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Forward-Looking Statements

The statements contained in this reportahatnot purely historical are forward-looking staénts. These statements include, but are not
limited to, statements about our plans, objectiegpgectations, strategies and intentions and arerghy identified by the words “expects,”
“anticipates,” “intends,” “plans,” “believes,” “skg,” “estimates,” and similar expressions. Becahsse forward-looking statements are
subject to a number of risks and uncertaintiesastwal results could differ materially from thaseressed or implied by these forward-
looking statements. Factors that could cause driboie to such differences include, but are noitiéd to, those discussed under the heading
“Risk Factors” below and in other documents we fiiten time to time with the Securities and Excha@genmission. All forward-looking
statements included in this report are based amrimdtion available to us on the date hereof. Waraeso obligation to update any such

forward-looking statements.

”ou ” o ”ou ” o

PART |
ltem 1. Business
General

We develop, manufacture and sell productssandices to help companies efficiently and segurelnage their Internet traffic, as well as
the access and use of their intranet-based softagpiécations. Our application traffic managememntdpicts, including the BIG-IP Controller,
3-DNS Controller and BIG-IP Link Controller, helpamage Internet traffic to servers and network devio a way that maximizes the
availability, scalability and throughput of thosetwork components and the applications that ruthem. Our recently acquired FirePass
family of network server appliances provides seas&r access to corporate networks and individualiGations through any standard Web
browser. Our unique iControl architecture enablasproducts to communicate with one another imiigvork and ensure optimal through
of traffic, and also allows them to be integratdthwhird party products, including enterprise aggtions. This facilitates the automation of
repetitive processes and allows the customer iongge applications on their networks, thereby sguimem time and money. As components
of an integrated solution, our products addressynetaments required for successful Internet andumgt business applications, including t
availability, high performance, intelligent loadl&acing, streamlined manageability, remote acagsstporate networks, and network and
application security. Our solution for applicatiwaffic management and security is software-basith differentiates us from our
competitors whose solutions are largely hardwasetaWe believe this differentiation enables usfter our customers greater flexibility,
cost-effectiveness and adaptability in respongeday’s rapidly changing environment.

Enterprise customers (Fortune 1000 or Busiiések Global 1000 companies) in financial serviogsnufacturing, transportation and
mobile telecommunications make up the largest mage of our customer base. We market and sefpimatucts primarily through indirect
sales channels in North America, Europe and tha Rakific region, and to some direct customer aatson North America. We have
subsidiaries or branch offices in Australia, Candtizina, France, Germany, Hong Kong, Japan, Theedeinds, Singapore, South Korea,
Spain, Taiwan, Thailand and the United Kingdom.

In July 2003, we acquired substantially &lfhe assets and assumed certain liabilities ofamRdnc., or uRoam, for $25.0 million in cash.
We also incurred $2.4 million of direct transactamsts for a net purchase price of $27.4 milliore Nifed substantially all of uRoam’s 20
employees, consisting of product development, salésservice personnel. uRoam’s family of FireRRassgers is a comprehensive remote
access product set that enables users to accdgsmfpps in a secure fashion, using technologyetam the Secure Sockets Layer, or SSL,
standard. We believe FirePass provides a seculifjien that is easier to manage and use, and is serure, than existing Virtual Private
Network, or VPN, solutions, allowing customers éalize significant cost savings for secure remotess to any application. The acquisit
of substantially all of the assets of uRoam wilbal us to quickly enter the SSL VPN market, broadancustomer base and augment our
existing product line.
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We were incorporated on February 26, 19%6énState of Washington. Our headquarters is ittl8g®Washington and our mailing
address is 401 Elliott Avenue West, Seattle, Wagbim98119. The telephone number at our execuffiees is (206) 272-5555. Our annual
reports on Form 10-K, quarterly reports on Form@,Gurrent reports on Form 8-K and all amendmemthdse reports are available free of
charge on our website www.f5.com as soon as rebopeacticable after such material is electroricfiled with the Securities and
Exchange Commission.

Industry Background

As a result of the Internet’s capabilitiedias become a fundamental tool for commerce amimmications. Since the late 1990's,
businesses have responded to the power, flexilitity economy of the Internet by deploying new méProtocol, or IP, based applications,
upgrading their client-server applications to n@sehabled versions, and enabling existing apptinatfor use over the Internet. IP is a
communications language that is used for transmgittiata over the Internet. During the next sewszals, we believe this process of
deploying IP-enabled applications will acceleraaNeb services enable businesses to build appisatijuickly and easily by integrating
software modules available from many different sear Web services allow businesses to combineifunrscof existing applications and
processes to create new applications and functigrmgderating over the Internet and beyond the cate firewall. The purpose of Web
services is to enable applications to interact wihh other more smoothly, reducing inefficieneissociated with human intervention. A
fully-integrated, Web services-enabled computinggvoek would allow personal computers, servers, hataidevices, programs, applications
and network equipment to work together directlgémerate more efficient data flow and applicatiemedopment and use. In addition, we
believe that the growth of Internet usage will ¢oné to be driven by new applications such as Voigr IP, or VoIP, increased penetration
of broadband Internet access enabling the remeat@fusore applications, and the increasing popwylaifi mobile Internet access through
wireless devices such as cellular telephones, patstigital assistants and notebook computers.

Current traffic management products are eesigporimarily to manage Web traffic. However, feragucts are equipped with the
functionality and flexibility to securely manageetfull range of IP-enabled applications, such aac{@rFinancials, BEA Weblogic and Siebel
Sales Force Automation.

Internet Architecture

The Open Systems Interconnect Reference Mod€SI Model, is the framework that describes defines how networked systems
communicate with one another. The OSI Model dividessvork functions into seven layers and specties the layers should interact to
enable interoperability between the various usEngse interoperability standards have been designaltbw all parts of the network to work
together, regardless of the different hardwaresamiivare components. IP requires all data traneth#icross the Internet to be divided into
packets prior to its transmission, and reassendtléd destination. Prior to transmission, eactkpbof data is automatically given a header
that identifies the source and destination of thekpt. This header information is used in the O8t# for the purposes of identifying,
routing and sequencing data packets, and is sttifypen the data upon arrival at its destination.

Layer 4-7 Traffic Management

Layers 2 and 3 of the OSI Model primarilyfpem standardized, repetitive tasks such as ergthiat packets of information sent over the
Internet arrive at the destination to which they addressed, and reassembling them in the cosguerce. Unlike Layers 2 and 3, Layers 4-
are complex and variable and must supporteset-applications and processes on a wide varfgilatiorms and devices. For example, La
7 (which encompasses the functions of Layers S6mhables email, directory look-up and the transfdiles between otherwise
incompatible systems.

While traditional Layer 2/3 switching devica® used primarily to ensure correct delivery akets of information, there is an increasing
need for Layer 7 technology that can read theentintents of a packetized transmission and makligent decisions based on a dynamic
set of business rules about how to
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handle the transmission and where to route it smenthe availability and optimal performance gblagations, servers and the network.
Additionally, Layer 2/3, as well as Layer 4, swittfp devices are primarily hardware-based and atiened for speed at the expense of
flexibility. While most manufacturers of Layer 7 is#hing devices have also opted for the traditipnastly, hardware-based solutions, this
limits the ability of their products to adapt teetrapidly changing requirements of Layer 7 traffianagement needed for common end-user
applications today.

According to the “Ethernet Switch Report —Y&ar Forecast” prepared by Dell'Oro Group, theitradal Layer 4-7 traffic management
market is expected to grow from $432 million in 26 $870 million in 2007, representing a five-yeampounded annual growth rate of
approximately 15%. Additional emerging growth maskior Layer 47 traffic management include blade servers, mdBiland Web service
A blade server is a thin, modular electronic cirtugiard intended for a single, dedicated applicatguch as serving Web pages or server load
balancing) that can be easily inserted into a sgaweng chassis with many similar blade serveradBlservers, loaded into chassis, are
designed to consume less energy and require coablgdess space than conventional servers.

Growth in Demand for Secure Traffic Management

As Internet traffic and the use of IP-enaldeglications have increased, the demands placédymr 7 have also increased and so has the
demand for integrated, effective Layer 7 trafficmagement solutions. Corporations are becoming medignt on highly sophisticated IP-
enabled applications both for their internal ogerat and for interactions with external customerd partners. The need to guarantee the
security of electronic information and transactibas led to the emergence of SSL encryption astémelard for secure IP-enabled traffic.
During the interaction between a user and a firdrgiplication, for example, data sent from the uis¢he server is typically encrypted by
user's Web browser and decrypted by the servertldagrocess is reversed for data sent back tagee The use of SSL has continued to
grow with the proliferation of Web-based applicagdhat require secure transactions. Increasé®inumber and sophistication of Web
attacks, and the damage caused by such attaclasardriving demand for more effective securitjusons.

SSL is also the core of new technology tldlatresses the growing need for corporations to geogecure connectivity for the rapidly
increasing number of users who access corporateoriet and applications from remote locations usingriety of devices ranging from
home personal computers and laptops to cellulapkeines and personal digital assistants. Many coiepaurrently provide remote acces
offsite users through VPNs based on the Internatiool Security, or IPSec, framework, which allowwmote users to access corporate
networks and applications by means of encryptedr#ls” through the Internet. VPNs are cost-effectiecause they use the Internet for low-
cost transmission of information while providingmete users with a highly secure connection. Howeséey security risk associated with
IPSec VPNs is that once remote users are conngb&dhave unrestricted access to all applicatiomsresources within the network.

During the past year, new VPN technology gighre SSL protocol has steadily gained acceptaneenaore cost-effective solution that is
both simpler to deploy and easier to manage th8edR/PNs. Unlike IPSec VPNs, SSL VPNs do not regoirstomers to purchase and in
client-side software on every remote device thaesses the network. Instead, they use the SSL ititipalvesident in a remote client’s
Internet browser to establish and maintain a secomeection between the client and the VPN seivas eliminates both the initial cost of
distributing and implementing client-side softwarel the recurring costs of upgrading and maintgiitinn addition to providing secure
network access, SSL technology can also be ussgldotively limit access to certain applicationd aesources within the network, depenc
on the identity of the user. Because of the impdosecurity and reduced overall costs, we believel&Sed solutions will become the
dominant method for remote access within the nextyfears.

According to Infonetics Research’s “VPN aricewall Products Quarterly Worldwide Market Shanel &orecasts for 2Q03” report, the
SSL VPN market is expected to grow from $34 millior2002 to $607 million by 2006, representing arfgear compounded annual growth
rate of approximately 105%.
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The F5 Solution

We believe our products are superior to tledsaur competitors in addressing the growing ne@dng enterprises for integrated, secure,
application traffic management.

Software Based Productstom our inception, we have been committed to #ebthat the complexity of Layer 7 traffic managent
requires a software-based rather than a hardwaedlsolution. We believe our software-based sailftio application traffic management
and security using commodity hardware providestiyréacreased functionality. We also believe oungurcts are more cost-effective, flexible
and easily adaptable to today’s constantly changimjincreasingly demanding environments than ompetitors’ solutions, which are
primarily hardware-based. In addition, our softweae be easily ported to commodity hardware platfomanufactured by third-party
vendors, which has enabled us to license the sdttwaour original equipment manufacturer, or Ofdrtners who resell it installed on their
own products. It has also created an opportunity$ato sell versions of our software that run tadb servers manufactured by third-party
vendors, thereby increasing the target market dioisoftware.

Application Awarenes®ne of the most important features of our softwaased products is their “application awarenessr’goducts
are designed using a common architecture, calledti@l, with a common interface that allows thentémnmunicate with one another and
with third-party software and devices. Through onigue, open, iControl application programming iifiéee, or API, third-party applications
and network devices can take an active role iniglgdp network traffic, directing traffic based eract business requirements specified by
our customers. For example, our iControl API all@msorganization running Oracle software, which linglp desks located in Bombay, San
Francisco and London, to cause that software tceraaleal-time request that all email requests étp be directed to a single one of our 3-
DNS devices that has been instructed to redirectahuests to different help desks at differenesirof the day. Similarly, our BIG-IP device
managing traffic to an e-commerce Web site coddekample, be directed to recognize transmisdimems preferred customers and route
them to a server that will expedite their transai This “application awareness” capability is ohéhe most important features of our
software-based products and serves as a further iodifferentiation for our solution in comparisaith those offered by our competitors.

Another key benefit of our software-basedigoh is that it allows the customer to incorporspecific business rules and processes into
the software. This capability, which we call iRulesa simple tool that can be used to define Hwwiser wants to direct, persist on, or filter
traffic based on the needs of each application.

Furthermore, our Universal Inspection Engthe,core of our application traffic managemenhtextogy, is unique in its ability to inspect
IP traffic down to the packet payload level and dagact traffic according to flexible iRules speéed by the user. This “deep packet
inspection” technology enables powerful offloadiimgpection and processing of application-levaigetions.

Integrated Traffic Management and Security Solut@ur application traffic management technology féedéntiated from other solutiol
primarily by its ability to intercept, inspect aadt on the contents of traffic from virtually eveype of IP-enabled application. This deep
packet inspection technology allows us to offerraegrated traffic management and security soluti@t can detect and prevent many
network level attacks.

Our FirePass technology enables us to offeurg, remote access through SSL VPNs. FirePasohgsonents that allow remote users to
access any application or resource connected todtveork, including legacy hosts, desktops anchtierver applications. Over the course
the next twelve months we intend to combine our 8N technology with our secure traffic managenmeagabilities, providing significant
differentiation from our competitors. This capalyilivill enable our products to provide compreheaspplication security at multi-gigabit
speeds.

Combined with the sophisticated inspectiod eontrol capabilities of our application traffi@magement technology, we believe that
FirePass technology is an ideal platform for theetlgpment of advanced application security gatevtlagiscan control access to individual
applications and the data and resources they
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use. Because our BIG-IP software can examine the@wontents of a transmission, it can detecygirfarities that might represent a security
violation but which may pass undetected througbrg@anization’s firewall and other network secudgvices. As a result, we believe that
FirePass is an ideal platform for the developmémechnology to protect the integrity of IP-bas@plécations and the data and resources they
use. In the future, we plan to use BIG-IP and RissRto develop a comprehensive security solutianpiotects network applications from
unauthorized access which existing safeguards aibtpfprevent.

Strategy

Our objective is to be the leading providesecure application traffic management solutioesighed to enhance and optimize server
availability, security and performance. Key computseof our strategy include:

Offering a complete application security solutiamdgroduct setWe plan to utilize our core technologies from olGBP and FirePass
products to deliver standalone and integrated systbat protect applications from hostile and iretknt threats, including user-to-system
application security and system-to-system apphbcasiecurity problems. We believe these solutiorisdifferentiate our products in the
security market and provide a unique solution eghoblem of vulnerability of mission-critical apgtions.

Increasing the addressable market for our product@rder to enable significant growth over the niéaixée years, we intend to target
logical extensions of our traditional traffic maeagent market, including the areas of blade sewf#ware; mobile IP infrastructure, which is
a mechanism for maintaining transparent networkieotivity to mobile hosts; Web services infrastawet and utility computing and data
center virtualization infrastructure, in which corptions pay only for the computing resources . This allows their information
technology resources to be allocated on an as-ddmtgs to meet rapidly changing business demamasldition, we plan to enter adjacent
markets, such as the application security markit, eur first product offering being an SSL VPN wibn.

Investing in technology to continue to meet custareedsWe plan to continue to invest in research and dgreknt to provide our
customers with complete secure application traffamagement and secure remote access solutionsofbwarebased platforms are desigr
to quickly and easily expand the features and fanatities of our products, as well as enablingaudevelop additional products that address
the complex and changing needs of our customerswviWeontinue to use commodity hardware in ordeehsure performance and cost
competitiveness. We also plan to deliver specidlsatware modules that will allow our customergtwchase software for our platforms as
upgrades with specific features based on spedéifjairements.

Enhancing the existing channel modafe are investing significant resources in orddutther develop our indirect sales channels. We
plan to expand our indirect sales channels thrdegtling industry resellers, OEMs, systems integsaloternet service providers and other
channel partners. Also, we are leveraging our iexjsthannels by delivering application securitydurcts, including FirePass SSL VPNs,
making these channels more productive.

Continuing to build and expand relationships wittategic iControl partnersWe plan to capitalize on our strategic relationshifth
enterprise software vendors who have created attesfto our products through our iControl API. Ehesndors provide us significant
leverage in the selling process, because they negomd our products to their customers. In ordeiifferéntiate ourselves further from our
competitors we plan to explore opportunities taifar embed iControl into existing and new thirdtparoducts and to jointly market and sell
our solutions to enterprise customers with thegeplegtners.

Enhancing our brandWe plan to continue building brand awareness tbaitijpns us as one of the leading providers of meapplication
traffic management solutions. Our goal is for tlebiFand to be synonymous with superior performahiggh-quality customer service and
ease of use.

Products

Our core technology is software for IP apgiien traffic management and secure remote acod8srtetworks and applications. We also
manufacture several types of systems (which atevaoé and hardware

7
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bundled together as an integrated product offeriBi}-IP server appliances; BIG-IP application sivis; 3-DNS Controller; BIG-IP Link
Controller; and FirePass SSL VPN servers, eaclhrjracating our software with commaodity componentgitovide a complete solution.

BIG-IP Software and Systems

Our flagship product is the BIG-IP Controlfer local-area application traffic management. BRssoftware runs on a variety of
commodity hardware platforms, including IP applicatswitches and server appliances manufacturagsiand our OEM partners, as well as
on blade servers manufactured by server vendotsasi®ell Inc., Fujitsu Siemens Computers GmbH, ld#wackard Company,
International Business Machines Corporation and NI&@poration. The core of BIG-IP is sophisticatetisare that manages IP traffic at
Layer 7, also known as the application layer. Ol@-H° application switches also perform Layer 248tshing and, we believe, industry-
leading Layer 4 switching. But we believe it is thgperior performance and functionality of the BRSELayer 7 traffic management software
that distinguishes it from competing products dnidCisco Systems, Nortel Networks and others. Htitawh, BIG-IP has a patented feature,
known as “cookie persistence,” which establishiisiabetween a user and a specific server and esahk user to return to that server if the
connection is broken before a transaction is coragle

BIG-IP server appliances were our originaldarcts and accounted for 16.9% of our product reedar fiscal year 2003. The BIG-IP 520
and 540 server appliances are equipped with Imtalgssors for high-speed Layer 4-7 processing emdeasigned to accommodate easily-
installed upgrade cards that provide fast, integt&SL encryption and decryption. Integrated S®Icgssing has been an important factor of
system sales. By offloading SSL processing, whitjuires significant server and computing powemfservers to our traffic management
systems, customers can free up valuable servee $paother applications.

In September 2001 we introduced our firsgpplication switch, the BIG-IP 5000, in responseustomer demand for systems with an
increased number of ports allowing them to be cotateto many different types of network devicetggmated Layer 2/3 switching and SSL
processing capability. We currently offer the higid BIG-IP 5100, the BIG-IP 2400 mid-range produmith integrated Layer 4 switching on
an application-specific integrated circuit, or ASt&veloped by our hardware team, and the BIG-II0 Hhtry-level switch.

3-DNS and Link Controller

Our other traffic management products incl8d@NS Controller and BIG-IP Link Controller. 3-DNflows enterprises with
geographically dispersed data centers to direffidtta a particular data center in accordance witktomized business rules or to redirect
traffic to an available data center if one of tteies becomes overloaded or is shut down for aagan. Link Controller allows enterprises
with more than one Internet service provider to atggmthe use of their available bandwidth to mineximsts while ensuring the highest
quality of service. 3-DNS and Link Controller amdsseparately on individual IP application switstaand server appliances, or bundled with
BIG-IP on a single appliance or IP application stit

FirePass

FirePass systems provide SSL VPN acces®ifoote users of IP networks and any applicationsected to those networks from any
standard Web browser on any device. The compoméiisePass include a dynamic policy engine, whiemages user authentication and
authorization privileges, and special componerds ¢inable corporations to give remote users cdatla@iccess to the full array of applicatis
and resources within the network.

Our FirePass line of SSL VPN servers curyenitiudes the FirePass 1000 and the FirePass 400¢h support 100 and 1000 concurrent
users, respectively. Both support the completeearid-irePass software features and offer a conepisifie solution for Web-based remote
access to corporate applications and desktops.
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Enabling Technologies

Our products also come equipped with our i@dmand iControl Services Manager, or iSM, funopwhich are designed to facilitate the
broader use of our products. In early 2001, wegrized a growing need for traffic management pregititat could not only communicate
with one another, but also with the increasing nenamd variety of IP-enabled enterprise applicatioging deployed by large organizations.
At that time we published the iControl interfaceaifree software development kit, or SDK, that\aaccustomers and independent software
vendors to modify their programs to communicatéwerr products. The use of iControl reduces orialtes the need for human
involvement, significantly reducing the cost of feeming basic network functions and dramaticallgiueing the likelihood of error. Adding
this extra functionality to their products is attiige to independent software vendors, and sineéntinoduction of our iControl SDK, we have
formed relationships with dozens of software depets including Microsoft Corporation, Oracle Corgiiwn, BEA Systems, Inc.,
International Business Machines Corporation, Heviackard Company, Siebel Systems, Inc., and Mgidogeractive Corporation. Althoug
we do not derive revenue from iControl itself, #ade of iControlenabled independent software vendor products Ipetprote and often lea
directly to the sale of our other products.

iControl Services Manager takes advantag€arftrol to provide a single, centralized managenama operational interface for our
devices. This feature allows customers with dozersundreds of our products to upgrade or modigygbftware on those products
simultaneously from a single console. This lowbesd¢ost and simplifies the task of deploying, mamgg@nd maintaining our products and
reduces the likelihood of error when blanket chargye implemented.

Product Development

Our future success depends on our abilitpaintain technology leadership in secure applicatiaffic management by constantly
improving our products and by developing new prasitie meet the changing needs of our customerspf@duct development group, which
is divided along product lines, employs a stangeotess for the development, documentation andtgwaintrol of software and systems t
is designed to meet these goals. We are curramtlysed on developing enhancements to our existifiictmanagement and SSL VPN
products in order to deliver greater functionatityd performance. We are also developing an intedapplication security gateway, which
will combine our security and traffic managemeiwhteologies in order to deliver a network device firatects applications from hostile
attacks. By ensuring user-to-system applicationsgcand system-to-system application securitg, dpplication security gateway will
provide comprehensive application security.

In order to advance our product developm&atalso engage in technology partnerships withwso# and component manufacturers that
allow us to integrate industry-standard technolaif our own products. During the past two years,have had a close working relationship
with Broadcom Corporation, which manufactures thgdr 2/3 switch chips and SSL processors usedrifamily of application switches.

Our principal software engineering group, evhilevelops our application traffic managementrietisgy, is located in our headquarters in
Seattle, Washington. Our FirePass product developteam, which includes the original developertheftechnology, is located in San Jose,
California. Our hardware engineering group is ledah Spokane, Washington. Members of these teafiaborate closely with one another
on specific projects.

During the fiscal years ended September 80322002 and 2001, we had research and produetateaent expenses of $19.2 million,
$18.0 million and $17.4 million, respectively.

Customers

We have a globally diversified base of cusgtmnconsisting primarily of large enterpriseshaligh we do not target specific vertical
markets, enterprise customers in financial seryicesufacturing, transportation and mobile telecamications currently make up the larc
percentage of our customer base. The other significomponents of our customer base are Interndgtseroviders, Internet hosting
companies and
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Internet commerce companies. In fiscal year 20@@ymational sales represented 34.9% of our netwes. See note 14 to our consolidated
financial statements included elsewhere in thisuiahreport on Form 10-K for additional informaticegarding our revenues by geographic
area.

Prior to fiscal year 2001, our ender customer base was comprised primarily of heteservice providers, Internet hosting companiet
Internet startups engaged in e-commerce. Stantitige! first half of fiscal year 2001, as demanahfritiose customers weakened, we
successfully refocused our marketing and salestefém large enterprises, which currently accoanttie majority of our revenue, without
any material adverse effect on our revenues. Cemgig/ith our goal of building a strong channeksainodel, the majority of our revenue is
generated by sales though our distributors, vatlteed resellers and systems integrators.

For fiscal year 2003, sales to Ingram Miaro.] one of our distributors, represented 12.6%unfrevenues. Our agreement with Ingram
Micro is a standard, non-exclusive distributionesgnent that renews automatically on an annual basiss terminable by either party with
30 days’ prior written notice. The agreement gramggam Micro the right to distribute our produtdsresellers in North America and certain
other territories internationally, with no minimysarchase requirements.

Sales and Marketing
Sales

We sell our software, systems and servicdarie enterprise customers through a variety ahokls, including OEMs, distributors, value-
added resellers and systems integrators. A subtanmount of our revenue for fiscal year 2003 weasved from these channel sales. We
sell our products and services to major accoumtsitih our own direct sales force. In most casesjcgecontracts are negotiated directly v
the customer. Typically, our agreements with owaretel partners are not exclusive and do not prethent from selling competitive produc
These agreements typically have terms of one yéhrne obligation to renew, and typically do nobyide for exclusive sales territories or
minimum purchase requirements.

Direct salesOur field sales personnel are located in majoesithroughout North America, Europe and the Asiffeaegion. The insid
sales team generates and qualifies leads for ragsates managers and helps manage accounts lirygsasva liaison between the field and
internal corporate resources. We sell our proddicestly to a limited group of customers, prima@EMs, including Dell Inc., Fujitsu
Siemens Computers GmbH, Hewlett Packard Compatssnational Business Machines Corporation and NBp@ration, and certain large
enterprise end-users whose accounts are managad byajor account services team. Field systemsergs also support our regional sales
managers by participating in joint sales calls praliding pre-sale technical resources as needwselnajority of our field sales personnel
work closely with our channel partners to assiettin selling our products to their customershastulk of our sales are made through
distributors or value-added resellers.

Distributor and value-added reseller relationshige have established relationships with large natiand international distributors,
local and specialized distributors and value-adéedllers. The distributors sell our products, tiredvalue-added resellers not only sell our
products, but also assist their customers in nétwesign, installation and testing. Our primanytritisitor relationships include Ingram Micro
Inc. in North America and in certain territoriesemationally, and our primary value-added reseiationships include Milestone Systems,
Inc.

Systems integrator§Ve also market our products through strategicimeiahips we have with systems integrators, whidigteand insta
networks that incorporate our systems. Systemgriaters typically do not purchase and resell eqeipinto their customers. Instead they
typically recommend equipment to their customeraue in the systems they design and install. Wiently have relationships with a
number of systems integrators, including Electradéta Systems Corporation.

Marketing

The cornerstone of our marketing strateghésestablishment of strong partnerships with lapgeminent companies that are leaders in
their respective industries. By partnering withsd&irms, we have
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been able to gain visibility with prospective custiys and access to large accounts that we wouldavet been able to achieve on our own.
Currently, we have three principal types of mangfpartnerships that overlap to varying degreeb wiitr sales channel partnerships. These
include:

iControl partnershipsWe have established relationships with variouspedeent software vendors who have adapted thelicappns to
interact with our products via the iControl intexéaiControl enhances the functionality of thirdtpapplications by enabling them to control
the network in an automated way, based on busp@ises and rules associated with the applicathma result, customers who purchase
iControl-enabled applications have an incentivpumchase our products in order to take advantagigeoénhanced functionality made
possible through our technical cooperation.

Blade server relationship$Ve have relationships with various system vendosl (nc., Fujitsu Siemens Computers GmbH, Hewlett
Packard Company, International Business Machinepdzation and NEC Corporation) to market our BIGBIRde Controller software for
use on their blade server systems. Market focustategy are different for each relationship.dms of these relationships, vendors or their
channel partners resell Blade Controller softwarthéir customers.

OEM partnership with Dell IndWe license our software to Dell, which resellsntits own line of traffic management products. In
conjunction with this arrangement, we participatgoint marketing programs with Dell.

We engage in a number of marketing programasigitiatives aimed at promoting our brand andtirgy market awareness of our
technology and products. These include activelyigipating in industry trade shows and briefingustty analysts and members of the trade
press on our latest products, and on new busimesteahnology partnerships. In addition, we madkatproducts to chief information
officers and other information technology professils through targeted advertising, direct mail higgh-profile Web events.

Backlog

Our backlog represents orders confirmed wigurchase order for products to be shipped gépevidhin 90 days to customers with
approved credit status. Orders are subject to datioa, rescheduling by customers or product djpEtion changes by the customers.
Although we believe that the backlog orders ama fipurchase orders may be cancelled by the custprizerto shipment without significant
penalty. For this reason, we believe that our kit any given date is not a reliable indicatofutdire revenues.

Customer Service and Technical Support

Our ability to provide consistent, high-gtsakustomer service and technical support is af&etor in attracting and retaining customers.
Prior to the installation of our products, our see¢ personnel work with customers to analyze thetwork needs and determine the best way
to deploy our products and configure product fesgand functions to meet those needs. Our serp@ssnnel also provide on-site
installation and training services to help custsmaake optimal use of product features and funstibrstallation generally occurs within
30 days of product shipment to the customer.

At the time of purchase, customers typicpllychase a ongear maintenance contract, renewable annually,iwéititles them to an arri
of services provided by our technical support telsi@mintenance services provided under the contrettide online updates, software error
correction releases, Ask F5, described below, antbte support through a 24 hours a day, 7 days# help desk, although not all service
contracts entitle a customer to round-the-clockaziter support. Updates to our software are aabjilable to customers with a current
maintenance contract. Our technical support teamaffers seminars and training classes for custemethe configuration and use of
products, including local and wide area networkesysadministration and management. In additionhaxe a professional services team :
to provide a full range of fee-based consultingises, including comprehensive network managengadyumentation and performance
analysis, and capacity planning to assist in ptegjduture network requirements.
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We also offer, as part of our maintenanceisey an online, automated, self-help customer sttfpnction called Ask F5 that allows
customers to answer many commonly asked questighewt having to call our support desk. This allavs customer to rapidly address
issues and questions, while significantly redu¢hrgnumber of calls to our support desk. This essbk to provide comprehensive customer
support while keeping our support related expeasasmanageable, consistent level.

Manufacturing

We outsource the manufacturing of our prefigoned hardware platforms to a contract manufastugolectron Corporation, which
assembles each product to our specifications. Hamelplatforms for our traffic management produatssist primarily of a commodity
computing platform, custom and commodity ASICsaekrmount enclosure system and a custom-desigoatiganel. Solectron also installs
our application traffic management software ontsthhardware platforms and conducts functionasirig, quality assurance and
documentation control prior to shipping our product

Our agreement with Solectron allows themrtecpre component inventory on our behalf based @pailing production forecast.
Subcontractors supply Solectron with standard artscomponents for our products based on our ptimiuforecast. We are contractually
obligated to purchase component inventory thatcontract manufacturer procures in accordance \wigHfdrecast, unless we give notice of
order cancellation in advance of applicable leawtt. For any completed product inventory carrie@blectron beyond 30 days, Solectron
will charge us a monthly carrying fee of 1.5%. Aftatively, we have the option to purchase inventald by Solectron beyond 30 days to
avoid incurring related carrying charges. As protgcagainst component shortages and to providacement parts for our service teams,
also stock limited supplies of certain key compdsador our products.

In addition, we obtain all of the Layer 2i8itch chips and the SSL processors used in oudyashiapplication switches from Broadcom
Corporation. We purchase components from Broadoom jpurchase order basis, with pricing updatedjegeal upon intervals. Certain
products purchased from Broadcom were designedawitlinput, but are not exclusive to us. We alssigieed a Layer 4 ASIC, which is used
in one of our products and is manufactured forya bontract semiconductor foundry.

Competition

Our principal competitors in the traffic managememairket are Cisco Systems, Inc. and Nortel NetwQdporation. Other competitors
this market include Foundry Networks, Inc., Net&calnc. and Radware Ltd.

Cisco Systems has a product set similar te and holds the largest share of the market. Giasa longer operating history and
significantly greater financial, technical, markegtiand other resources than we do. Cisco also hmas@extensive customer base and broade
customer relationships, including relationshipshwitany of our current and potential customersduitaon, Cisco has large, wedistablished
worldwide customer support and professional sesvarganizations and a more extensive direct sakes fand sales channels.

Like Cisco, Nortel has a product set similar tosoamd has a longer operating history, greater reesua larger customer base and a l¢
sales and service organization. Whereas Ciscoibtisibally focused on large corporate enterprissg@mers, Nortel has primarily focused
telecommunications and Internet service providstamers.

Because of our relatively smaller size, magtesence and resources, Cisco, Nortel and aihgend competitors may be able to respond
more quickly than we can to new or emerging teabgiels and changes in customer requirements. Theilsa the possibility that these
companies may adopt aggressive pricing policiegato market share. As a result, our competitore poserious competitive threat that could
undermine our ability to win new customers and r@imour existing customer base.

Our most prominent competitors in the SSL MRArket are Aventail Corporation, Neoteris, Inad &afeWeb, Inc. NetScreen
Technologies, Inc. recently announced its acqoisitif Neoteris and Symantec
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Corp. recently announced its acquisition of Safe\Wath both moves designed to allow the buyer teethe SSL VPN market. Nokia
Corporation and Nortel Networks Corporation hawwmakcently introduced SSL VPN products. While wbdve our FirePass products are
superior to their offerings, some of our compesitbave resources and distribution channels thahad larger than ours and could give tl
a significant competitive advantage in the SSL \tRafket. We currently compete with Nortel in the eag-7 traffic management market,
and Nokia resells our Layer 4-7 products. In tharterm, we do not anticipate that our entry it® 8SL VPN market will affect Nokia's
resale of our Layer 4-7 products.

SSL VPNs are a potential replacement for (P#eNs, the most widely deployed solution for seawmote access today. The current
leaders in the IPSec VPN market are Check Poirtiv&oé Technologies, Ltd. and NetScreen, both ottviare larger and better-known
vendors than us.

Intellectual Property

We rely on a combination of patent, copyrigiademark and trade secret laws and restrictiargisclosure to protect our intellectual
property rights. We have obtained three patentsérinited States and have applications pendingddous aspects of our technology. Our
future success depends in part on our ability tdgat our proprietary rights to the technologiesduim our principal products. Despite our
efforts to protect our proprietary rights, unauthed parties may attempt to copy aspects of owdymts or to obtain and use trade secrets or
other information that we regard as proprietaryadidition, the laws of some foreign countries dbprotect our proprietary rights as fully as
do the laws of the United States. We cannot agguéhat any issued patent will preserve our pegpriy position, or that competitors or
others will not develop technologies similar tosaperior to our technology. Our failure to enfoacel protect our intellectual property rights
could harm our business, operating results anadiaécondition.

In addition to our own proprietary softwane incorporate software licensed from several thacty sources into our products. These
licenses generally renew automatically on an anbasis. We believe that alternative technologiesHis licensed software are available b
domestically and internationally.

F5, F5 Networks, Big-IP, 3-DNS, iControl, ilRa and FirePass are our trademarks or registexddrharks. Oracle Financials, BEA
Weblogic and Siebel Salesforce Automation are tratks of Oracle Corporation, BEA Systems, Inc. Siebel Systems, Inc., respectively.

Employees

As of September 30, 2003, we employed 50#ifuk persons, including 145 in product developm@al in sales and marketing, 84 in
professional services and technical support anid iance, administration and operations. Nonewfemployees is represented by a labor
union. We have experienced no work stoppages diel/beéhat our employee relations are good.

Item 2. Properties

Our principal administrative, sales, markgtiresearch and development facilities are locat&eattle, Washington and consist of
approximately 195,000 square feet. In April 2008,amended and restated the lease agreement owitdimdps for our corporate
headquarters. The lease commenced in July 200@ediir$t building; and the lease on the seconddingl commenced in September 2000.
The lease for both buildings expires in 2012 withoation for renewal. The lease for the seconddingl has been fully subleased through
2012. We believe that our existing properties argaod condition and suitable for the conduct aftmusiness. We also lease office space for
our product development personnel in Spokane, Wgst and San Jose, California and for our saldssapport personnel in Washington
DC, New York, Hong Kong, Singapore, Taiwan, Japgaurstralia, Germany, France, and the United Kingd®@he lease for our
Washington, DC office has been primarily subleabseough 2007.
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Item 3. Legal Proceedings

In July and August 2001, a series of putasieurities class action lawsuits were filed intgaiStates District Court, Southern District of
New York against certain investment banking firfmsttunderwrote the Compe's initial and secondary public offerings, the Camp and
some of the Compangy’officers and directors. These cases, which haee bonsolidated under In re. F5 Networks, IngidnPublic Offering
Securities Litigation, No. 01 CV 7055, assert tihat registration statements for the Company’s yri®99 initial public offering and
September 30, 1999 secondary offering failed tolds® certain alleged improper actions by the undtars for the offerings. The
consolidated, amended complaint alleges claimsag#ie Company and those of our officers and tliremamed in the complaint under
Sections 11 and 15 of the Securities Act of 1988, @nder Sections 10(b) and 20(a) of the Secuftiehange Act of 1934. Other lawsuits
have been filed making similar allegations regagdhre public offerings of more than 300 other conigsa. All of these various consolidated
cases have been coordinated for pretrial purpasés@. Initial Public Offering Securities Litigah, Civil Action No. 21-MC-92. In October
2002, the directors and officers were dismissetiauit prejudice. The issuer defendants filed a doatdd motion to dismiss these lawsuits in
July 2002, which the Court granted in part and eérm part in an order dated February 19, 2003.0dwrt declined to dismiss the Sectior
and Section 10(b) and Rule 10b-5 claims againsCtdrapany. In June 2003, a proposal was made fadtikement and release of claims
against the issuer defendants, including us, agid directors and officers in exchange for a gute@th recovery to be paid by the issuer
defendantsinsurance carriers and an assignment of certaimslagainst the underwriters. The settlement igestibo a number of conditior
including approval by the proposed settling pardied the Court. If the settlement does not ocaut,lgigation against us continues, we
believe we have meritorious defenses and intemigtend the case vigorously. Securities class atitigation could result in substantial costs
and divert our management’s attention and resou#s to the inherent uncertainties of litigatiorg cannot accurately predict the ultimate
outcome of the litigation, and any unfavorable onte could have a material adverse impact on ounéss, financial condition and operat
results.

We are not aware of any additional pendimggl@roceedings against us that, individually othia aggregate, would have a material
adverse effect on our business, operating resulfipancial condition. We may in the future betgao litigation arising in the course of our
business, including claims that we allegedly irgerthird-party trademarks and other intellectuaperty rights. Such claims, even if not
meritorious, could result in the expenditure ohdigant financial and managerial resources.

Item 4. Submission of Matters to a Vote of Securities Halgle

During the fourth quarter of the fiscal yeaded September 30, 2003, no matters were subrotidote of the shareholders of the
Company, either through the solicitation of proxi@sotherwise.
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PART II
Item 5. Market for Registran’s Common Equity and Related Shareholder Matt
Market Prices of Common Stock

Our common stock is traded on the NasdagoNatiMarket under the symbol “FFIV.” The followirigble sets forth the high and low
sales prices of our common stock as reported oh#selaq National Market.

Fiscal Year 2003 Fiscal Year 2002

High Low High Low
First Quartel $15.1¢ $ 6.4C $28.7: $ 7.0C
Second Quarte $15.5( $10.7(C $27.2: $17.7¢
Third Quartel $18.8¢ $12.1¢ $23.8¢ $ 7.31
Fourth Quarte $21.8¢ $16.2( $15.4¢ $ 7.1<

The last reported sales price of our comntockson the Nasdag National Market on October 2932vas $24.28.

As of October 28, 2003, there were 130 haladérecord of our common stock. As many of oursh@af common stock are held by
brokers and other institutions on behalf of stod#ths, we are unable to estimate the total numbleeeficial holders of our common stock
represented by these record holders.

Dividend Policy

Our policy has been to retain cash to fundriagrowth. Accordingly, we have not paid dividerahd do not anticipate declaring
dividends on our common stock in the foreseealiladu

Equity Compensation Plans

The information required by this item regaglequity compensation plans is incorporated bgregfce to the information set forth in
Item 12 of this Annual Report on Form 10-K.
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Item 6. Selected Consolidated Financial Da

The following consolidated selected histdrfazancial data are derived from our audited his@l financial statements. The consolidated
balance sheet data as of September 30, 2003 a2daP@dthe consolidated statement of operationsfdathe years ended September 30,
2003, 2002 and 2001 are derived from the auditsttical financial statements and related notesataincluded elsewhere in this report.
The consolidated balance sheet data as of Septe8@b2001, 2000 and 1999 and the consolidatednséateof operations for the year ended
September 30, 2000 and 1999 are derived from ttigeguhistorical financial statements and relatetés which are not included in this
report. The information set forth below should bad in conjunction with our historical financish&&ments, including the notes thereto, and
“Management’s Discussion and Analysis of Finan€iahdition and Results of Operations,” included wlsere in this report.

Years Ended September 30,

2003 2002 2001 2000 1999

(in thousands, except per share data)
Consolidated Statement of Operations Dat
Net revenues

Products $ 84,19; $ 82,56¢ $ 78,62¢ $ 87,98( $23,42(
Services 31,69¢ 25,70( 28,73¢ 20,66 4,40¢
Total 115,89! 108,26t 107,36 108,64! 27,82t
Cost of net revenue
Products 17,83: 20,24: 33,24( 24,66( 5,582
Services 9,06¢ 10,23¢ 12,26¢ 7,911 1,61¢
Total 26,90¢ 30,47¢ 45,50t 32,57 7,20(
Gross profi 88,99( 77,787 61,86: 76,07 20,62¢
Operating expense
Sales and marketir 53,45¢ 50,58: 50,76" 36,89( 13,50¢
Research and developmt 19,24¢ 17,98¢ 17,43¢ 14,47¢ 5,64:
General and administratiy 12,01« 15,04¢ 18,77¢ 9,72 3,86¢
Restructuring charge — 3,27¢ 97t — —
Amortization of unearned compensat 83 44z 2,62¢ 2,12 2,487
Total 84,80: 87,32¢ 90,57¢ 63,22: 25,501
Income (loss) from operatiol 4,18¢ (9,547) (28,716 12,85: (4,87¢)
Other income, ne 751 1,42( 2,021 2,90: 534
Income (loss) before income tax 4,94( (8,127) (26,695 15,75¢ (4,349
Provision for income taxe 853 48¢ 4,09t 2,10¢ —
Net income (loss $ 4,08i $ (8,610 $(30,790) $ 13,65( $(4,349)
L] L] L] L] |
Net income (loss) per sha— basic $ 0.1 $ (0.39 $ (1.36) $ 0.6t $ (0.42)
| | | | |
Weighted average shar— basic 26,45:¢ 25,328 22,64« 21,13; 10,23¢
L] L] L] L] |
Net income (loss) per sha— diluted $ 0.14 $ (0.39 $ (1.3¢) $ 0.5¢ $ (0.42)
| | | | |
Weighted average shar— diluted 28,22( 25,32 22,64« 23,06¢ 10,23¢
| | | | |
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Years Ended September 30,

2003 2002 2001 2000 1999

(in thousands, except per share data)
Consolidated Balance Sheet Dat

Cash, cash equivalents, and s-term investment $ 44,87¢ $ 80,33 $ 69,78 $ 53,19¢  $24,797
Restricted cash(] 6,00( 6,00(C 6,00( 6,00( 3,01z
Long-term investment 34,13: 1,34¢€ — — —
Total asset 148,17: 126,28 124,66: 122,42( 42,84¢
Long-term liabilities 1,73¢ 1,31¢ 1,16 23¢ —
Total shareholde’ equity 110,42¢ 93,68t 96,48¢ 87,68t 31,97

(1) Restricted cash represents an escrow accetatilished in connection with a lease agreemernddocorporate headquarters. Under the
terms of the lease, a $6.0 million certificate epdsit is required through November 2012, unlesddhse is terminated prior to that
date.

Item 7. Managemen’s Discussion and Analysis of Financial Conditionnal Results of Operations

The following discussion and analysis shdagdead in conjunction with our consolidated finahstatements and related notes included
elsewhere in this Annual Report on Form 10-K.

Years Ended September 30,

2003 2002 2001
(in thousands, except for percentages)
Revenues
Net revenues
Products $ 84,19] $ 82,56¢ $ 78,62¢
Services 31,69¢ 25,70( 28,73¢
Total $115,89! $108,26¢ $107,36°
| | |
Percentage of net revenues
Products 72.% 76.5% 73.2%
Services 27.2 23.7 26.¢€
Total 100.(% 100.(% 100.(%
| ] ]

Net RevenuesTotal net revenues increased 7.0% in fiscal ye@B2fbm fiscal year ended September 30, 2002 soafiyear 2002,
compared to an increase of 0.8% in fiscal year 288 fiscal year 2001. International revenues espnted 34.9%, 32.2% and 33.3% of net
revenues in fiscal years 2003, 2002 and 2001, ctispy. We expect international sales will congénio represent a significant portion of net
revenues, although we cannot provide assurancéntieanational revenues as a percentage of nehu@gewill remain at current levels.

Net product revenues were $84.2 million fscdl year 2003 compared to $82.6 million for flsgsar 2002 and $78.6 million for fiscal
year 2001. The 2.0% increase in fiscal year 2003 pvenarily the result of sales in Asia Pacific d&atope. The 5.0% increase in fiscal y
2002 was primarily the result of strong sales intNé&merica, partially offset by decreased salethnAsia Pacific region.

Sales of our BIG-IP products represented®2®4.1% and 78.9% of total product revenues itafigears 2003, 2002 and 2001,
respectively. Our BIG-IP products consist of seiygpliances and IP application switches. Our IRiegjion switch products, including BIG-
IP 1000, BIG-IP 2400 and the BIG-IP 5100 were idtreed in the first quarter of fiscal year 2003 agmresented 41.8% of product revenues
in fiscal year 2003. We expect to continue to deawsignificant portion of our product revenuesrreales of BIG-IP in
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the future and expect the percentage of BIG-IPmage derived from IP application switches to cargito increase as a percentage of total
product revenues.

Net service revenues were $31.7 million fecdl year 2003 compared to $25.7 million for fisgear 2002 and $28.7 million for fiscal
year 2001. Service revenues increased by 23.3%aalfyear 2003 primarily due to an increase inrdrewal of service and support contr:
by existing customers, as our installed base ise@alrhe 10.6% decrease in service revenues al fisar 2002 compared to fiscal year 2001
was primarily due to changes in pricing and a laggrcentage of our resellers providing maintenamzkinstallation to end-users, partially
offset by an increase in the renewal of servicesupport contracts by existing customers.

Ingram Micro Inc., one of our domestic distitiors, accounted for 12.6% of our total net reesrfor fiscal year 2003. Ingram Micro
accounted for 17.8% of our accounts receivablef & ptember 30, 2003. No individual customer ofritlistor represented more than 10% of
our total net revenues or accounts receivableigoafyears 2002 and 2001.

Years Ended September 30,

2003 2002 2001

(in thousands, except for
percentages)
Gross margin

Cost of net revenue

Products $17,83 $20,24: $33,24(
Services 9,06¢ 10,23¢ 12,26¢
Total 26,90t 30,47¢ 45,50¢
Gross margit $88,99( $77,78°  $61,86:
| | |

Gross margin (as a percentage of related net reveay
Cost of net revenue

Products 21.2% 24.5% 42.2%
Services 28.€ 39.¢ 427
Total 23.2 28.2 42.4

Gross margir 76.8% 71.8% 57.¢%
[ | [ | [ |

Cost of Net Product RevenueBost of net product revenues decreased to $17l®miih fiscal year 2003 from $20.2 million in fiat
year 2002 and $33.2 million in fiscal year 2001sGaf net product revenues decreased as a peifceet product revenue to 21.2% in fis
year 2003 from 24.5% in fiscal year 2002 and 42i3%scal year 2001. The decrease in fiscal ye&320as primarily the result of low:
warranty, manufacturing and component costs. Tlesdse in fiscal year 2002 was primarily the restilbwer excess inventory charges and
manufacturing costs partially offset by increasedranty costs. Further, in fiscal year 2002, wdiediour supply chain with a single contr.
manufacturer and, as result, have improved our faaturing efficiencies, as well as realized lowemponent costs.

Cost of Net Service Revenuégost of net service revenues decreased to $9.bbmifi fiscal year 2003 from $10.2 million in fidogear
2002 and $12.3 million in fiscal year 2001. Coshef service revenues decreased as a percent séméte revenues to 28.6% in fiscal year
2003 from 39.8% in fiscal year 2002 and 42.7% $cdl year 2001. The decrease in fiscal year 20@3primarily due to a decrease in
personnel related costs associated with a decliservice personnel headcount and related costsgdine last quarter of fiscal year 2002.
This decrease in fiscal year 2002 was primarily @uienproved operational efficiencies and a de@éasieadcount and related costs.

18




Table of Contents

Years Ended September 30,

2003 2002 2001

(in thousands, except for
percentages)

Operating expense:!

Sales and marketir $53,45¢ $50,58.  $50,76"
Research and developmt 19,24¢ 17,98t 17,43t
General and administratiy 12,01 15,04¢ 18,77¢
Restructuring charge — 3,27¢ 97t
Amortization of unearned compensat 83 44z 2,62t
Total $84,80! $87,32¢ $90,57¢
| | |

Operating expenses (as a percentage of net reven

Sales and marketir 46.1% 46.7% 47.2%
Research and developm 16.€ 16.€ 16.2
General and administratiy 10.4 13.¢ 17.5
Restructuring charge — 3.C 0.6
Amortization of unearned compensat 0.1 0.t 2.5

Total 73.2% 80.7% 84./%
| | |

Sales and MarketingSales and marketing expenses consist primarilge@talaries, commissions and related benefits oéales and
marketing staff, the costs of our marketing proggaimcluding public relations, advertising and gathows, and an allocation of our facilities
and depreciation expenses. Sales and marketingngspéncreased 5.7% to $53.5 million in fiscal Y2203 from $50.6 million in fiscal year
2002. The increase in fiscal year 2003 related gniignto increased payroll and related personnsts;and travel related expenses. Sales and
marketing expenses decreased to $50.6 milliorsgafiyear 2002 from $50.8 million in fiscal yea020The decrease in fiscal year 2002,
compared to fiscal year 2001, was due to a decindsede show and promotional activities and dasee business travel expenses, partially
offset by increased personnel costs as we contitmiegpand our international operations. We exfmecbntinue to increase sales and
marketing expenses in order to grow net revenudsegpand our brand awareness.

Research and DevelopmerResearch and development expenses consist priroéiihe salaries and related benefits for our pcodu
development personnel and an allocation of outifiesi and depreciation expenses. Research andagenent expenses increased 7.0% to
$19.2 million in fiscal year 2003, from $18.0 nwiti in fiscal year 2002 and $17.4 million in fisgalar 2001. The increase in fiscal year 2003
was due to increased personnel related costs agsevith an increase in headcount to 145 frompkarily as a result of the acquisition
substantially all the assets of uRoam and an iser@aprototype expenses. The increase in fisaal 3802 was due to increased personnel
related costs and expenses related to the develaheew products. We expect to continue to insea@search and development expenses
as our future success is dependent on the contenigahcement of our current products and our phbditlevelop new products that meet the
changing needs of our customers.

General and AdministrativeGeneral and administrative expenses consist piiynafrthe salaries, benefits and related costsuof o
executive, finance, information technology, humasource and legal personnel, third-party profesdiservice fees, bad debt charges and an
allocation of our facilities and depreciation expes. General and administrative expenses decr@ask¥ to $12.0 million in fiscal year 2C
from $15.0 million in fiscal year 2002 and $18.8lion in fiscal year 2001. The decrease in fisazy2003 is primarily due to a decrease in
professional services related to patent prosecatimhother activities related to our intellectuadperty and lower bad debt charges. The
decrease in fiscal year 2002 is primarily due tedobad debt charges and lower facilities experessdting from the sublease of one of our
buildings, partially offset by an increase in pssfi®nal services related to patent prosecutioro#tmel activities related to our intellectual

property.
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Restructuring ChargesDuring the third quarter of fiscal year 2002, wearled a restructuring charge of $2.8 million imgection with
management’s decision to exit the cache appliansabss. As a result of changes in the businessyrate down certain assets, consolidated
operations and terminated 47 employees throughlbditvésions of F5 Networks. In July 2002, all iddied employees had been notified and
terminated resulting in an additional charge ob$illion related to employee separation costs.

During the first fiscal quarter of 2001, vexorded a restructuring charge totaling $1.1 mmllioconnection with our management’s
decision to bring operating expenses in line whith bbusiness revenue growth model. Accordingly,emninated 96 employees throughout all
divisions of F5 Networks. By the end of January 20l identified employees had been terminatediduhe quarter ended March 31, 2C
we reversed $96,000 of previous estimates. As pfedeber 30, 2001, substantially all of the restiting charges accrued during the first
quarter of 2001 had been paid. See note 8 to meutidated financial statements included elsewtretieis annual report on Form 10-K for a
discussion of continuing restructuring liabilities.

Amortization of Unearned CompensatioliVe have recorded a total of $8.3 million of stooknpensation costs since our inception
through September 30, 2003. These charges reptbsedifference, on the grant date, between theceseeprice and the deemed fair value of
certain stock options granted to our employeesoanside directors. These options generally vesbigtover a four-year period. We are
amortizing these costs using an accelerated methpdescribed by Financial Accounting Standards®aa FASB, interpretation No. 28
(FIN No. 28) and recorded stock compensation clsao§&0.1 million, $0.4 million, and $2.6 milliolif the fiscal years 2003, 2002 and 2(
respectively. Unamortized stock-based compensatiiahed $10,000 at September 30, 2003.

Years Ended September 30,

2003 2002 2001

(in thousands, except for
percentages)

Other Income and Income Taxes

Income (loss) from operatiol $4,18¢ $(9,547) $(28,716)
Other income, ne 751 1,42( 2,021
Income (loss) before income tax 4,94( (8,127 (26,695
Provision for income taxe 858 48¢ 4,09t
Net income (loss $4,08i $(8,610) $(30,790)
| ] I

Other Income and Income Taxes (as percentage of rewue)

Income (loss) from operatiol 3.6% (8.9% (26.7)%
Other income, ne 0.7 1.2 1.6
Income (loss) before income tax 4.3 (7.5 (24.9
Provision for income taxe 0.8 0.t 3.8

Net income (loss 3.5% (8.0% (28.Y%
| [ | |

Other Income, NetOther income, net, consists primarily of investmieanbme and foreign currency transaction gainslasskes. Other
income, net, decreased 47.1% to $0.8 million icdfiyear 2003 from $1.4 million in fiscal year 20&2d $2.0 million in fiscal year 2001. The
decrease in fiscal year 2003 was primarily duestdized losses on sales of investments, declimitegdst rates and interest income, and an
increase in foreign currency transaction losses. décrease in fiscal year 2002 was related tordeglinterest rates and investment income.

Provision for Income TaxesThe provision for income taxes was $0.9 million,3illion and $4.1 million for fiscal years 2003)02
and 2001, respectively. The provision for incometarepresents foreign taxes related to our intiemel operation, with the exception of
fiscal year 2001, which includes a charge of $3illan to provide a full valuation allowance agatitise net deferred tax assets. No federal or
state income taxes were provided in fiscal yea@22{ 2003.
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Liquidity and Capital Resources

We have funded our operations with our casdhrizes, cash generated from operations and pméeed public offerings.

Years Ended September 30,

2003 2002 2001

(in thousands)
Liquidity and Capital Resources

Cash and cash equivalel $10,35. $20,80: $18,32:
Cash provided by (used in) operating activi 14,61( 9,50¢ (11,839
Cash used in investing activiti (38,059 (12,667 (24,709
Cash provided by financing activiti 12,83: 5,48: 36,34

We consider all highly liquid investments lvihaturities of three months or less to be caslvabants. Cash and cash equivalents totaled
$10.4 million at the end of fiscal year 2003, coneplato $20.8 million at the end of fiscal year 2@0@2 $18.3 million at the end of fiscal year
2001.

Cash provided by operating activities dufiisgal year 2003 was $14.6 million compared to $8ilfion in fiscal year 2002 and cash used
in operating activities was $11.8 million in fisgadar 2001. Cash provided by operating activitiefiscal years 2003 and 2002 resulted
primarily from cash generated from net income,radtijusting for non-cash charges, changes in apgrassets and liabilities and an increase
in deferred revenue due to an increase in the rehefwservice and support contracts by existingamsrs. Cash used in operating activitie
fiscal year 2001 resulted primarily from operatiogses, partially offset by a decrease in net attsoteceivable.

Cash used in investing activities was $38illian for the fiscal year 2003, $12.7 million féiscal year 2002 and $24.7 million for fiscal
year 2001. The cash used in investing activitidisal year 2003 was primarily the result of t127 # million used to acquire substantially
the assets of uRoam and purchase of investmentgrapdrty and equipment partially offset by the=saflinvestments. Cash used in each of
fiscal years 2002 and 2001 were due primarily eopghrchase of investments and property and equipmpeartially offset by the sale of
investments.

Cash provided by financing activities was 8®illion for fiscal year 2003 compared to $5.9lion for fiscal year 2002 and
$36.3 million for the fiscal year 2001. In fiscaars 2003 and 2002, our financing activities primaelated to cash received from the
exercise of employee stock options and the purcbhsemmon shares under our employee stock purghlaseln fiscal year 2001, we also
received $34.9 million related to the issuanceashmon stock and warrants to Nokia Finance InteonatiB.V. The warrants expired in
January 2003 without being exercised.

We expect that our existing cash balancescast from operations will be sufficient to meet anticipated working capital and capital
expenditures for the foreseeable future.

Contractual Obligations and Commercial Commitments

As of September 30, 2003, our principal cotmmints consisted of obligations outstanding ungherating leases. In April 2000, we
amended and restated the lease agreement relatiwg buildings for our corporate headquarters. [Base commenced in July 2000 on the
first building; and the lease on the second bugdiommenced in September 2000. The lease for hilitirgs expires in 2012 with an option
for renewal. The lease for the second buildingbdeen fully subleased through 2012. We establishedtacted escrow account in connection
with this lease agreement. Under the term of thedea $6.0 million certificate of deposit is reqdithrough November 2012, unless the lease
is terminated before then. This amount has
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been included on our balance sheet as a compoheadtocted cash. Contractual obligations reflddtethe following table are net of
sublease income.

Payments Due by Peric

Less than 1-3 4-5 After 5
Obligations Total 1 year Years Years Years

(in thousands)
Operating lease $18,47¢ $2,727 $4,30€  $3,971 $7,47(

Critical Accounting Policies

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

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

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

We sell products through resellers, OEMs, athér channel partners, as well as directly tous®ts, under similar terms. We recognize
product revenue upon shipment, net of estimatedngt provided that collection is determined tgbabable and no significant obligations
remain. Product revenues from OEM agreements aognized based on reporting of sales from the OBNMhpr. Whenever a software
license, hardware, installation and post-contrastamer support, or PCS, elements are combinediptckage with a single “bundlepfice
a portion of the sales price is allocated to edement of the bundled elements based on their ctispeair values as determined when the
individual elements are sold separately. Revenues the license of software are recognized whersdffisvare has been shipped and the
customer is obligated to pay for the software. Whehts of return are present and we cannot eséimedtirns, we recognize revenue when
such rights of return lapse. Revenues for PCSemregnized on a straight-line basis over the sewacdract term. PCS includes rights to
upgrades, when and if available, a limited peribtetephone support, updates, and bug fixes. liasiah revenue is recognized when the
product has been installed at the customer’sGibasulting services are customarily billed at fixates, plus out-of-pocket expenses, and
revenues are recognized when the consulting hasdmepleted. Training revenue is recognized whertrining has been completed.

Our ordinary payment terms to our domest&ta@mers are net 30 days. Our ordinary payment tesraar international customers are net
30 to 90 days based on normal and customary tnadiges in the individual markets. We have offezgtended payment terms beyond
ordinary terms to some customers. For these arna@gis, revenue is recognized when payments became d

Reserve for Doubtful Accountdstimates are used in determining our allowanceléobtful accounts and are based on a percentage of
our accounts receivable by aging category. In ddténg these percentages, we evaluate historidsweffs, current trends in the credit
quality of our customer base, as well as chang#seirredit policies. We perform ongoing creditleations of our customers’ financial
condition and generally do not require any colkaitdf there is a deterioration of a major custoseredit worthiness or actual defaults are
higher than our historical experience, our alloveaftr doubtful accounts may not be insufficient.
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Reserve for Product Return®roduct returns are estimated based on historkgaréence by type of product and are recordedeatithe
revenues are recognized. In some instances, proelemue from distributors is subject to agreemaksving rights of return. Accordingly,
we reduce recognized revenue for estimated fukitens at the time revenue is recorded. When rigihtsturn are present and we cannot
estimate returns, revenue is recognized when sgbtsiapse. The estimates for returns are adjysteddically based upon changes in
historical rates of returns, inventory in the dsition channel, and other related factors. Itdsgible that these estimates will change in the
future or that the actual amounts could vary framestimates and result in reductions to recognigednues.

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

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

Income Tax Valuation AllowanceThe Company has net deferred tax assets at Sept@mh2003 totaling approximately $30.7 million,
which are fully offset by a valuation allowance doaenanagement’s determination that the criteiadoognition have not been met. In the
event management were to determine that the Compaunld be able to realize its net deferred taxtadgsethe future, an adjustment to the
deferred tax assets would be made, increasingoetrie (or decreasing net loss) in the period ircivsuch a determination was made.

As of September 30, 2003, approximately $1liion of the valuation allowance related to thempany’s net operating loss carry
forwards is derived from the tax benefits of stopkion deductions. At such time as the valuatidomednce related to their deductions is
released, the benefits will be credited to addélgaid in capital.

Purchase Price AllocationDuring 2003, the Company acquired substantiallpfthe assets and assumed certain liabilitieSRafam,
Inc. for cash of $25 million. The Company also imed $2.4 million of direct transaction costs fao#al purchase price of $27.4 million. The
total purchase price was allocated to the tangibbkintangible assets acquired and the liabildgEsimed based on their estimated fair value.
The excess of the purchase price over the fairevadas recorded as goodwill. The fair value assidodte tangible and intangible assets
acquired and liabilities assumed were based upiimates and assumptions developed by managememth@dinformation compiled by
management.

Recent Accounting Pronouncements

In May 2003, FASB issued Statement of Finalngtcounting Standard No. 150 “Accounting for @artFinancial Instruments with
Characteristics of Both Liability and Equity” (SFA®. 150). SFAS No. 150 establishes standardsdardompanies classify and measure
certain financial instruments with characterist€$oth liabilities and equity. SFAS No. 150 isegffive for financial instruments entered into
or modified after May 31, 2003. The adoption oftkiandard did not have an impact on our conselitifitancial statements.

In April 2003, FASB issued Statement of FiciahAccounting Standards No. 149, “Amendment @t&nent 133 on Derivative
Instruments and Hedging Activities” (SFAS No. 148hich is generally effective for contracts enteir@d or modified after June 30, 2003
and for hedging relationships designated after 3n&003. SFAS No. 149 clarifies under what cirstances a contract with an initial net
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investment meets the characteristic of a derivativéiscussed in Statement of Financial AccourBitagdards No. 133, when a derivative

contains a financing component, amends the definitif an “underlying” to conform it to the languagsed in FASB interpretation No. 45,

“Guarantor Accounting and Disclosure Requiremeotsfuarantees, Including Indirect Guarantees oélekdness of Others” and amends
certain other existing pronouncements. The adopidhis standard did not have an impact on ousobdated financial statements.

In January 2003, FASB issued Interpretation 46 (FIN No. 46), “Consolidation of Variable Ingést Entities,” which addresses
consolidation by business enterprises of variattierést entities that either: (1) do not have sigfit equity investment at risk to permit the
entity to finance its activities without additiormlbordinated financial support, or (2) the compaillyhold a significant variable interest in,
or have significant involvement with, an existirgriable interest entity. The adoption of this iptetation did not have an impact on our
consolidated financial statements.

In November 2002, FASB issued Interpretation 45 (FIN No. 45), “Guarantor’s Accounting andsElbsure Requirements for
Guarantees, Including Indirect Guarantees of Iretlidss of Others,” which addresses the disclosoites made by a guarantor in its interim
and annual financial statements about its obligatiender guarantees. FIN No. 45 also requiresait@gnition of a liability by a guarantor at
the inception of certain guarantees that are ethiete or modified after December 31, 2002. Theitimtuhl disclosures required by FIN
No. 45 have been included in the notes to our dafeted financial statement

Risk Factors

In addition to the other information in tiéport, the following risk factors should be cafigfaonsidered in evaluating our company and
its business.

Our success depends on sales and continued innowattiof our BIG-IP product line

For the fiscal year ended September 30, 20683Jerived 82.8% of our product revenues fromssafour BIG-IP product line. We expect
to derive a significant portion of our net revenfresn sales of our BIGP products in the future. Implementation of ouattgy depends up
BIG-IP being able to solve critical network availdip and performance problems of our customer&IiB-IP is unable to solve these
problems for our customers, or if we are unablgustain the high levels of innovation in BIG-IP®guct feature set needed to maintain
leadership in what will continue to be a compegitimarket environment, our business and resultpefations will be harmed.

Our success depends on our timely development ofwigroducts and features and proper management of ghtiming of the life cycle of
our products

We expect the secure application traffic nggmaent market to be characterized by rapid teclgicdbchange, frequent new product
introductions, changes in customer requirementseaoti/ing industry standards. Our continued sucdeg&nds on our ability to identify and
develop new products and new features for ouriegigiroducts to meet the demands of these chaagdspr those products and features to
be accepted by our existing and target customfange hre unable to identify, develop and deploy mpeeducts and new product features on a
timely basis, or if those products do not gain readcceptance, our business and results of opesatiay be harmed.

The current life cycle of our products isitglly 12 to 24 months. The introduction of new guiots or product enhancements may shorten
the life cycle of our existing products, or replaesges of some of our current products, therebsettihg the benefit of even a successful
product introduction, and may cause customersfir geirchasing our existing products in anticipatid the new products. This could harm
our operating results by decreasing sales, ingrgasir inventory levels of older products and exppsis to greater risk of product
obsolescence. We have also experienced, and nthg fature experience, delays in developing anglisthg new products and product
enhancements. This has led to, and may in thedfléad to, delayed sales, increased expenseswaddoarterly revenue than anticipated.
Also, in the development of our products, we haysedenced delays in the prototyping of our produathich in turn has led to delays in
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product introductions. In addition, complexity atifficulties in managing product transitions at #med-of-life stage of a product can create
excess inventory of components associated witlotiigoing product that can lead to increased expergsey or all of the above problems
could materially harm our business and operatisglte.

We may not be able to compete effectively in the earging secure application traffic management market

The markets we serve are new, rapidly evghand highly competitive, and we expect competitmpersist and intensify in the future.
Our principal competitors in the secure applicatiaffic management market include Cisco Systents, Nortel Networks Corporation,
Foundry Networks, Inc., NetScaler, Inc., Radwarm bind NetScreen Technologies, Inc. We expectiitirage to face additional competition
as new participants enter the traffic managememkaeban addition, larger companies with signifita@sources, brand recognition and sales
channels may form alliances with or acquire cormggtraffic management solutions and emerge asfiignt competitors. Potential
competitors may bundle their products or incorpoeat Internet traffic management component inteteg products in a manner that
discourages users from purchasing our productenfiat customers may also choose to purchase additor larger servers instead of our
products.

Our quarterly and annual operating results are voldile and may cause our stock price to fluctuate

Our quarterly and annual operating resulteharied significantly in the past and will vatigrsficantly in the future, which makes it
difficult for us to predict our future operatingstéts. In particular, we anticipate that the sizeustomer orders may increase as we continue
to focus on larger business accounts. A delayérréicognition of revenue, even from just one actauay have a significant negative impact
on our results of operations for a given periodthie past, a majority of our sales have been eglirear the end of a quarter. Accordingly, a
delay in an anticipated sale past the end of acpdat quarter may negatively impact our resultspérations for that quarter, or in some
cases, that year. Furthermore, we base our desisdggarding our operating expenses on anticipaezhue trends and our expense levels are
relatively fixed. Consequently, if revenue levedi below our expectations, our net income will id@se because only a small portion of our
operating expenses vary with our revenues.

We believe that period-to-period comparisohsur results of operations are not meaningful simauld not be relied upon as indicators of
future performance. Our operating results may bevibéhe expectations of securities analysts andstors in future quarters or years. Our
failure to meet these expectations will likely haime market price of our common stock.

The average selling price of our products may decese and our costs may increase, which may negatiyéipact gross profits

We anticipate that the average selling prafesur products will decrease in the future inp@sse to competitive pricing pressures,
increased sales discounts, new product introdugtiyrus or our competitors or other factors. Trareefin order to maintain our gross profits,
we must develop and introduce new products anduataghhancements on a timely basis and continuadlyce our product costs. Our faill
to do so will cause our net revenue and grosstprfidecline, which will harm our business andiitssof operations. In addition, we may
experience substantial period-to-period fluctuationfuture operating results due to the erosioousfaverage selling prices.

It is difficult to predict our future operating res ults because we have an unpredictable sales cycle

Our products have a lengthy sales cycle, wiidifficult to predict. Historically, our salegcle has ranged from approximately two to
three months and has tended to lengthen as weimereasingly focused our sales efforts on the eniter market. Also, as our distribution
strategy has evolved into more of a channel madizing value-added resellers, distributors agstems integrators, the level of variability
in the length of sales cycle across transactiossri@eased and made it more difficult to prediettiming of many of our sales transactions.
Sales of our BIG-IP and BNS products require us to educate potential custsnm their use and benefits. Sales of our prada subject t
delays from the lengthy internal budgeting, apptevel
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competitive evaluation processes that large cotjpm@aand governmental entities may require. Fang{e, customers frequently begin by
evaluating our products on a limited basis and tketime and resources to testing our products befary decide whether or not to purchase.
Customers may also defer orders as a result afipated releases of new products or enhancemerdarigompetitors or us. As a result, our
products have an unpredictable sales cycle thatibates to the uncertainty of our future operatiagults.

Our business may be harmed if our contract manufactrer is not able to provide us with adequate suppéis of our products or if this
single source of hardware assembly is lost or impaid

We rely on a third party contract manufacturergseamble our products. We outsource the manufagtofiour hardware platforms to tf
contract manufacturer who assembles these hargatferms to our specifications. We have experidnoéor delays in shipments from
contract manufacturers in the past. However, iewgerience major delays in the future or other lerols, such as inferior quality and
insufficient quantity of product, any one or a conattion of these factors may harm our businessrasults of operations. The inability of our
contract manufacturer to provide us with adequappkes of our products or the loss of our contraahufacturer may cause a delay in our
ability to fulfill orders while we obtain a replatent manufacturer and may harm our business antts@s operations. In particular, because
we subcontract substantially all of our manufacigiio a single contract manufacturer, with whomdeenot have a long-term contract, any
termination, loss or impairment in our arrangemith this single source of hardware assembly, grimrpairment of their facilities or
operations, would harm our business, financial @@mand results of operation.

If the demand for our products grows, we will néeéhcrease our raw material and component purchasatract manufacturing capac
and internal test and quality functions. Any digromps in product flow may limit our revenue, mayrieour competitive position and may
result in additional costs or cancellation of osdley our customers.

Our business could suffer if there are any interrupions or delays in the supply of hardware componestfrom our third -party sources

We currently purchase several hardware componaets in the assembly of our products from a numbeingle or limited sources. Lei
times for these components vary significantly. Amgrruption or delay in the supply of any of thésedware components, or the inability to
procure a similar component from alternate souat@sceptable prices within a reasonable time, detgy assembly and sales of our proc
and, hence, our revenues, and may harm our businés®sults of operations.

We may not adequately protect our intellectual progrty and our products may infringe on the intellectial property rights of third
parties

We rely on a combination of patent, copyright, éérk and trade secret laws and restrictions aradisre of confidential and propriet
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 productsamelogy. 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@tss.

Our industry is characterized by the existenfca large number of patents and frequent clainasrelated litigation regarding patent and
other intellectual property rights. We are activiglyolved in disputes and licensing discussion$wihers regarding their claimed proprietary
rights and cannot assure you that we will alwayssssfully defend ourselves against such claimselare found to infringe the proprietary
rights of others, or if we otherwise settle suckirak, we could be compelled to pay damages ortiegadnd either obtain a license to those
intellectual property rights or alter our produststhat they no longer infringe upon such proprietahts. Any license could be very
expensive to obtain or may not be available atSathilarly, changing our products or processes/tuicainfringing the rights of others may be
costly or impractical. In addition, we have inigdf and may in the future initiate, claims or ktiign against third parties for
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infringement of our proprietary rights, includingfingement of a patent we hold on our “cookie [stence” technology, to determine the
scope and validity of our proprietary rights orgbmf our competitors. Any of these claims, whett&ims that we are infringing the
proprietary rights of others, or vice versa, withagthout merit, may be time-consuming, result astty litigation and diversion of technical
and management personnel or require us to ceasg infiinging technology, develop non-infringingkaology or enter into royalty or
licensing agreements. Further, our license agretntgpically require us to indemnify our customanrsl resellers for infringement actions
related to our technology, which could cause usetmme involved in infringement claims made agadstcustomers or resellers. Any of the
above-described circumstances relating to intelbdgtroperty rights disputes could result in ousibass and results of operations being
harmed.

Future changes in financial accounting standards oour revenue recognition policies may cause advers@expected revenue
fluctuations and affect our reported results of opeations

A change in accounting policies can havegaiicant effect on our reported results and magneaffect our reporting of transactions
completed before the change is effective. New pmanements and varying interpretations of pronourcgshave occurred with frequency
and may occur in the future. Changes to existitgsrar the questioning of current practices mayesaskly affect our reported financial resi
or the way we conduct our business.

In particular, if we are required to recotdck option grants as compensation expense omoarmie statement, our profitability may be
reduced significantly. The current methodologydgpensing such stock options is based on, amorag titimgs, the historical volatility of tt
underlying stock. Our stock price has been hisédisiosolatile. Therefore, the adoption of an acdin standard requiring companies to
expense stock options would negatively impact eofifability and may adversely impact our stockcpriln addition, the adoption of such a
standard could limit our ability to continue to tseck options as an incentive and retention whlch could, in turn, hurt our ability to
recruit employees and retain existing employees.

Similarly, while we believe our current reuenrecognition policies and practices are condistith applicable accounting standards,
current revenue recognition accounting standarusaacounting guidance with respect to such stasgare subject to change. Such changes
could lead to unanticipated changes in our cum&rgnue accounting practices, and such changed sificantly reduce our future
revenues and earnings, which would likely have genal adverse effect on the price of our commamlst

We may not be able to sustain or develop new dishition relationships and a reduction or delay in skes to a significant distribution
partner could hurt our business

Our sales strategy requires that we establishmaintain multiple distribution channels in theited States and internationally through
leading industry resellers, original equipment nfanturers, or OEMs, systems integrators, Interastise providers and other channel
partners. We have a limited number of agreemertts @@mpanies in these channels, and we may ndblbeé@increase our number of
distribution relationships or maintain our existirmdationships. If we are unable to establish a@aéhtain our indirect sales channels, our
business and results of operations will be harriredddition, one distributor of our products accieahnfor 12.6% of our net revenue for the
fiscal year ended September 30, 2003. During gBeafiyear ended September 30, 2002, no singldaeselcustomer accounted for more t
10% of our net revenue. A substantial reductiodeday in sales of our products to this or any olegr distribution partner could harm our
business, operating results and financial condition

Undetected software errors may harm our business ahresults of operations

Software products frequently contain undetg&rrors when first introduced or as new versamesreleased. We have experienced these
errors in the past in connection with new prodaets product upgrades. We expect that these erithiiserfound 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 fogmit
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customer relations problems. We may also be sutidibility claims for damages related to prodeniors. While we carry insurance
policies covering this type of liability, these fmi¢és may not provide sufficient protection shoaldlaim be asserted. A material product
liability claim may harm our business and resuftsferations.

Our products must successfully operate witldpcts from other vendors. As a result, when poisl occur in a network, it may be
difficult to identify the source of the problem. &lccurrence of software errors, whether causemibyroducts or another vendeproducts
may result in the delay or loss of market accemafour products. The occurrence of any of thesblpms may harm our business and
results of operations.

Our expansion into international markets may not seceed

We intend to continue expanding into inteioral markets. International sales represented?84Bour net revenues for the fiscal year
ended September 30, 2003, 32.2% of our net revdpudse fiscal year ended September 30, 2002 &@P3 of our net revenues for the
fiscal year ended September 30, 2001. We have edgsaies personnel throughout Europe and the Asifidregion. Our continued growth
will require further expansion of our internatiommglerations in the European, Asia Pacific and otharkets. If we are unable to expand our
international operations successfully and in alyjmeanner, our business and results of operaticmgime harmed. Such expansion may be
more difficult or take longer than we anticipatedave may not be able to successfully market, dellyer and support our products
internationally.

Our operating results are exposed to risks associd with international commerce

As our international sales increase, our ajireg results become more exposed to internatigpalating risks. These risks include risks
related to potential recessions in economies caitsid United States, foreign currency exchanges ratanaging foreign sales offices,
regulatory, political, or economic conditions iresffic countries, military conflict or terrorist ties, changes in laws and tariffs, inadeqt
protection of intellectual property rights in fogei countries, foreign regulatory requirements, matiral disasters. All of these factors could
have a material adverse effect on our businegzaiticular, in fiscal year 2003, we derived 13.8P6ur total revenue from the Japanese
market and this revenue is dependent on a numidactairs outside our control, including the vialiland success of our resellers and the
strength of the Japanese economy, which has beskiweecent years.

Acquisitions, including our recent acquisition of sibstantially all of the assets of uRoam, Inc., premt many risks and we may not
realize the financial and strategic goals that areontemplated at the time of the transaction

With respect to our July 2003 acquisitiorsobstantially all of the assets of uRoam, Incwal as any other future acquisitions we may
undertake, we may find that the acquired assetwotturther our business strategy as expectedabivie paid more than what the assets are
later worth, or that economic conditions changegfalvhich may generate future impairment chargdgre may be difficulty integrating the
operations and personnel of the acquired busiaessywe may have difficulty retaining the key persalrof the acquired business. In the case
of the assets acquired from uRoam, Inc., becawsastbased in Northern California and becausertimayees we hired in connection with
the acquisition were not relocated to Seattle ath@ve-mentioned integration and personnel reteiggures represent a particular risk to us.
We may have difficulty in incorporating the acquitechnologies or products with our existing prddines. Our ongoing business and
management’s attention may be disrupted or divdsyelansition or integration issues and the comipleof managing geographically and
culturally diverse locations. We may have diffiguthaintaining uniform standards, controls, proceduand policies across locations. We |
experience significant problems or liabilities asated with the product quality, technology andeotimatters.

Our inability to successfully operate anaégrate newly-acquired businesses appropriatelgc@fely and in a timely manner, or to retain
key personnel of uRoam, Inc. or any other acquingsiness, could have a material adverse effectioafulity to take advantage of further
growth in demand for integrated traffic
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management and security solutions and other adsandechnology, as well as on our revenues, grasgins and expenses.

Our success depends on our key personnel and ouribity to attract, train and retain qualified market ing and sales, professional
services and customer support personnel

Our success depends to a significant degree the continued contributions of our key managep@oduct development, sales,
marketing and finance personnel, many of which begifficult to replace. The complexity of our see@application traffic management
products and their integration into existing netkgoand ongoing support, as well as the sophisticaif our sales and marketing effort,
requires us to retain highly trained professiomalices, customer support and sales personngpitin af the economic downturn, competition
for qualified professional services, customer supand sales personnel in our industry is interesmbse of the limited number of people
available with the necessary technical skills andenstanding of our products. Our ability to retamd hire these personnel may be adversely
affected by volatility or reductions in the priceaur common stock, since these employees are giyngranted stock options. The loss of
services of any of our key personnel, the inabtlityetain and attract qualified personnel in tieife or delays in hiring qualified personnel,
may harm our business and results of operations.

We face litigation risks

We are a party to lawsuits in the normal sewf our business. Litigation in general, andlliet¢ual property and securities litigation in
particular, can be expensive, lengthy and disrepiivnormal business operations. Moreover, thdteesticomplex legal proceedings are
difficult to predict. We believe that we have defes in the lawsuits pending against us and weigogously contesting these allegations.
Responding to the allegations has been, and prpbalbbe, expensive and time-consuming for us.afavorable resolution of the lawsuits
could adversely affect our business, results ofatms, or financial condition.

Anti-takeover provisions could make it more difficut for a third party to acquire us

Our Board of Directors has the authorityssuie up to 10,000,000 shares of preferred stockcadietermine the price, rights, preferences,
privileges and restrictions, including voting righof those shares without any further vote ooachy the stockholders. The rights of the
holders of common stock may be subject to, and Ioeagdversely affected by, the rights of the holdé@ny preferred stock that may be
issued in the future. The issuance of preferreckstoay have the effect of delaying, deferring arvanting a change of control of our
company without further action by our stockholdansl may adversely affect the voting and other sigiithe holders of common stock.
Further, certain provisions of our bylaws, inclugle provision limiting the ability of stockholdeis raise matters at a meeting of stockholders
without giving advance notice, may have the eftéatelaying or preventing changes in control or aggment of our company, which could
have an adverse effect on the market price of onmeon stock. In addition, our articles of incorg@ma provide for a staggered board, which
may make it more difficult for a third party to gatontrol of our board of directors. Similarly, t&t@nti-takeover laws in the State of
Washington related to corporate takeovers may ptemedelay a change of control of our company.

ltem 7A. Quantitative and Qualitative Disclosure About MarkRisk

Interest Rate RislOur cash equivalents consist of high-quality sei@s; as specified in our investment policy guidedi. The policy
limits the amount of credit exposure to any onaeéssr issuer to a maximum of 20% of the total miidfwith the exception of treasury
securities, commercial paper and money market funtih are exempt from size limitation. The polmeguires investments in securities 1
mature in two years or less, with the average ntgtheing one year or less. These securities argsuto interest rate risk and will decrease
in value if interest rates increase. A decreasmefpercent in the average interest would havdteesin a decrease of approximately
$0.7 million in our interest income.
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Maturing in
Three months Three months Greater than
or less to one year one year Total Fair value

(in thousands, except for percentages)

September 30, 200:

Included in cash and cash equivale $ 3,972 $ — $ — $ 3,972 $ 3,972
Weighted average interest ri 1.1% — — — —

Included in sho-term investment $29,40¢ $ 5,11¢ $ — $34,52° $34,527
Weighted average interest ra 1.€% 2.1% — — —

Included in lon-term investment $ — $ — $34,13: $34,13: $34,13:
Weighted average interest ra — — 2.C% — —

September 30, 200;

Included in cash and cash equivale $ 3,582 $ — $ — $ 3,582 $ 3,582
Weighted average interest ri 1.%% — — — —

Included in sho-term investment $ — $41,59: $17,94: $59,53: $59,53:
Weighted average interest ra — 2.2% 3.2% — —

September 30, 200

Included in cash and cash equivale $ 8,16¢ $ — $ — $ 8,16¢ $ 8,16¢
Weighted average interest ri 4.1% — — — —

Included in sho-term investment $ — $33,50( $17,29: $50,79¢ $51,46:
Weighted average interest ra — 4.€% 3.4% — —

Foreign Currency RiskThe majority of our sales and expenses are dendedimia U.S. dollars and as a result, we have np¢eenced
significant foreign currency transaction gains &s$es to date. While we have conducted some thaosa in foreign currencies during the
fiscal year ended September 30, 2003 and expedniinue to do so, we do not anticipate that foreigrrency transaction gains or losses
be significant at our current level of operatiodswever, as we continue to expand our operaticsriationally, they may become
significant in the future. We have not engagedieign currency hedging to date. However, we magalm the future.
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Report of Independent Auditors

To the Board of Directors and Shareholders
of F5 Networks, Inc.

In our opinion, the consolidated financiatsments listed in the accompanying index presery fin all material respects, the financial
position of F5 Networks, Inc. and its subsidiaa¢September 30, 2003 and 2002, and the resufteifoperations and their cash flows for
each of the three years in the period ended Septe8flh 2003 in conformity with accounting principlgenerally accepted in the United
States of America. In addition, in our opinion, fir@ancial statement schedule listed in the accamiog index presents fairly, in all material
respects, the information set forth therein whexri@ conjunction with the related consolidatedficial statements. These financial
statements and financial statement schedule arespensibility of the Company'management; our responsibility is to expresspamian on
these financial statements and financial statesemdule based on our audits. We conducted outsaafdhese statements in accordance
with auditing standards generally accepted in thidd States of America, which require that we @ad perform the audit to obtain
reasonable assurance about whether the finanatehsénts are free of material misstatement. Anténcludes examining, on a test basis,
evidence supporting the amounts and disclosuréifinancial statements, assessing the accouptingiples used and significant estimates
made by management, and evaluating the overaldiahstatement presentation. We believe that adits.provide a reasonable basis for
opinion.

/sl PricewaterhouseCoopers LLP

Seattle, Washington
October 24, 2003
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F5 NETWORKS, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current assel
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowances of $3,049 $n452
Inventories
Other current asse

Total current asse

Restricted cas

Property and equipment, r
Long-term investment
Goodwill

Other assets, n

Total asset

LIABILITIES AND SHAREHOLDERS
Current liabilities
Accounts payabl
Accrued liabilities
Deferred revenu

Total current liabilities

Other lon¢-term liabilities
Deferred tax liability

Total lon¢-term liabilities

Commitments and contingenci
Shareholder equity

September 30,

2003

2002

(In thousands)

Preferred stock, no par value; 10,000 shares amthmo shares

outstanding

Common stock, no par value; 100,000 shares auteyr7,403 and

25,730 shares issued and outstani
Unearned compensatit
Accumulated other comprehensive inca
Accumulated defici

Total shareholde’ equity

Total liabilities and sharehold¢ equity

$10,35.  $ 20,80:
34,52; 59,53:
19,32t 20,40«

762 34¢
4,77¢ 4,71:
69,74« 105,79¢
6,00( 6,00(
10,07¢ 12,21:
34,13: 1,34¢
24,18¢ —
4,03 93z

$148,17.  $126,28
| |
' EQUITY

$ 3714 $ 3,68t
13,14¢ 13,54¢
19,147 14,05¢
36,00¢ 31,28¢
1,58¢ 1,31F
151 —
1,73t 1,31F
141,70¢ 128,87¢
(10) (93)

195 454
(31,465 (35,559

110,42¢ 93,68t
$148,17:  $126,28¢
| |

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

CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended September 30,

2003 2002 2001

(In thousands, except per share data)
Net revenue:

Products $ 84,19° $ 82,56¢ $ 78,62¢
Services 31,69¢ 25,70( 28,73¢
Total 115,89! 108,26¢ 107,36°
Cost of net revenue
Products 17,83" 20,24 33,24(
Services 9,06¢ 10,23¢ 12,26t
Total 26,90¢ 30,47¢ 45,50¢
Gross profit 88,99( 77,785 61,86:
Operating expenst
Sales and marketir 53,45¢ 50,581 50,767
Research and developmt 19,24¢ 17,98t 17,43¢
General and administrati\ 12,01« 15,04¢ 18,77¢
Restructuring charge — 3,27¢ 97t
Amortization of unearned compensat 83 443 2,62¢
Total 84,80: 87,32¢ 90,57¢
Income (loss) from operatiol 4,18¢ (9,54)) (28,716
Other income, ne 751 1,42( 2,021
Income (loss) before income tax 4,94( (8,12)) (26,695
Provision for income taxe 853 48¢ 4,09t
Net income (loss $ 4,08i $ (8,610 $(30,79()
L] I I
Net income (loss) per she— basic $ 0.1f $ (0.39 $ (1.3¢
| | |
Weighted average shar— basic 26,45 25,32 22,644
| | |
Net income (loss) per she— diluted $ 0.1¢ $ (0.39 $ (1.3¢
L] I I
Weighted average shar— diluted 28,22( 25,32 22,644
| | |

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

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Balance, September 30, 2000

Exercise of employee stock options

Exercise of stock warrants

Issuance of stock under employee stock purchase

Repurchase of common stock

Issuance of common stock and warrants to Nokiadhet
issuance costs of $1.75 millio

Payment on note receivable from stockholder forase
of stock options

Cancellation of unvested stock options from stodtéo

Unearned compensation on stock option gr

Amortization of unearned compensation

Net loss

Foreign currency translation adjustm:

Unrealized gain on securities

Comprehensive loss

Balance, September 30, 2001

Exercise of employee stock options

Issuance of stock under employee stock purchase pla
Amortization of unearned compensat

Net loss

Foreign currency translation adjustment

Unrealized gain on securitit

Comprehensive loss

Balance, September 30, 2002

Exercise of employee stock options

Issuance of stock under employee stock purchase pla
Amortization of unearned compensation

Net income

Foreign currency translation adjustment

Unrealized loss on securities

Comprehensive incorr

Balance, September 30, 2003

Notes Accumulated
Common Stock Receivable Other Total
From Unearned Comprehensive  Accumulated Shareholders’
Shares Amount Shareholders Compensatior  Income/(Loss) Deficit Equity
(In thousands)
21,61: $ 87,41¢ $(469) $(3,067) $ (52) $ 3,84¢ $ 87,68t
60€ 642 — — — — 642
9 — — — — — —
154 1,667 — — — — 1,667
(30) (1,082 — — — — 1(082)
2,46¢ 34,92¢ — — — — 34,92¢
— — 18¢ — — — 18€
(56) (281) 281 — — — —
— 10C — (200) — — —
— — — 2,62¢ — — 2,62¢
— — — — — 30,790 —
_ _ _ _ 27 _ _
— — — — 652 — —
— — — — — — 30,165
24,76¢ 123,39¢ — b3€) 572 (26,947) 96,48¢
76E 3,752 — — — — 3,75z
201 1,731 — — — — 1,731
— — — 443 — — 443
— — — — — 8(610) —
— — — — 285) — —
— — — — 16€ — —
— — — — — — 8(729)
25,73( 128,87¢ — (93) 454 (35,557) 93,68¢
1,42¢ 10,827 — — — — 10,827
24¢ 2,00¢ — — — — 2,00¢
— — — 83 — — 83
— — — — — 4,087 —
_ _ _ _ 161) _ _
_ _ _ _ 98) _ _
— — — — — — 3,82¢
27,40: $141,70¢ $ — $ (10 $ 19t $(31,46%) $110,42¢
| | | | | | |

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended September 30,

2003 2002 2001

(In thousands)
Operating activities
Net income (loss $ 4,081 $ (8,610 $(30,790)
Adjustments to reconcile net income (loss) to reshcprovided
by (used in) operating activitie

Restructuring charge — 2,771 97t
Provisions for asset write dow — 1,09( 34t
Provision for inventory write dowr — 32t 4,01¢
Realized (gain) loss on sale of as 149 1 (92
Realized loss on sale of investme 232 74 111
Amortization of unearned compensat 83 44% 2,62¢
Provision for doubtful accounts and sales ret 1,14¢ 6,181 15,31(
Depreciation and amortizatic 5,162 5,612 5,34¢
Deferred income taxe — — 3,39¢
Changes in operating assets and liabilities, natmdunts
acquired:
Accounts receivabl 354 (4,59 427
Inventories (40¢) 1,89¢ 79C
Other current asse (59 1,091 (5,422
Other asset (512) 51 (728)
Accounts payable and accrued liabilit (320 154 (3,019
Deferred revenu 4,852 3,01¢ (5,127
Net cash provided by (used in) operating activi 14,61( 9,50¢ (11,839
Investing activities
Purchase of investmer (157,83¢) (104,979 (81,469
Sale of investmen 149,72: 95,48: 64,83¢
Proceeds from construction refu — — 851
Proceeds from the sale of property and equipt 14 30 217
Acquisition of busines (27,379 — —
Purchases of property and equipm (2,589 (3,199 (9,152
Net cash used in investing activiti (38,059 (12,667 (24,709

Financing activities
Proceeds from the issuance of common stock andaniarto

Nokia — — 34,92¢
Proceeds from the exercise of stock options andamts 12,83 5,48: 2,30¢
Proceeds from payments on shareholder — — 18¢
Repurchase of common sta — — (1,082

Net cash provided by financing activiti 12,83: 5,48: 36,34

Net (decrease) increase in cash and cash equis (10,610 2,32¢ (199

Effect of exchange rate changes on cash and casvadnts 16C 15¢E (16)
Cash and cash equivalents, at beginning of 20,80« 18,32 18,53¢
Cash and cash equivalents, at end of $ 10,35 $ 20,80: $18,32:
| | L]

Supplemental Information
Cancellation of note receivable from shareholderctommon

stock $ — $ — $ (28)
Deferred compensation for options grar — — 15C
Reduction to deferred compensation due to cancsttazk

option grant — — (50

Cash paid for taxe 29C 903 167



The accompanying notes are an integral part oktheasolidated financial statements.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Summary of Significant Accounting Policies
The Company

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

Certain Risks and Uncertainties

The Company’s products and services are cdrated in highly competitive markets characteribgdapid technological advances,
frequent changes in customer requirements and iegotegulatory requirements and industry standdfdsure to anticipate or respond
adequately to technological advances, changessiioier requirements and changes in regulatory remeints or industry standards could
have a material adverse effect on the Company’méss and operating results. Additionally, certimer factors could affect the Company’s
future operating results and cause actual resultiffer materially from expectations, includingtmot limited to, dependence on a third party
manufacturer, difficulties in managing growth, ditflties in attracting and retaining qualified pmrael, dependence on key personnel,
enforcement of intellectual property rights, thegthening of sales cycles and an uneven patteqnarterly results.

Accounting Principles

The Company’s consolidated financial stateimand accompanying notes are prepared on theaddxasis of accounting in accordance
with generally accepted accounting principles m thited States of America.

Principles of Consolidation

The consolidated financial statements inclilndeaccounts of the Company and its wholly ownésiliaries. All intercompany
transactions have been eliminated in consolidation.

Use of Estimates

The preparation of financial statements infoomity with accounting principles generally actpin the United States of America
requires management to make estimates and assas et affect the reported amounts of assetsiabitities, disclosures of contingent
assets and liabilities as of the date of the fir@rstatements, and the reported amounts of rewseani@ expenses during the reporting period.
Estimates are used in accounting for revenue retognreserves for doubtful accounts, productmesiuobsolete and excess inventory,
warranties, valuation allowance on deferred taet@sand purchase price allocations. Actual resoitsd differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly liquid intments with purchased maturities of three montHs s to be cash equivalents. The
Company invests its cash and cash equivalentspasits with four major financial
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
institutions, which, at times, exceed federallyuiresl limits. The Company has not experienced assgle on its cash and cash equivalents.
Investments

The Company classifies its investment seiesris available for sale. Investment securitiessisting of corporate and municipal bonds
and notes and United States government secudtieseported at fair value with the related uneealigains and losses included as a
component of shareholderjuity. Realized gains and losses and declinealirevof securities judged to be other than tempaaes includec
in other income (expense). The cost of investmiamtpurposes of computing realized and unrealizédgyand losses is based on the specific
identification method. Investments in securitiehwnaturities of less than one year or where mamagés intent is to use the investments to
fund current operations are classified as shontriavestments. Investments with maturities of ggettian one year are classified as logign
investments.

Concentration of Credit Risk

The Company extends credit to customers sitlierefore subject to credit risk. The Companyagpers initial and ongoing credit
evaluations of its customers’ financial conditiardaloes not require collateral. An allowance foulatéul accounts, in an amount based on
historical levels, is recorded to account for ptitdribad debts. Estimates are used in determifiegiowance for doubtful accounts and are
based on a percentage of accounts receivable by agtegory. In determining these percentages;tmpany evaluates historical write-offs,
and current trends in customer credit quality, alt as changes in credit policies.

The Company maintains its cash and investialainces with high credit quality financial instibns.
Fair Value of Financial Instruments

For certain financial instruments, includicegsh and cash equivalents, accounts receivableyaiscpayable and accrued liabilities,
recorded amounts approximate fair market value tdilee short maturities of these instruments.

Short-term and long-term investments arendmab at fair value as the underlying securitiesctéassified as available for sale and marked-
to-market at each reporting period.

Inventories

The Company outsources the manufacturingsqgdre-configured hardware platforms to a contna@hufacturer, who assembles each
product to the Company’s specifications. As pratechgainst component shortages and to providacepient parts for its service teams, the
Company also stocks limited supplies of certain feyduct components. Inventories consist of hardveaud related component parts and are
recorded at the lower of cost or market (as detgthby the first-in, first-out method).

Restricted Cash

Restricted cash represents an escrow acestattlished in connection with a lease agreemernhéoCompany’s corporate headquarters.
Under the terms of the lease, a $6.0 million degte of deposit is required through November 2@i®ess the lease is terminated prior to
date.

Property and Equipment

Property and equipment is stated at costréxiqtion of property and equipment and amortizatibcapital leases are provided using the
straight-line method over the estimated usefullieéthe assets, ranging
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

from two to five years. Leasehold improvementsam@rtized over the lesser of the lease term oestienated useful life of the
improvements. The cost of normal maintenance apaingis charged to expense as incurred and expeaslifor major improvements are
capitalized at cost. Gains or losses on the diSposif assets are reflected in the results of @ip@ns at the time of disposal.

Other Assets
Other assets primarily consist of softwareeli@ment costs and acquired technology.

Software development costs are charged to reseadtkdevelopment expense until technological felityiis established. Thereafter, ur
the product is released for sale, software devetmtroosts are capitalized and reported at the lofvenamortized cost or net realizable ve
of each product. The establishment of technolodeadibility and the on-going assessment of reahibty of costs require considerable
judgment by the Company with respect to certaiarmal and external factors, including, but not tedito, anticipated future gross prod
revenues, estimated economic life and changesrdwiaae and software technology. The Company amextiapitalized software
development costs using the straitine method over the estimated economic life ofgheduct, generally three years. During the yeaded
September 30, 2003 and 2002, the Company capitei4@4,000 and $392,000 of software developmeriscoespectively. Related
amortization costs of $298,000 and $225,000 wererded during the fiscal years 2003 and 2002, rtidy.

Acquired technology is recorded at cost amdriized over its estimated useful life of five y@aAcquired technology of $3.0 million was
recorded in connection with the acquisition of uRo#nc. in July 2003. Amortization expense totadgroximately $100,000 for the year
ended September 30, 2003.

Goodwill

Goodwill represents the excess purchase prieethe estimated fair value of net assets aeduis of the acquisition date. The Company
has adopted the requirements of Statement of Falaficcounting Standards No. 142, “Goodwill and €rtintangible
Assets” (SFAS No. 142). SFAS No. 142 requires gabdevbe tested for impairment on an annual basid between annual tests in certain
circumstances, and written down when impaired. @abdf $24.2 million was recorded in connectiontivthe acquisition of uRoam, Inc. in
July 2003. There was no impairment of goodwillistél year 2003.

Impairment of Long-Lived Assets

The Company assesses the impairment of lisad-assets whenever events or changes in busiiressnstances indicate that the carry
amount of an asset may not be recoverable. Whdnestents occur, management determines whetherlthsrbeen impairment by
comparing the anticipated undiscounted net futasihdlows to the related asset’s carrying valuengfairment exists, the asset is written
down to its estimated fair value.

Revenue Recognition

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

The Company sells products through reselterginal equipment manufacturers (OEMs) and otiiemnnel partners, as well as directly to
end users. The Company recognizes product revgmueshipment,
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net of estimated returns, provided that collectsodetermined to be probable and no significanigatibns remain. Product revenues from
OEM agreements are recognized based on reportiggle$ from the OEM partner.

Whenever a software license, hardware, iladitah and postontract customer support (PCS) elements are caubhirio a package with
single “bundled” price, a portion of the sales pris allocated to each element of the bundled mgpekased on their respective fair values as
determined when the individual elements are sqgdusetely. Revenues from the license of softwargeregnized when the software has k
shipped and the customer is obligated to pay festftware. When rights of return are present aeg¢annot estimate returns, we recognize
revenue when such rights of return lapse. Revefund3CS are recognized on a straiihe basis over the service contract term. PCSuated
rights to upgrades, when and if available, a lichpperiod of telephone support, updates, and bugs fibnstallation revenue is recognized w
the product has been installed at the customdes@bnsulting services are customarily billedibad rates, plus out-of-pocket expenses, and
revenues are recognized when the consulting hasdmepleted. Training revenue is recognized whertrthining has been completed.

Payment terms to domestic customers are giyeet 30 days. Payment terms to internationataumers range from net 30 to 90 days
based on normal and customary trade practicesimttividual markets. The Company has offered ededrpayment terms to certain
customers, in which case, revenue is recognizech\whgments become due.

Guarantees and Product Warranties

In the normal course of business to facditsdles of its products, the Company indemnifieemparties, including customers, resellers,
lessors, and parties to other transactions wittCimapany, with respect to certain matters. The Gomifhas agreed to hold the other party
harmless against losses arising from a breachpoésentations or covenants, or out of intellegimaperty infringement or other claims made
against certain parties. These agreements maythmitime within which an indemnification claim che made and the amount of the claim.
In addition, the Company has entered into inderoatfon agreements with its officers and directarg] the Company’s bylaws contain
similar indemnification obligations to the Compasigigents. It is not possible to determine the mamirpotential amount under these
indemnification agreements due to the limited histaf prior indemnification claims and the uniq@etfs and circumstances involved in each
particular agreement. Historically, payments mayléhe Company under these agreements have not imadesial impact on the Company’s
operating results or financial position.

The Company generally offers warranties otl@@s for hardware and one year for software, tighoption of purchasing additional
warranty coverage in increments of one year. Tha@amy accrues for warranty costs as part of its @iosales based on associated material
product costs and technical support labor costsinQuhe years ended September 30, 2003, 2002 @0l \Rarranty expense was
$0.3 million, $1.6 million and $0.4 million, resgeely. The following table summarizes the activiglated to product warranties during fis
years 2003 and 2002 (in thousant

Years Ended
September 30,
2003 2002
Balance, beginning of fiscal ye $65C $ 20C
Provision for warranties issut 291 1,60(
Payment: (1149 (1,150
Balance, end of fiscal ye $ 827 $ 65C
| |
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Research and Development

Research and development expenses consist ofesadard related benefits of product developmenbperd and an allocation of facilitit
and depreciation expense. Research and develomxgenses are reflected in the statement of opagadis incurred.

Advertising

Advertising costs are expensed as incurred.dompany incurred $1.0 million, $1.5 million g@i5 million in advertising costs during
the fiscal years 2003, 2002 and 2001, respectively.

Income Taxes

The Company accounts for income taxes urigeliability method of accounting. Under the lidlyilmethod, deferred taxes are
determined based on the differences between thadial statement and tax bases of assets andtiesbdt enacted tax rates in effect in the
year in which the differences are expected to s=eévaluation allowances are established, whenssacg to reduce deferred tax asse
estimated amounts expected to be realized.

Foreign Currency

The financial statements of all majordwned subsidiaries have been translated into Wifard in accordance with Statement of Finar
Accounting Standards (SFAS) No. 52 “Foreign Curyefianslation.”Accordingly, all assets and liabilities of the sidisries are translated
yea-end exchange rates and all revenues and expemrsearslated at the average exchange rate fqretied presented. Translation gains
and losses are reported as comprehensive incos® @e a separate component of shareholders’ equity

Foreign currency transaction gains and loases result of the effect of exchange rate changdransactions denominated in currencies
other than the functional currency, including USlals. Gains and losses on those foreign curreraeysactions are included in determining
net income or loss for the period of exchange.tReffiscal year ended September 30, 2003, a traosdoss of $544,000 was realized, wit
transaction gain of $15,000 realized in fiscal y2@02. A transaction loss of $139,000 was chargexperations for the fiscal year ended
September 30, 2001.

Segments

The Company complies with the requirementStatement of Financial Accounting Standards (SAA&)131, “Disclosure about
Segments of an Enterprise and Related Informatiohjth establishes annual and interim reportingddiads for an enterprise’s operating
segments and related disclosures about its prodiertsices, geographic areas and major customemsalyement has determined that the
Company operates in one segment.

Stock-Based Compensation

The Company accounts for stock-based emplogegensation arrangements in accordance withrthasons of Accounting Principles
Board Opinion No. 25 (APB No. 25), “Accounting f8tock Issued to Employees,” FASB Interpretation & (FIN No. 44), Accounting fol
Certain Transactions Involving Stock Compensatiamd related interpretations and complies withdiselosure provisions of Statement of
Financial Accounting Standards No. 123 (SFAS N@&),12Accounting for Stock-Based Compensation.” Und®B No. 25, compensation
expense is based on the difference, if any, omldte of the grant, between the deemed fair valikeo€Company’s stock and the exercise
price of the option. The unearned compensatioiilsgoamortized in accordance with Financial Accogh6tandards Board Interpretation
No. 28 on an accelerated basis over the vestiriggpef the individual options. The Company accouots
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equity instruments issued to non-employees in azrare with the provisions of SFAS No. 123 and eelamterpretations.

The pro forma effect on the Company’s nebime (loss) and net income (loss) per share of agplyFAS No. 123, utilizing the
assumptions described in note 10 “Shareholdersit§uwould have been as follows (in thousands,eptqer share data):

Years Ended September 30,

2003 2002 2001
Net income (loss), as report $ 4,081 $ (8,610 $ (30,790
Add: Stock-based employee compensation expense iR
No. 25 included in reported net income (Ic 83 44z 2,62¢
Deduct: Total stock-based employee compensatioarese
determined under the fair value meth (23,37) (9,27¢€) (77,409
Pro forma net los $(19,207) $(17,447) $(105,57)
I L] |
Net income (loss) per shal
As reportec— basic $ 0.1t $ (0.39 $ (136
Pro forma— basic $ (0.79) $ (0.69) $ (4.66
As reportec— diluted $ 0.1« $ (0.39 $ (136
Pro forma— diluted $ (0.79) $ (0.69) $ (4.66

Earnings per Share

Basic net income (loss) per share is comphbyedividing net income (loss) by the weighted ager number of common shares
outstanding during the period. Diluted net incomess) per share is computed by dividing net incdimes) by the weighted average number
of common and dilutive common stock equivalent eeautstanding during the period.

The following table sets forth the computataf basic and diluted net income (loss) per sfiarthousands, except per share data).

Years Ended September 30,

2003 2002 2001
Numerator
Net income (loss $ 4,087 $(8,610)  $(30,790
| | |
Denominator
Weighted average shares outstan— basic 26,45 25,32 22,64«
Dilutive effect of common shares from stock opti 1,767 —
Weighted average shares outstan— diluted 28,22( 25,32 22,64«
| | |
Basic net income (loss) per shi $ 018 $ (039 $ (1.3¢
| | |
Diluted net income (loss) per sh $ 014 $ (039 $ (1.3¢
| | |

Approximately 2.6 million of common shareggtially issuable from stock options for the yeaded September 30, 2003 are excluded
from the calculation of diluted earnings per sHazeause the effect was antidilutive. For fiscalrg&®02 and 2001, in which the Company
incurred a net loss, all common stock equivaleatesh are excluded from the calculation as theiathgrould have been antidilutive.
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Recent Accounting Pronouncements

In May 2003, FASB issued Statement of Finalndccounting Standard No. 150 “Accounting for @antFinancial Instruments with
Characteristics of Both Liability and Equity” (SFA®. 150). SFAS No. 150 establishes standardsdardompanies classify and measure
certain financial instruments with characterist€$oth liabilities and equity. SFAS No. 150 isegffive for financial instruments entered into
or modified after May 31, 2003. The adoption oftkiandard did not have an impact on our conselitifitancial statements.

In April 2003, FASB issued Statement of FiciahAccounting Standards No. 149, “Amendment @t&nent 133 on Derivative
Instruments and Hedging Activities” (SFAS No. 148hich is generally effective for contracts enteir@d or modified after June 30, 2003
and for hedging relationships designated after 3n&003. SFAS No. 149 clarifies under what cirstances a contract with an initial net
investment meets the characteristic of a derivatiréiscussed in Statement of Financial AccourBitagdards No. 133, when a derivative
contains a financing component, amends the definitif an “underlying” to conform it to the languagged in FASB interpretation No. 45,
“Guarantor Accounting and Disclosure Requiremeotsfuarantees, Including Indirect Guarantees oélekdness of Others” and amends
certain other existing pronouncements. The adomidhis standard did not have an impact on ousobdated financial statements.

In January 2003, FASB issued Interpretation 46 (FIN No. 46), “Consolidation of Variable Ingést Entities,” which addresses
consolidation by business enterprises of variattierést entities that either: (1) do not have sigfit equity investment at risk to permit the
entity to finance its activities without additioralbordinated financial support, or (2) the Compaiilyhold a significant variable interest in,
or have significant involvement with, an existirgriable interest entity. The adoption of this iptetation did not have an impact on our
consolidated financial statements.

In November 2002, FASB issued Interpretation 45 (FIN No. 45), “Guarantor’s Accounting andsElbsure Requirements for
Guarantees, Including Indirect Guarantees of Iretlidss of Others,” which addresses the disclosoites made by a guarantor in its interim
and annual financial statements about its obligatiender guarantees. FIN No. 45 also requiresait@gnition of a liability by a guarantor at
the inception of certain guarantees that are ethiete or modified after December 31, 2002. Theitimtthl disclosures required by FIN
No. 45 have been included in the notes to our dafeted financial statement

Reclassifications

Certain reclassifications have been madeitw pear balances to conform to the current yeas@ntation. These reclassifications had no
impact on previously reported net loss, sharehsldquity or cash flows.

2. Short-Term and Long-Term Investments

Short-term investments consist of the follogv(in thousands):

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
September 30, 200:
Corporate bonds and nol $ 7,11« $14 $(1) $ 7,125
Municipal bonds and note 27,39¢ 1 — 27,40(
$34,51: $15 $(1) $34,52:
| | | |
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Gross Gross

Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
September 30, 200;
Corporate bonds and not $33,50( $122 $— $33,62!
Municipal bonds and note 16,90( — — 16,90(
US Government securitit 9,00( 9 — 9,00¢
$59,40( $132 $— $59,53:
| | | |
Long-term investments consist of the follogv{iin thousands):
Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
September 30, 2003
Corporate bonds and not $13,57¢ $60 $(17) $13,61¢
Municipal bonds and note 2,00( — (15) 1,98t
US Government securiti¢ 18,50¢( 34 (5) 18,52¢
$34,07¢ $94 $(37) $34,13:
| | ] |
Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
September 30, 2002
Investment in Artel common stot $1,31C $ 36 $— $1,34¢
$1,31C $ 36 $— $1,34¢
| ] | |

Fixed Maturity by Maturity Date

The cost or amortized cost and fair valuéxafd maturities at September 30, 2003, by contr@ctears-to-maturity, are presented below
(in thousands):

Cost or

Amortized
Cost Fair Value
One year or les $34,51: $34,52]
Over one year through five yee 34,07¢ 34,13:
Over five years through ten yes — —
Over ten year — —
$68,58¢ $68,65¢
| |

In December 2001, the Company purchased ajppabely 16 million shares of common stock of Ar&allutions Group Holdings Limited,
or Artel, which represented an approximate 1% owglmierpercentage of that company. The Company soliduestment in Artel and record
a loss on disposition of $263,000 during the foupthrter of fiscal year 2003.
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3. Inventories

Inventories consist of the following (in treaunds):

Years Ended
September 30,
2003 2002
Finished good $40¢€ $324
Raw material: 354 25
$762 $34¢
[ | [ |

The Company is contractually obligated toghase component inventory that its contract manurfacprocures in accordance with a
forecast, unless the Company gives notice of ardrcellation within applicable lead times. For aoynpleted product inventory carried by
the contract manufacturer beyond 30 days, the Caoynpdl be charged a monthly carrying fee of 1.584ernatively, the Company has the
option to purchase inventory held by the contrantanufacturer beyond 30 days to avoid incurringteel carrying charges. As of
September 30, 2003, the Company was committedrithpse approximately $3.3 million of such inventaiithin the following quarter.

4. Other Current Assets

Other current assets consist of the followinghousands):

Years Ended
September 30,

2003 2002
Prepaid insuranc $ 77¢ $ 30C
Prepaid ren 731 67C
Prepaid marketin 38C 44~
Interest receivabl 517 71z
Note receivable from office 241 391
Other 2,13¢ 2,19¢

$4,77¢  $4,71:%
] ]

5. Property and Equipment

Property and equipment consist of the folluyin thousands):

Years Ended

September 30,
2003 2002
Computer equipmet $14,24¢  $11,69:
Office furniture and equipme 5,17( 5,27¢
Leasehold improvemen 7,36¢ 7,415

26,78: 24,38t
Accumulated depreciation and amortizat (16,707 (12,179

$10,07¢ $12,21:

Depreciation and amortization expense totafgatoximately $4.7 million, $5.4 million, and $518llion for the fiscal years ended
September 30, 2003, 2002 and 2001, respecti



45




Table of Contents
F5 NETWORKS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

6. Business Combinations

On July 23, 2003, the Company acquired sultisty all of the assets and assumed certainliies of uRoam, Inc. (uRoam) for cash of
$25.0 million. The Company also incurred $2.4 roiiliof direct transaction costs for a total purchasee of $27.4 million. uRoam'’s FirePass
server is a comprehensive remote access produanhbles users to access applications in a séazhi®n using industry standard Secured
Socket Layer (SSL) technology. The acquisitionuddstantially all the assets of uRoam is intendealltiw the Company to quickly enter the
SSL Virtual Private Network market, broaden itstonserbase and augment the existing product line. Thegamy has hired substantially
of uRoam’s 20 employees, consisting of product igreent, sales and service personnel.

The Company accounted for the acquisitioreurtidle purchase method of accounting in accordaitbeSFAS No. 141, “Business
Combinations.” Under the purchase method of acéognthe total purchase price was allocated tddhgible and intangible assets acquired
and the liabilities assumed based on their estinatie values. The excess of the purchase price thhese fair values was recorded as
goodwill. The fair value assigned to the tangibie antangible assets acquired and liabilities agxlimere based on estimates and
assumptions provided by management, and othemifiton compiled by management, including an inddpativaluation, prepared by an
independent valuation specialist that utilized leisdhed valuation techniques appropriate for tlténielogy industry.

The purchase price allocation is as folloingtjousands):

Assets acquired

Accounts receivable, n $ 33t
Property and equipme 4
Developed technolog 3,00(
Goodwill 24,18¢
Total assets acquire $27,527
|

Liabilities assumed

Accrued liabilities $ (29
Deferred revenu (125)
Total liabilities assume (1549
Net assets acquired $27,37:
|

To determine the value of the developed teldgy, a combination of cost and market approaglere used. The cost approach required
an estimation of the costs required to reprodueatguired technology. The market approach meathedair value of the technology
through an analysis of recent comparable transaxtibhe $3.0 million allocated to developed techgglis being amortized using the
straight-line method over an estimated usefuldiféive years. The $24.2 million allocated to goditlwill not be amortized but will be
subject to at least an annual impairment test utiderequirements of Statement of Financial AccimgnBtandards No. 142 “Goodwill and
other Intangible Assets.”

The following unaudited pro forma condensenhbined consolidated summary financial informatias been derived by the application
of pro forma adjustments to the historical consakd financial statements of F5 Networks and uR@saumptions underlying the pro for
adjustments are described in the accompanying ,netésh should be read in conjunction with thesaudited pro forma condensed
combined consolidated summary financial information
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The unaudited pro forma condensed combinedalwated summary financial information combintes ¢onsolidated statement of
operations of F5 Networks for the year ended Selpéer80, 2003 with uRoam’s unaudited statement efaons for the nine months ended

June 30, 2003 and the unaudited statement of apesdor the period July 1, 2003 through July 2302, the effective date of the uRoam
acquisition, as if the acquisition had been congglett the beginning of the year.

Year ended September 30, 2003 (unauditeubinsands):

uRoam
F5 Networks
F5 Networks Nine Months Period from Year Ended
Year Ended Ended July 1-July 23 Net Pro Forma Septeber 30, 2003
September 30, 2003 June 30, 2003 2003 Adjustments rofForma
Net revenue. $115,89! $ 96¢ $ 48 $ — $116,91:
Net income (loss $ 4,08i $(4,89¢€) $(417) $(57€) $ (1,79¢)
Net income (loss) per sha—
basic $ 0.1 $ (0.09)
Weighted average shares —
basic 26,45: 26,45
Net income (loss) per sha—
diluted $ 0.4 $ (0.07)
Weighted average shares —
diluted 28,22( 26,45
Year ended September 30, 2002 (unauditeubiasands):
F5 Networks
F5 Networks uRoam uRoam, Inc. Year Ended
Year Ended Acquisition (Formerly Net Pro Forma Sepéember 30, 2002
September 30, 2002 Corporation Filanet) Adjustments Pro Forma
Net revenue. $108,26t¢ $ 301 $ 10C $ — $108,66°
Net loss $ (8,610 $(1,05%) $(2,035) $(899) $(12,597)
Net loss per sha— basic $ (0.39 $ (0.50
Weighted average shares — basic
and dilutec 25,32 25,32

The unaudited pro forma condensed combinedalwated summary financial information for theended September 30, 2002
combines the consolidated statement of operatibR8 dletworks for the fiscal year ended Septem®eR2802 with uRoam’s consolidated
statement of operations for the calendar year ebdmgmber 31, 2002.
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7. Other Assets

Other assets consist of the following (inusands):

Years Ended

September 30,

2003 2002
Software development cos $ 697 521
Acquired technolog 2,90( —
Deposits and othe 43: 412

$4,03C $932

Amortization expense related to other assatsapproximately $412,000 and $231,000 for theafigears ended September 30, 2003 and
2002, respectively. There was no amortization egpealated to other assets for the fiscal yearceGa@tember 30, 2001.

Estimated amortization expense for the fiveceeding fiscal years is as follows (in thousands)

2004 $ 84¢
2005 87¢
2006 754
2007 68C
2008 51¢
$3,67(

]

8. Accrued Liabilities

Accrued liabilities consist of the followirfin thousands):

Years Ended
September 30,
2003 2002

Payroll and benefit $ 7,57¢ $ 6,871
Sales and marketir 1,33¢ 1,36¢
Restructuring 844 1,07¢
Warranty 827 65C
Income taxe: 1,06z 8732
Other 1,50¢ 2,71z

$13,14¢ $13,54¢

During the third quarter of fiscal year 20@% Company recorded restructuring charges ofeqpately $2.8 million in connection with
management’s decision to exit the cache appliansibss. As a result of discontinuing this lindosiness and other changes in the overall
business, the Company wrote-down certain assatsptidated operations, and terminated 47 emplowesghout all divisions of the
company. An additional charge of $503,000 relateeniployee separation costs was recorded in J@lg,2@sulting in total restructuring
charges of $3.3 million for the fiscal year 2002. & September 30, 2002, total cash payments aitel@ffs of approximately $2.2 million
had been recorded.
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The following table summarizes the moveméntke remaining restructuring charge liabilitiés thousands):

Balance at Cash Payments and Balance at
September 30, 2002 Additional Charges Write-offs $eember 30, 2003
Excess facilities $1,00¢ $— $(21¢) $782
Other 76 — (14) 62
$1,07¢ $— $(232) $844
— — — ]

As part of the restructuring, excess faeitittosts were determined to be $1.0 million. Tlesés are the result of the decision to exit a
support facility in Washington DC. The estimatedilfies costs were based on current comparabés far leases in the respective market. In
April 2003, the excess facilities were subleaseti@then current market value through the tertheflease. The difference between the lease
payments and sublease income will be applied ag#iagestructuring liability until expiration dfi¢ lease in 2007.

During the first fiscal quarter of 2001, the Compaecorded a restructuring charge totalling apprately $1.1 million in connection wi
management’s decision to bring operating expemskisa with the business revenue growth model. Adicgly, the Company terminated
96 employees throughout all divisions of the Conyp&y the end of January 2001, all identified eryples had been terminated. During the
quarter ended March 31, 2001, the Company reveéi8e@00 of the original accrual due to a revisibprevious estimates. As of
September 30, 2001, substantially all of the restining charge accrued for during the first quaofe2001 had been paid.

9. Income Taxes

Income (loss) before income taxes consiste®following (in thousands):

Years Ended September 30,

2003 2002 2001
United States $3,52¢ $(7,417) $(25,900)
International 1,41¢€ (70¢) (795)

$4,94C  $8,12)  $(26,69Y
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The provision for income taxes consists efftiilowing (in thousands):

Current
U.S. federa
State
Foreign

Total
Deferred
U.S. federa
State
Foreign

Total

The effective tax rate differs from the Uf&leral statutory rate as follows (in thousands):

Income tax provision at statutory re

State taxes, net of federal ben

Impact of international operatiol

Research and development and other cri

Other

Change in valuation allowan:

Impact of stock option compensation on valuatidovehnce

50

Years Ended

September 30,
2003 2002
$— $ —
45 22
657 467
702 48¢
141 —
10 —
151 —
$852 $48¢
— —

Years Ended September 30,

2003 2002 2001
$1,72¢  $(2,849)  $(9,349
36 (26¢) (526€)

91 25¢ 108
(1,019 (1,099 (659)
(60) 80 (33)
4,38: 5,40( 14,54t
(4,309 (1,039 —
$ 855 $ 48¢  $ 4,09¢
| | |
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The tax effects of the temporary differentted give rise to the deferred tax assets anditiaBiare as follows (in thousands):

Years Ended September 30,

2003 2002 2001
Deferred tax asset
Net operating loss carryforwar $ 22,31¢ $17,47¢ $ 13,02%
Allowance for doubtful accoun 844 1,961 2,40¢
Accrued compensation and bene 591 471 407
Inventories and related resen 19¢ 487 1,067
Other accruals and resen 1,77: 1,63( 1,28:
Depreciatior 831 1,011 544
Tax credit carryforward 4,15¢ 3,291 2,19:
30,71: 26,32¢ 20,92¢
Valuation allowance (30,712 (26,329 (20,929
Deferred tax liabilities
Deductible prepaid expenses and o (157 — —
Net deferred tax asset: $ (15) $ — $ —
| | |

As of September 30, 2003, approximately $12illion of the valuation allowance related to thempany’s net operating loss
carryforwards is derived from the tax benefitstoic& option deductions. At such time as the vabmatillowance related to these deductior
released, the benefit will be credited to additlgradd in capital.

The Company’s deferred tax assets includ®petating loss carry forwards of approximately &Gillion; $52.5 million related to U.S.
operations and $8.6 million related to United Kingdoperations. The United States net operatingdasy forwards will begin to expire in
fiscal year 2011 through 2023. The United Kingdash aperating loss carries forward indefinitely. Tempany also has Research and
Experimentation Credit carry forwards which willgie to expire in fiscal year 2011 through 2023.

10. Shareholders’ Equity

The Company has adopted a number of stockebesmpensation plans as discussed below. Optramsegl to employees typically vest
over a period of two to four years. Options grartedirectors typically vest over three years. dgtions expire 10 years after the grant date.

The Amended and Restated 1996 Stock Optian, BF the 1996 Employee Plan, provides for digmmaty grants of non-qualified and
incentive stock options for employees and otheriserproviders. A total of 2,600,000 shares of camnmtock have been reserved for
issuance under the 1996 Employee Plan. All outétandnvested options under the 1996 Employee ®éahin full upon a change in control
of the Company. The Company does not intend totgnay additional options under this plan. As of t8egber 30, 2003, there were option
purchase 394,538 shares outstanding and 33,43@sshnaaiilable for awards under the 1996 Employee. Pla

The Amended and Restated Directors’ NongedliStock Option Plan, or the Directors’ Plan, pdes for automatic grants of non-
qualified stock options to eligible non-employeeediors. A total of 100,000 shares of common steeke reserved for issuance under the
Directors’ Plan. All outstanding, unvested optiamsler the Directors’ Plan vest in full upon a chaigcontrol of the Company. This plan
was
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terminated in January 2003 providing that the aitroaitstanding options did not terminate. As oft8etber 30, 2003 there were options to
purchase 5,000 shares outstanding and no shariéabéeéor awards under the Directors’ plan.

In November 1998, the Company adopted th& Eflity Incentive Plan, or the 1998 Plan, whicbvinles for discretionary grants of non-
qualified and incentive stock options, stock pusghawards and stock bonuses for employees andsathéce providers. Upon certain
changes in control of the Company, all outstanding unvested options or stock awards under the R&38will vest at the rate of 50%,
unless assumed or substituted by the acquirintyeAts of September 30, 2003, there were optionmutchase 3,954,149 shares outstanding
and 650,687 shares available for awards under3g8 Plan.

In July 2000, the Company adopted the 200pIByee Equity Incentive Plan, or the 2000 Plan,chiprovides for discretionary grants of
non-qualified stock options, stock purchase awardsstock bonuses for non-executive employees toail service providers. A total of
3,500,000 shares of common stock have been restawvessuance under the 2000 Plan. The Companydtagranted any stock purchase
awards or stock bonuses under the 2000 Plan. Ugtairt changes in control of the Company, all @anding and unvested options or stock
awards under the 2000 Plan will vest at the rate08b, unless assumed or substituted by the acguenitity. As of September 30, 2003, there
were options to purchase 2,514,142 shares outsigadid 484,616 shares available for awards unde2@80 Plan.

In July 2000, the Company adopted two nonfiedlstock option plans, or the McAdam Plans, amection with hiring John McAdam,
the Company’s President and Chief Executive Offi¢tie first McAdam Plan provided for a grant of @B non-qualified stock options for
Mr. McAdam. This grant was cancelled and the plas verminated in fiscal 2002. The second McAdam Blavided for a grant of
50,000 options. In fiscal year 2002, the optionsenfally vested and 50,000 shares were issued uhdesecond McAdam Plan.

In October 2000, the Company adopted a natifopd stock option plan in connection with theihg of Jeff Pancottine, the Company’s
Senior Vice President of Marketing and Businessdlmyment. This Plan provides for a grant of 200,000-qualified stock options for
Mr. Pancottine. All options under this plan expifeyears from the grant date. As of September @03 2there were options to purchase
200,000 shares outstanding and no shares avaitatdevards under the Plan.

In May 2001, the Company adopted a non-gedli§tock option plan in connection with the hirifgSteve Coburn, the CompasySenio
Vice President of Finance and Chief Financial @ificThis plan provides for a grant of 200,000 noaiified stock options for Mr. Coburn.
As of September 30, 2003, there were options tolfasge 200,000 shares outstanding and no sharésbdedor awards under the Plan.

In July 2003, the Company adopted the uRoauisition Equity Incentive Plan, or the uRoam PRiarconnection with the hiring of the
former employees of uRoam. A total of 250,000 shafeccommon stock have been reserved for issuamder ithe uRoam Plan. The plan
provides for discretionary grants of non-qualifaatt incentive stock options, stock purchase awandsstock bonuses. The Company has not
granted any stock purchase awards or stock bonunstes this plan. As of September 30, 2003 ther@wptions to purchase 240,000 shares
outstanding and 10,000 shares available for awandsr the uRoam Plan.

In prior years, the Company issued stockamstiwith an exercise price less than the deemesddhie of the Company’s common stock at
the date of grant. In fiscal years 2003 and 2002 were no options issued below fair market yalaeordingly no additional compensation
costs were recorded. Approximately $0.1 milliordeferred compensation was recorded during fiscal 2801 and is being amortized over
the vesting period of the options. Amortizatiorstdck compensation costs of approximately $0.lionill$0.4 million, and $2.6 million has
been recognized as an expense for the fiscal yealesd September 30, 2003, 2002 and 2001, respgctive
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A summary of stock option activity under @flithe Company’s plans is as follows:

Options Outstanding

Weighted
Shares Number Average
Available for of Exercise Price

Grant Shares Per Share

Balance, October 1, 20( 1,124,33. 5,303,27. $42.6¢
Options grante: (4,662,57) 4,662,57 12.5¢
Options exercise — (607,98 1.0€
Options cancele 1,446,97 (1,446,97) 50.0¢
Additional shares reserve 2,400,001 — —
Balance, September 30, 2C 308,73: 7,910,88: 27.02
Options grante: (2,233,85I) 2,233,85! 12.52
Options exercise — (764,509 4.91
Options cancele 2,139,37! (2,139,37) 52.67
Additional shares reserv¢ 1,500,001 — —
Balance, September 30, 2C 1,714,26. 7,240,85I 17.3C
Options grante: (2,195,30i) 2,195,301 15.2¢
Options exercise — (1,423,55i) 7.6C
Options cancele 504,77: (504,77) 25.6¢
Additional shares reserved (terminated), 1,155,001 — —
Balance at September 30, 2( 1,178,73 7,507,82! $17.92
.| I

The weighted-average fair values and weightegztage exercise prices per share at the datenf fipr options granted were as follows:

Years Ended September 30,

2003 2002 2001
Weighted-average fair value of options granted wikhbrcise prices equal to
the market value of the stock at the date of g $ 7.4¢ $10.0¢ $10.5¢
| | |
Weighted-average exercise price of options grawitfuexercise prices
equal to the market value of the stock at the daggant $15.2¢ $12.52 $12.4C
| | |
Weighted-average fair value of options granted wibrcise prices less
than the market value of the stock at the datearft N/A N/A $27.8¢
| I I
Weightedaverage exercise price of options granted withaseiprices les
than the market value of the stock at the datearft N/A N/A $29.4:
| | |
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The following table summarizes informatioroaboptions outstanding at September 30, 2003:

Options Outstanding Options Exercisable

Weighted Average

Remaining Weighted Average Weighted
Range of Number of Contractual Life Exercise Price Number of Average Price

Exercise Prices Shares (in years) Per Share Shares Per Share
$0.05-% 6.50 361,68¢ 5.3¢ $ 2.3¢ 345,14! $ 2.24
$6.56-$11.12 2,944,68 7.9t $ 9.4¢ 2,370,67! $ 9.2C
$11.18-$14.64 1,783,74. 9.2t $14.17 429,35:; $13.6¢
$15.00- $33.00 1,568,35! 8.2t $22.92 656,84¢ $26.9¢
$33.06- $120.8¢ 849,36 6.6¢ $52.4¢ 698,24 $53.51
$ 0.05- $120.88 7,507,82! 8.0t $17.92 4,500,26! $18.5¢

— —

Pro forma information regarding net inconas$)) is required by SFAS No. 123 and has beenrdeted as if the Company had accounted
for its stock options under the minimum value metfar all periods prior to the Company becominguéljr entity and the fair value method
for all periods subsequent to the Company becomipgblic entity. The fair value of each option simated at the date of grant using the
following weighted-average assumptions:

Stock Option Plan Years Ended September 30,
Years Ended September 30, Employee Stock Purchaska®
2003 2002 2001 2003 2002 2001
Risk-free interest rat 2.32% 4.12% 4.81% 1.22% 2.57% 4.4%
Expected dividen: — — — — — —
Expected live: 4.0 year 4.3 year 4.0 year 0.5 year 0.5 year 0.5 year
Expected volatility 49.95% 99.41% 138.7% 72.9% 99.41% 138.7%

1999 Employee Stock Purchase Plan

In May 1999, the board of directors approved theptidn of the 1999 Employee Stock Purchase PlanKEthployee Stock Purchase Pl
A total of 1,000,000 shares of common stock hawnlveserved for issuance under the Employee Staah&se Plan. The Employee Stock
Purchase Plan permits eligible employees to acghiages of the Company’s common stock through gierigayroll deductions of up to 15%
of base compensation. No employee may purchase tmame$25,000 worth of stock, determined at therfairket value of the shares at the
time such option is granted, in one calendar yEae. Employee Stock Purchase Plan has been implethana series of offering periods,
each 6 months in duration. The price at which ttramon stock may be purchased is 85% of the legsbedair market value of the
Company’s common stock on the first day of the @pple offering period or on the last day of thepective purchase period. As of
September 30, 2003 there were 311,332 shares lalesiita awards under the Employee Stock Purchase Pl

11. Commitments and Contingencies
Operating Leases

In April 2000, the Company amended and resdtttie lease agreement for its corporate headgsiamt&eattle, Washington. The lease
expires in 2012 with an option for renewal. Theskeaommenced in July 2000 on the first building] e lease on the second building
commenced in September 2000. The second buildiadpéan fully subleased until 2012. The Company lalsses office space for product
development personnel in Spokane, Washington and&se, California and for sales and support paeddn Washington
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DC, New York, Hong Kong, Singapore, Taiwan, Jagaustralia, Germany, France, and the United Kingd®dhe lease for the
Washington DC office has been primarily subleasedugh 2007.

Future minimum operating lease paymentsphstiblease income, are as follows (in thousands):

Gross Net
Lease Sublease Lease
Payments Income Payments
2004 $ 6,06: $ 3,33t $ 2,727
2005 5,622 3,451 2,171
2006 5,70z 3,561 2,13t
2007 5,597 3,571 2,02¢
2008 5,51¢ 3,571 1,94¢
Thereafte 22,18( 14,71( 7,47(C
$50,67¢ $32,20¢ $18,47¢
— — —

Rent expense under non-cancelable operaasgs amounted to approximately $4.5 million, $4illon, and $4.8 million for the fiscal
years ended September 30, 2003, 2002, and 20@kctesly.

Litigation

In July and August 2001, a series of putasieeurities class action lawsuits were filed intgaiStates District Court, Southern District of
New York against certain investment banking firfmsttunderwrote the Compé's initial and secondary public offerings, the Camp and
some of the Company officers and directors. These cases, which haea bonsolidated under In re. F5 Networks, IndidinPublic Offering
Securities Litigation, No. 01 CV 7055, assert tthat registration statements for the Company’s dJri®99 initial public offering and
September 30, 1999 secondary offering failed tolds® certain alleged improper actions by the undtars for the offerings. The
consolidated, amended complaint alleges claimsiagtiie Company and those of our officers and thremamed in the complaint under
Sections 11 and 15 of the Securities Act of 1988, inder Sections 10(b) and 20(a) of the Seculiiehange Act of 1934. Other lawsuits
have been filed making similar allegations regagdhme public offerings of more than 300 other conigs. All of these various consolidated
cases have been coordinated for pretrial purpasés@. Initial Public Offering Securities Litigah, Civil Action No. 21-MC-92. In October
2002, the directors and officers were dismissetauit prejudice. The issuer defendants filed a doatdd motion to dismiss these lawsuits in
July 2002, which the Court granted in part and @@ part in an order dated February 19, 2003.0dwert declined to dismiss the Sectior
and Section 10(b) and Rule 10b-5 claims againsCtdmapany. In June 2003, a proposal was made fadtitkement and release of claims
against the issuer defendants and their directado#icers, including us, in exchange for a guégad recovery to be paid by the issuer
defendantsinsurance carriers and an assignment of certaimslagainst the underwriters. The settlement igestibo a number of conditior
including approval by the proposed settling paréied the Court. If the settlement does not ocaudt,lgigation against us continues, we
believe we have meritorious defenses and intenigtend the case vigorously. Securities class atitigation could result in substantial costs
and divert our management'’s attention and resoubgs to the inherent uncertainties of litigatiarg cannot accurately predict the ultimate
outcome of the litigation, and any unfavorable oute could have a material adverse impact on ounéss, financial condition and operat
results.

We are not aware of any additional pendimggl@roceedings against us that, individually othia aggregate, would have a material
adverse effect on our business, operating resulfipancial condition. We may in the future betgdo litigation arising in the course of our
business, including claims that we allegedly
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infringe third-party trademarks and other intelledtproperty rights. Such claims, even if not negrtus, could result in the expenditure of
significant financial and managerial resources.

12. Related Party Transactions

In October 2000, the Company extended atoam executive officer and his wife, in the prpadiamount of $350,000, in order to
facilitate the purchase of a residence in the #eatéa. On March 15, 2002, payments due underdteewere extended for a period of one
year, as allowed per the terms of the note. Tlan Is evidenced by a promissory note, the prinapathich is payable in three eqt
installments, together with accrued interest, oma&81, 2002, March 31, 2003, and March 31, 2004nmediately upon the sale of the
residence or termination of the officer's employménterest accrues on the loan at the rate of 6#@pnum. The balance of the loan totaled
$240,354 at September 30, 2003. The residencealdinsOctober 2003 and the loan was repaid indollOctober 20, 2003.

13. Employee Benefit Plans

The Company has a 401(k) savings plan wheetigiple employees may voluntarily contribute agemtage of their compensation. The
Company may, at its discretion, match a portiothefemployees’ eligible contributions. Contribudny the Company to the plan during the
years ended September 30, 2003, 2002, and 2001appreximately $852,000, $950,000, and $953,0Gpeaetively. Contributions made |
the Company vest over four years.

14.  Geographic Sales and Significant Customers

The following presents revenues by geograpgon (in thousands):

Years Ended September 30,

2003 2002 2001
United State: $ 75,40¢ $ 73,45¢ $ 72,40¢
Europe 16,88( 13,99( 10,00
Asia Pacific 23,60¢ 20,81¢ 24,957

$115,89! $108,26t $107,36°

The Company’s customers are in diverse imghssand geographic locations. Net revenues fraariational customers are primarily
denominated in U.S. Dollars and totaled approxitgeé0.5 million, $34.8 million, and $35.0 millidior the years ended September 30,
2003, 2002 and 2001, respectively. One domestidhlisor accounted for 12.6% of total net revenoiefiscal year 2003. This distributor
accounted for 17.8% of accounts receivable as pfeBaber 30, 2003. During the years ended SepteBthe&2002 and 2001, no single reseller
or customer exceeded 10% of the Company’s net tevenaccounts receivable balance.

15.  Quarterly Results of Operations

The following presents the Company’s unawtiitaarterly results of operations for the eightrtera ended September 30, 2003. The
information should be read in conjunction with ©empany’s financial statements and related notdadied elsewhere in this report. This
unaudited information has been prepared on the basie as the audited financial statements anddeslall adjustments, consisting only of
normal
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recurring adjustments that were considered necefwaa fair presentation of our operating restdtsthe quarters presented. The following
presents quarterly results of operations (unauditetin thousands):

Three Months Ended

Sept. 30, June 30, March 31, Dec. 31, Sept. 30, &UB0, March 31, Dec. 31,
2003 2003 2003 2002 2002 2002 2002 2001
Net revenue:
Products $23,04¢ $21,31( $20,33¢ $19,50: $20,37¢ $20,75( $20,78: $20,65¢
Services 8,58t 7,87¢ 7,67¢ 7,55k 6,69¢ 6,31¢ 6,31¢ 6,367
Total 31,63: 29,18¢ 28,01° 27,05¢ 27,07t 27,06 27,101 27,02t
Cost of net revenue
Products 5,08¢ 4,491 4,20z 4,057 4,04¢ 5,081 5,151 5,96:
Services 2,34 2,29( 2,27¢ 2,161 2,36( 2,50« 2,68( 2,69¢
Total 7,42¢ 6,781 6,47¢ 6,21¢ 6,40¢ 7,58t 7,831 8,651
Gross profi 24,20t 22,40¢ 21,53¢ 20,83¢ 20,66¢ 19,48( 19,27( 18,36¢
Operating expenst
Sales and marketir 14,04: 13,59 13,06: 12,75¢ 13,06: 13,25¢ 11,82 12,44(
Research and developmt 5,15¢ 4,81( 4,88¢ 4,39t 4,312 4,78¢ 4,75] 4,137
General and administrative
Q) 2,96¢ 2,80( 2,90( 3,35( 3,427 3,04¢ 4,52¢ 4,04t
Restructuring charge — — — — 503 2,771 — —
Amortization of unearned
compensatiol 6 6 5 66 aC 10¢€ 114 13¢
Total operating expens 22,17( 21,20¢ 20,85: 20,57( 21,39 23,96° 21,21 20,75¢
Income(loss) from operatio 2,03t 1,19¢ 687 26¢ (725) (4,487%) (1,947) (2,387)
Other income (loss), ni (37%) 352 312 462 35E 287 273 50t
Income(loss) before income
taxes 1,66( 1,551 99¢ 73C (370 (4,200 (1,669 (1,882
Provision for income taxe 307 152 184 21C 53 14¢€ 101 18¢
Net income(loss $ 1,35: $ 1,39¢ $ 81t $ 52C $ (429 $(4,34¢)  $(1,770 $(2,07))
I I I I I | | |
Net income (loss) pe
share— basic $ .0t $ .0t $ .02 $ .02 $ (.02 $ (179 $ (.07 $ (.09
I I I I I | | |
Weighted average shares —
basic 27,12t 26,63¢ 26,16¢ 25,88: 25,67( 25,537 25,20z 24,88:
| | | | | | | |
Net income (loss) pe
share— diluted $ .0 $ .0 $ .03 $ .02 $ (.02 $ (17) $ (.07 $ (.08
I I I I I | | |
Weighted average shares —
diluted 29,52: 28,46° 27,49: 26,93t 25,67( 25,537 25,20z 24,88:
| | | | | | | |

(1) During the fourth quarter of fiscal year 2068 Company reversed a $250 reserve initiallyndisteed for an amount considered
potentially uncollectible. The amount was recovgratsuant to a settlement agreement and the réwdide reserve was recorded as a



credit to general and administrative expen
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F5 NETWORKS, INC.
SUPPLEMENTARY DATA

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

Balance at Charges to Balance
beginning costs and Charges to at end
Description of period expenses other accounts Dedimns of period
(in thousands)
Year Ended September 30, 2(
Allowance for doubtful accoun $ 3,83¢ $ (650) $ — $(1,662) $ 1,524
Allowance for sales returr $ 1,61¢ $ 347 $ 74E $(1,187) $ 1,52¢
Income tax valuation allowant $26,32¢ $ — $ 4,382 $ — $30,71:
Year Ended September 30, 2(
Allowance for doubtful accoun $ 3,91« $2,88¢ $ — $(2,967) $ 3,83¢
Allowance for sales returr $ 2,331 $3,792 $ 384 $(4,897) $ 1,61¢
Income tax valuation allowan $20,92¢ $ — $ 5,40C $ — $26,32¢
Year Ended September 30, 2(
Allowance for doubtful accoun $ 85¢ $5,79¢ $ — $(2,747) $ 3,91«
Allowance for sales returr $ 80¢ $9,511 $ 277 $(8,265) $ 2,331
Income tax valuation allowan $ 4,88/ $ — $16,04¢ $ — $20,92¢
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Item 9. Changes in and Disagreements with Accountants orcéenting and Financial Disclosure

None.

Iltem 9A. Controls and Procedures

As of September 30, 2003, we carried outvatuation, under the supervision and with the pgadition of the Company’s management,
including our Chief Executive Officer and Chief kirtial Officer, of the effectiveness of the desagual operation of our disclosure controls
and procedures pursuant to Exchange Act Rule 18a-a6d 15dt5(e). Based upon that evaluation, the Chief Exee@fficer and the Chie
Financial Officer concluded that our disclosuretools and procedures are effective to timely aleetn to any material information relating
the Company (including its consolidated subsid&@rteat must be included in our periodic SEC fiinghere have been no significant
changes in the Company’s internal controls or freofactors that could significantly affect interoantrols subsequent to their evaluation.

We intend to review and evaluate the desigheffectiveness of our disclosure controls andgdares on an ongoing basis and to
improve our controls and procedures over time antbtrect any deficiencies that we may discoveh@future. Our goal is to ensure that our
senior management has timely access to all maferéaicial and non-financial information concernimgr business. While we believe the
present design of our disclosure controls and pho@s is effective to achieve our goal, future év@rffecting our business may cause us to
modify our disclosure controls and procedures.

PART IlI

Iltem 10. Directors And Executive Officers of the Registra

The following table sets forth certain infation with respect to our executive officers anectiors as of October 29, 2003:

Name Age Position
John McAdarnr 52 President, Chief Executive Officer and Direc
Steven B. Cobur 50 Senior Vice President of Finance and Chief Findr@féicer
Edward J. Eames 45 Senior Vice President of Business Operations aice YPresident of
Global Service!
M. Thomas Hull 44 Senior Vice President of Worldwide Sa
Jeff Pancottine 43 Senior Vice President of Marketing and Businessdlmyment
Joann M. Reite 46 Vice President, General Counsel and Corporate &egi
Jeff Stockdale 43 Senior Vice President of Product Developnr
Glenn T. Edens(1 50 Director
Keith D. Grinstein(1)(3 43 Director
Karl D. Guelich(1)(2 61 Chairman of the Board of Directo
Alan J. Higginson(2)(3 56 Director
Jeffrey S. Husse 42 Director
Rich Malone(2)(3 55 Director

(1) Member of the Audit Committe:
(2) Member of the Compensation Committ
(3) Member of the Corporate Governance Commi
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John McAdambhas served as our President, Chief Executive Qffind a director since July 2000. Prior to joinugy Mr. McAdam
served as General Manager of the Web server sasiisdss at International Business Machines Conpor&tom September 1999 to July
2000. From January 1995 until August 1999, Mr. MaAdserved as the President and Chief Operatingédffif Sequent Computer Systems,
Inc., a manufacturer of high-end open systems, lmhias sold to International Business Machines Qaitimn in September 1999.
Mr. McAdam holds a B.S. in Computer Science from thiversity of Glasgow, Scotland.

Steven B. Coburrhas served as our Senior Vice President of FinandeChief Financial Officer since May 2001. Priojdining us,
Mr. Coburn worked at TeleTech Holdings, Inc., atooger relationship management services companyhaes Einancial Officer and Senior
Vice-President from October 1995 until August 198%re he oversaw the finance, business develophegal, and investor relations
functions of the company. Mr. Coburn holds a BmAccounting from Southern lllinois University.

Edward J. Eamedas served as our Senior Vice President of Busi@essations and Vice President of Global ServigesesJanuary
2001 and as our Vice President of Professionali&s\from October 2000 to January 2001. From Sdmerh999 to October 2000,
Mr. Eames served as Vice President of e-Businesscs for International Business Machines CorpgoratFrom June 1992 to September
1999, Mr. Eames served as the European Servicestbirand the Worldwide Vice President of CustoBenvice for Sequent Computer
Systems, Inc., a manufacturer of high-end operesystMr. Eames holds a Higher National Diploma usiBess Studies from Bristol
Polytechnic and in 1994 completed the Senior Exeel®rogram at the London Business School.

M. Thomas Hulljoined us as our Senior Vice President of Worldwiaées on October 20, 2003. Prior to joining us, Null serviced as
President and Chief Executive Officer of Picture@@rporation from April 2001 to October 2003. Fr@sptember 1998 through April 1999,
he served as Vice President of Corporate Saleégiéow Corporation. From April 1999 to January 2088,served as Senior Vice President of
Worldwide Sales for Visio Corporation through itxjaisition by Microsoft Corporation in January 206@om January 2000 through July
2000, Mr. Hull continued to oversee sales of thei&/product set for Microsoft Corporation. He hatdB.S. in Electrical Engineering from
the University of Washington.

Jeff Pancottinehas served as our Senior Vice President of Marfetid Business Development since October 2000 rjoining us,
Mr. Pancottine served as Senior Vice Presidenatdssand Marketing for the Media Systems DivisibReal Networks, Inc., from April
2000 to October 2000. Prior to that, Mr. Pancottirss the Vice President of Business Marketing &l IGorporation, from November 1999
April 2000. From June 1997 to November 1999, Mindedtine held the position of Vice President of idbMarketing at Sequent Computer
Systems, Inc. Jeff holds a Master of EngineerinGamputer Science from Cornell University, and &.Bn Computer Science from the
University of California at Riverside.

Joann M. Reiterhas served as our Vice President and General Clainse April 2000, and as General Counsel fromil&#98 through
April 2000. She has served as our Corporate Segrsitace June 1999. Prior to joining us, Ms. Restenved as Director of Operations for
Excell Data Corporation, an information technolegynsulting and system integration services compiamg September 1997 through March
1998. From September 1992 through September 1887%&esved as Director of Legal Services and Busibevelopment for CellPro, Inc. a
medical device manufacturer. She holds a J.D. ffwrniversity of Washington and is a member ofWeeshington State Bar Association.

Jeff Stockdalehas served as our Senior Vice President of Prddercélopment since June 2003 and as Vice Presidétatiorm
Technology from September 2001 to June 2003. Mrckslale served as our Director of Platform Techgplivtom May 1999 to September
2001. Prior to joining us, Mr. Stockdale servedasior Engineering Manager for Adaptec Inc. (folgn@ogent Data Technologies Inc.), an
Ethernet networking company, from 1993 to 1999. $tockdale holds a B.S. in Electrical Engineerirognt Washington State University.

Glenn T. Edenswvas appointed as one of our directors in AugusB26i@ is currently Vice President, Research ati@ignosystems, Inc.
From May 2001 to September 2002, Mr. Edens sersadiae President and Chief of Technology Strategyttie Hewlett Packard Company.
From November 1998 to June 2001, he
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served as President of AT&T Strategic VenturesanWice President of Broadband Technology, for ATi&boratories. From October 1992
to November 1998, he served as General Managbedidome Systems Division for Interval Research G@tion. He attended California
State University at Kellogg (now California StatelyRechnic University, Pomona), with an emphasisaorhitecture and electrical
engineering.

Keith D. Grinsteinhas served as one of our directors since Decen8®&. He also serves as board chair for Coinstar, éncoin countin
machine company, and as lead outside director éotéda, Inc. an economics-consulting firm. Mr. Gtéin is a partner of Second Avenue
Partners, LLC, a venture capital fund. Mr. Grinsteipast experience includes serving as Presi@dnef Executive Officer and Vice Chair of
Nextel International Inc., and as President ana&fdEkecutive Officer of the Aviation CommunicatioDgsision of AT&T Wireless Service
Inc. Mr. Grinstein holds a B.A. from Yale Universsénd a J.D. from Georgetown University.

Karl D. Guelichhas served as Chairman of the Board of Directaicesianuary 2003 and as one of our directors Sunce 1999.
Mr. Guelich has been in private practice as aftedtpublic accountant since his retirement from€®& Young LLP in 1993, where he
served as the Area Managing Partner for the Padiithwest offices headquartered in Seattle frortoder 1986 to November 1992.
Mr. Guelich holds a B.S. in Accounting from Arizo8#ate University.

Alan J. Higginsonhas served as one of our directors since May 1986Higginson has been the President and Chief ke Officer o
Hubspan, Inc., an e-business infrastructure proyviiece August 2001. From November 1995 to Noverib88, Mr. Higginson served as
President of Atrieva Corporation, a provider of adeed data backup and retrieval technology. Mrghiigpn holds a B.S. in Commerce and
an M.B.A. from the University of Santa Clara.

Jeffrey S. Husseyo-founded the Company in February 1996 and hagdexrs one of our directors since that time. Freforirary 1996
through August 2002, Mr. Hussey was also ChairnfaheBoard, and from February 1996 to July 20Q0,©@hief Executive Officer and
President. He served as our Chief Strategist fnaign2000 through October 2001 and as our treadtoar February 1996 to March 1999.
Mr. Hussey holds a B.A. in Finance from SeattleifRatniversity and an M.B.A. from the University 8/ashington.

Rich Malonewas appointed as one of our directors in AugusB280r. Malone has been the Chief Information Offioé Edward Jones
Investments Inc. since 1979, when he joined EdwWargks Investments as a General Principal. In 1885gcame a member of the
management committee of Edward Jones Investmemtdvione is currently a member of the BITS Advis@roup, the Xerox Executive
Advisory Forum and serves on the Technology Adyisdtommittee at Arizona State University.

There are no family relationships among afithe Company’s directors or executive officers.

Additional information called for by Iltem 1 this Part Il is included in our Proxy Statemegiating to our annual meeting of
shareholders and is incorporated herein by referéfee information appears in the Proxy Statemadeuthe captions “Board of Directors”
and “Executive Compensation.” Such Proxy Statemalhbe filed within 120 days of our last fiscal geended September 30, 2003.
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ltem 11. Executive Compensatio

The following tables and descriptive materigdt forth information concerning compensatiomeaifor services rendered to the Company
by (a) the Chief Executive Officer of the Compathg CEO, and (b) the Company’s four other mostlgighmpensated executive officers
who were serving as executive officers of the Comypat the end of fiscal year 2003, and (c) one atkee officer of the Company who
resigned during fiscal year 2003. We refer to theautive officers and former executive officellectively, together with the CEO, as the
Named Executive Officer:

Long Term
Annual Compensation Compensation
Other Annual Securities All Other
Bonus(1) Compensation Underlying Compensation(2)
Name and Principal Position Year Salary ($) $) $) Options(#) (6]

John McAdarr 200z  $446,04¢ $386,06! $ — 160,00( $ 78¢

President, Chie 200z  $424,00( $320,47: $ — 200,00 $ 78¢

Executive Officel 2001  $400,00( $196,69: $1,102,62(3) 745,00( $151,86(

Steve Coburi 200z  $265,00( $181,09: $ — 55,00( $ 3,18¢

Senior VP and Chie 200z  $229,45! $162,52! $ — 70,00( $ 18¢

Financial Officer 2001 % 77,59¢ $ 50,00( $ — 200,00( $ 79

Steven Goldman(< 200  $301,79: $137,89: $ — 55,00( $ 3,69¢

Senior VP of Sale 200z  $222,60( $243,21! $ — 70,00( $ 3,78¢

and Service 2001  $211,15: $185,00: $ — 107,50( $ 3,547

Jeff Pancottine 200z  $292,30( $202,52! $ — 55,00( $ 3,78¢

Senior VP of Marketing 200z  $212,00( $235,01« $ — 70,00( $ 3,78¢

and Business Developme 2001  $188,71¢ $249,24((5) $ — 300,00t $ 3,62¢

Edward Eame 200z  $222,60( $154,42¢ $ — 55,00( $ 3,78¢

Senior VP of Busines 200z  $212,00( $128,18¢ $ — 70,00( $ 6,69

Operations and VP ¢ 2001  $191,25( $ 98,677 $ — 205,00t $ 52¢
Global Service:

Joann Reite 200z  $169,44: $ 41,69t $ — 55,00( $ 3,78¢

VP and General Couns 200z  $171,72 $ 34,61 $ — 50,00( $ 3,78¢

2001  $154,00( $ 11,42t $ — 40,00( $ 3,547

(1) Includes bonus amounts earned during the fiscal

(2) The amounts in this column for fiscal year 2@@clude a $3,000 contribution by us to the 40Rggount of each of Messrs. Coburn,
Goldman, Pancottine, Eames and Ms. Reiter andraipne payment toward a term life insurance policys®89 for each of
Messrs. McAdam, Coburn, Pancottine, Eames and MiseiRand of $173 for Mr. Goldman. A stipend oD$6or Internet service
provider fees is also included for Messrs. McAd&ancottine, Eames and Ms. Reiter, and $525 foil@dtdman. The amounts in this
column for fiscal year 2002 include a $3,000 cdmition by us to the 401(k) account of each of MesSoldman, Pancottine, Eames
and Ms. Reiter and a premium payment toward a tiéermsurance policy of $189 for each of the naregdcutive officers. A stipend
$600 for Internet service provider fees is alsduded for Messrs. McAdam, Goldman, Pancottine, Esaamel Ms. Reiter. In addition,
the amount shown for Mr. Eames includes a reimboese of $2,906 for moving expenses. The amounttsisncolumn for fiscal year
2001 include a $3,000 contribution by us to the(kpaccount of each of Messrs. Goldman, Pancottind,Ms. Reiter and a premium
payment toward a term life insurance policy of $27Messrs. McAdam, Goldman and Ms. Reiter, ofé&% Mr. Eames and
Mr. Pancottine and of $79 for Mr. Coburn. A stipexfds300 for Internet service provider fees is atsduded for Messrs. McAdam,
Goldman, Pancottine, Eames and Ms. Reiter. In mtdithe amount listed for Mr. McAdam includes ameursement of $151,313 for
moving expense:

(3) Includes a reimbursement of $1,102,629 for taxkded to the exercise of a r-qualified stock option
(4) Mr Goldman resigned from the Company in August@®2
(5) Includes a $50,000 signing bon
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Options Grants in Last Fiscal Year

The following table sets forth informationno@rning the awards of options to purchase shdregracommon stock made to the Named
Executive Officers during fiscal year 2003:

Individual Grants
Potential Realizable Value at

Number of Percent of Assumed Annual Rates of

Securities Total Options Exercise Stock Price Appreciation for

Underlying Granted to or Base Option Term(2)

Options Employees in Price Expiration
Name Granted (#) Fiscal Year(1) ($/Sh) Date 5%($) 0%(%$)

John McAdarnr 160,000(3 7.3% $14.64 5/8/201: $1,473,60 $3,732,80!
Steven Cobur 55,000(3 2.5% $14.64 5/8/201: $ 506,55( $1,283,15!
Jeff Pancottine 55,000(3 2.5% $14.6¢ 5/8/201: $ 506,55( $1,283,15!
Edward Eame 55,000(3 2.5% $14.6¢ 5/8/201: $ 506,55( $1,283,15!
Joann Reite 55,000(3 2.5% $14.6¢ 5/8/201: $ 506,55( $1,283,15!
Steven Goldman(« 55,000(3 2.5% $14.6¢ 5/8/201: $ 506,55( $1,283,15!

(1) Atotal of 2,195,300 stock options were grdritefiscal year 2003 by the Company to approxiryad®0 employees including options
granted to executive officer

(2) Potential gains are net of exercise pricebedibre taxes associated with exercise. These asstates of appreciation are provided in
order to comply with requirements of the SEC, aaddt represent the Compasyeéxpectation as to the actual rate of appreciati@ur
common stock. The actual value of the options éélbend on the performance of our common stocknsmdbe greater or less than the
amounts showr

(3) Options vest in equal monthly increments over tine years following the date of gral
(4) Mr. Goldman resigned from the Company in Augus2@®3.
Aggregate Exercise of Stock Options in Fiscal Ye&003 and Fiscal Year-End Option Values

The following table sets forth information concewpithe exercise of stock options during fiscal y2@03 by each of the Named Execut
Officers and the number and value of unexerciséep held by those officers at the end of fisczdry2003:

Number of Securities Value of Unexercised
Underlying Unexercised In-the-Money
Options at Options at
September 30, 2003 (#) September 30, 2003 ($)(2)
Shares Value
Acquired on Realized Exercisable Unexercisable Exeisable Unexercisable

Name Exercise (#) (%)) #) #) ($) $)
John McAdarn 300,00( $3,047,45. 604,99¢ 200,00: $6,549,87! $1,154,67,
Steven Cobur — — 172,49¢ 152,50: $1,181,75. $ 943,64t
Jeff Pancottine 100,00( $ 734,76 201,66! 123,33! $ 421,09: $ 400,30¢
Edward Eame 27,12( $ 276,84¢ 194,75: 88,12¢ $1,285,37! $ 400,30¢
Joann Reite — — 85,41¢ 62,50: $ 785,21! $ 346,17.
Steven Goldman(: 151,06:  $1,797,81 52,39¢ — $ 489,60( —

(1) Based on the market value of our common sabtke exercise date, less the exercise pricejptiedt by the number of shares acquired
upon exercise

(2) Based on the $19.24 per share market valogrofommon stock at September 30, 2003, less theise price, multiplied by the
number of shares underlying the opti

(3) Mr. Goldman resigned from the Company in August3
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Employment Contracts, Termination of Employment andChange in Control Arrangements

Each of the named executive officers wasypgarin individual compensation plan, which setifahe base salary and target bonus for
each such individual for fiscal year 2003. The ¢atgpnuses were set at the percentage of basg satdorth below and were payable subject
to achievement of certain individual and compangeyperformance metrics during fiscal year 2003.

We list below a chart showing these execuatibase salaries and target bonuses for fiscal3@@8, assuming the specified performance
goals were met.

Executive Base Salary(1) Target Bonus
John McAdan $445,20( 75% of base salai
Steven Coburi $265,00( 60% of base salai
Jeff Pancottint $292,30( 60% of base salai
Edward Eame $222,60( 60% of base salal
Joann Reite $180,30¢ 20% of base salai
Steven Goldman(z $310,00( 60% of base salai

(1) Actual base salary earned in fiscal year 2003tisosth above in this Item 1.

(2) Mr. Goldman resigned from the Company in Augus?@®3.
Option Grant Change in Control Provisions

Under the terms of our stock incentive platsck option awards are generally subject to spi@covisions upon the occurrence of a
defined “change in control” transaction. Under fens, all or a certain portion of outstanding wsted stock options held by all participants
under the plans, including our executive officevdl, become fully vested upon a change in contfdhe Company.

Messrs. McAdam, Coburn, Pancottine and EaandaVis. Reiter have unvested stock options undet @28 Equity Incentive Plan, or the
1998 Plan, which provides that upon certain chaigesntrol of the Company, 50% of all outstandamgl unvested options under the 1998
Plan will accelerate and vest, unless assumedbstituted by the acquiring entity.

Mr. Coburn has unvested stock options underrequalified stock option plan, which provideatthpon certain changes in control of the
Company, all outstanding and unvested options utigeplan will fully vest.

Mr. Pancottine has unvested stock optionguacon-qualified stock option plan, which prowdeat upon certain changes in control of
the Company, 50% of all outstanding and unvesteidmagpunder the plan will accelerate and vest.

Mr. Eames has unvested stock options undeAmended and Restated 1996 Stock Option Plan addrwour 2000 Employee Equity

Incentive Plan. Mr. Eames’ options provide thatmupachange in control of the Company, 50% of MmEa outstanding and unvested
options will accelerate and vest.

As of the date of his resignation from thex®@any, Mr. Goldman had unvested options under 898 Plan, which provides that upon
certain changes in control of the Company, 50%lajutstanding and unvested options under the TH88 will accelerate and vest, unless
assumed or substituted by the acquiring entity oAMr. Goldman’s unvested option were canceledhisrresignation.

Compensation of Directors

Directors of the Company are paid $35,00Quafiy for their services as members of the BoarDioéctors. Members of the audit
committee, compensation committee and Governanoenitbee are paid an additional $8,000, $2,000 dn@d, respectively for each year
of service. The Chairman receives an
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additional $12,000 paid annually. All Directors asémbursed for certain expenses in connection afibnding board and committee
meetings.

Beginning fiscal year 2001, all non-emplogéectors who also serve on a board committee veagptions to purchase 15,000 shares of
Common Stock on the day of the Company’s annuatingeerhese options are fully vested and exercesablthe date of grant, and have an
exercise price equal to the closing price of thenBany stock on the date of grant. Messrs. Higgin€arelich, and Grinstein were each
granted options to purchase 15,000 shares of constock under the Company’s 1998 Equity IncentivanRthe “1998 Plan”) in April 2001,
May 2002 and February 2003 at exercise prices df$&11.12 and $12.79, respectively. Messrs. EdrddValone were each granted
options to purchase 15,000 shares of common stod&rithe 1998 plan in August 2003 at an Exercissfif $17.92.

Additional information called for by Item 1of this Part Il is included in our Proxy Statemesiating to our annual meeting of
shareholders and is incorporated herein by referefoe information appears in the Proxy Statemedeuthe captions “Board of Directors”
and “Executive Compensation.” Such Proxy Statemalhbe filed within 120 days of our last fiscal geended September 30, 2003.

Item 12.  Security Ownership of Certain Beneficial Owners athbnagement

The following table sets forth informatiorgeeding the beneficial ownership of our common lstag of October 28, 2003 by (a) each
person known to the Company to own beneficially enthian 5% of outstanding shares of our common stadRctober 28, 2003, (b) each
director and nominee for director of the Compaunytiie Named Executive Officers and (d) all direstand executive officers as a group.
information in this table is based solely on statats in filings with the SEC or other reliable infation.

Number of
Shares of
Common Stock Percent of
Beneficially Common Stock
Name and Address(1) Owned(2) Outstanding(2)
Mellon Financial Corporation(: 1,747,68 6.2%

One Mellon Cente
Pittsburgh, Pennsylvania 152
Kern Capital Management, LLC(: 1,470,801 5.2%
114 West 47th Street, Suite 1€
New York, NY 1003€

John McAdam(5 705,61( 2.€6%
Steven Coburn(€ 196,45 *
Jeff Pancottine(7 229,79( *
Edward J. Eames(! 215,64. *
Joann Reiter(9 107,97¢ *
Steven Goldman(1( 34,25¢ *
Karl D. Guelich(11] 42,50( *
Jeffrey S. Hussey(1: 2,209,561 8.C%
Alan J. Higginson(13 121,50( *
Keith D. Grinstein(14 58,50( *
Rich Malone(15 15,00( *
Glenn Edens(1€ 15,00( *
All directors and executive officers as a group eéple)(17 4,041,98 14.7%

* less than 1%.

(1) Unless otherwise indicated, the address dfi @athe named individuals is c/o F5 Networks, |41 Elliott Avenue West, Seattle,
Washington 9811¢
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()

(3)

(4)

()
(6)
(7)
(8)
(9)

(10)

(11)

(12)

(13)
(14)
(15)
(16)

(17)

Beneficial ownership of shares is determimeddcordance with the rules of the SEC and gendralludes any shares over which a
person exercises sole or shared voting or investpmmer, or of which a person has the right to &#egownership within 60 days after
October 28, 2003. Except as otherwise noted, eadop or entity has sole voting and investment pavith respect to the shares
shown.

The holding shown is as reported by Mellonaricial Corporation in a Schedule 13G filed on Jan@a, 2003 as the aggregate
amount beneficially owned by each reporting perséellon Financial Corporation has reported solengpower over 1,428,381
shares, shared voting power over 305,500 sharkesdspositive power over 1,440,281 shares, anteshdispositive power over
307,400 share:

The holding shown is as reported by Kern Capitahdtgement in a Schedule 13G/A filed on April 10,20Qern Capital Manageme
has reported sole voting and dispositive power ailet,470,800 share

Includes 649,999 shares issuable upon exeotigptions exercisable within 60 days of Octob&r 2003.
Includes 196,457 shares issuable upon exeotigptions exercisable within 60 days of Octob&r 2003.
Includes 229,790 shares issuable upon exeotigptions exercisable within 60 days of Octob&r 2003.
Includes 214,753 shares issuable upon exen€igptions exercisable within 60 days of Octob&r 2003.

Includes 98,541 shares issuable upon exeo€igptions exercisable within 60 days of October Z&3.

Includes 32,395 shares issuable upon exep€igptions exercisable within 60 days of Octob&r 2003. Mr. Goldman resigned in
August 2003

Includes 42,500 shares issuable upon exercisetiainspexercisable within 60 days of October 28,21

Does not include 350,000 shares held by Bbion as trustee of the Hussey Family Trust fbo Mussey’s minor child. Mr. Hussey
disclaims any beneficial ownership of the shardd hg the trust. Includes 92,166 shares issuabie @xercise of options exercisable
within 60 days of October 28, 20(C

Includes 121,500 shares issuable upon exercisptiming exercisable within 60 days of October 283
Includes 52,500 shares issuable upon exercisetiainspexercisable within 60 days of October 28,21
Includes 15,000 shares issuable upon exercisetiaingpexercisable within 60 days of October 28,2
Includes 15,000 shares issuable upon exercisetiainspexercisable within 60 days of October 28,21
Includes 1,847,517 shares issuable upon exercisptimins exercisable within 60 days of OctoberZ®)3.
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Equity Compensation Plan Information

The following table provides information a@sSeptember 30, 2003 with respect to the sharéseo€ompany’s common stock that may be
issued under the Company’s existing equity compensalans.

Column C

Number of securities

Column A remaining available for
Column B future issuance under equity
Number of securities compensation plans (total
to be issued upon Weighted-average securities auttiwed but
exercise of exercise price of unissued under thegpis,
Plan Category outstanding options outstanding optios less Column A)
Equity compensation plans approved by
security holders(1 4,665,01/(2) $17.25(2) 684,11°(2)
Equity compensation plans not approved by
security holders(3 3,154,14. $18.8¢ 494,61t
Total 7,819,19. $17.92 1,178,73.
— — —

(1) Consists of the Amended and Restated 199&®ption Plan, 1998 Equity Incentive Plan, Non-Eaygle Director Stock Option Plan
and the 1999 Employee Stock Purchase |

(2) Does notinclude a weighted average purchase for 1999 Employee Stock Purchase Plan. Thebeurof shares and the purchase
price for shares available for purchase under 889 Employee Stock Purchase Plan in the purchassdge progress on September
2003 could not be determined as of September 3I8B.,

(3) Consists of the 2000 Employee Equity Incentive Plagoam Acquisition Equity Incentive Plan and exa@unew hire grants

Description of Plans not Approved by Security Hofdt

2000 Employee Equity Incentive Plam.July 2000, the Company’s board of directors addphe 2000 Employee Equity Incentive Plan,
or the 2000 Plan, which provides for discretiongignts of non-qualified stock options, stock pusghawards and stock bonuses for
employees and other service providers. A total, 503,000 shares of common stock have been restawessuance under the 2000 Plan. As
of September 30, 2003 there were options to puecBdsl4,142 shares outstanding and 484,616 shaagalade for awards under the 2000
plan.

All options under the 2000 Plan expire 10rgdeom the grant date and each option will havexarcise price of not less than the fair
market value of the Company’s stock on the dategh®n is granted. The options granted under 6@ZPlan may be exercisable
immediately or may vest and become exercisableiiogic installments. In the event of the termioatof an optiones’ employment with th
Company, vesting of options will stop and the optie may exercise vested options for a specifieidghef time after the termination. Upon
certain changes in control of the Company, 50%lajutstanding and unvested options or stock awandker the 2000 Plan will vest and
become immediately exercisable, unless assumadbatituted by the acquiring entity.

uRoam Planin July 2003, the Company’s board of directors a€ldphe uRoam Acquisition Equity Incentive PlanuBroam Plan, in
connection with the hiring of the former employeésiRoam, Inc. The plan provides for discretiongrgnts of non-qualified and incentive
stock options, stock purchase awards and stockdasnT’he board of directors approved 250,000 slofismmon stock to be reserved for
issuance under the uRoam Plan. As of Septemb&@0B3, there were options to purchase 240,000 sbatstanding and 10,000 shares
available for awards under the uRoam Plan.

All options under the uRoam Plan expire 18rgdrom the grant date. Incentive stock optiorlsivaive an exercise price of not less than
the fair market value of the Company’s stock ondhte the option is granted and rqumlified stock options will have an exercise pradaot
less than 85% of the fair market
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value of the Company’s stock on the date the optiggranted. Under certain circumstances and sutgjezertain limitations, options granted
under the uRoam Plan may also provide for an auioradditional option grant to an optionee uponreise.

The options granted under the uRoam Plan may heisable immediately or may vest and become exani@#sin periodic installments.
the event of the termination of an optionee’s emplent with the Company, vesting of options willgend the optionee may exercise vested
options for a specified period of time after thertmation. Upon certain changes in control of ttmrpany, 50% of all outstanding and
unvested options or stock awards under the uRoamwill vest and become immediately exercisabléesmassumed or substituted by the
acquiring entity.

New Hire Grantsin October 2000, the Company'’s board of directoigpéed a non-qualified stock option plan, or thadedtine Plan, in
connection with the hiring of Jeff Pancottine, @@mpany’s Senior Vice President of Marketing andiBess Development. The Pancottine
Plan provides for a grant of 200,000 non-qualifiéatk options for Mr. Pancottine. As of Septeml&rZ003, no remaining shares are
available for grant under this plan.

In May 2001, the Company'’s board of directspted a non-qualified stock option plan, or@odurn Plan, in connection with the
hiring of Steve Coburn, the Company’s Vice Presiddririnance and Chief Financial Officer. The Cab®tan provides for a grant of
200,000 non-qualified stock options for Mr. Cobufs. of September 30, 2003, no remaining shareaaiable for grant under this plan.

All options under these plans expire 10 y&ams the grant date and each plan specifies thecese price of options granted under the
plan. The options granted under the plans vesbandme exercisable in periodic installments oveeréod of up to 4 years from the grant
date. In the event of the termination of an opt@sa&mployment with the Company, vesting of optiailsstop and the optionee may
exercise vested options for a specified periodnoé tafter the termination. Upon certain changesointrol of the Company, 100% of all
outstanding and unvested options under the Coblam Bnd 50% or all outstanding and unvested ogtionder the Pancottine Plan, will vest
and become immediately exercisable.

Item 13.  Certain Relationships and Related Party Transaction

The Company has entered into indemnificatigreements with the Compasydirectors and certain officers for the indemuifion of anc
advancement of expenses to these persons to tastfektent permitted by law. The Company alsondseto enter into these agreements with
the Company'’s future directors and certain futfieers.

In October 2000, the Company extended atoam executive officer and his wife, in the prpadiamount of $350,000, in order to
facilitate the purchase of a residence in the featea. On March 15, 2002, payments due underdteewere extended for a period of one
year, as allowed per the terms of the note. Tlan lwas evidenced by a promissory note, the prihoipahich was payable in three eq:
installments, together with accrued interest, omad&1, 2002, March 31, 2003, and March 31, 2004nmediately upon the sale of the
residence or termination of the officer's employménterest accrued on the loan at the rate of 8#apnum. The balance of the loan totaled
$240,354 at September 30, 2003. The residencealdisOctober 2003 and the loan was repaid indalOctober 20, 2003.

The Company believes that the foregoing agests are in the Company’s best interest and waderon terms no less favorable to the
Company than could have been obtained from ureii third parties. All future transactions betwdenCompany and any of the
Company’s officers, directors or principal shareleot will be approved in advance by our Audit Cottesi
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Item 14.  Principal Accountant Fees and Servict

The following is a summary of the fees biltedhe Company by PricewaterhouseCoopers LLPrimiepsional services rendered for the
fiscal years ended September 30, 2003 and 2002:

Years Ended September 30,

Fee Category 2003 2002
Audit Fees $206,50! $197,20:
Audit-Related Fee 78,75( 21,03¢
Tax Fees 2,00( 14,75(
All Other Fees — —
Total Fees $287,25( $232,99:
| | [ |

Audit FeesConsists of fees billed for professional serviesdered for the audit of the Company’s consolidéiteahcial statements and
review of the interim consolidated financial stagets included in quarterly reports and servicesahanormally provided by
PricewaterhouseCoopers LLP in connection with steyuand regulatory filings or engagements.

Audit-Related Feegonsists of fees billed for assurance and reladedces that are reasonably related to the perfocmaf the audit or
review of the Company’s consolidated financialestagnts and are not reported under “Audit Fees.5&lservices include accounting
consultations in connection with acquisitions, gy related to registration statements, and ctatsls concerning financial accounting and
reporting standards.

Tax FeesConsists of fees billed for professional serviaastéix compliance, tax advice and tax planning.sEhgervices include assista
regarding federal, state and international tax d@mpe, tax audit defense, customs and duties, ene@nd acquisitions, and international tax
planning.

PART IV
ltem 15.  Exhibits, Financial Statement Schedules, and Reoon Form &K
(a) Documents filed as part of this repoet as follows:
(1) Consolidated Financial Statements:

See Index to Consolidated Financial Statemiectuded under Item 8 in Part Il of this Form KO-

(2) Exhibits:
Exhibit
Number Exhibit Description
3.1 — Second Amended and Restated Articles of Incorparaif the Registration(?
3.2 — Amended and Restated Bylaws of the Registral
41 — Specimen Common Stock Certificate
4.2 — Form of Senior Indenture(.
4.3 — Form of Subordinated Indenture|
10.1 — Amended and Restated Office Lease Agreement dgteiti3) 2000, between the Company and 401 ElliottstV
LLC(3)
10.z — Common Stock and Warrant Purchase Agreement dated2b, 2001 between the Company and Nokia Finance
International B.V.(4
10.2 — Investo’s Rights Agreement dated June 26, 2001 betwee@dhepany and Nokia Finance International B.V
10.4 — Sublease Agreement dated March 30, 2001 betwedddhmpany and Cell Therapeutics, Inc.

69




Table of Contents

Exhibit
Number

10.t —
10.€ —
10.7 —
10.€ —
10.¢ —
10.2( —
10.11 —
10.1z —
10.1 —
10.1¢ —
10.1¢ —
10.1¢€ —
10.1% —
10.1¢ —
10.1¢ —
10.2( —
10.21 —
10.22° —
10.23* —
10.24° —
10.25° —
10.26* —
10.27* —
10.28° —
12.1* —
21.1* —
23.1* —
31.1* —
31.2* —
32.1* —

*

1)
()

Filed herewith.

Exhibit Description

uRoam Acquisition Equity Incentive Plan(

Form of Indemnification Agreement between the Regig and each of its directors and certain obffiers(1)
1998 Equity Incentive Plan, as amended on Febri@r2003(6

Form of Option Agreement under the 1998 Equity iise Plan(1)

1999 Employee Stock Purchase Plai

Amended and Restated Direct’ Nonqualified Stock Option Plan(.

Form of Option Agreement under the Amended anddestDirector Nonqualified Stock Option Plan(.
Amended and Restated 1996 Stock Option Ple

Form of Option Agreement under the Amended anda&Res$t1 996 Stock Option Plan(

1999 Nor-Employee Director Stock Option Plan(1

Form of Option Agreement under 1999 I-Employee Director’ Stock Option Plan(1

NonQualified Stock Option Agreement between Johitam and the Company dated July 24, 200
NonQualified Stock Option Agreement between Johitam and the Company dated July 24, 200
2000 Employee Equity Incentive Plan

Form of Option Agreement under the 2000 Equity iice Plan (9

NonQualified Stock Option Agreement between Jeffdddtine and the Company dated October 23, 20(
NonQualified Stock Option Agreement between Steebutn and the Company dated May 29, 200
2003 Compensation Plan Agreement between the CongrahJohn McAdam dated October 1, 2!
2003 Compensation Plan Agreement between the ComgrahSteven Coburn dated October 1, 2
2003 Compensation Plan Agreement between the ComgrahJeff Pancottine dated October 1, 2
2003 Compensation Plan Agreement between the ComgrahJulian Eames dated October 1, 2

2003 Compensation Plan Agreement between the CongrahJoann Reiter dated October 1, 2

2003 Compensation Plan Agreement between the CongahSteven Goldman dated October 1, 2
Employment Offer Letter by the Company to Juliamiga dated November 2, 20

Ratio of Fixed Charge

Subsidiaries of the Registre

Consent of PricewaterhouseCoopers LLP, Indeperfdeditors

Certification Pursuant to Section 302 of the Sael-Oxley Act of 200z

Certification Pursuant to Section 302 of the Sael-Oxley Act of 200z

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

Incorporated by reference from Registration Statéroa Form -1, File No. 33-75817.

Incorporated by reference from Registration Statéroa Form -3, File No. 33-108826.
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(3)
(4)
()
(6)
(7)
(8)
(9)

Incorporated by reference from Quarterly ReporForm 1(-Q for the quarter ended June 30, 2(
Incorporated by reference from Quarterly ReporEorm 1(-Q for the quarter ended June 30, 2(
Incorporated by reference from Registration Statéroa Form -8, File No. 33-109895.
Incorporated by reference from Registration Statéroa Form -8, File No. 33-104169.
Incorporated by reference from Annual Report omir@f-K for the year ended September 30, 2(
Incorporated by reference from Registration Statéroa Form -8, File No. 33-51878.

Incorporated by reference from Annual Report omiraf-K for the year ended September 30, 2(

(b) Reports on Form 8-K:

On September 15, 2003, the Company filedranR&K/ A reporting under Item 2. Acquisition ordpiosition of Assets, providing the

financial statements of uRoam, Inc. and pro formarfcial information.

On July 23, 2003, the Company filed quartedynings results for the quarter ending June @03 n Form 8-K, reporting under Item 9.

Regulation FD Disclosure.

On July 23, 2003, the Company filed on Fori & press release reporting under Item 2. Acqaisior Disposition of Assets, announcing

our purchase of substantially all the assets ofamRdnc.
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SIGNATURES

Pursuant to the requirements of Section 185¢d) of the Securities Exchange Act of 1934, Rlegistrant has duly caused this report to be
signed on its behalf by the undersigned, thereduatyp authorized.

F5 NETWORKS, INC.
Dated: October 29, 2003

By: /sl JOHN MCADAM

John McAdam
Chief Executive Officer and President

Pursuant to the requirements of the Secariichange Act of 1934, this report has been sitpedalv by the following persons on behalf
of the Registrant and in the capacities and ord#tes indicated.

Signature Title Date

By: /sl JOHN MCADAM Chief Executive Officer, President, and Direc October 29, 2003
(Principal Executive Officer)

John McAdan

By: /s/ STEVEN B. COBURN Senior Vice President, Chief Financial Officer = October 29, 2003
(Principal Finance and Accounting Officer)

Steven B. Cobur

By: /sl GLENN T. EDENS Director October 29, 2003
Glenn T. Eden
By: /s KEITH D. GRINSTEIN Director October 29, 2003

Keith D. Grinsteir

By: /sl KARL D. GUELICH Director October 29, 2003
Karl D. Guelich
By: /sl ALAN J. HIGGINSON Director October 29, 2003

Alan J. Higginsor

By: /sl JEFFREY S. HUSSEY Director October 29, 2003

Jeffrey S. Husse

By: /s/ RICH MALONE Director October 29, 2003

Rich Malone
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EXHIBIT INDEX
Exhibit
Number Exhibit Description
3.1 — Second Amended and Restated Articles of Incorparaif the Registration(?
3.2 — Amended and Restated Bylaws of the Registral
41 — Specimen Common Stock Certificate
4.2 — Form of Senior Indenture(.
4.3 — Form of Subordinated Indenture|
10.1 — Amended and Restated Office Lease Agreement dgteitl 3 2000, between the Company and 401 ElliogstV
LLC(3)
10.z — Common Stock and Warrant Purchase Agreement datexl2B, 2001 between the Company and Nokia Finance
International B.V.(4
10.z — Investo’s Rights Agreement dated June 26, 2001 betwee@dhmany and Nokia Finance International B.V
10.4 — Sublease Agreement dated March 30, 2001 betwedddhmpany and Cell Therapeutics, Inc.
10.t — uRoam Acquisition Equity Incentive Plan(
10.€ — Form of Indemnification Agreement between the Regig and each of its directors and certain obifiers(1)
10.7 — 1998 Equity Incentive Plan, as amended on Febri@r2003(6
10.¢ — Form of Option Agreement under the 1998 Equity e Plan(1)
10.¢ — 1999 Employee Stock Purchase Plai
10.1(C — Amended and Restated Direc” Nonqualified Stock Option Plan(.
10.11 — Form of Option Agreement under the Amended anddegtDirector Nonqualified Stock Option Plan(.
10.12 — Amended and Restated 1996 Stock Option Ple
10.1: — Form of Option Agreement under the Amended andd®es$t1996 Stock Option Plan(
10.1¢ — 1999 Nor-Employee Director Stock Option Plan(1
10.1¢ — Form of Option Agreement under 1999 I-Employee Director’ Stock Option Plan(1
10.1¢€ — NonQualified Stock Option Agreement between Johi\tm and the Company dated July 24, 200
10.1% — NonQualified Stock Option Agreement between Johi\tm and the Company dated July 24, 200
10.1¢ — 2000 Employee Equity Incentive Plan
10.1¢ — Form of Option Agreement under the 2000 Equity e Plan (9
10.2( — NonQualified Stock Option Agreement between Jeffdédtine and the Company dated October 23, 20(
10.21 — NonQualified Stock Option Agreement between StewbuEn and the Company dated May 29, 200
10.22° — 2003 Compensation Plan Agreement between the CongrahJohn McAdam dated October 1, 2!
10.23° — 2003 Compensation Plan Agreement between the CongrahSteven Coburn dated October 1, 2
10.24° — 2003 Compensation Plan Agreement between the CongrahJeff Pancottine dated October 1, 2
10.25° — 2003 Compensation Plan Agreement between the CongrahJulian Eames dated October 1, 2
10.26* — 2003 Compensation Plan Agreement between the CongrahJoann Reiter dated October 1, 2
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Exhibit

Number Exhibit Description
10.27* — 2003 Compensation Plan Agreement between the CongrahSteven Goldman dated October 1, 2
10.28° — Employment Offer Letter by the Company to Juliamiga dated November 2, 20

12.1* — Ratio of Fixed Charge

21.1* — Subsidiaries of the Registre

23.1* — Consent of PricewaterhouseCoopers LLP, Indeperfdeditors

31.1* — Certification Pursuant to Section 302 of the Sael-Oxley Act of 200z

31.2* — Certification Pursuant to Section 302 of the Sael-Oxley Act of 200z

32.1* — Certification Pursuant to Section 906 of the Sael-Oxley Act of 200z

* Filed herewith.

(1) Incorporated by reference from Registration Statéroa Form -1, File No. 33-75817.
(2) Incorporated by reference from Registration Statgroa Form -3, File No. 33-108826.
(3) Incorporated by reference from Quarterly ReporfForm 1(-Q for the quarter ended June 30, 2(
(4) Incorporated by reference from Quarterly ReporForm 1(-Q for the quarter ended June 30, 2(
(5) Incorporated by reference from Registration Statéroa Form -8, File No. 33-109895.
(6) Incorporated by reference from Registration Statéroa Form -8, File No. 33-104169.
(7) Incorporated by reference from Annual Report omi-@f-K for the year ended September 30, 2(
(8) Incorporated by reference from Registration Statéroa Form -8, File No. 33-51878.
(9) Incorporated by reference from Annual Report omi-@f-K for the year ended September 30, 2(
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Exhibit 10.22
F5 NETWORKS, INC.

JOHN MCADAM
PRESIDENT & CEO
2003 COMPENSATION PLAN

COMPENSATION CATEGORIES

The total compensation package is designed to geatie President & CEO $779,100 in annual incorus, gpside earnings potential,
according to the following categories:

1. ANNUAL BASE SALARY: Compensation for managingetbfforts of the Executive team. $445,200 payabledekly in arrears.

2. INCENTIVE COMPENSATION: Offered to the PresidénCEO for leading his team to meet their objective0% of the incentive
compensation will be based on successfully achgegach quarterly revenue goal. The other 50% ointentive compensation will be based
on achieving each quarterly EBITDA goal. Targetwainincome from incentive compensation is $333@00lan (75% of base salary), plus
significant upside for exceeding goals.

PAYMENT TERMS

The incentive compensation will be paid linearlpab 80% of targeted goals. (i.e.: 80% of the pdssiicentive compensation will be p:



for revenues at 80% of goal, 90% is paid for reesnat 90% of goal.) There is no limit, however bgtlals must hit 100% for the accelerator
to apply. No incentive compensation will be paidfesults less than 80% of goals. If earned, payseill be made quarterly.

EFFECTIVE DATE AND TERM
This plan shall take effect on October 1, 2002 stmall remain in effect until September 30, 2003.

TERMINATION

If the President & CEO's employment terminatesrpodhe end of the fiscal 2003, he will be eligilb receive incentive compensation
payments only through the end of the last full tgeraemployed.

NOTICES

F5 Networks reserves the right to change, alteaacel any provision contained within this plan mpaitten notice to the President & CEO.
Nothing in this plan is intended to grant a righttmployment for any specific ter

AMIGUITIES AND INCONSISTENCIES

This plan has been carefully considered and is trtedre reasonable and complete. When circumstaw®s which require special
interpretation, however, it shall be the respottisyof the Compensation Committee to determineithent of the plan and to render a
judgment, which is fair to both the President & GE@d the compan

ACCEPTANCE OF PLAN AND CONDITIONS

/sl Karl D. Guelich /'s/ John McAdam

F5 Networks, Inc. John McAdam
Presi dent & CEO

Novenber 12, 2002 Novenber 12, 2002



Exhibit 10.23
F5 NETWORKS, INC.

STEVE COBURN
SR. VP OF FINANCE & CFO
2003 COMPENSATION PLAN

COMPENSATION CATEGORIES

The total compensation package is designed to geahie Sr. VP of Finance & CFO $421,624 in annuabine, plus upside earnings
potential, according to the following categories:

1. ANNUAL BASE SALARY: Compensation for managingetbfforts of the Finance and Administration tea#265,000 payable bi-weekly
in arrears.

2. INCENTIVE COMPENSATION: Offered to the Sr. VP Binance & CFO for leading his team to meet thbjectives. 50% of the
incentive compensation will be based on succegsfglhieving each quarterly revenue goal. The diiiét of the incentive compensation v
be based on achieving each quarterly EBITDA goaigé&t annual income from incentive compensatic#l 56,624 at plan (~60% of base
salary), plus significant upside for exceeding goal

PAYMENT TERMS

The incentive compensation will be paid linearlpad 80% of targeted goals. (i.e.: 80% of the pdssitcentive compensation will be paid
for revenues at 80% of goal, 90% is paid for rewsnat 90% of goal.) There is no limit, however bgtlals must hit 100% for the accelerator
to apply. No incentive compensation will be paidfesults less than 80% of goals. If earned, paysneill be made quarterly.

EFFECTIVE DATE AND TERM
This plan shall take effect on October 1, 2002 stmall remain in effect until September 30, 2003.
TERMINATION

If the Sr. VP of Finance & CFO's employment ternbésagprior to the end of the fiscal 2003, he willdbigible to receive incentive
compensation payments only through the end ofasflll quarter employed.

NOTICES

F5 Networks reserves the right to change, alteaacel any provision contained within this plan mpwitten notice to the Sr. VP of Finance
& CFO. Nothing in this plan is intended to gramight to employment for any specific term.

AMIGUITIES AND INCONSISTENCIES

This plan has been carefully considered and is irtedve reasonable and complete. When circumstarums which require special
interpretation, however, it shall be the respotigjbdf the CEO and the Compensation Committeedi@inine the intent of the plan and to
render a judgment, which is fair to both the Sr.afFFinance & CFO, and the company.

ACCEPTANCE OF PLAN AND CONDITIONS

/sl John McAdam / s/ Steve Coburn

John McAdam St eve Coburn

CEO and Presi dent Sr. VP of Finance & CFO
Novenber 12, 2002 Novenber 12, 2002



Exhibit 10.24
F5 NETWORKS, INC.

JEFF PANCOTTINE
SR. VP OF MARKETING & BUSINESS DEVELOPMENT
2003 COMPENSATION PLAN

COMPENSATION CATEGORIES

The total compensation package is designed to geabie SR. VP of Marketing & Business Developmel@7460 in annual income, plus
upside earnings potential, according to the follgywategories:

1. ANNUAL BASE SALARY: Compensation for managingetbfforts of the Marketing and Business Developntesins. $292,300 payable
bi-weekly in arrears.

2. INCENTIVE COMPENSATION: Offered to the Sr. VP lfarketing & Business Development for leading leiarmh to meet their objective
50% of the incentive compensation will be basedwrtessfully achieving each quarterly revenue gded. other 50% of the incentive
compensation will be based on achieving each qipEBITDA goal. Target annual income from incetigompensation is $175,160 at plan
(60% of base salary), plus significant upside faremding goals.

PAYMENT TERMS

The incentive compensation will be paid linearlpad 80% of targeted goals. (i.e.: 80% of the pdssitcentive compensation will be paid
for revenues at 80% of goal, 90% is paid for rewsnat 90% of goal.) There is no limit, however bgtlals must hit 100% for the accelerator
to apply. No incentive compensation will be paidfesults less than 80% of goals. If earned, paysneill be made quarterly.

EFFECTIVE DATE AND TERM
This plan shall take effect on October 1, 2002 stmall remain in effect until September 30, 2003.
TERMINATION

If the Sr. VP of Marketing & Business Developmestsployment terminates prior to the end of thedi@003, he will be eligible to receive
incentive compensation payments only through tlieafrthe last full quarter employed.

NOTICES

F5 Networks reserves the right to change, alteaacel any provision contained within this plan mpwitten notice to the Sr. VP of
Marketing & Business Development. Nothing in thiiarpis intended to grant a right to employmentdioy specific term.

AMIGUITIES AND INCONSISTENCIES

This plan has been carefully considered and is irtedve reasonable and complete. When circumstarums which require special
interpretation, however, it shall be the respotigjbdf the CEO and the Compensation Committeedizinine the intent of the plan and to
render a judgment, which is fair to both the Sr.afRarketing & Business Development, and the comypa

ACCEPTANCE OF PLAN AND CONDITIONS

/sl John McAdam /sl Jeff Pancottine

John McAdam Jeff Pancottine

CEO and Presi dent Sr. VP of Marketing & Business Devel opnent
Novenber 12, 2002 Novenber 12, 2002



Exhibit 10.25
F5 NETWORKS, INC.

JULIAN EAMES
SR. VP OF BUSINESS OPERATIONS
2003 COMPENSATION PLAN

COMPENSATION CATEGORIES

The total compensation package is designed to geahie Sr. VP of Business Operations $356,160 muanncome, plus upside earnings
potential, according to the following categories:

1. ANNUAL BASE SALARY: Compensation for managingetbfforts of the Operations' teams. $222,600 pa&yhislveekly in arrears.

2. INCENTIVE COMPENSATION: Offered to the Sr. VP Bfisiness Operations for leading his team to ntest bbjectives. 50% of the
incentive compensation will be based on succegsfghieving each quarterly revenue goal. The diét of the incentive compensation v
be based on achieving each quarterly EBITDA goaig&t annual income from incentive compensatici3,560 at plan (60% of base
salary), plus significant upside for exceeding goal

PAYMENT TERMS

The incentive compensation will be paid linearlpad 80% of targeted goals. (i.e.: 80% of the pdssitcentive compensation will be paid
for revenues at 80% of goal, 90% is paid for rewsnat 90% of goal.) There is no limit, however bgblals must hit 100% for the accelerator
to apply. No incentive compensation will be paidfesults less than 80% of goals. If earned, paysneill be made quarterly.

EFFECTIVE DATE AND TERM
This plan shall take effect on October 1, 2002 stmall remain in effect until September 30, 2003.
TERMINATION

If the Sr. VP of Business Operations' employmemhieates prior to the end of the fiscal 2003, hit vé eligible to receive incentive
compensation payments only through the end ofasflll quarter employed.

NOTICES

F5 Networks reserves the right to change, alteaacel any provision contained within this plan mpwitten notice to the Sr. VP of Business
Operations. Nothing in this plan is intended tongi@right to employment for any specific term.

AMIGUITIES AND INCONSISTENCIES

This plan has been carefully considered and is irtedre reasonable and complete. When circumstarums which require special
interpretation, however, it shall be the respotigjbdf the CEO and the Compensation Committeedizinine the intent of the plan and to
render a judgment, which is fair to both the Sr.afBusiness Operations, and the company.

ACCEPTANCE OF PLAN AND CONDITIONS

/sl John McAdam /'s/ Julian Eanes

John McAdam Julian Eanes

CEO and Presi dent Sr. VP of Business Operations
Novenber 12, 2002 Novenber 12, 2002



Exhibit 10.26
F5 NETWORKS, INC.

JOANN REITER
VP, GENERAL COUNSEL
2003 COMPENSATION PLAN

COMPENSATION CATEGORIES

The total compensation package is designed to geeatie VP, General Counsel $216,367 in annual ie¢c@hus upside earnings potential,
according to the following categories:

1. ANNUAL BASE SALARY: Compensation for managingetbfforts of Legal team. $180,306 payable bi-wedaklgrrears.

2. INCENTIVE COMPENSATION: Offered to the VP, GeakCounsel for leading her team to meet their dhjes. 50% of the incentive
compensation will be based on successfully achgegach quarterly revenue goal. The other 50% ointbentive compensation will be based
on achieving each quarterly EBITDA goal. Targetwainncome from incentive compensation is $36,06dlan (20% of base salary), plus
significant upside for exceeding goals.

PAYMENT TERMS

The incentive compensation will be paid linearlpad 80% of targeted goals. (i.e.: 80% of the pdssitcentive compensation will be paid
for revenues at 80% of goal, 90% is paid for rewsnat 90% of goal.) There is no limit, however bgblals must hit 100% for the accelerator
to apply. No incentive compensation will be paidfesults less than 80% of goals. If earned, paysneill be made quarterly.

EFFECTIVE DATE AND TERM
This plan shall take effect on October 1, 2002 stmall remain in effect until September 30, 2003.
TERMINATION

If the VP, General Counsel's employment terminptés to the end of the fiscal 2003, she will bigjigle to receive incentive compensation
payments only through the end of the last full teraemployed.

NOTICES

F5 Networks reserves the right to change, alteaacel any provision contained within this plan mpwitten notice to the VP, General
Counsel. Nothing in this plan is intended to gmanight to employment for any specific term.

AMIGUITIES AND INCONSISTENCIES

This plan has been carefully considered and is irtedve reasonable and complete. When circumstarums which require special
interpretation, however, it shall be the respotigjbdf the CEO and the Compensation Committeedi@inine the intent of the plan and to
render a judgment, which is fair to both the VPn&al Counsel, and the company.

ACCEPTANCE OF PLAN AND CONDITIONS

/ s/ John McAdam / s/ Joann Reiter
John McAdam Joann Reiter

CEO and Presi dent VP, General Counsel
Novenber 12, 2002 Novenber 12, 2002



Exhibit 10.27
F5 NETWORKS, INC.

STEVE GOLDMAN
SR. VP, SALES & SERVICES
2003 COMPENSATION PLAN

COMPENSATION CATEGORIES

The total compensation package is designed to geathie Sr. VP, Sales & Services $490,833 in aningame, plus upside earnings poten
according to the following categories:

1. ANNUAL BASE SALARY: Compensation for managingetbfforts of the Sales and Services teams. $31@agable biweekly in arrear:

2. INCENTIVE COMPENSATION: Offered to the Sr. VPal8s & Services for leading his team to meet thbjectives. 50% of the incenti
compensation will be based on successfully achgegach quarterly revenue goal. The other 50% ointbentive compensation will be based
on achieving each quarterly EBITDA goal. Targetwainncome from incentive compensation is $180,838lan (~60% of base salary), plus
significant upside for exceeding goals.

PAYMENT TERMS

The incentive compensation will be paid linearlpad 80% of targeted goals. (i.e.: 80% of the pdssitcentive compensation will be paid
for revenues at 80% of goal, 90% is paid for reesnat 90% of goal.) There is no limit, however bgtlals must hit 100% for the accelerator
to apply. No incentive compensation will be paidfesults less than 80% of goals. If earned, paysneill be made quarterly.

EFFECTIVE DATE AND TERM
This plan shall take effect on October 1, 2002 stmall remain in effect until September 30, 2003.
TERMINATION

If the Sr. VP, Sales & Services', employment teates prior to the end of the fiscal 2003, he wélldbigible to receive incentive
compensation payments only through the end ofasflll quarter employed.

NOTICES

F5 Networks reserves the right to change, alteaacel any provision contained within this plan mpwitten notice to the Sr. VP, Sales &
Services. Nothing in this plan is intended to ganight to employment for any specific term.

AMIGUITIES AND INCONSISTENCIES

This plan has been carefully considered and is irtedve reasonable and complete. When circumstarums which require special
interpretation, however, it shall be the respotigjbdf the CEO and the Compensation Committeedi@inine the intent of the plan and to
render a judgment, which is fair to both the Sr, 8Bles & Services, and the company.

ACCEPTANCE OF PLAN AND CONDITIONS

/sl John McAdam /sl Steve Gol dman

John McAdam St eve Gol dman

CEO and Presi dent Sr. VP, Sales & Services
Novenber 12, 2002 Novenber 12, 2002



Exhibit 10.28
(F5 NETWORKS LETTERHEAD)
November 02, 200

Julian Eames
15450 SW Koll Parkway
Beaverton, OR 97006-606

Dear Julian:
| am very pleased to extend to you this offer oplpment with F5 Networks. The terms of the offex as follows:
(1) POSITION

Vice President of Professional Services, reportin§teve Goldman. In this position you will be resgible for building and managing F5's
global professional and managed services business.

(2) SALARY

Your base salary will be $200,000 annually, predsor the period of your employment with F5 durthg calendar year. Salary will be paid
twice per month.

(3) BONUS

You will be eligible for a performance bonus, pagadarterly, targeted at $120,000 annually, miedreed to revenue and profitability
objectives.

(4) EQUITY-OPTION GRANT

You will be granted options to purchase 70,000eshaf F5 common stock on your start date. Theserapwill be granted under the
Company's Stock Option Plan, contingent upon satisfy completion of all employee contracts anc&pimployee documentation as
required by F5. These options will have an exerpigee equal to the closing price of F5's stocklendate of grant, and will vest over a four-
year period. If there is a change of control of¢henpany, 50% of your unvested options will vesniediately.

(5) RELOCATION EXPENSES
You will be reimbursed for all reasonable and costoy expenses associated with your relocation fPomland to the Seattle area.
(6) BENEFITS

You will be eligible to participate in all F5 beitgflans. F5 Network's plan pays 100% of the mddaental and vision insurance costs for
employees and 80% of the costs of dependent coveYagr benefits will start on the first day of thmnth following your hire date. A 401
(k) plan is also provided to full-time F5 Networssiployees. You may enroll in the 401(k) plan at timg prior to the 1st of the month
following your hire date or during any subsequgrgrmenrollment period beginning on January 1 or Judf each year. Enclosed is a brief
description of these plans in addition to somehefdther benefits F5 Networks offers its employ



Page 2
November 02, 200

Your employment with F5 Networks is "at will," engel into voluntarily for an indefinite period ofite, and can be terminated at any time for
any reason at the discretion of either you or B3png as there is no violation of applicable Udiftates federal or state law. Nothing that is
said or written anyplace, including this letter|lWie construed as a promise of permanent employoresf employment for any particular
length of time.

This offer is contingent upon your signing thigdetand the attached employee agreement. Plegsmie® this offer by faxing these signed
documents to me at (206) 272-6625.

| am really excited at the prospect of you joinktgy | look forward to you helping us lead the compin a solid growth mode that is certain
to result in the enhancement of shareholder vatdetlze reaping of tremendous rewards for you anad family.

Sincerely,

/sl Jeffrey S. Hussey
Jeffrey S. Hussey
Chai r man

Acceptance and Acknowledgment

| accept the offer on the terms outlined in thiteleto me from F5 Networks Inc., and acknowledge agree that there are no other oral or
implied understandings regarding my employment By\NEtworks.

/s/ Julian Eanes Nov 2nd 2000

Jul i an Eanes Dat e



Exhibit 12.1

RATIO OF FIXED CHARGES
(IN THOUSANDS, EXCEPT RATIO DATA)

YEARS ENDED SEPTEMBER 30,

2003 2002 2001 2000 1999
Income (loss) before income taxes............. $4, 940 $(8, 121) $(26, 695) $15, 755 $(4, 344)
Fi xed Charges :

Interest portion of rental expense......... 1, 497 1,451 1,592 623 155
Earnings (loss) before fixed charges.......... $6, 437 $(6,670) $ (25, 103) $16, 378 $(4, 189)
Ratio of earnings to fixed charges (1) 4. 30 N A N A 26. 29 N A
Deficiency of earnings to fixed charges (2)Total N A $(8,121) $(26, 695) N A $(4, 344)

(1) Ratio of earnings to fixed charges represdragatio of net income
(loss), before fixed charges and income taxesxémfcharges and income taxes, to fixed chargearaedlocation of rental charges to
approximate equivalent interest.

(2) Due to the loss we incurred in 1998, 1999, 280d 2002, the ratio coverage is less than 1:1waldd have had to have generated
additional earnings in the amounts indicated taeaeha ratio of 1:1



Exhibit 21.1

SUBSIDIARIES OF THE REGISTRANT

NAME JURI SDI CTI ON OF ORGANI ZATI ON

F5 Networks Australia Pty. Limted Australia

F5 Net wor ks SARL France

F5 Net wor ks GrbH Ger many

F5 Networ ks Hong Kong Limted Hong Kong

F5 Networ ks, Japan K K Japan

F5 Networ ks Korea Ltd. Kor ea

F5 Networks Singapore Pte Ltd Si ngapore

F5 Networks Limted Uni ted Ki ngdom



Exhibit 23.1
Consent of Independent Accountants

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (Fids.Bi33-80177, 333-82249, 333-34570,
333-51878, 333-76272, 333-87618, 333-102434, 33349, and 333-109895) and in the Registration Stat¢ on Form S-3 (File No. 333-
108826) of F5 Networks, Inc., of our report datextaDer 24, 2003 relating to the consolidated fimaratatements and financial statement
schedule, which appear in this Form 10-K.

PricewaterhouseCoopers LLP

Seattle, Washington
October 30, 200



Exhibit 31.1
CERTIFICATIONS
I, John McAdam, certify that:
1) I have reviewed this annual report on Form 16fk5 Networks, Inc.

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

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

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

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

b) evaluated the effectiveness of the registraigdosure controls and procedures and presentiadsineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

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

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

a) all significant deficiencies and material weadses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefraincial information; and

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

Dat e: Cctober 29, 2003

/'s/ John McAdam

John McAdam
Chi ef Executive Oficer and President



Exhibit 31.2
CERTIFICATIONS
I, Steven B. Coburn, certify that:
1) I have reviewed this annual report on Form 16fk5 Networks, Inc.

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

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

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

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

b) evaluated the effectiveness of the registraigdosure controls and procedures and presentiadsineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psint based on such evaluation; and

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

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

a) all significant deficiencies and material weadses in the design or operation of internal cortvelr financial reporting which are
reasonably likely to adversely affect the regigtsaability to record, process, summarize and rtefraincial information; and

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

Dat e: Cctober 29, 2003

/sl Steven B. Coburn

Steven B. Coburn
Seni or Vice President, Chief Financial Oficer



Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of F5 Netwgrke. (the "Company") on Form 10-K for the perinding September 30, 2003 as filed
with the Securities and Exchange Commission ord#tte hereof (the "Report"), we, John McAdam, Pessiédind Chief Executive Officer a
Steven Coburn, Senior Vice President and Chiefrigia Officer of the Company, certify, pursuanti® U.S.C.

Section 1350, as adopted pursuant to Section 9€¢G&dbarbanes-Oxley Act of 2002, that:

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

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

Date: Cctober 29, 2003

/'s/ John McAdam

John McAdam

/sl Steven B. Coburn

Steven B. Coburn

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