues:
Products ......cccceoviiiiiiiiiieeee $ 87,980 $ 23,420 $4,119
SEIVICES ..vviviiiiiiiiiiiieeeeeeeeeeiens 20,665 4,405 770
Total net revenues ............c...... 108,645 27,825 4,889
Cost of net revenues:
Products .......ceveveeeeiiiiiiiiis 24,660 5,582 1,091
SEIVICES ..vvviiiiiiiiiiiieeeeeeeeeeeee, 7,911 1,618 314
Total cost of net revenues ............ 32,571 7,200 1,405
Gross profit ....cceeeeeiiiieieiniiieeeeee 76,074 20,625 3,484
Operating expenses:
Sales and marketing ............c.cceen. 36,890 13,505 3,881
Research and development .... 14,478 5,642 1,810
General and administrative ................ 9,727 3,869 1,041
Amortization of unearned compensation ..... 2,127 2,487 420
Total operating expenses .............. 63,222 25,503 7,152

Income (loss) from operations 12,852 (4,878) (3,668)

Other income (expense), net .........cccco...... 2,903 534 4)
Income (loss) before income taxes 15,755 (4,344) (3,672)
Provision for income taxes ..................... 2,105 - -
Net income (I0SS) ......ccccevveennee. $ 13,650 $ (4,344) $(3,672)

Net income (loss) per share -- basic ........... $ 0.65 $ (0.42) $ (0.60)
Weighted average shares -- basic ............... 21,137 10,238 6,086
Net income (loss) per share -- diluted ......... $ 0.59 $ (0.42) $ (0.60)
Weighted average shares -- diluted ............. 23,066 10,238 6,086

The accompanying notes are an integral part oktheasolidated financial statements.
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F5 NETWORKS, INC.
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY
(IN THOUSANDS)

CONVERTIBLE P REFERRED STOCK AMOUNT
SHARES SERIES A SERIESB SERIESC
BALANCE, SEPTEMBER 30, 1997 ........cccccvvnenn. 556 $ 1,1 23 $ 208
Sales of Series B Convertible Preferred Stock (net ance costs of $30) ... 1,094 1,740
Sales of Series C Convertible Preferred Stock (net of issuance costs of $7) ... 156 $ 1,493
Value ascribed to warrants issued in conjunction wi th sales of Convertible
Preferred Stock ........c.cccocvvviiiiicnnn. (292) (75)

Exercise of stock options by employees .
Exercise of stock warrants ..............c.c..c..

Repurchase of common stock under shareholder agreem
Issuance of common stock under shareholder agreemen
Conversion of note payable to common stock ........
Unearned compensation ............cccccvevenennns

Amortization of unearned compensation .............
NetloSs ......ccovvviiiiiiiiiici

BALANCE, SEPTEMBER 30, 1998
Exercise of stock options by employees .
Exercise of stock warrants ........................
Note receivable from shareholder for exercise of st
Unearned compensation
Amortization of unearned compens
Conversion of convertible preferred stock to common
with the initial public offering ..............
Issuance of common stock in an initial public offer
of $3,051) ....
Net loss
Other comprehensive loss, net of tax:
Foreign currency translation adjustment ........
Unrealized loss on securities
Comprehensive LOSS .........cccocveerveeiiennns

(11 23) (1,656) (1,418)

BALANCE, SEPTEMBER 30, 1999

Exercise of stock options by employees ....

Exercise of stock warrants .............cc.c..e..

Issuance of stock under employee stock purchase pla

Payment on note receivable from shareholder .......

Tax benefit from employee stock transactions ......

Issuance of common stock in a secondary public offe

(net of issuance costs of $2,025)

Unearned compensation ............ccccceeverennns

Amortization of unearned compensation .............

Net income .........cccevvvviiiiiiciicne,

Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment ........
Unrealized gain on securities

Comprehensive iNCOME ..........ccccvvveiienncns

BALANCE, SEPTEMBER 30, 2000 .......cccocvvivveees i

SUBSCRIPTIONS

COMMON STOCK INOTES RECEIVABLE
------------------ - FROM
SHARES  AMOUN T SHAREHOLDERS

BALANCE, SEPTEMBER 30, 1997 .cccoocciiiiiieiciies et 6,000 $ 3 93
Sales of Series B Convertible Preferred Stock (net of issuance costs of $30) ...
Sales of Series C Convertible Preferred Stock (net of issuance costs of $7) ...
Value ascribed to warrants issued in conjunction wi th sales of Convertible

Preferred Stock .........ccccevvevieeniennns 67
Exercise of stock options by employees ............ 29
Exercise of stock warrants ............c.cccceeee 5
Repurchase of common stock under shareholder agreem ( 245)
Issuance of common stock under shareholder agreemen 72
Conversion of note payable to common stock ........ 09
Unearned compensation .............ccceevcveeenne 45
Amortization of unearned compensation .............
NEt 0SS ..ooviiiiiiiiiiece e
BALANCE, SEPTEMBER 30, 1998 .........cccvvurnen. 2,8 75
Exercise of stock options by employees .......... . 56
Exercise of stock warrants ...........c.cccceeee 20
Note receivable from shareholder for exercise of st 7 50 $ (750)
Unearned compensation ............cccceeeeveeens 25
Amortization of unearned compensation .............
Conversion of convertible preferred stock to common

with the initial public offering ............ 8,114 11,8 85
Issuance of common stock in an initial public offer ing (net of issuance costs

of $3,051) 2,860 255 49

Net loss
Other comprehensive loss, net of tax:
Foreign currency translation adjustment ......... L




Unrealized loss on securities .................
Comprehensive LOSS ........cccceeeeveveeeiiiennnns

18,161 45,7 60 (750)

BALANCE, SEPTEMBER 30, 1999 ........ccccvvvurnen.
Exercise of stock options by employees .. 669 7 16
Exercise of stock warrants 2,199 1,4 14
Issuance of stock under employee stock purchase pla 84 11 98
Payment on note receivable from shareholder ....... 281
Tax benefit from employee stock transactions ...... 4,9 00
Issuance of common stock in a secondary public offe 500 314 75
(net of issuance costs of $2,025) .................
Unearned compensation ............cccceeecveeens 1,9 56
Amortization of unearned compensation .............
Net income
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment ........
Unrealized gain on securities
Comprehensive iNCOMe .........cccccuveerineenninns
BALANCE, SEPTEMBER 30, 2000 .....cccccccvieenieeee e 21,613 $87,4 19 $ (469)

ACCUMULAT ED OTHER
UNEARNED COMPREH ENSIVE ACCUMULATED
COMPENSATION INCOME/ (LOSS) DEFICIT TOTAL
BALANCE, SEPTEMBER 30, 1997 .......ccocovviveeees. e, $ (169)

Sales of Series B Convertible Preferred Stock (net

of issuance costs of $30) .

$(1,786) $ (231)
0

Sales of Series C Convertible Preferred Stock (net of issuance costs of $7) . 1,493
Value ascribed to warrants issued in conjunction wi th sales of Convertible

Preferred Stock ..o,
Exercise of stock options by employees ............ 29
Exercise of stock warrants 5
Repurchase of common stock under shareholder agreem (245)
Issuance of common stock under shareholder agreemen 172
Conversion of note payable to common stock ........ 209
Unearned compensation . (1,945)
Amortization of unearned compensation ............. 420 420

NEt 0SS ...vviiveiiiicieec e

BALANCE, SEPTEMBER 30, 1998
Exercise of stock options by employees .
Exercise of stock warrants .......................
Note receivable from shareholder for exercise of st
Unearned compensation .............c.cecervenne.
Amortization of unearned compensation .............
Conversion of convertible preferred stock to common

with the initial public offering . .
Issuance of common stock in an initial public offer

of $3,051) ..
Net loss
Other comprehensive loss, net of tax:

Foreign currency translation adjustment ........

Unrealized loss on securities ..................
Comprehensive LOSS ........cccocvvenieeniieennns

(3.672) (3,672)

(5.458)  (80)
256
420
2,487
7,688

25,549
(4,344)

BALANCE, SEPTEMBER 30, 1999 (3,232) (9,802) 31,973
Exercise of stock options by employees . 716
Exercise of stock warrants 1,414
Issuance of stock under employee stock purchase pla 1,198
Payment on note receivable from shareholder ....... 281
Tax benefit from employee stock transactions ...... 4,900
Issuance of common stock in a secondary public offe 31,475
(net of issuance costs of $2,025) ...
Unearned compensation . (1,956)
Amortization of unearned compensation ............. 2,127 2,127
Netincome ........ccccoviiviiciiniicnnn, 13,650
Other comprehensive income (loss), net of tax:

Foreign currency translation adjustment ........

Unrealized gain on securities
Comprehensive income 13,601

BALANCE, SEPTEMBER 30, 2000 ...........ccoveuiene.

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (I0SS) ....ccvvvvvvveeiiiieeeeeeeennne
Adjustments to reconcile net income (loss) to net ¢
provided by (used in) operating activities:
Provisions for asset write downs ..................
Unrealized gain on investments .............
Amortization of unearned compensation
Provision for doubtful accounts and sales returns .
Depreciation and amortization .....................
Non cash interest expense
Deferred income taxes ..........cccoeveeevinnnnn.
Tax benefit from exercise of stock options ........
Changes in operating assets and liabilities:
Accounts receivable .............ccccceeene
INVENLONIES ...vvvveiiiiieceeee e
Other current assets ........cccceevcvveeenne
Other assets .......ccocveevviiieeeeiiieeenn.
Accounts payable and accrued liabilities ......
Deferred revenue ..........ccocceevvcvvereene

Net cash provided by (used in) operating acti

CASH FLOWS FROM INVESTING ACTIVITIES:
Investment in restricted cash .................
Issuance of notes to officer ..................
Purchases of property and equipment ...........

Net cash used in investing activities .......

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock in an in
public offering ........cccoccveeinninnen.

Proceeds from secondary public offering, net of
ISSUANCE COSES ...vvvrvveeieiireee e

Proceeds from issuance of convertible preferred
Proceeds from the exercise of stock options and
Proceeds from payments on shareholder loan ....
Repurchase of common stock under shareholder ag
Proceeds from issuance of common stock under
shareholder agreement ..............cccceeeee

Proceeds from line of credit ..
Repayments of line of credit ..................
Principal payments on capital lease obligations

Net cash provided by financing activities ...

Net increase in cash and cash equivalents ...
Effect of exchange rate changes on cash and c
equivalents ........cccoceeeeiiiiiieeeene

Cash and cash equivalents, at beginning of year ...

Cash and cash equivalents, at end of year .........

(IN THOUSANDS)

YEAR ENDED SEPTEMBER 30,

2000 1999 1998
............. $13,650 $(4,344) $(3,672
ash
1,377 - -
225 - -
2,127 2,487 420
2,876 1,183 605
2,335 573 323
- - 12
(3,398) - --
............. 4,900 - -
............. (30,715)  (9,508) (2,308
............. (5,639) (519) (22
(315) (731) (186
(1,306) (181) (136
11,940 5,473 806
11,769 3,578 604
vities ...... 9,826 (1,989) (3,554

(3.169)  (3,013)

(10

(13.334) (2.631) (731

............. (16,503)  (5,644) (741

itial
............. - 25,549 -
............. 31,475 - -
stock ...... - - 10,416
warrants ... 3,328 676 34
............. 281 - -
reement ..... - - (245

- - 172

- - 825

- - (825
............ - - (19
............. 35,084 26,225 10,358
............. 28,407 18,592 6,063
ash

(187) @ -
24,797 6,206 143

............. $53,017 $24,797 $ 6,206

The accompanying notes are an integral part oktheasolidated financial statements.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. THE COMPANY AND BASIS OF PRESENTATION:
F5 Networks, Inc. (the "Company") was incorporat@d-ebruary 26, 1996 in the State of Washington.

F5 is a leading provider of integrated Interneffiteand content management solutions designetprave the availability and performance
of mission-critical Internet-based servers andiapfibns. The Company's proprietary software-basduations monitor and manage local and
geographically dispersed servers and intelligediitigct traffic to the server best able to handiser's request. The Company operates in one
segment providing integrated Internet traffic andtent management solutions.

The Company purchases material component partsentain licensed software from suppliers and gélyecantracts with third parties for
the assembly of products.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
PRINCIPLES OF CONSOLIDATION

The financial statements consolidate the accourfe® dNetworks, Inc. and its wholly owned subsidéarF5 Networks, Ltd., F5 Networks,
Singapore Pte. Ltd. and F5 Networks, Japan K.K.ddmepanies are collectively hereinafter referredddhe "Company". All intercompany
transactions have been eliminated.

SEGMENT INFORMATION

The Company has adopted Statement of Financial ixtogy Standards No. 131, "Disclosures about Setg#ran Enterprise and Related
Information" ("SFAS No. 131"). SFAS No. 131 supeise Statement of Financial Accounting StandardslMp:Financial Reporting for
Segments of a Business Enterprise," replacingititistry segment" approach with the "managemergtageh. The management approach
designates the internal organization that is ugehénagement for making operating decisions angsagsy performance as the source of the
Company's reportable segments. SFAS No. 131 atgores disclosures about products and servicegrgpbic areas, and major customers.

USE OF ESTIMATES

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosures of contihgssets and liabilities as of the date of the
financial statements and the reported amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

Cash equivalents are highly liquid investments sggiing of investments in money market funds arattsterm investments which are readily
convertible to cash without penalty and subjedhsignificant risk of changes in value. The Compgamash and cash equivalents balance
consists of the following:

SEPTEMBER 30,

2000 1999

(IN THOUSAN DS)
(-1 I $18,354 $ 15,671
Short-term investments ........ 34,663 9,126
$53,017 $ 24,797
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

CONCENTRATION OF CREDIT RISK
The Company places its temporary cash investmeithisAwmajor financial institutions.

The Company's customers are from diverse indusindsgeographic locations. Net revenues from iat@ynal customers are denominated in
U.S. Dollars and were approximately $20,598,0001%2,000 and $172,000 for the years ended Septe3oh@000, 1999 and 1998,
respectively. One customer accounted for 14% aftl @Pnet revenues for the years ended Septemb@080,and 1999, respectively. For
the year ended September 30, 1998 no single custmoeunted for more than 10% of the Company'sevanues. One customer represe
8% and 16% of accounts receivable for the yearsa®@ptember 30, 2000 and 1999 respectively. Thep@oy does not require collateral
support credit sales. Allowances are maintainegfdential credit losses and sales returns.

INVENTORIES

Inventories consist of hardware, software and eel@omponent parts and are recorded at the lowasrstfor market (as determined by the
first-in, first-out method).

RESTRICTED CASH

Restricted cash represents a restricted escrowatestablished in connection with a lease agreefoethe company's corporate
headquarters. Under the term of the lease, a $tomdtandby letter of credit is required througbvdmber 2012, unless the lease is
terminated before then.

PROPERTY AND EQUIPMENT

Property and equipment is stated at cost. Equipmnaahér capital leases is stated at the lower optheent value of the minimum lease
payments discounted at the Company's incremented\ing rate at the beginning of the lease terrfarvalue at the inception of the lease.
Depreciation of property and equipment and amditinaof capital leases are provided on the straliglet method over the estimated useful
lives of the assets of 2 to 5 years. Leaseholdorgments are amortized over the lesser of the ¢étime lease or the estimated useful life of
the improvements.

The cost of normal maintenance and repairs is euaig expense as incurred and expenditures forrimfrovements are capitalized at cost.
Gains or losses on the disposition of assets imsmal course of business are reflected in thaltseef operations at the time of disposal.

SOFTWARE DEVELOPMENT COSTS

Software development costs incurred in conjunciiith product development are charged to researdidaxelopment expense until
technological feasibility is established. Thereaftmtil the product is released for sale, softwdgeelopment costs are capitalized and
reported at the lower of unamortized cost or nalizable value of each product. The establishmetdahnological feasibility and the on-
going assessment of recoverability of costs requoresiderable judgment by the Company with resmecertain internal and external factors,
including, but not limited to, anticipated futureogs product revenues, estimated economic lifechadges in hardware and software
technology. The Company amortizes capitalized sa#veosts using the straight-line method over #tienated economic life of the product,
generally two years.

VALUATION OF LONG-LIVED ASSETS

The Company periodically evaluates the carryingialf long-lived assets to be held and used, imatydbut not limited to, property and
equipment, other assets deferred income taxes, edents and circumstances warrant such a review calrying value of a long-lived asset
is considered impaired when the anticipated undistaa cash flow
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

from the asset is separately identifiable andss than its carrying value. In that event, a lesetognized based on the amount by which the
carrying value exceeds the fair value of the lomgd asset. Fair value is determined primarily ggtme anticipated cash flows discounted at a
rate commensurate with the risk involved. Lossebng-lived assets to be disposed of are deternimadsimilar manner, except that fair
values are reduced for the cost to dispose.

REVENUE RECOGNITION

The Company recognizes software revenue undernsateof Position 97-2, "Software Revenue Recognjtiand SOP 98-9 "Modification
of SOP 97-2, Software Revenue Recognition, withpleesto Certain Transactions."

The Company sells products through resellers, malgdquipment manufacturers and other channel gratas well as to end users, under
similar terms. The Company generally combines safévicense, installation and customer support efgminto a package with a single
"bundled" price. The Company allocates a portiothefsales price to each element of the bundleklgocbased on their respective fair
values when the individual elements are sold séggraRevenues from the license of software, netroéllowance for estimated returns, are
recognized when the product has been shipped ancligtomer is obligated to pay for the productalfetion revenue is recognized when
product has been installed at the customer'sRé@eenues for customer support are recognized tmaiglstline basis over the service contr
term. Estimated sales returns are based on higtexperience by product and are recorded atithe tevenues are recognized.

The following is a breakdown of revenues by shipntstination for the years ended 2000, 1999 a8é:19

SEPTEMBER 30,

2000 1999 19 98
(IN THOUSANDS)
United States.... $88,047 $25672 $ 4 717
Europe .......... 7,029 1,655 153
Asia Pacific..... 13,569 498 19
$108,645 $27,82 $ 4 ,889

WARRANTY EXPENSE

The Company offers product warranties of genei@liyays. Estimated future warranty obligationstesldo products are provided by chai
to operations in the period in which the relateceraie is recognized. These estimates are baseidtoridal warranty experience and other
relevant information of which the Company is awd@aring the years ended September 30, 2000, 1999 888 warranty expense was
$2,319,000, $309,000 and $83,000 respectively.

ADVERTISING

Advertising costs are expensed as incurred. Adiingiexpense was approximately $1,614,000, $99238005256,000 for the years ended
September 30, 2000, 1999 and 1998, respectively.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

INCOME TAXES

The Company accounts for income taxes under théitiamethod of accounting. Under the liability thed, deferred taxes are determined
based on the differences between the financiamsignt and tax bases of assets and liabilitiesaatted tax rates in effect in the year in which
the differences are expected to reverse. Valuatiiowances are established, when necessary, toeathferred tax assets to amounts
expected to be realized.

FOREIGN CURRENCY TRANSLATION

The financial statements of F5 Networks, Ltd., F8Wbrks, Singapore Pte. Ltd. and F5 Networks, J&Knhave been translated into U.S.
dollars in accordance with Statement of Financied@unting Standards No. 52 "Foreign Currency Tetitsl." Under the provisions of this
Statement, all assets and liabilities in the badastteet of the subsidiaries are translated atgm@dexchange rates, and translation gains and
losses are reported as a component of compreheansiv@e (loss) and are accumulated in a separatpaoent of shareholders' equity.
During 2000 and 1999 the Company charged to operat(84,000) and $2,000, respectively, resultinghfsuch transactions.

COMPREHENSIVE INCOME (LOSS)

The Financial Accounting Standards Board issueteBtant of Financial Accounting Standards No. 1B&porting Comprehensive Income,"
in June 1997. This statement establishes stanftardsporting and displaying comprehensive incomthe financial statements and was
adopted by the Company during the quarter endeteBdyer 30, 1999. In addition to net income (lossjnprehensive income (loss) includes
charges or credits to equity that are not the tedutansactions with shareholders. The Compamyimauded components of comprehensive
income within the Consolidated Statements of Staddeis' Equity.

STOCK-BASED COMPENSATION

The Company accounts for stock-based employee amsagien arrangements in accordance with the prawssdf Accounting Principles
Board Opinion No. 25 ("APB No. 25"), "Accountingrf8tock Issued to Employees” and FASB interpretaio. 44 ("FIN No. 44")
accounting for certain transactions involving steoknpensation, and complies with the disclosureipians of Statement of Financial
Accounting Standards No. 123 ("SFAS No. 123"), "@&aeting for Stock-Based Compensation." Under APB 2& compensation expense is
based on the difference, if any, on the date ofjtlamt, between the deemed fair value of the Conipatock and the exercise price of the
option. The unearned compensation is being amdrtizaccordance with Financial Accounting Stand&dard Interpretation No. 28 on an
accelerated basis over the vesting period of tiwithual options. The Company accounts for equistiuments issued to nonemployees in
accordance with the provisions of SFAS No. 123.

FAIR VALUE OF FINANCIAL INSTRUMENTS

For certain financial instruments, including casld aash equivalents, accounts receivable, accpaytble and accrued liabilities, recorded
amounts approximate market value, due to the shattrities of these instruments.

NET INCOME (LOSS) PER SHARE

In accordance with SFAS No. 128, basic net incdoes) per share has been computed using the wdiglverage number of shares of
common stock outstanding during the period, extiegitpursuant to Securities and Exchange Commis3iaffi Accounting Bulletin No. 98,
applicable, common shares issued presented fomabimdnsideration in each of the periods have liegnded in the calculation as if they
were outstanding for all periods presented.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

Basic net income (loss) per share is computed Wadidg net income

(loss) by the weighted average number of commoreshautstanding during the period. Diluted net medloss) per share is computed by
dividing net income

(loss) by the weighted average number of commondélntive common stock equivalent shares outstamndiming the period. For periods in
which the Company incurred a net loss, dilutive omm stock equivalent shares are excluded fromdlalation as their impact would have
been antidilutive.

The following table sets forth the computation asiz and diluted net income (loss) per share feygars ended September 30, 2000, 1999
and 1998.

YEAR ENDED SEPTEMBER 30,

2000 1999 1 998
(IN THOUSANDS, EXCEPT PER SHARE DATA)
NUMERATOR:
Netincome (I0SS) ..ccoovvevvveiiiiiiieeeeee $ 13,650 & (4,344) $ ( 3,672)
DENOMINATOR:
Weighted average shares outstanding -- basic... ... 21,137 10,238 6,086
Dilutive effect of common shares from stock opti ons ...... 1,918 -
Dilutive effect of common shares from warrants. ... 11
Weighted average shares outstanding -- diluted . ... 23,066 10,238 6,086
Basic net income (loss) per share .........cc...... ... $ 065 $ (042) $ (0.60)
Diluted net income (loss) per share ............... . ... $ 059 $ (042) $ (0.60)

NEW ACCOUNTING PRONOUNCEMENTS

In June 1998, the FASB issued Statement of FinbAcieounting Standards No. 133, "Accounting for Dative Instruments and Hedging
Activities." This statement requires that all detive instruments be recorded on the balance sitdleir fair value. Changes in the fair value
of derivatives are recorded each period in cureanhings or other comprehensive income, dependinghether a derivative is designated as
part of a hedge transaction and, if it is, the tgphedge transaction. In July 1999, the FASB idsBEAS No. 137, "Accounting for Derivati
Instruments and Hedging Activities Deferral of thigective Date of FASB Statement No. 133." SFAS M7 deferred the effective date of
SFAS No. 133 until fiscal years beginning aftereld®, 2000. The Company does not use derivatiyeiments, therefore the adoption of -
statement will not have any effect on the Comparggsits of operations or its financial position.

In December 1999, SEC Staff Accounting Bulletin 61 ("SAB 101"), "Revenue Recognition in FinanShtements," was issued. This
pronouncement summarizes certain of the SEC stadfigs in applying generally accepted accountiriggiples to revenue recognition. SAB
101 is required to be adopted by the Company ®tar ended September 30, 2001. The Companyrentiyrreviewing the requirements
SAB 101 and assessing its impact on the Compaingedial statements.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

3. INVENTORIES:
Inventories are comprised of the following:

SEPTEMBER 30,

2000 1999
(IN THOUSANDS)
Finished goods $2,045 $ 420
Raw materials 3,186 198

4. PROPERTY AND EQUIPMENT:
At September 30, 2000 and 1999, property and eceripeonsist of the following:

SEPTEMBER 30,

2000 1999
(IN THOUSANDS)
Computer equipment $ 7,167 $ 2,316
Office furniture and equipment 3,783 888
Leasehold improvements 5,673 419
16,623 3,623
Accumulated depreciation and amortization (3,099) (789)
Property and equipment, net $ 13,524 $ 2,834

Depreciation expense was approximately $2,300$409,000 and $244,000 for the years ended Septe36b&000, 1999 and 1998
respectively.

5. ACCRUED LIABILITIES:

At September 30, 2000 and 1999, accrued liabilt@ssist of the following:

SEPTEMB ER 30,
2000 1999
(IN THOU SANDS)
Accrued payroll and benefits $3,874 $1,946
Accrued sales and use taxes 791 566
Warranty accrual 401 224
Offering costs - 365
Income taxes payable 589 --
Deferred rent 238 -
Accrued sales and marketing 528 -
Recruitment costs 350 -
Other 1,204 707
$7,975 $3,808
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

6. INCOME TAXES:
Income before income taxes consists of the follgwin

SEPTEMBER 30,

2000 1999 1998
(IN THOUSANDS )
US $17,976 $ (4,364) $(3,672)
International ...... (2,221) 20 -
$ 15,755 $ (4,344) $(3,672)

The provision for income taxes for the fiscal y2@00 consists of the following:

SEPTEMBER 3 0,
2000
(IN THOUSAND S)
CURRENT TAX EXPENSE:
U.S. federal .......cccvenenne. $ 5,325
State ............... 647
Foreign (469)
Total current provision ............ 5,503
DEFERRED TAX PROVISION (BENEFIT):
U.S. federal .......c.cocuueee. (3,227)
State .......cceeees (171)
Foreign . --
Total deferred tax ................. (3,398)
Total provision for income taxes ... $ 2,105

No provision for federal or state income taxesean recorded for the years ended September 39,a818P1998, as the Company incurre
loss.

The effective rate differs from the U.S. federaltstory rate as follows:

SEPTEMBER 30,

2000 1999 1998

(IN THOUSANDS)

Income tax provision at statutory rate ..... $ 5,514 $(1,477)  $(1,248)
Sales taxes, net of federal benefit ........ 409 - -
Impact of international operations ......... 308 -- --
Federal research and development credits ... (1,315) - -
Impact of stock option compensation ........ (450) (248) 110
Other ....ocoviiieiieeeeeen 1,037 81 37
Change in valuation allowance .............. (3,398) 1,644 1,101
Total oveveeiecieee e $ 2,105 $ - $ -
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

The tax effects of the temporary differences tlna gise to significant portions of the deferred tssets are as follows:

SEPTEMBER 30,

2000 1999 1998

(IN THOUSANDS)
DEFERRED TAX ASSETS:

Net operating loss carryforwards ............... $ 4,884 $ 2,665 $1,573
Exercise of stock options ..........cccc.e...... 278 105 --
Allowance for doubtful accounts ................ 617 281 80
Accrued compensation and benefits .............. 815 213 61
Depreciation ........ccccccvvveeverieeeennnnnn. 158 58 9

Tax credit carryforwards ..........ccccoeee.... 1,540 --

8,292 3,322 1,723

VALUATION ALLOWANCE FOR DEFERRED TAX ASSETS ...... (4,884) (3,314) (1,670)
3,408 8 53

DEFERRED TAX LIABILITIES:

Deductible prepaid expenses and other .......... (20) (8) (53)

NET DEFERRED TAX ASSETS ....cocooviiieiiiie $ 3,398 $ - $

The Company's deferred tax assets include net tipgtass carryforwards of approximately $4.9 roifli Until June 30, 2000, the Company
had provided a full valuation allowance againsedefd tax assets. Based upon available evidendeh\vitlude a review of historical
operating performance and forecasted profitabitiig, Company determined that certain of these deféax assets are more likely than not
realizable and therefore has reduced the valuatiowance related to those deferred tax assetseTtemaining net operating loss
carryforwards of approximately $4.9 million primisutelate to the tax benefits associated with stoofion plans. If these assets become
recognizable, the net operating loss carryforwagtisted to stock option plan benefits will be offagainst shareholders equity.

During fiscal year 2000, the Company recorded &nefits related to the exercise of employee st@tions in the amount of $9.8 million.
These effects have been recorded to additionatipaidpital on realized benefits, and will be retd to additional paid-in capital when net
operating losses related to stock option plansrseve

The net operating loss carryforwards and researdidavelopment tax credit carryforwards begin tpiexfiscal year 2011. The company
expects to utilize these carryforwards prior toiesgon.

7. SHAREHOLDERS' EQUITY:
a. Preferred Stock

In April 1998, the Company issued 156,250 shargh@fCompany's Series C Convertible Preferred Stadkwarrants to purchase 187,500
shares of the Company's common stock at $1.60haee $or an aggregate purchase price of $1.5 millldlie Company has allocated
approximately $75,000 of the purchase price ofS8kees C Convertible Preferred Stock as the valtleeowarrants issued. On February 1,
1999 these warrants were exercised. The holdaredberies C Convertible Preferred Stock have icevtating rights and liquidation
preferences equal to $9.60 per share. Each sh&erigfs C Convertible Preferred Stock was conventedsix shares of the Company's
common stock.

In August 1998, the Company issued 1,138,438 studrSeries D Redeemable Convertible Preferred Stmrchn aggregate purchase price of
approximately $7.7 million. The Company was requie redeem all outstanding shares of the SeriBe@eemable Convertible Preferred
Stock at $6.79 per share, plus all declared andidnp
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dividends, either in August 2005 or in three annnstallments beginning August 2003 at the reqaéhblders of at least two-thirds of the
outstanding Series D Redeemable Convertible Peafe3tock. The holders of the Series D Redeemahieetble Preferred Stock had
certain voting rights and liquidation preferencgea to $13.58 per share. Each share of Seriesd@d®teable Convertible Preferred Stock
converted into two shares of the Company's comntarks

b. Common Stock

On December 2, 1996 and January 27, 1999 the Consahorized a 3 for 1 and 2 for 1 stock splittHa form of stock dividends,
respectively on the Company's common stock. ABm&fices to number of shares and per share amduhts Gompany's common stock in
the accompanying financial statements and notes hagn restated to reflect these stock splits.

Upon incorporation of the Company, the foundingrehalders entered into an agreement (as amendethareholder Agreement”) which,
among other things, called for a mandatory offeselb the shareholders' stock, first to the renmgiriounders, then to the Company, in the
event of termination of their employment with then@any. In February 1998, one of the founders, was also an officer of the Company,
and the Company purchased 2,600,000 shares ofaitmp&hy's common stock under the Shareholder Agnefmeen two founders who had
terminated their employment. The Company facildatee transactions between the shareholders uhe&hareholder Agreement, retaining
800,000 of the repurchased shares.

c. Initial Public Offering

On June 4, 1999, the Company issued 2,860,000sshfits common stock at an initial public offeripgce of $10.00 per share. Also sold in
this offering were 590,000 shares held by sellimarsholders, including 450,000 shares sold upoexkecise of the underwriters'
overallotment option. The net proceeds to the Campieom the offering, net of offering costs of appimately $3.1 million were
approximately $25.5 million. Concurrent with thétial public offering, each outstanding share a&r @ompany's convertible preferred stock
was automatically converted into common stock.

d. Secondary Public Offering

In October of 1999, the Company completed and &80€,000 shares of its common stock in a seconuldiic offering at a price of $67.00
per share. Also sold in this offering were 2,030,88ares of common stock held by selling sharelnsldde net proceeds to the Company,
from the offering, net of offering costs of appnmeétely $350,000 were approximately $31.5 million.

e. Warrants

In February 1999, the Company issued a warranaitohase up to 12,500 shares of the Company's corstnok at $8.00 per share to a
certain customer in conjunction with a sale of jprad.

The Company has issued warrants to purchase coratockto a certain customer. The aggregate coragidarfor each respective transac
was allocated to securities or debt and the wasthaased on their relative fair values. All the \mats were exercisable at the time of issuance.
The assumptions applied in the determination ofdivevalue of warrants issued were (i) use ofBleck-Scholes pricing model, (ii) risk free
interest rates ranging from 5.2% to 6.2%, (iii) exied volatility rates of approximately 70% (basedisclosed expected volatility rates of
comparable companies) and actual volatility subsegto the initial public offering, (iv) assumedpexted lives of 4 to 10 years, and (v) no
expected dividends.

43



F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS -- (CONT INUED)

At September 30, 2000, warrants outstanding wefellasvs:

SHARES OF EXERCISE AGGR EGATE
WARRANT TO PURCHASE COMMON STOCK PRICE EXERCI SE PRICE
CommON StOCK........cceeveveiiiiiiiiiiiiieeeee, 12,500 8.00 10 0,000
12,500 $10 0,000

f. Equity Incentive Plans

In January 1997, Company's shareholders approeecArttended and Restated 1996 Stock Option Plari 1886 Employee Plan®) that
provides for discretionary grants of non-qualifeatt incentive stock options for employees and adberice providers, and the Amended and
Restated Directors' Nonqualified Stock Option Rlae "1996 Directors' Plan"), which provides fot@uatic grants of non-qualified stock
options to eligible non-employee directors. A tafR,600,000 shares of common stock has beenvegbéor issuance under the 1996
Employee Plan and the 1996 Directors' Plan. Em@systock options typically vest over a periodafrfyears from the grant date; director
options typically vest over a period of three ydans the grant date. All options under the 1996prpee Plan and the 1996 Directors' Plan
expire 10 years after the grant date. This repgieias accounted for as a cancellation of existingksoptions and grant of new stock options.
All outstanding, unvested options under the 199@Bgee Plan and the 1996 Director's Plan vestlirufion a change in control of the
Company. The Company does not intend to grant dditianal options under either of these Plans.

In November 1998, the Company's shareholders addp#ée1998 Equity Incentive Plan (the "1998 Plawhich provides for discretionary
grants of non-qualified and incentive stock optisteck purchase awards and stock bonuses for gegsand other service providers. A
total of 3,300,000 shares of common stock have beserved for issuance under the 1998 Plan. Stoiiins granted under this plan typice
vest over a period of four years from the granedahd expire 10 years from the grant date. Thegaomhas not granted any stock purchase
awards or stock bonuses under the 1998 Plan. Ugibaiit changes in control of the Company, the singientity will either assume or
substitute all outstanding options or stock awanmtser the 1998 Plan. If the surviving entity deties not to assume or substitute such
options or awards, then with respect to personsseliservice with the Company or an affiliate of @@mpany has not terminated before a
change in control, the vesting of 50% of thesearystior stock awards (and the time during whichdtegards may be exercised) will
accelerate and the options or awards terminatedtiéxercised before the change in control.

In April 1999, the Company's shareholders adoptedl®99 Non-Employee Directors' Stock Option Plactv provides for automatic grants
to F5 non-employee directors of options to purctssaes of the Company's common stock. The boanihésters the plan and cannot
delegate administration to a committee. The plaemeed an aggregate of 100,000 shares of commok fetoissuance, subject to adjustment
in the event of certain capital changes.

In July 2000, the Company's Board of Directors aeidphe 2000 Employee Equity Incentive Plan (ti@0@Plan"), which provides for
discretionary grants of non-qualified stock optiosteck purchase awards and stock bonuses for xerutve employees and other service
providers. A total of 2,000,000 shares of commaelshave been reserved for issuance under the RROO Stock options granted under this
plan typically vest over a period of four yearsnfrthe grant date, and expire 10 years from thetglate. The Company has not granted any
stock purchase awards or stock bonuses under @@&R&n. Upon certain changes in control of the @amy, the surviving entity will either
assume or substitute all outstanding options arksémvards under the 2000 Plan. If the survivingtgaietermines not to assume or substitute
such options or awards, then with respect to peradrose service with the Company or an affiliatéhef Company has not terminated before
a change in control, the vesting of 50% of these
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options or stock awards (and the time during wihigse awards may be exercised) will acceleratatandptions or awards terminated if not
exercised before the change in control.

In July 2000, the Company's Board of Directors aeidpwo nonqualified stock option plans (the "McAd®&lans") in connection with hiring
John McAdam, the Company's President and Chief lExexOfficer. The first McAdam Plan provides fogeant of 645,000 non-qualified
stock options for Mr. McAdam that vest over a pérad four years from the grant date. The second t&sA Plan provides for a grant of
50,000 options for Mr. McAdam that vest over a perf two years from the grant date. All optionsienthe McAdam Plans expire 10 years
from the grant date, and upon certain changesrtraloof the Company, the vesting of 100% of thegtons (and the time during which th
awards may be exercised) will accelerate and thierpor awards terminated if not exercised befbeechange in control.

The Company applies the provisions prescribed iB A®. 25 and related interpretations in accountorgstock options. In certain instances,
the Company has issued stock options with an eseqrice less than the deemed fair value of thegaoyis common stock at the date of
grant. Accordingly, total compensation costs reldatethese stock options of approximately $1,958,8@,025,000 and $1,945,000 was
deferred during fiscal years 2000, 1999 and 19%8&pectively, and is being amortized over the vgstieriod of the options, generally four
years. Amortization of stock compensation costapgroximately $2,127,000, $2,487,000 and $420,@30been recognized as an expens
the years ended September 30, 2000, 1999 and de3gfctively.

A summary of stock option transactions are as ¥aito

WEIGHTED
OUTSTANDING AVER AGE EXERCISE
OPTIONS PRIC E PER SHARE
Balance at September 30, 1997......ccccccovvenes e 1,226,000 $ 0.15
Options granted.......cccecvvveevvieeiicceeeeeeee e 1,543,000 0.29
Options eXerciSed......ccccevvvveivvciveesieeaee e (215,750) 0.11
Options canceled.......ccccvvvvveevivensiiee e (476,000) 0.11
Balance at September 30, 1998.......ccccccvceeeee 2,077,250 0.26
Options granted......ccccoeevveeviieevicceeeneee e 1,343,371 9.82
Options eXerciSed......ccccevvvveivicveesiceeaee e (738,191) 1.33
Options canceled.......ccccvvvveiviveniicnee e (197,800) 1.15
Balance at September 30, 1999.......ccccccvvceeee e 2,484,630 5.05
Options granted......ccccocevveevvieeiiieeeeeeee e 3,979,695 62.52
Options eXerciSed......ccccevvvveeniveeiieenee e (668,456) 1.07
Options canceled.......ccccvvvvveeviveniicenes e (492,598) 69.06
Balance at September 30, 2000........cccccvceeeeee e 5,303,271 42.69
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The weighted-average fair values and weighted-gecexercise prices per share at the date of goaniptions granted for the years ended
September 30, 2000, 1999 and 1998 were as follows:

YEAR ENDED
SEPTEM BER 30,
2000 1 999 1998
Weighted-average fair value of options granted with exercise prices
equal to the market value of the stock at the dat eof grant.....cccoeeeeeeninene $48.61 $ 15.69 $0.08
Weighted-average exercise price of options granted with exercise
prices equal to the market value of the stock at the date of grant................. 63.25 30.52 0.50
Weighted-average fair value of options granted with exercise prices
less than the market value of the stock at the da teof grant........cccoeveeennee. 42.56 4.54 1.60
Weighted-average exercise price of options granted with exercise
prices less than the market value of the stock at the date of grant................ 0.00 1.24 0.28

The following table summarizes information aboueti-price options outstanding at September 30, 2@800llows:

WEIGHTED
WEIGHT ED AVERAGE AVERAGE
NUMBER REM AINING WEIGHTED AVERAGE NUMBER EXERCISABLE

EXERCISE PRICES OUTSTANDING CONTRAC TUAL LIFE EXERCISE PRICE EXERCISABLE PRICE

$ 0.00--% 0.75......... 1,098,697 7.48 $ 0.29 358,232 $ 0.40
1.50-- 36.75......... 1,063,149 9.00 17.92 136,485 5.45
37.00 - 46.25.. 1,088,471 9.80 42.65 3,441 42.96
46.50 - 89.50......... 1,239,154 9.55 59.83 74,014 66.09

89.88 -- 152.63......... 813,800 9.31 106.25 27,290 109.54

1999 EMPLOYEE STOCK PURCHASE PLAN

In May 1999, the board of directors approved thepddn of the 1999 Employee Stock Purchase Plan"@urchase Plan™). A total of
1,000,000 shares of common stock has been restwesguance under the Purchase Plan. The Purédaseermits eligible employees to
acquire shares of the Company's common stock thrpagodic payroll deductions of up to 15% of basmpensation. No employee may
purchase more than $25,000 worth of stock, detexthat the fair market value of the shares at the 8uch option is granted, in one calendar
year. The Purchase Plan has been implementedeines &f offering periods, each 6 months in duratithe price at which the common stc
may be purchased is 85% of the lesser of the farket value of the Company's common stock on tiseé diay of the applicable offering

period or on the last day of the respective purelpesiod.
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Pro forma information regarding net loss is reqiiing SFAS No. 123, and has been determined as i€tmpany had accounted for its stock
options under the minimum value method of thaestent for all periods prior to the Company becona@mublic entity and fair value meth

of that statement for all periods subsequent tcCiipany becoming a public entity. The fair valtieach option is estimated at the date of
grant with the following weighted-average assunmmgiased for the years ended September 30, 2000,a1891998:

STOCK OPTION PLAN EM PLOYEE STOCK PURCHASE PLAN
YEAR ENDED SEPTEMBER 30, YEAR ENDED SEPTEMBER 30,
2000 1999 1998 200 0 1999 1998
Risk-free interest rate.............c..ccoceeeee 6.12% 5.47% 4.62% 5 .50%
Dividend yield................ 0.00% 0.00% 0.00% --
Expected term of option 4years 4years 4years 6 mon ths
Volatility subsequent to initial public offering... e 111.87% 69.87% - 111 .87%

For purposes of pro forma disclosures, the estidnfaie value of the options is amortized over tipians' vesting period. The Company's pro
forma net income (loss) would have been as follows:

YEAR ENDED SEPTEMBER 30

2000 1999 1998
(IN THOUSANDS, EXCEPT PER SHA RE DATA)
Net income (loss) as reported........ccceeeeeeeee e, $ 13,650 $(4,344) $ (3,672)
Net income (l0ss) pro forma.......ccceveeeeeeeees e (40,648) (5,151) (3,742)
Net income (loss) per share as reported........... L. .59 (0.42) (0.60)
Net income (loss) per share pro forma.............. . (1.92) (0.50) (0.61)

8. COMMITMENTS:

Future minimum operating lease payments (net ofessle proceeds) for future fiscal years, as ofédepér 30, 2000, are approximately as
follows:

OPERATING LEASE
PAYMEN TS
(IN THOUS ANDS)
2001 . i s $ 39 57
2002 it e 4,6 30
2003 i e 4,3 45
2004 i e 52 77
2005 e e 52 89
Thereafter ..o ———— 38,4 45
TOtAl e e $61,9 43

Rent expense under noncancelable operating leasasdéed to approximately $1,869,000, $464,000 d#bH00 for the years ended
September 30, 2000, 1999, and 1998, respectivableSse income for the years ended 2001, 2002 @0®i i2 expected to be approximately
$820,000, $920,000 and $950,000, respectively. dhemunts have been netted from the amounts iakiree schedule.
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In April 2000, we entered into a lease agreemerttvanbuildings for a new corporate headquarterg [Ease commenced in July 2000 on the
first building; and the lease on the second bugdiommenced in October 2000. The lease for botldibgs expires in 2012 with an option

for renewal. The company established a restrictedogv account in connection with this lease agregnténder the term of the lease, a $6
million irrevocable standby letter of credit is u#eed through November 2012, unless the leaserisinated before then. This amount has
been included on the Company's balance sheet@sptémber 30, 2000 as a component of restrictdd cas

9. RELATED PARTY TRANSACTIONS:

In March 1999, the Company issued 150,000 sharesrofmon stock to an officer of the Company in exgeafor a note receivable. These
shares were acquired by exercising stock optiosisvilist over a period of four years. The note biedesest at a rate of 4.83%, is
collateralized by the shares, partially guarantgethe officer and is due in 2003. In 2000, to@yments of $281,000 were received on the
loan. Under the pledge agreement, the Companyhleasttligation to repurchase any remaining unvestedes, and the note becomes due
upon the officer's termination. Further, the shanay not be transferred until they are vested aid for, and the related portion of the loal
repaid.

10. EMPLOYEE BENEFIT PLANS:

The Company provides a 401(k) savings plan wheedigible employees may voluntarily contribute aqegrtage of their compensation.
Under the provision of the plan the Company mayheir discretion, match a portion of the employeégible contributions. The Company's
contribution will vest over a period of four yea@ontributions to the plan during the years endept&nber 30, 2000, 1999 and 1998 were
approximately $833,000, $612,000 and $0, respdgtive

11. SUPPLEMENTAL CASH FLOW INFORMATION:

Supplemental disclosure of cash flow informatiosusnmarized below for the years ended Septembe08W, 1999 and 1998:

YEAR ENDED SE PTEMBER 30,
2000 199 9 1998
Noncash investing and financing activities:
Conversion of note payable and related accrued
interest to Series B Convertible Preferred Sto CKerviiiieiee $ - $ - $ 520
Value ascribed to warrants in conjunction with s ale of Convertible
Preferred StOCK......ccovvvvvvviciieees -- - 367
Note receivable from shareholder for exercise of optioNs......ccccveerne - 750 -
Conversion of note payable to common stock...... L -- - 209
Cash paid for interest..........cccoccveeiieenne -- 30
Deferred compensation for options granted.......... 2,128 -
Reduction to deferred compensation due to cancelled stock option
OrANES. it e (172)



PART 1lI
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTAN TS ON ACCOUNTING AND FINANCIAL DISCLOSURE.
None.
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE RE GISTRANT.
See "Directors and Executive Officers of the Regigt' under Item 1, Part | above.

Information concerning compliance with Section I6h@ Securities Exchange Act is incorporated mebgi reference to information
appearing in the Company's Proxy Statement faritaual meeting of shareholders to be held on Fepf13 2001, which information
appears under the caption "Section 16(a) Benef@wmahership Reporting Compliance." Such Proxy Staetarwill be filed within 120 days of
the Company's last fiscal year-end, September@I).2

ITEMS 11, 12 AND 13

The information called for by Items 11, 12 and 13nhis Part Il is included in the Company's Pr&tatement relating to the Company's
annual meeting of shareholders to be held on Fepfllg 2001 and is incorporated herein by referefbe information appears in the Proxy
Statement under the captions "Election of DiregtdiRemuneration of Executive Officers," and "VaiSecurities and Principal Holders."
Such Proxy Statement will be filed within 120 dajshe Company's last fiscal year-end, Septembg2300.

PART IV
ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, A ND REPORTS ON FORM 8-K.
(a) Index to Consolidated Financial Statementskindncial Statements schedules:
(1) Consolidated Financial Statements.

Report of PricewaterhouseCoopers LLP, Independenbéntants Consolidated Balance Sheets as of Skete3@, 2000 and 1999
Consolidated Statements of Operations for the yeded September 30, 2000, 1999 and 1998

Consolidated Statements of Shareholders' Equitthiayears ended September 30, 2000, 1999 andd@®®lidated Statements of Cash
Flows for the years ended September 30, 2000, 4889998

Notes to Consolidated Financial Statem

(2) Consolidated Financial Statement Schedule.

Valuation and Qualifying Accounts and Reserves.
(b) Reports on Form 8-K:
None.
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(c) Exhibits:

EXHIBIT
NUMBER
(REFERENCED TO
ITEM 601 OF
REGULATION S-K)
3.1 -- Amended and Restated Article
3.2 -- Bylaws of the Registrant, as
4.1 --  Specimen Common Stock Certif
10.1 -- Form of Indemnification Agre
certain of its officers.(1)
10.2 -- 1998 Equity Incentive Plan.(
10.3 -- Form of Option Agreement und
10.4 -- 1999 Employee Stock Purchase
10.5 -- Amended and Restated Directo
10.6 -- Form of Option Agreement und
Plan.(1)
10.7 -- Amended and Restated 1996 St
10.8 -- Form of Option Agreement und
10.9 -- 1999 Non-Employee Directors'
10.10 -- Form of Option Agreement und
10.11 -- NonQualified Stock Option Ag
10.12 -- NonQualified Stock Option Ag
10.13 -- Office Lease Agreement, date
10.14 -- Agreement, dated February 19
10.15 -- Investor Rights Agreement, d
the Registrant's Series A Pr
and Series D Preferred Stock
10.16 -- Early Exercise Stock Purchas
J. Chamberlain.(1)
23.1* -- Consent of PricewaterhouseCo
27.1* -- Financial Data Schedule.

* Filed herewith.

EXHIBIT
DESCRIPTION
s of Incorporation of the Registration, as amended.
currently in effect.(1)
icate.(1)
ement between the Registrant and each of its direct

1)

er the 1998 Equity Incentive Plan.(1)

Plan.(1)

rs' Nonqualified Stock Option Plan.(1)

er the Amended and Restated Directors' Nonqualified

ock Option Plan.(1)

er the Amended and Restated 1996 Stock Option Plan.
Stock Option Plan.(1)

er 1999 Non-Employee Directors' Stock Option Plan.(
reement between John McAdam and the Company dated J
reement between John McAdam and the Company dated J
d July 31, 1999, between Registrant and 401 Elliott

, 1999, between the Registrant and Steven Goldman.(
ated August 21, 1998, between Registrant and certai
eferred Stock, Series B Preferred Stock, Series C P

(1)

e Agreement, dated March 10, 1999, between Registra

opers LLP, Independent Accountants.

(1) Incorporated by reference from Registratiortésteent on Form S-1, File No. 333-75817.
(2) Incorporated by reference from Registratiortésteent on Form S-1, File No. 333-86767.
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{(the Securities Exchange Act of 1934, the Resyigthas duly caused this report to be
signed on its behalf by the undersigned, theredatp authorized.

F5 NETWORKS, INC.

Dat ed: Decenber 13, 2000
By: /sl JOHN McADAM

John McAdam
Chi ef Executive Oficer and President

Pursuant to the requirements of the SecuritiesoA&034, this report has been signed below bydhevfing persons on behalf of the
Registrant and in the capacities and on the datbsated.

SIGNATURE TITLE DATE

By: /s/ JOHN McADAM Chief Executive Officer, President and Director December 13, 2000
(Principal Executive Officer)

John McAdam

By: /s JEFFREY S. HUSSEY Chairman of the Board and Chief Strategist December 13, 2000

Jeffrey S. Hussey

By: /s/ ROBERT J. CHAMBERLAIN Senior Vice President, Chief Financial Officer December 13, 2000
(Principal Finance and Accounting Officer)

Robert J. Chamberlain

By: /s/ CARLTON G. AMDAHL Chief Technology Officer and Director December 13, 2000

Carlton G. Amdahl

By: /sl KEITH D. GRINSTEIN Director December 13, 2000

Keith D. Grinstein

By: /s/ KARL D. GUELICH Director December 13, 2000
Karl D. Guelich
By: /s/  ALAN J. HIGGINSON Director December 13, 2000

Alan J. Higginson
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EXHIBIT
NUMBER
(REFERENCED TO
ITEM 601 OF
REGULATION S-K)
3.1 -- Amended and Restated Article
3.2 -- Bylaws of the Registrant, as
4.1 --  Specimen Common Stock Certif
10.1 -- Form of Indemnification Agre
certain of its officers.(1)
10.2 -- 1998 Equity Incentive Plan.(
10.3 -- Form of Option Agreement und
10.4 -- 1999 Employee Stock Purchase
10.5 -- Amended and Restated Directo
10.6 -- Form of Option Agreement und
Plan.(1)
10.7 -- Amended and Restated 1996 St
10.8 -- Form of Option Agreement und
10.9 -- 1999 Non-Employee Directors'
10.10 -- Form of Option Agreement und
10.11 -- NonQualified Stock Option Ag
10.12 -- NonQualified Stock Option Ag
10.13 -- Office Lease Agreement, date
10.14 -- Agreement, dated February 19
10.15 -- Investor Rights Agreement, d
the Registrant's Series A Pr
and Series D Preferred Stock
10.16 -- Early Exercise Stock Purchas
J. Chamberlain.(1)
23.1* -- Consent of PricewaterhouseCo
27.1* -- Financial Data Schedule.

* Filed herewith.

EXHIBIT INDEX

EXHIBIT
DESCRIPTION
s of Incorporation of the Registration, as amended.
currently in effect.(1)
icate.(1)
ement between the Registrant and each of its direct

1)

er the 1998 Equity Incentive Plan.(1)

Plan.(1)

rs' Nonqualified Stock Option Plan.(1)

er the Amended and Restated Directors' Nonqualified

ock Option Plan.(1)

er the Amended and Restated 1996 Stock Option Plan.
Stock Option Plan.(1)

er 1999 Non-Employee Directors' Stock Option Plan.(
reement between John McAdam and the Company dated J
reement between John McAdam and the Company dated J
d July 31, 1999, between Registrant and 401 Elliott

, 1999, between the Registrant and Steven Goldman.(
ated August 21, 1998, between Registrant and certai
eferred Stock, Series B Preferred Stock, Series C P

(1)

e Agreement, dated March 10, 1999, between Registra

opers LLP, Independent Accountants.

(1) Incorporated by reference from Registratiortédteent on Form S-1, File No. 333-75817.
(2) Incorporated by reference from Registratiorte3teent on Form S-1, File No. 333-86767.
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F5 NETWORKS, INC.

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
(IN THOUSANDS)

BALANCE AT CHARGES TO

BEGINNING OF COSTS& CHARGES TO BALANCE AT END
DESCRIPTION FISCAL PERIOD EXPENSES OTHER ACCOUNTS D EDUCTIONS OF FISCAL PERIOD
Year Ended September 30, 1998
Allowance for doubtful accounts................. $ - $ 120 $ - $ 31 $ 89
Allowance for sales returns.... - 485 -- 193 292
Tax valuation allowance 570 - 1,100 - 1,670
Year Ended September 30, 1999
Allowance for doubtful accounts................. 89 409 -- 85 413
Allowance for sales returns.... 292 774 -- 653 413
Tax valuation allowance 1,670 -- 1,644 - 3,314
Year Ended September 30, 2000
Allowance for doubtful accounts................. 413 880 -- 435 858
Allowance for sales returns.... 413 1,996 -- 1,601 808
Tax valuation allowance...............c........ 3,314 - 2,117 547 4,884
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EXHIBIT 10.11

F5 NETWORKS, INC.
NONQUALIFIED STOCK OPTION AGREEMENT

THIS NONQUALIFIED STOCK OPTION AGREEMENT (the "Agesnent") is made and entered into as of July 240 Zo& "Grant Date")
between F5 Networks, Inc., a Washington corporatiiee "Company") and John McAdam ("Holder").

THE PARTIES AGREE AS FOLLOWS:

1. GRANT OF OPTION; GRANT DATE. The Company herajrants to Holder, the right (the "Option") to puask up to 645,000 shares of
the Company's Common Stock (the "Option Shares)patce per share of $42.56 (the "Exercise Prjaai)}the terms and conditions set forth
in this Agreement. This Option is not intended tmlify as an incentive stock option for purposeSettion 422 of the Code. The number and
kind of Option Shares and the Exercise Price magdpested in certain circumstances in accordantetivé provisions of Section 9 below.

2. DEFINITIONS. For purposes of this Agreement, fitlowing terms shall be defined as set forth kelo

2.1 Affiliate. "Affiliate" means any parent corpi@n or subsidiary corporation of the Company, valeethow or hereafter existing.
2.2 Board. "Board" means the Board of DirectorthefCompany.

2.3 Code. "Code" means the Internal Revenue Cod888, as amended.

2.4 Common Stock. "Common Stock" means the comrtawk ®f the Company.

2.5 Continuous Service. "Continuous Service" meéhasHolder's service with the Company or an Adfii, whether as an employee or
consultant, is not interrupted or terminated. Hokl€ontinuous Service shall not be deemed to texmeinated merely because of a change in
the capacity in which Holder renders service toQeenpany or an Affiliate as an employee or consulta a change in the entity for which
Holder renders such service, provided that them®imterruption or termination of Holder's Contius Service. For example, a change in
status from an employee of the Company to a caansiudif an Affiliate will not constitute an interrtipn of Continuous Service. The Board, in
its sole discretion, may determine whether ContirsuService shall be considered interrupted in &se ©f any leave of absence approved by
the Board, including sick leave, military leaveamy other personal leave.

2.6 Disability. "Disability" means the permanentdntal disability of Holder within the meaning $&ction 22(e)(3) of the Code.

2.7 Expiration Date. "Expiration Date" means Juby 2010.



2.8 Fair Market Value. "Fair Market Value" means o any date, the value of the Common Stock.df@ommon Stock is listed on any
established stock exchange or traded on the NASDatpnal Market or the NASDAQ Small Cap Market, teir Market Value of a share
of Common Stock shall be the closing sales pricestich stock (or the closing bid, if no sales weorted) as quoted on such exchange or
market (or the exchange or market with the greatalsime of trading in the Common Stock) on the dagletermination or, if the day of
determination is not a market trading day, themhenlast market trading day prior to the day ofd®ination, as reported in The Wall Street
Journal or such other source as the Board deerableelin the absence of such markets for the Com&tock, the Fair Market Value shall
determined in good faith by the Board.

2.9 Securities Act. "Securities Act" means the $iies Act of 1933, as amended.
2.10 Vesting Commencement Date. "Vesting CommenoeDate” shall mean Holder's first day of continsiservice with the Company.

3. VESTING. Subiject to the limitations containedédie, the Option will vest and become exercisahtb wespect to 25% of the Option
Shares on the first anniversary of the Vesting Cemeement Date and with respect to the remainingp®&hares in equal monthly
installments over the three years following the tirgsCommencement Date; provided that vesting ealise upon the termination of Holder's
Continuous Service.

4. METHOD OF PAYMENT OF THE EXERCISE PRICE. Paymehthe Exercise Price is due in full upon exerasall or any part of the
Option. Holder may elect to make payment of ther&ige Price in cash or by check or one or mordeffollowing if the Company, in its sc
discretion at the time the Option is exercisedh&n offering such alternatives:

(a) Provided that at the time of exercise the Com®iwmck is publicly traded and quoted regularlifire Wall Street Journal, then pursuant to
a program developed under Regulation T as promedday the Federal Reserve Board which, prior tagbgance of Common Stock, results
in either the receipt of cash (or check) by the @any or the receipt of irrevocable instructionpéy the aggregate exercise price to the
Company from the sales proceeds (a "cashless sgéxci

(b) Provided that at the time of exercise the Comi&tock is publicly traded and quoted regularlyrive Wall Street Journal, then by delivery
of already-owned shares of Common Stock (valuedeat Fair Market Value on the date of exercisd))itither Holder has held the already-
owned shares for the period required to avoid agehto the Company's reported earnings (generialijmenths) or Holder did not acquire the
already-owned shares, directly or indirectly frdme Company and (ii) Holder owns the already-owredes free and clear of any liens,
claims, encumbrances or security interests. "DeliVior these purposes, in the sole discretiorhef€ompany at the time the Option is
exercised, shall include delivery to the Companiiofder's attestation of ownership of such shaf€3oonmon Stock in a form approved by
the Company. Notwithstanding the foregoing, thei@pinay not be exercised by tender to the Comp&@ommon Stock to the extent such
tender would constitute a violation



of the provisions of any law, regulation or agreatmestricting the redemption of the Company'slstoc

(c) Provided there has been a change in contraritbes in

Section 9(c) and the surviving corporation or adqgicorporation refuses to assume the Option sutmstitute a similar option for the Opti
then by authorizing the Company to withhold shéres the shares of the Common Stock otherwise [dsuta Holder as a result of the
exercise of the Option. Notwithstanding the foregoithe Option may not be exercised by withholdihgres of Common Stock to the extent
such withholding would constitute a violation o&tprovisions of any law, regulation or agreemestrieting the redemption of the
Company's stock.

5. WHOLE SHARES. The Option may only be exercisadwhole shares.

6. SECURITIES LAW COMPLIANCE. Notwithstanding anytly to the contrary contained herein, the Optiory mat be exercised unless
shares issuable upon exercise of the Option arertigistered under the Securities Act or, if sutdrss are not then so registered, the
Company has determined that such exercise anchissweould be exempt from the registration requineimef the Securities Act. The
exercise of the Option must also comply with otlugplicable laws and regulations governing the @ptamd the Option may not be exercised
if the Company determines that the exercise woatde in material compliance with such laws anditatipns.

7. TERM. The term of the Option commences on thenGbate and expires upon the EARLIEST of the foiiay:

(a) three (3) months after the termination of Hokl€ontinuous Service for any reason other thathder Disability, provided that if during
any part of such three-month period the Optiorpisaxercisable solely because of the conditiorics#t in Section 6, the Option shall not
expire until the earlier of the Expiration Dateunttil it shall have been exercisable for an aggeegariod of three (3) months after the
termination of Holder's Continuous Service;

(b) twelve (12) months after the termination of ¢fafs Continuous Service due to Disability;

(c) eighteen (18) months after Holder's death ifddodies either during Holder's Continuous Seraicwithin three (3) months after Holder's
Continuous Service terminates for reason other Gause;

(d) the Expiration Date; or

(e) the tenth (10th) anniversary of the Grant Date.



8. EXERCISE.

(a) The vested portion of the Option may be exertduring its term by delivering a Notice of Exsecin the form attached hereto as Exhibit
A, together with the Exercise Price (payable inrtr@nner set forth in Section

4) to the Secretary of the Company, or to suchrgikeson as the Company may designate, duringaebukiness hours, together with such
additional documents as the Company may then requir

(b) By exercising the Option, Holder agrees thata&ondition to any exercise of the Option, thenfany may require Holder to enter an
arrangement providing for the payment by HoldathtoCompany of any tax withholding obligation o tGompany arising by reason of (1)
the exercise of the Option or (2) the dispositibslares acquired upon such exercise.

9. ADJUSTMENTS UPON CHANGES IN STOCK.

(a) Capitalization Adjustments. If any change i@ the Common Stock without the receipt of cdesation by the Company (through
merger, consolidation, reorganization, recapitéilizg reincorporation, stock dividend, dividendaroperty other than cash, stock split,
liquidating dividend, combination of shares, exdof shares, change in corporate structure or tridwgsaction not involving the receipt of
consideration by the Company), the number of Opfibares and the Exercise Price will be appropyiadjusted by the Board, whose
determination shall be final, binding and conclesi¢The conversion of any convertible securitiethefCompany shall not be treated as a
transaction "without receipt of consideration" hg Company.)

(b) Change in ControlBissolution or Liquidation. In the event of a dikg@mn or liquidation of the Company, the Optioralitbe terminated
not exercised (if applicable) prior to such event.

(c) Change in Control--Asset Sale, Merger, Consoiih or Reverse Merger.

(i) The Option will immediately vest 100% in theesx of a change in control of the Company congjstifa (1) a sale of substantially all of
the assets of the Company, (2) a merger or coraaitin which the Company is not the survivingpamation or (3) a reverse merger in
which the Company is the surviving corporation tgt shares of Common Stock outstanding immedigtedgeding the merger are converted
by virtue of the merger into other property, whetimethe form of securities, cash or otherwiseagplicable, the time during which the Option
may be exercised shall also be accelerated inTfh#. Option shall terminate if not exercised (ipbgable) at or prior to such event, and any
surviving corporation or acquiring corporation stasume the remaining unvested portion of theddptir shall substitute a similar Option.

4



(i) For purposes of subsection 9(c) the Optionldimdeemed assumed if, following the change mtrad, the Option confers the right to
purchase, in accordance with its terms and comditifor each share of Common Stock subject to thte@immediately prior to the change
in control, the consideration (whether stock, caisbther securities or property) to which a holdka share of Common Stock on the effec
date of the change in control was entitled.

10. TRANSFERABILITY. The Option is not transferabéxcept by will or by the laws of descent andrdistion, and is exercisable during
Holder's life only by Holder. Notwithstanding tharégoing, by delivering written notice to the Comypain a form satisfactory to the
Company, Holder may designate a third party whohénevent of Holder's death, shall thereafterrtigtled to exercise the Option.

11. NOT A SERVICE CONTRACT. This Agreement is nateanployment or service contract, and nothing is #greement shall be deenr
to create in any way whatsoever any obligation ofdelr's part to continue in the employ of the Comypar of the Company to continue
Holder's employment. In addition, nothing in thigrAement shall obligate the Company, its shareml@®»ard, officers or employees to
continue any relationship that Holder might hava asrector or consultant for the Company.

12. WITHHOLDING OBLIGATIONS.

(a) At the time the Option is exercised, in wholéropart, or at any time thereafter as requestethé Company, Holder hereby authorizes
withholding from payroll and any other amounts gdagao Holder, and otherwise agrees to make adequravision for (including by means
of a "cashless exercise" pursuant to a programlojgee under Regulation T as promulgated by the faddReserve Board to the extent
permitted by the Company), any sums required tiefgahe federal, state, local and foreign tax Willing obligations of the Company,
which arise in connection with the Option.

(b) The Option is not exercisable unless the takhalding obligations of the Company are satisfigccordingly, Holder may not be able to
exercise the Option when desired even though tho@[s vested.

13. NO RIGHTS AS A SHAREHOLDER. The Option shalt eatitle the Holder to any cash dividend, votimgother right of a shareholder
unless and until the date of issuance of the shhegsre the subject of the Option.

14. PROFESSIONAL ADVICE. The acceptance and exerafshe Option and the sale of Option Shares baserjuences under federal and
state tax and securities laws which may vary deipgngpon the individual circumstances of the Holdecordingly, Holder acknowledges
that he has been advised to consult his persogail é&d tax advisor in connection with this Agreatrend his dealings with respect to the
Option and the Option Shares. Holder further ackedges that the Company has made no warrantiepoggentations to Holder with
respect to the income tax consequences of the gnahéxercise of the Option or the sale of the

5



Option Shares and Holder is in no manner relyinghenCompany or its representatives for an assegshsuch consequences.

15. ASSIGNMENT; BINDING EFFECT. Subject to the litaions set forth in this Agreement, this Agreenshdll be binding upon and int
to the benefit of the executors, administratorgrshéegal representatives, and successors ofatt@ep hereto; provided, however, that Holder
may not assign any of Holder's rights under thiseggnent.

16. DAMAGES. Holder shall be liable to the Compdasall costs and damages, including incidental emusequential damages, resulting
from a disposition of Option Shares which is not@mformity with the provisions of this Agreement.

17. GOVERNING LAW. This Agreement shall be govertgd and construed in accordance with, the lanth®fState of Washington
excluding those laws that direct the applicatiomheflaws of another jurisdiction.

18. NOTICES. All notices and other communicationder this Agreement shall be in writing. Unless antll Holder is notified in writing to
the contrary, all notices, communications, and duents directed to the Company and related to thredxgent, if not delivered by hand, st
be mailed, addressed as follows:

F5 Networks, Inc. 501 Elliott Ave West Seattle, \W8119

Unless and until the Company is notified in writitogthe contrary, all notices, communications, donduments intended for Holder and
related to this Agreement, if not delivered by hasithll be mailed to Holder's last known addresshasvn on the Company's books. Notices
and communications shall be mailed by first clagd,postage prepaid. All mailings and deliverielated to this Agreement shall be deemed
received when actually received, if by hand delfyand five (5) business days after mailing, ifrbil.

19. AMENDMENT OF THIS AGREEMENT. The Board at angng, and from time to time, may amend the termthisf Agreement;
provided, however, that the rights under this Agrest shall not be impaired by any such amendmdessin
(i) the Company requests the consent of the Haddr(ii) Holder consents in writing.
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IN WITNESS WHEREOF, the parties have executed@pson Agreement as of the Effective Date.
F5 NETWORKS, INC.

By /s/ JEFFREY HUSSEY

Holder hereby accepts and agrees to be bound by thié terms and conditions of this Agreement.

/sl JOHN McADAM



EXHIBIT 10.12

F5 NETWORKS, INC.
NONQUALIFIED STOCK OPTION AGREEMENT

THIS NONQUALIFIED STOCK OPTION AGREEMENT (the "Agesnent") is made and entered into as of July 240 Zo& "Grant Date")
between F5 Networks, Inc., a Washington corporatiiee "Company") and John McAdam ("Holder").

THE PARTIES AGREE AS FOLLOWS:

1. GRANT OF OPTION; GRANT DATE. The Company herajrants to Holder, the right (the "Option") to puaske up to 50,000 shares of
the Company's Common Stock (the "Option Shares)tce per share of $1.00 (the "Exercise Priaai)the terms and conditions set forth
in this Agreement. This Option is not intended tmlify as an incentive stock option for purposeSettion 422 of the Code. The number and
kind of Option Shares and the Exercise Price magdpested in certain circumstances in accordantetive provisions of Section 9 below.

2. DEFINITIONS. For purposes of this Agreement, fitlowing terms shall be defined as set forth kelo

2.1 Affiliate. "Affiliate" means any parent corpoi@n or subsidiary corporation of the Company, valeethow or hereafter existing.
2.2 Board. "Board" means the Board of DirectorthefCompany.

2.3 Code. "Code" means the Internal Revenue Cod888, as amended.

2.4 Common Stock. "Common Stock" means the comrtaok ©f the Company.

2.5 Continuous Service. "Continuous Service" meéhasHolder's service with the Company or an Adfii, whether as an employee or
consultant, is not interrupted or terminated. Hokl€ontinuous Service shall not be deemed to texmainated merely because of a change in
the capacity in which Holder renders service toGeenpany or an Affiliate as an employee or consulta a change in the entity for which
Holder renders such service, provided that them®imterruption or termination of Holder's Contius Service. For example, a change in
status from an employee of the Company to a caanstudif an Affiliate will not constitute an interrtipn of Continuous Service. The Board, in
its sole discretion, may determine whether ContirsuService shall be considered interrupted in &se ©f any leave of absence approved by
the Board, including sick leave, military leaveamy other personal leave.

2.6 Disability. "Disability" means the permanentdntal disability of Holder within the meaning $&ction 22(e)(3) of the Code.

2.7 Expiration Date. "Expiration Date" means Juby 2010.



2.8 Fair Market Value. "Fair Market Value" means o any date, the value of the Common Stock.df@ommon Stock is listed on any
established stock exchange or traded on the NASDatpnal Market or the NASDAQ Small Cap Market, teir Market Value of a share
of Common Stock shall be the closing sales pricestich stock (or the closing bid, if no sales weorted) as quoted on such exchange or
market (or the exchange or market with the greatalsime of trading in the Common Stock) on the dagletermination or, if the day of
determination is not a market trading day, themhenlast market trading day prior to the day ofd®ination, as reported in The Wall Street
Journal or such other source as the Board deerableelin the absence of such markets for the Com&tock, the Fair Market Value shall
determined in good faith by the Board.

2.9 Securities Act. "Securities Act" means the $iies Act of 1933, as amended.
2.10 Vesting Commencement Date. "Vesting CommenoeDate” shall mean Holder's first day of continsiservice with the Company.

3. VESTING. Subiject to the limitations containedédie, the Option will vest and become exercisaht wespect to 50% of the Option
Shares on the first anniversary of the Vesting Cemeement Date and with respect to the remaining 60%te Option Shares on the second
anniversary of the Vesting Commencement Date; gexthat vesting will cease upon the terminatioklolder's Continuous Service.

4. METHOD OF PAYMENT OF THE EXERCISE PRICE. Paymenfthe Exercise Price is due in full upon exerasall or any part of the
Option. Holder may elect to make payment of ther&ige Price in cash or by check or one or mordefftllowing if the Company, in its sc
discretion at the time the Option is exercisedh&n offering such alternatives:

(a) Provided that at the time of exercise the Com®&iwmck is publicly traded and quoted regularlifire Wall Street Journal, then pursuant to
a program developed under Regulation T as promedday the Federal Reserve Board which, prior tadbgance of Common Stock, results
in either the receipt of cash (or check) by the @any or the receipt of irrevocable instructionpéy the aggregate exercise price to the
Company from the sales proceeds (a "cashless sgéxci

(b) Provided that at the time of exercise the Comi&tock is publicly traded and quoted regularlyrive Wall Street Journal, then by delivery
of already-owned shares of Common Stock (valuedeat Fair Market Value on the date of exercisd))igither Holder has held the already-
owned shares for the period required to avoid agehto the Company's reported earnings (generialijmenths) or Holder did not acquire the
already-owned shares, directly or indirectly frdme Company and (ii) Holder owns the already-owredes free and clear of any liens,
claims, encumbrances or security interests. "DeliVior these purposes, in the sole discretiorhef€ompany at the time the Option is
exercised, shall include delivery to the Companifofder's attestation of ownership of such shaf&€sommon Stock in a form approved by
the Company. Notwithstanding the foregoing, thei@pinay not be exercised by tender to the Comp&@ommon Stock to the extent such
tender would constitute a violation



of the provisions of any law, regulation or agreatmestricting the redemption of the Company'slstoc

(c) Provided there has been a change in contraritbes in

Section 9(c) and the surviving corporation or adqgicorporation refuses to assume the Option sutmstitute a similar option for the Opti
then by authorizing the Company to withhold shéres the shares of the Common Stock otherwise [dsuta Holder as a result of the
exercise of the Option. Notwithstanding the foregoithe Option may not be exercised by withholdihgres of Common Stock to the extent
such withholding would constitute a violation o&tprovisions of any law, regulation or agreemestrieting the redemption of the
Company's stock.

5. WHOLE SHARES. The Option may only be exercisadwhole shares.

6. SECURITIES LAW COMPLIANCE. Notwithstanding anytly to the contrary contained herein, the Optiory mat be exercised unless
shares issuable upon exercise of the Option arertigistered under the Securities Act or, if sutdrss are not then so registered, the
Company has determined that such exercise anchissweould be exempt from the registration requineimef the Securities Act. The
exercise of the Option must also comply with otlugplicable laws and regulations governing the @ptamd the Option may not be exercised
if the Company determines that the exercise woatde in material compliance with such laws anditatipns.

7. TERM. The term of the Option commences on thenGbate and expires upon the EARLIEST of the foiiay:

(a) three (3) months after the termination of Hokl€ontinuous Service for any reason other thathder Disability, provided that if during
any part of such three-month period the Optiorpisaxercisable solely because of the conditiorics#t in Section 6, the Option shall not
expire until the earlier of the Expiration Dateunttil it shall have been exercisable for an aggeegariod of three (3) months after the
termination of Holder's Continuous Service;

(b) twelve (12) months after the termination of ¢fafs Continuous Service due to Disability;

(c) eighteen (18) months after Holder's death ifddodies either during Holder's Continuous Seraicwithin three (3) months after Holder's
Continuous Service terminates for reason other Gause;

(d) the Expiration Date; or

(e) the tenth (10th) anniversary of the Grant Date.



8. EXERCISE.

(a) The vested portion of the Option may be exertduring its term by delivering a Notice of Exsecin the form attached hereto as Exhibit
A, together with the Exercise Price (payable inrtr@nner set forth in Section

4) to the Secretary of the Company, or to suchrgikeson as the Company may designate, duringaebukiness hours, together with such
additional documents as the Company may then requir

(b) By exercising the Option, Holder agrees thata&ondition to any exercise of the Option, thenfany may require Holder to enter an
arrangement providing for the payment by HoldathtoCompany of any tax withholding obligation o tGompany arising by reason of (1)
the exercise of the Option or (2) the dispositibslares acquired upon such exercise.

9. ADJUSTMENTS UPON CHANGES IN STOCK.

(a) Capitalization Adjustments. If any change i@ the Common Stock without the receipt of cdesation by the Company (through
merger, consolidation, reorganization, recapitéilizg reincorporation, stock dividend, dividendaroperty other than cash, stock split,
liquidating dividend, combination of shares, exdof shares, change in corporate structure or tridwgsaction not involving the receipt of
consideration by the Company), the number of Opfibares and the Exercise Price will be appropyiadjusted by the Board, whose
determination shall be final, binding and conclesi¢The conversion of any convertible securitiethefCompany shall not be treated as a
transaction "without receipt of consideration" hg Company.)

(b) Change in ControlBissolution or Liquidation. In the event of a dikg@mn or liquidation of the Company, the Optioralitbe terminated
not exercised (if applicable) prior to such event.

(c) Change in Control--Asset Sale, Merger, Consoiih or Reverse Merger.

(i) The Option will immediately vest 100% in theesx of a change in control of the Company congjstifa (1) a sale of substantially all of
the assets of the Company, (2) a merger or coraaitin which the Company is not the survivingpamation or (3) a reverse merger in
which the Company is the surviving corporation tgt shares of Common Stock outstanding immedigtedgeding the merger are converted
by virtue of the merger into other property, whetimethe form of securities, cash or otherwiseagplicable, the time during which the Option
may be exercised shall also be accelerated inTfh#. Option shall terminate if not exercised (ipbgable) at or prior to such event, and any
surviving corporation or acquiring corporation stasume the remaining unvested portion of theddptir shall substitute a similar Option.
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(i) For purposes of subsection 9(c) the Optionldimdeemed assumed if, following the change mtrad, the Option confers the right to
purchase, in accordance with its terms and comditifor each share of Common Stock subject to thte@immediately prior to the change
in control, the consideration (whether stock, caisbther securities or property) to which a holdka share of Common Stock on the effec
date of the change in control was entitled.

10. TRANSFERABILITY. The Option is not transferabéxcept by will or by the laws of descent andrdistion, and is exercisable during
Holder's life only by Holder. Notwithstanding tharégoing, by delivering written notice to the Comypain a form satisfactory to the
Company, Holder may designate a third party whohénevent of Holder's death, shall thereafterrtigtled to exercise the Option.

11. NOT A SERVICE CONTRACT. This Agreement is nateanployment or service contract, and nothing is #greement shall be deenr
to create in any way whatsoever any obligation ofdelr's part to continue in the employ of the Comypar of the Company to continue
Holder's employment. In addition, nothing in thigrAement shall obligate the Company, its shareml@®»ard, officers or employees to
continue any relationship that Holder might hava asrector or consultant for the Company.

12. WITHHOLDING OBLIGATIONS.

(a) At the time the Option is exercised, in wholéropart, or at any time thereafter as requestethé Company, Holder hereby authorizes
withholding from payroll and any other amounts gdagao Holder, and otherwise agrees to make adequravision for (including by means
of a "cashless exercise" pursuant to a programlojgee under Regulation T as promulgated by the faddReserve Board to the extent
permitted by the Company), any sums required tiefgahe federal, state, local and foreign tax Willing obligations of the Company,
which arise in connection with the Option.

(b) The Option is not exercisable unless the takhalding obligations of the Company are satisfigccordingly, Holder may not be able to
exercise the Option when desired even though tho@[s vested.

13. NO RIGHTS AS A SHAREHOLDER. The Option shalt eatitle the Holder to any cash dividend, votimgother right of a shareholder
unless and until the date of issuance of the shhegsre the subject of the Option.

14. PROFESSIONAL ADVICE. The acceptance and exerafshe Option and the sale of Option Shares baserjuences under federal and
state tax and securities laws which may vary deipgngpon the individual circumstances of the Holdecordingly, Holder acknowledges
that he has been advised to consult his persogail é&d tax advisor in connection with this Agreatrend his dealings with respect to the
Option and the Option Shares. Holder further ackedges that the Company has made no warrantiepoggentations to Holder with
respect to the income tax consequences of the gnahéxercise of the Option or the sale of the
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Option Shares and Holder is in no manner relyinghenCompany or its representatives for an assegshsuch consequences.

15. ASSIGNMENT; BINDING EFFECT. Subject to the litaions set forth in this Agreement, this Agreenshdll be binding upon and int
to the benefit of the executors, administratorgrshéegal representatives, and successors ofatt@ep hereto; provided, however, that Holder
may not assign any of Holder's rights under thiseggnent.

16. DAMAGES. Holder shall be liable to the Compdasall costs and damages, including incidental emusequential damages, resulting
from a disposition of Option Shares which is not@mformity with the provisions of this Agreement.

17. GOVERNING LAW. This Agreement shall be govertgd and construed in accordance with, the lanth®fState of Washington
excluding those laws that direct the applicatiomheflaws of another jurisdiction.

18. NOTICES. All notices and other communicationder this Agreement shall be in writing. Unless antll Holder is notified in writing to
the contrary, all notices, communications, and duents directed to the Company and related to thredxgent, if not delivered by hand, st
be mailed, addressed as follows:

F5 Networks, Inc. 501 Elliott Ave West Seattle, \W8119

Unless and until the Company is notified in writitogthe contrary, all notices, communications, donduments intended for Holder and
related to this Agreement, if not delivered by hasithll be mailed to Holder's last known addresshasvn on the Company's books. Notices
and communications shall be mailed by first clagd,postage prepaid. All mailings and deliverielated to this Agreement shall be deemed
received when actually received, if by hand delfyand five (5) business days after mailing, ifrbil.

19. AMENDMENT OF THIS AGREEMENT. The Board at angng, and from time to time, may amend the termthisf Agreement;
provided, however, that the rights under this Agrest shall not be impaired by any such amendmdessin
(i) the Company requests the consent of the Haddr(ii) Holder consents in writing.
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IN WITNESS WHEREOF, the parties have executed@pson Agreement as of the Effective Date.
F5 NETWORKS, INC.

By /s/ JEFFREY HUSSEY

Holder hereby accepts and agrees to be bound by thié terms and conditions of this Agreement.

/sl JOHN McADAM



EXHIBIT 23.1
Consent of Independent Accountants

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (Fie 383-80177,333-82249 and 333-

34570) of F5 Networks, Inc., of our report dateddber 27, 2000 relating to the consolidated finahsiatements and financial statement
schedule, which appear in this Form 10-K.

PricewaterhouseCoopers LLP
Seattle, Washington
December 12, 20C



ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONDENSED BALANCE
SHEET AS OF SEPTEMBER 30, 2000 AND THE RELATED CORIRSED STATEMENTS OF OPERATIONS FOR THE TWELVE
MONTH PERIOD ENDED SEPTEMBER 30, 2000 AND IS QUAIHED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL

STATEMENTS.

PERIOD TYPE 12 MOS
PERIOD START OCT 01 199
FISCAL YEAR END SEP 30 200
PERIOD END SEP 30 200
CASH 53,01;
SECURITIES 0
RECEIVABLES 39,90:
ALLOWANCES (1,666
INVENTORY 5,231
CURRENT ASSET¢ 100,63:
PP&E 16,628
DEPRECIATION (3,099
TOTAL ASSETS 122,42(
CURRENT LIABILITIES 34,73t
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 87,41¢
OTHER SE 26¢€
TOTAL LIABILITY AND EQUITY 87,68t
SALES 108,64!
TOTAL REVENUES 108,64!
CGS 32,57:
TOTAL COSTS 63,22:
OTHER EXPENSE! 0
LOSS PROVISION 0
INTEREST EXPENSE (2,903
INCOME PRETAX 15,75¢
INCOME TAX 2,10t
INCOME CONTINUING 13,65(
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 13,65(
EPS BASIC 0.6t
EPS DILUTED 0.5¢
End of Filing
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