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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 uncertainties astuwal results could differ materially from thaseressed or implied by these forward-
looking statements. Factors that could cause driboie to such differences include, but are noitid 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 T

PART |
Iltem 1. Business
Description of Business

F5 Networks provides integrated products serdices to manage, control and optimize Intemaéti¢. Our core products, the BIG-IP®
Controller, 3-DNS® Controller, and the BIG-IP Liontroller, help manage traffic to servers and oekvwdevices in a way that maximizes
availability and throughput. Our unique iControl™cAitecture integrates our products and also allowscustomers to integrate them with
other third party products. Our solutions addreasyrelements required for successful Internet atrdnet business applications, including
high availability, high performance, intelligentlt balancing, fault tolerance, security, and stieet manageability.

Industry Background

Since the late 1990’s, businesses have reggoto the power, flexibility and economy of InterProtocol (IP) based networks by
deploying new IP-based applications, upgrading ttlent-server applications to new IP-enabled iom1s and IP-enabling legacy
applications. During the next several years, thiess will likely accelerate as Web Services enbbbkinesses to build applications quickly
and easily by integrating software modules avadldiim many different sources. In addition, thevgtoof Internet usage will continue to be
driven by new applications such as Voice Over IBI®R) and the increasing popularity of mobile Inttraccess through wireless devices
such as cell phones, PDAs and notebook computers.

Internet Protocol specifies that all datasraitted across the Internet must be split intdkgtsc In addition to its contents or payload,
which corresponds to the Application Layer (Layepf’the Open Systems Interconnect (OSI) Referdhmodel, each packet has a header that
identifies the source and destination of the pacKe¢ OSI Reference Model is the framework thatdiess and defines how networked
systems communicate with one another. In the sishjpigplementation of the OSI Model, header infoiiorats added to the contents at the
source computer and processed and stripped byestmdtion computer. In common practice, howeverse functions are performed by
network routers and switches that the contentsi{enessage, Web page, transaction data, etc.)tpemggh enroute from source to
destination. In addition, as more and more orgéioiza have begun to deploy a growing variety oehbled applications, there has been
increasing demand for Layer 7 technology that eanl the entire contents of a packetized transmissid make intelligent decisions, based
on a dynamic set of business rules, about hownidleahe transmission and where to route it to enthe availability and optimal
performance of applications, servers, and the nétwo

Because the functions performed at Layerd 2re generally predictable and largely repetjthearly all devices designed for Layer 2 - 4
processing are hardware-based and optimized fe@dspéost manufacturers of Layer 7 devices have @gsed for hardware-based solutions,
limiting the ability of their products to adaptttee rapidly changing requirements of Layer 7 tcaffianagement.

Through the end of 2000, the bulk of trafiitthe Internet was Web (HTTP) traffic. With the@gth of online banking, brokerage
accounts and other financial services the needaoamtee the security of
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information and transactions had also led to thergance of the Secure Socket Layer (SSL) encrypssaihe standard for secure Web traffic.
During the interaction between a user and a firedmgplication, data sent from the user to theesgsrtypically encrypted by the user’s
browser and decrypted by the server, and this peoisereversed for data sent back to the useru3éef SSL has continued to grow with the
proliferation of Web-based applications that regusiecure transactions. Because SSL processingjsute-intensive it places a significant
and costly burden on servers. As a result, custombo use it are eager to find ways to offload $8icessing to faster and less expensive
devices.

As the growth of IP-enabled business appboataccelerates, there is an emerging need fontdogy to manage the flow of application
traffic both within corporate Intranets and acrtss Internet. Current traffic management produetgelprovided functionality and flexibility
to manage Web (HTTP) traffic. F5 products diffeiatet by their capability to intercept, inspect atl on the contents of traffic from other
types of IP-enabled applications, such as datadggsiecations, Customer Relationship Management (CBdplications, Enterprise Resource
Planning (ERP) applications, Web Services, and VOIP

We are an industry leader in Application TicaManagement, enabling enterprises and servioeighers to optimize any mission-critical
IP-based application or web service, providing seeund predictable delivery of application traffican unpredictable environment. Through
our unique open iControl™ Application Programmingelface (API), third-party applications and netivdevices can take an active role in
shaping IP network traffic, delivering applicatiaware networks that allow customers to directizdfased on their exact business
requirements.

Our unique technology inspects IP traffic diow the packet payload level and can direct tafticording to the needs of each application.
Its powerful offloading, inspection and processifigipplication-level transactions is faster thag atiher product on the market. It is also the
first solution that can automatically respond @, gpon and prevent ever changing application sgydhreats — providing a coordinated line
of defense while making the most of existing netnaecurity products.

The result for customers is that best-pradiichitectures can be built quickly and inexpegigiwvithout buying more servers, deploying
multiple products to handle different applicatioosattempting to build these functions in the agtions themselves. Enterprises and Sel
Providers can readily adapt to changing businessdds and conditions quickly and cost-effectiviiythis way our products reduce
implementation risks, improve reliability and low@rcosts while creating a network that is trulypfdication-aware.”

F5 Products

Our core product is the BIG-IP Controller focal-area application traffic management. BIGstftware runs on a variety of Intel-based
hardware platforms, including IP application swéshand server appliances manufactured by us, @inalrequipment manufacturers
(OEM'’s), and blade servers manufactured by sergaders such as Dell, Fujitsu-Siemens, Hewlett-RackBM and RLX Technologies.

In terms of the OSI Reference Model, the @irBIG-IP is sophisticated software that manadreraffic at Layer 7, also known as the
application layer. F5's BIG-IP application switctedso perform Layer 2/3 switching and industry-iegd_ayer 4 switching. But it is the
superior performance and functionality of the BIsHayer 7 traffic management software that distisiges it from competing products sold
by Cisco Systems, Nortel Networks, and others.

In contrast to the tasks associated with tsge 4, Layer 7 (which encompasses Layer 5 &gftions as well) is complex and variable.
Switching devices for Layers 2 - 4 merely ensued gackets of information sent over the Internavarat the destination to which they are
addressed, and that they are reassembled in trecteequence. In many ways, the kinds of functaamsed out at Layers 24-are analogou
to those carried out by the postal service in pigkip and delivering mail. Layer 7 correspondsh#dontent of the mail and the interaction
between the sender and receiver.

Our other products include 3-DNS Controlled 81G-IP Link Controller. 3DNS allows enterprisgih geographically dispersed Web
sites to direct traffic to a particular Web sitesiccordance with customized business rules ordioeret traffic to an available Web site if one
of their sites becomes overloaded




or is shut down for any reason. Link Controllepals enterprises with more than one ISP to manageagh of their available bandwidth to
minimize costs while ensuring the highest qualitg@rvice. 3-DNS and Link Controller are sold sepely on individual IP application
switches and server appliances, or bundled with-B1®n a single appliance or IP application switch.

In early 2001, we recognized a growing needrhffic management products that could not asnmunicate with one another but with
the increasing number and variety of IP-enabledrpnise applications being deployed by large oizgtions.

In response to that need, we published tbat@l SOAP/XML interface in a free Software Devyateent Kit (SDK) that allows customers
and Independent Software Vendors (ISVs) to modi&irtprograms to communicate with our productss®riabled the applications
themselves to control the flow of traffic on thewerk without human intervention. The use of iCohteduces or eliminates the need for
human involvement, significantly reducing the aoisperforming basic network functions and dramadityaeeducing the likelihood of error.
Adding this extra functionality to their productsattractive to ISVs, and since the introductiothefiControl SDK, we have formed
relationships with dozens of software developectuiting Microsoft, Oracle, BEA, Tivoli (Japan), Hisit Packard, Siebel, and Computer
Associates. Although we do not derive revenue fiGontrol itself, the sale of iControl-enabled 1Sxbgducts helps promote and often leads
directly to the sale of our products.

Currently, we manufacture two lines of sysieserver appliances and IP application switches.
Server Appliances

Server appliances were our original prodaats continue to account for a little more than bélbur systems revenue. The BIG-IP 520
and 540 server appliances are equipped with Imtetgssors for high-speed Layer 4/7 processing endesigned to accommodate add-in
cards for fast, integrated SSL encryption and de@y.

Since integrated SSL acceleration was inttedwas a feature in our platforms in early 200bag been an important driver of system
sales. By offloading compute-intensive SSL procesfiom servers to our traffic management systemstomers can free up valuable server
space for other applications. In addition, decrnygtiransmissions in conjunction with Layer 7 traffianagement allows BIG? to inspect th
contents and send them to the best available seased on the nature of the contents and any thegespply.

IP Application Switches

We introduced our first IP application switthe BIG-IP 5000, in September 2001 in responseistomer demand for systems with an
increased number of ports (allowing them to be ected to many different types of network devices) mtegrated Layer 2/3 switching and
SSL processing capability. In January 2002, wedhiced a mid-range version of the IP Applicatiofitcwcalled BIG-IP 2000. In October
2002, we introduced an upgraded and expanded fie application switches, including the high-enidlsBP 5100, the BIG-IP 2400 mid-
range product with integrated Layer 4 switchinggonASIC developed by our hardware team, and thelBIG000 low-end switch.

F5 Technology

From our inception, we have been committeithéobelief that the complexity of Layer 7 trafffranagement requires a software solution.
When we were founded in 1996, our initial prodwetse designed to load-balance Internet traffic seraultiple Web servers. Shortly after
our first products were introduced, we began addiegjth checking and other high-availability featithat distinguished our products from
hardware-based products manufactured by competitoosemphasized speed over functionality. In [&@91 for example, we introduced
BIG-IP’s patented “cookie persistence” capabiléykey feature of the software that establisheskaldetween a user and a specific server and
enables the user to return to that server if hdksdnees or the connection is broken before a tiingais completed.

As IP traffic has evolved and the demandseailaon Layer 7 traffic management have increasadsaftware-based technology has
enabled us to adapt quickly. When Session InitieBeotocol (SIP), a new
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standard for Internet conferencing, VOIP, and Iniskdessaging (IM), was introduced in mid-2001, wieled SIP support to BIG-IP within
four months.

The fact that all of our products are sofevhased differentiates us from competing productsnumber of other important ways. First,
our software can be easily ported to Intel-basedvisare platforms other than those manufacturedsbyr'his has enabled us to license the
software to OEM partners, who resell it on theingwoducts. In addition, it has created an oppdtstifar us to sell products that run on bl
servers and manage traffic across all the bladese@tly, BIG-IP Blade Controller has been approt@ediun on blades manufactured by Dell,
Fujitsu-Siemens, Hewlett-Packard, and RLX Technieleg

From a network administrator’s perspectiveg of the key benefits of a software-based solutdhe ability to write scripts that
incorporate specific business rules into the safwhor example, if an organization has three Hekks located in Bombay, San Francisco
and London, all email requests for help can bectiito a single 3DNS device that has been scripteedirect the requests to different help
desks at different times of the day. Similarly, I&BP device managing traffic to an eCommerce Wtbaan be scripted to recognize
transmissions from preferred customers and roae tto a server that will expedite their transaction

One of the most important features of outvearfe-based products is “application awarenessriigulevelopment, BIG-IP, 3DNS, and
our other products were designed using a commdiitacture, called iControl, with a common interfdbat allows them to communicate
with one another. That in itself distinguishes products from others in the market. With the reteafSBIG-IP Version 4.5 in October 2002,
we expanded the “application awareness” of ourrteldgy, introducing a new set of capabilities thather distance our products from the
competition’s by providing the first applicatioraffic management solution on the market. Key fesgf this new technology are:

Universal Inspection Engine (UIE}—- UIE enables BIG-IP to examine the entire corg@ita transmission and identify any value within
the header and payload. UIE can recognize virtually piece of data (such as a cell phone numbagrabership ID, an access code, etc.) in
any stream of application data, including SOAP/ Xi8imple Object Access Protocol/ Extensible Markapguage), the standard protocols
that enable Web Services to communicate with on¢han.

iRules — Using the iControl interface, network adminisbra and applications themselves can write commératgell BIG-IP to direct,
persist, or filter traffic based on any of the \edudentified by UIE.

Dynamic Security Control Architecture (DSCA)} DCSA provides centralized security enforcembat enables networks to respond
quickly and adapt easily to new security threats.

Product Development

Our future success depends on our abilitpamntain technology leadership in application fcaffianagement by constantly improving our
current products and by developing new productaget the changing needs of our customers. Our ptativelopment group, which is
divided along product lines, employs a standardess for the development, documentation and quadityrol of software and systems
designed to meet these goals.

Product development also engages in techgglagnerships with software and component manufacs that allow us to integrate
industry standard technology with our own produbtsting the past two years, we have had a clos&ingrelationship with Broadcom
Corporation, which manufactures the Layer 2/3 dwéitcand SSL ASICs used in our family of applicasaiitches. We also have a technol
partnership with Nokia focused on developing tedbgyw for mobile content delivery networks.

Our software engineering group is locatedunheadquarters in Seattle, Washington. Our haelemagineering group is located in
Spokane, Washington. Electronic communication adltie members of both teams to collaborate closiglyone another on specific
projects.

Our product development expenses for fis6822 2001, and 2000 were $18.0 million, $17.4 williand $14.5 million, respectively.
During fiscal 2003, We expect to continue to ineeeeesearch and development expenses as our $uitsess is dependent on the continued
enhancement of our current products and our alidiyevelop new, technologically advanced prodtias meet the changing needs of our
customers.




Customers

Prior to fiscal 2001, our customer base was coragrEimarily of Internet Service Providers, Webthrgscompanies and Internet start
engaged in eCommerce. In the first half of fis@02, we began focusing our marketing and salestefém large enterprises, which currently
account for the majority of our revenue. Althougé @o not target specific vertical markets, entegpdustomers in Financial Services,
Manufacturing, Transportation and Mobile Telecomiations make up the largest percentage of oupmest base.

Marketing

We engage in a number of marketing programdsigitiatives aimed at promoting our brand andatirgy market awareness of our
technology and products. These include activelyigpating in industry trade shows and briefingustty analysts and members of the trade
press on our latest products and on new businesteahnology partnerships. In addition, we marketgroducts to chief information officers
and other information technology professionals tigiotargeted advertising, direct mail and high-fgdNeb events.

The cornerstone of our marketing stratedp Isuild strong partnerships with large, well-edisfied companies that are leaders in their
industry. By partnering with these firms, we haeei able to gain market mind-share and accessg® d&counts that we would not have
been able to achieve on our own. Currently, we Hhlaree principal types of marketing partnershig thverlap to varying degrees with our
sales channel partnerships. These include:

iControl partnerships — we have establistagtionships with various Independent Software \teadISVs) who have adapted their
applications to interact with our products via ientrol interface. iControl enhances the functidpaf their applications by enabling them
to control the network. As a result, customers whchase iControl-enabled applications have amingeto purchase our products in order
to take advantage of their enhanced functionality.

Blade server partnerships — we have markgtartnerships with various system vendors (DeljitfurSiemens, Hewlett Packard, and
RLX Technologies) who have approved BIG-IP Bladet@aler to run on their blade servers. Market foamd strategy are different for each
partnership. In some of these partnerships, veratwfor their channels resell Blade Controlletgintcustomers. Others represent pure
marketing relationships.

OEM partnerships — we license our softwarBédl and Nokia, who resell it on their own linefsco-branded traffic management
products. In conjunction with these arrangemehtscompany participates in joint marketing progravith both companies.

Sales

We sell our software, systems and servicdarie enterprise customers through a variety ahokls, including OEMs, Distributors,
Value-Added Resellers (VAR’s) and System Intega{&i’s). In North America, we also sell our prottuand services to major accounts
through our own direct sales force. OEM partnemsrise our software and resell on their own co-l@dnmtoducts. Distributors, VAR’s and
SI's purchase our software and systems and réweti to their customers. In most cases, serviceaigtare negotiated directly with the
customer. Typically, the company’s agreements tgtichannel partners are not exclusive and do regmt them from selling competitive
products. These agreements typically have ternomefyear with no obligation to renew, and typicatynot provide for exclusive sales
territories or minimum purchase requirements.

Our field sales people are located in maiiesthroughout the United States, Europe, ané.ABhe inside sales team generates and
qualifies leads for regional sales managers aralin@hage accounts by serving as a liaison betwesefield and internal corporate resources.
Field systems engineers also support our regi@ias snanagers by participating in joint sales aalld providing pre-sale technical resources
as needed.




The majority of our field sales people wolsely with our channel partners to assist theseiling our products to their customers. In
North America, major account teams are assignéar¢e enterprise customers who prefer to work tliregith us.

Customer Service and Technical Support

Our ability to provide consistent, high-gtsaliustomer service and technical support is afetor 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 fesgtiand functions to meet those needs. Our sereis@pnel also provide agite installatior
and training services to help customers make optismof product features and functions. Instaltatienerally occurs within 30 days of
product shipment to the customer.

At the time of purchase, customers typicpllychase a ongear maintenance contract, renewable annually etfidites them to an array
services provided by our technical support teanminMaance services provided under the contractidtecbnline updates, upgrades and
remote support through a 24x7 help desk. Our teahsupport team also offers seminars and traidiagses for customers on the
configuration and use of products, including lomadl wide area network system administration andage@ment. In addition, they provide a
full range of consulting services, including contpgrasive network management, documentation andnpeaftce analysis and capacity
planning to assist in predicting future networkuiegments.

Manufacturing

We outsource the manufacturing of our prefigomed hardware platforms to a contract manufagtuBolectron, who assembles each
product to our specifications. Hardware platforraesist primarily of an Intel-based computing platfig custom and commodity ASICs, a
rack-mount enclosure system and a custimsigned front panel. Solectron also installs @ulieation traffic management software onto th
hardware platforms and conducts functionality tegtguality assurance and documentation controf poi shipping our products.

Our agreement with Solectron allows themrtecpre component inventory on our behalf based @pailing production forecast.
Subcontractors supply Solectron with standard martscomponents for our products based on our ptmfuforecast. We are contractually
obligated to purchase component inventory thatcontract manufacturer procures in accordance Welfdrecast, unless we give notice of
order cancellation outside of applicable lead tinfries any completed product inventory carried bieSwon beyond 30 days, Solectron will
charge us a monthly carrying fee of 1.5%. Altewelli, we have the option to purchase inventory lhgl@&olectron beyond 30 days to avoid
incurring related carrying charges. As protectigaiast component shortages and to provide replatepaets for our service teams, we also
stock limited supplies of certain key componentsoiar products.

Competition

The Internet traffic management market iatre¢ly new, rapidly evolving and highly compet@ivand competition in these markets is
likely to persist and intensify. Our principal coetijpors in this market include Cisco Systems, Foymetworks, Nortel Networks and
Radware.

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 hras@extensive customer base and broadel
customer relationships, including relationshipshwitany of our current and potential customersduiteon, Cisco has large, wedistablished
worldwide customer support and professional sesvazganizations and a more extensive direct sakes fand sales channels.

Because of our size, market presence andne=ssy Cisco and other competitors may be ablespand more quickly than we can to new
or emerging technologies and changes in custonyeireanents. There is also the possibility thatéhemmpanies may adopt aggressive
pricing policies to gain market share. As a




result, our competitors pose a serious competitiveat that could undermine our ability to win newstomers and maintain our existing
customer base.

To mitigate these threats and strengthercompetitive position, we have focused on differatitig our products in two ways:

Emphasis on software— Our sophisticated Layer 7 software delivers greenance, features and functionality that competiagiware-
based products cannot match. Because our technidlegjtware-based, we are also the only compamysw/iraffic management solution has
been certified to run on blade servers manufactbyddading hardware vendors.

Tight integration of software and commaodity hardevar- Our application switches combine into a sind&fprm functions — Layer 7
traffic management, Layer 2 - 4 switching, SSL émetion — that are typically available from comifms on two or more platforms. This
results in comparatively lower cost, better perfance, easier deployment and simpler managemeatfovalent or better functionality.

Intellectual Property

We rely on a combination of patent, copyrigiademark and trade secret laws and restrictiargisclosure to protect our intellectual
property rights. We currently have issued patentsapplications pending for various aspects oftecnnology. We also enter into
confidentiality or license agreements with our emypks, consultants and corporate partners, andotaetess to, and distribution of, our
software, documentation and other proprietary imition. However, despite our best efforts to priodeic proprietary rights, unauthorized
parties may attempt to copy or otherwise obtainusaour products or technology.

In addition to our own proprietary softwanes incorporate software licensed from several thicty 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.

Employees

As of September 30, 2002, we employed 4@#ifuk persons, including 127 in product developm&@2 in sales and marketing, 79 in
professional services and technical support and @8ance, administration and operations. Nonewfemployees are represented by a labor
union. We have experienced no work stoppages diel/bdghat our employee relations are good.
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Directors and Executive Officers of the Registrant

The following table sets forth certain infation with respect to our executive officers aneécliors as of September 30, 2002:

Name Age Position

John McAdarr 51 President, Chief Executive Officer and Direc

Steven B. Cobur 49 Senior Vice President of Finance and Chief Findr@fficer

Steven Goldma 42 Senior Vice President of Sales and Serv

Brett L. Helsel 42 Senior Vice President of Product Development anigfCh
Technology Officel

Jeff Pancottine 42 Senior Vice President of Marketing and Businessdlgyment

Edward J. Eames 44 Senior Vice President of Business Operations aice YPresident
of Global Service:

Joann M. Reite 45 Vice President, General Counsel and Corporate gegi

Jeffrey S. Husse 41 Director

Alan J. Higginson(1)(2 55 Director

Karl D. Guelich(1)(2 60 Director

Keith D. Grinstein(1)(2 42 Director

Kenny J. Frerich 42 Director

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

Directors are divided into three classeshwdch class as nearly equal in number as posgitli@ne class elected at each annual meeting
to serve for a three-year term.

John McAdanhas served as our President, Chief Executive Qffind a director since July 2000. Prior to joinigNetworks,
Mr. McAdam served as General Manager of the Webesesales business at IBM from September 19991402000. From January 1995 ui
August 1999, Mr. McAdam served as the PresidentCiridf Operating Officer of Sequent Computer Systelmc., a manufacturer of high-
end open systems, which was sold to IBM in Septerh®89. Mr. McAdam holds a B.Sc. in Computer Scéefrom the University of
Glasgow, Scotland.

Steven B. Coburhas served as our Vice President of Finance anef Eliancial Officer since May 2001. Prior to jaigiF5 Networks,
Mr. Coburn worked at Teletech Holdings, a custore@ationship management (“CRM”) services companghef Financial Officer and
Senior Vice-President from October 1995 until AugLl@99 where he oversaw the finance, business ol@wvant, legal, and investor relations
functions of the company. From 1985 until Octob@®3, he worked at US West/ Media One, a telecomaations company, where he held
various senior financial positions, including Dit@cand CFO of the Interactive Services Group,\selbper of interactive broadband
applications. During that period, he was the Fimabaector at US West Direct Yellow Page Publishiig. Coburn received his B.A. in
Accounting from Southern lllinois University.

Steven Goldmahas served as our Senior Vice President of SatkSarvices since July 1999 and our Vice PresideSates, Marketing
and Services from July 1997 to July 1999. From Dduer 1996 to February 1997, Mr. Goldman servedies Fresident, Enterprise Sales
and Services, for Microtest, Inc., a network tegtipment and CD ROM server company, after its aition of Logicraft. From March 1995
to December 1996, Mr. Goldman served as Executige Fresident, North American Operations, for Lagfic a CD ROM server company,
after its merger with Virtual Microsystems, a CD RQerver company. From 1990 to March 1995, Mr. @wd served as Vice President of
Sales for Virtual Microsystems. Mr. Goldman holdB.A. in Economics from the University of Califoenat Berkeley.
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Brett L. Helsehas served as our Senior Vice President of Prddereelopment and Chief Technology Officer since Delser 2000. He
served as our Senior Vice President of Product Deweent from February 2000 to December 2000 armia¥ice President of Product
Development and Chief Technology Officer from M&@8 to January 2000. From April to May 1998, Mrld¢tserved as our Vice
President of Advanced Product Architecture. FromdAdl997 to March 1998, Mr. Helsel served as Vigesiédlent, Product Development,
Cybersafe, Inc., a provider of enterprise-wide meknsecurity solutions. From April 1994 to Octod&97, Mr. Helsel served as Site
Development Manager for Wall Data, a host connégtaoftware company. Mr. Helsel holds a B.S. iro@leysics and Oceanography from
the Florida Institute of Technology.

Jeff Pancottindas served as our Senior Vice-President of Margetind Business Development since October 2000oided
F5 Networks from RealNetworks, a consumer softveae Internet content aggregation company, wheseheed as Senior Videresident ¢
Sales and Marketing for the Company’s Media SystBiaision from April 2000 to October 2000. Priortiwat, Mr. Pancottine was the Vice-
President of Business Marketing at Intel Corporafiom November 1999 to April 2000. Mr. Pancotthees had more than 15 years of
worldwide systems marketing experience with a ¥aud server companies, including Sequent Compaystems from June 1997 to
November 1999, where he held the position of -President of Global Marketing. He also led theszeeand storage marketing organization
while at Sun Microsystems from October 1996 to JI@@7 after Sun’s purchase of Cray Research’'s Caoniaté&ystems Division, where he
introduced the highly successful UE10000 Starfinevsr. Previous to Sun Jeff was the Vice PresidéMarketing at Cray Research, a
supercomputer systems vendor, responsible for coniahsystems from June 1993 to June 1996 and it Rresident of Product Marketing
at Sequoia Systems, a Unix fault-tolerant systeamslor, from 1988 to 1993. Jeff holds a Master ajieering in Computer Science from
Cornell University, and a Bachelor of Science imaiter Science from the University of CaliforniaRaverside.

Edward J. Eamebas served as our Senior Vice President of Busidpssations and Vice President of Global ServigegsesJanuary 20(
and as our Vice President of Professional Senfioes October 2000 to January 2001. From Septem®@® 1o October 2000, Mr. Eames
served as Vice President of e-Business Servicd8fr From June 1992 to September 1999, Mr. Eareesesdl as the European Services
Director and the Worldwide Vice President of Custor8ervice for Sequent Computer Systems, Inc.,raufaaturer of high-end open
systems, which was sold to IBM in September 1998mFNovember 1987 to June 1992, Mr. Eames servétkaRegional Service Manager
in the UK for Sun Micro Systems. Mr. Eames holddigher National Diploma in Business Studies fronisBd Polytechnic and in 1994
completed the Senior Executive Program at the Lomlgsiness School.

Joann M. Reitehas served as our Vice President and General Closinse April 2000, and as General Counsel fromil&898 through
April 2000. She has served as our Corporate Segrsitece June 1999. From September 1997 througletME®98 Ms. Reiter served as
Director of Operations for Excell Data Corporatian,information technology consulting and systetagration services company. From
September 1992 through September 1997 she seniideasor of Legal Services and Business Developrf@mCellPro, Inc. a medical
device manufacturer. Prior to that time Ms. Reitas employed at the law firm of Perkins Coie. Sbhkelda JD from the University of
Washington and is a member of the Washington SateéAssociation.

Jeffrey S. Husseyo-founded the Company in February 1996 and hasders a director since that time. From Februag6tBrough
August 2002, Mr. Hussey was also Chairman of thar8cand from February 1996 to July 2000, our Chiefcutive Officer and President.
He served as our Chief Strategist from July 2006uph October 2001 and as our treasurer from Fep896 to March 1999. From June
1995 to February 1996, Mr. Hussey was Vice PresidEAlexander Hutton Capital L.L.C., an investméanking firm. From September
1993 to July 1995, he served as President of Raedmlink, an inter-exchange carrier providing fearelay and Internet access services to
the Pacific Rim, which he founded in September 1983 Hussey holds a B.A. in Finance from Seatteific University and an M.B.A. fro
the University of Washington.
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Alan J. Higginsorhas served as one of our directors since May 1986Higginson has been the President and CEO ofpaib, Inc., an
ebusiness infrastructure provider, since Augustl26@om November 1995 to November 1998, Mr. Higgmserved as President of Atrieva
Corporation, a provider of advanced data backupratigtval technology. From May 1990 to Novembe®3,9Mr. Higginson served as
Executive Vice President of Worldwide Sales andRéting for Sierra On-line, a developer of multineedbftware for the home personal
computer market. From May 1990 to November 1995, Hillgginson served as President of Sierra On-liBgight Star division, a developer
of educational software. Mr. Higginson holds a BoiSCommerce and an M.B.A. from the University aih$ Clara.

Karl D. Guelichhas served as one of our directors since June MQ%uelich has been in private practice as afesitpublic accountat
since his retirement from Ernst & Young in 1993emhhe served as the Area Managing Partner fdPaledic Northwest offices
headquartered in Seattle from October 1986 to Ndexrh992. Mr. Guelich holds a B.S. degree in Actiognfrom Arizona State University.

Keith D. Grinsteirhas served as one of our directors since Decen@®&. He also serves as board chair for Coinstar, éncoin counting
machine company, and as lead outside director éottéda, Inc. an economics-consulting firm. Mr. Gtéin is a partner of Second Avenue
Partners, a venture capital fund. Mr. Grinsteirdstpexperience includes serving as president, eRisfutive officer and vice chair of Nextel
International, and as president and chief execwfieer of the Aviation Communications Division AT&T Wireless Services (formerly
McCaw Communications.) Mr. Grinstein received a Bdm Yale University and a JD from Georgetown Umsity.

Kenny J. Frerichdas served as one of our directors since July 2d@.1Frerichs has been the Vice President, BusiDes&lopment for
Nokia Internet Communications, a network securitgl girtual private network solutions provider, sniuly 2001 and Nok's General
Manager of VPN products from March 2000 to July RO®rom March 1998 to March 2000, Mr. Frerichs sdras President and CEO for
Network Alchemy, a Santa Cruz based startup thatldped clustered Virtual Private Networks solusiowhich was acquired by Nokia
March 2000. From January 1997 to March 1998, MeriEhs served as Vice President of Worldwide Sfe%Vallop Software, an intranet-
based business application software company. Feomaly 1994 to January 1997, Mr. Frerichs servedi@sPresident, North American
Sales for TGV Software, a supplier of Internetwafte products, which was acquired by Cisco SystéinsErerichs holds a B.S. in
Computer Science from Texas A&M University. Mr. ficls was designated by Nokia Finance Internatid®a. (NFI) pursuant to the
Investor Rights Agreement entered into in connectiith NFI's investment in the Company. This agreement redjtiire Company to appo
a designee of NFI to the board upon NFI's investna@d to nominate a designee of NFI for electionh®yCompany’s shareholders.

ltem 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, emntered into a lease agreement on two buildimgsur corporate headquarters. The i
commenced in July 2000 on the first building; amel lease on the second building commenced in OcRil@®. The leases for both buildings
expire in 2012 with an option for renewal. The s&tbuilding consists of approximately 110,000 sguUaet and has been fully subleased
until 2012. We also lease office space for our Waré development, sales and support personnelaka®e, Washington, Washington DC,
New York, Hong Kong, Singapore, Taiwan, Japan, flist, Germany, France, and the United Kingd

Item 3. Legal Proceedings

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’s officers and directors. Thwases, which have been consolidated uhdex F5 Networks, Inc. Initial Public Offering
Securities LitigationNo. 01 CV 7055, assert that the registration stateémfor the Company’s June 4, 1999 initial pubffering and
September 30, 1999 secondary offering failed tolds® certain alleged improper actions by the undgars for the offerings. The
consolidated amended complaint alleges claims agtie F5 defendants under Sections 11 and 1e@dleurities Act of 1933, and under
Sections 10(b) and 20(a) of
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the Securities Exchange Act of 1934. Other lawshatge been filed making similar allegations regagahe public offerings of more than 3
other companies. All of these various consolida@ses have been coordinated for pretrial purpaskesra Initial Public Offering Securities
Litigation, Civil Action No. 21-MC92. Defendants have filed motions to dismiss. Wibe that we have meritorious defenses to theli#s
and will defend ourselves vigorously in the litigat An unfavorable resolution of the actions coudve a material, adverse effect on our
business, results of operations or financial comalit

We are not aware of any additional pendigglgroceedings 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 irgerthird-party trademarks and other intellectuapgrty rights. Such claims, even if not
meritorious, could result in the expenditure ohdfigant financial and managerial resources.

ltem 4. Submission of Matters to a Vote of Securities Holde
None.

PART Il

ltem 5.  Market for Registrant’s Common Equity and Related Shareholder Matter:
Market Prices and Dividends on Common Stock

Our common stock is traded on the Nasdaqg Natioraak®t (symbol: FFIV). The following table sets fothe high and low sales prices
our common stock.

High Low
Fiscal Year Ended September 30, 2002
First Quartel $28.7¢  $ 7.0C
Second Quarte $27.2:  $17.7¢
Third Quartel $23.8¢ $ 7.31
Fourth Quarte $15.4¢  $ 7.1:
High Low
Fiscal Year Ended September 30, 2001
First Quarte! $40.9¢  $9.5C
Second Quarte $17.81  $5.0C
Third Quartel $19.2(  $3.7¢
Fourth Quarte $18.5(  $8.51

As of December 6, 2002 there were 26,028t®88ers of record of our common stock, althoughbeteeve the number of beneficial
holders of our common stock to be substantiallyatme

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 foreseeakilaéu

Recent Sales of Unregistered Securities

On June 26, 2001, we entered into a CommockSind Warrant Purchase Agreement with Nokia Fiednternational B.V. (“NFI”).
Under this Agreement, we issued and sold to NR2,856,421 shares of common stock and (ii) warr@thes“Warrants”) to purchase
additional shares of common stock. We received pteceeds of $34.9 million, net of $1.75 milliohissuance costs from the sale of these
shares and the Warrants. The Warrants allow Nputohase additional shares of common stock to &serés ownership percentage in the
Company (up to a maximum of one share less thar) 20%ng three ten business day periods beginnmBecember 31, 2001, June 30, 2
and December 31, 2002, at an exercise price egubétaverage 10-day closing price before the sfagach period. These securities were
sold in reliance on the exemption from registrafioovided by Section 4 (2) of the Securities Actrassactions by an issuer not involving a
public offering. As of the date of this filing, NIRRs not purchased additional shares.
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Item 6. Selected Financial Datz

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

Fiscal Year Ended September 30

2002 2001 2000 1999 1998
Statement of Operations Date
Net revenue:
Products $ 82,56¢ $ 78,62¢ $ 87,98( $23,42( $4,11¢
Services 25,70( 28,73¢ 20,66¢ 4,40t 77C
Total 108,26¢ 107,36° 108,64! 27,82t 4,88¢
Cost of net revenue
Products 20,24: 33,24( 24,66( 5,58 1,091
Services 10,23¢ 12,26¢ 7,911 1,61¢ 314
Total 30,47¢ 45,50¢ 32,57 7,20( 1,40¢
Gross profit 77,787 61,86: 76,07« 20,62t 3,48¢
Operating expenst
Sales and marketir 50,58: 50,76 36,89( 13,50¢ 3,881
Research and developmt 17,98t 17,43t 14,47¢ 5,64 1,81(
General and administrati\ 15,04¢ 18,77¢ 9,72 3,86¢ 1,041
Restructuring charge 3,27¢ 97t — — —
Amortization of unearned compensat 44% 2,62¢ 2,12 2,48 42C
Total 87,32¢ 90,57¢ 63,22: 25,50: 7,152
Income (loss) from operatiol (9,54)) (28,716 12,85: (4,87¢) (3,66¢)
Other income (expense), r 1,42( 2,021 2,90z 534 4)
Income (loss) before income tax (8,127 (26,695 15,75¢ (4,349 (3,672
Provision for income taxe 48¢ 4,09t 2,108 — —
Net income (loss $ (8,610 $(30,790 $ 13,65( $(4,349 $(3,672)
| | | | |
Net income (loss) per she— basic $ (0.39 $ (1.3 $ O0.6f $ (0.42) $ (0.60)
I I I | |
Weighted average shar— basic 25,32 22,644 21,133 10,23¢ 6,08¢
| | | | |
Net income (loss) per she— diluted $ (0.39 $ (1.3 $ 0.5¢ $ (0.42) $ (0.60)
I I I | |
Weighted average shar— diluted 25,328 22,644 23,06¢ 10,23¢ 6,08¢
| | | | |
Balance Sheet Dat:
Cash and shc-term investment $ 80,33 $ 69,78: $ 53,19¢ $24,79; $ 6,20¢
Working capital 74,51( 74,89( 66,31¢ 25,87¢ 6,76
Total asset 126,28t¢ 124,66: 122,42( 42 ,84¢ 9,43
Long-term liabilities 1,31¢ 1,167 23¢ — —
Redeemable convertible preferred st — — — — 7,68¢
Shareholder equity (deficit) 93,68t 96,48¢ 87,68t 31,97: (80)




ltem 7. Managemen’s Discussion and Analysis of Financial Condition ahResults of Operations

The following ManagemeistDiscussion and Analysis of Financial Conditiod &esults of Operations should be read in conjanatiith
our Financial Statements and Notes.

Year Ended September 30

2002 2001 2000
Revenues (in thousands
Net revenue:
Products $ 82,56¢ $ 78,62¢ $ 87,98(
Services 25,70( 28,73¢ 20,66¢
Total $108,26¢ $107,36° $108,64!
I L] L]
Percentage of net revent
Products 76.2% 73.2% 81.(%
Services 237 26.¢ 19.C
Total 100.(% 100.(% 100.(%
| | |

Net revenueslotal net revenues increased 1.0% in fiscal 200& ffiscal 2001, compared to a decrease of 1.0%¢alf2001 from fiscal
2000. The increase in fiscal 2002 was due to higheduct sales resulting from a modest recovedeimand for our products. The increased
product sales were partially offset by a decreaseivice revenues resulting from changes in giaeimd a higher percentage of our channel
partners providing maintenance and installationises to end-users. The decrease in fiscal 2004nieas, compared to fiscal 2000, was
primarily due to lower product sales as a resuldl dbwnturn in the US economy in fiscal 2001.

International revenues represented 32%, 3394d.8% of total sales in fiscal 2002, 2001 and 206€pectively. The decrease in
international sales as a percentage of net revemaggrimarily due to lower sales in Japan duriagdl 2002. Fiscal 2001 was the first
complete year for which we had subsidiaries inAbie Pacific region that contributed to the inceeasour international sales as a percentage
of net revenues compared to fiscal 2000. We expeatational sales will continue to representgamigicant portion of net revenues, although
we cannot provide assurance that internationat sedea percentage of net revenues will remainratulevels.

Sales of our BIG-IP products represented 68@4%, and 62% of total net revenues in fiscal 2@0®1 and 2000, respectively, and we
expect to derive a significant portion of our netenues from sales of BIG-IP in the future. Duffisgal 2002 and 2001 no single reseller or
customer exceeded 10% of net revenue or our accoeceivable balance. During fiscal 2000, one ofresellers, Exodus Communications,
accounted for 14% of net revenue and 8% of ourwatsaeceivable balance.

Product revenues2roduct revenues were $82.6 million for the fisedr ended September 30, 2002 compared to $78i6mfibr the
year ended September 30, 2001, and $88.0 milliothioyear ended September 30, 2000. The 5.0%aiseri@ fiscal year 2002 was primai
the result of strong sales in North America, péytiaffset by decreased sales in Japan. The 10&6tedse in fiscal year 2001, compared to
fiscal 2000, was primarily the result of reducednded for our products in the US due to a geneoal slown in the US economy.

Service revenueService revenues were $25.7 million for the fisedr ended September 30, 2002 compared to $28i@mfir the
fiscal year ended September 30, 2001, and $20liomibr the year ended September 30, 2000. Sereieenue decreased by 10.6% in fiscal
year 2002 primarily due to changes in pricing amarger percentage of our resellers providing nesnanhce and installation to e-users,
partially offset by an increase in the renewalari/&ce and support contracts by existing custonmiége.39.1% increase in service revenues in
fiscal year 2001, compared to fiscal 2000, was arily due to an increase in the installed baseuofproducts and the renewal of service and
support contracts.
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Year Ended September 30

2002 2001 2000
Gross margin (in thousands
Cost of net revenue
Products $20,24! $33,24( $24.,66(
Services 10,23¢ 12,26¢ 7,911
Total 30,47¢ 45,50¢ 32,57
Gross margit $77,781 $61,86:  $76,07:
| | |
Cost of net revenues (as a percentage of relavetue)
Products 24.5% 42.2% 28.(%
Services 39.¢ 427 38.2
Total 28.2 42.4 30.C
Gross margir 71.8% 57.¢% 70.(%
| I |

Cost of product revenueSost of product revenues decreased 39.1% to $2li@mior the year ended September 30, 2002 from
$33.2 million for the year ended September 30, 200& cost of product revenues for fiscal 2000l¢éat&24.7 million. Cost of product
revenues decreased as a percent of net productuete 24.5% for fiscal year 2002 from 42.3% fecél year 2001 and 28.0% for fiscal year
2000. The decrease in fiscal 2002 was primarilyréiselt of lower excess inventory charges and lawanufacturing costs partially offset by
increased warranty costs. Further, in fiscal 2082 unified our supply chain with a single contmatnufacturer and as result have improved
our manufacturing efficiencies as well as realilmeder component costs. The increase in fiscal 200fpared to fiscal 2000, was primarily
the result of costs associated with product platfohanges and $4.9 million of charges related tesxinventory and purchase commitme

Cost of service revenudsost of service revenues decreased to $10.2 milliofiscal 2002 from $12.3 million for fiscal 200The cost o
service revenues for fiscal 2000 totaled $7.9 omlliCost of service revenues decreased as a pefoeett service revenues to 39.8% for fis
year 2002 from 42.7% for fiscal year 2001. The dase in fiscal 2002 relates primarily to improveemtional efficiencies and a decreas
headcount and related costs. Cost of service regimgreased to 42.7% in fiscal 2001 compared 18%88or fiscal year 2000. The increase
in cost of service revenue in fiscal 2001, compdoefiscal 2000, is due to an increase in custdmase and an increase in personnel and the
related costs.

Year Ended September 30

2002 2001 2000
Operating expenses (in thousands
Sales and marketir $50,58! $50,76" $36,89(
Research and developmt 17,98t 17,43t 14,47¢
General and administratiy 15,04¢ 18,77¢ 9,72
Restructuring Charge 3,27¢ 97t —
Amortization of unearned compensat 44% 2,62¢ 2,127
Total $87,32¢ $90,57¢ $63,22:
| | |
Operating expenses (as a percentage of revent
Sales and marketir 46.7% 47.2% 34.(%
Research and developm 16.€ 16.2 13.c
General and administrati\ 13.€ 17.t 9.C
Restructuring Charge 3.0 0.c —
Amortization of unearned compensat 04 2.4 2.C
Total 80.7% 84.4% 58.2%
| I |
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Sales and marketingales and marketing expenses consist primarilplafies, commissions and related benefits of oessand
marketing staff, costs of our marketing programsiuding public relations, advertising and tradeves, and an allocation of our facilities and
depreciation expenses. Sales and marketing expdasezased less than 1.0% to $50.6 million in fi2682 from $50.8 million in fiscal
2001. The decrease in fiscal 2002 relates prim#wilpwer trade show and promotional activities dedreased business travel expenses
partially offset by increased personnel costs asaminued to expand our international operati®@ades and marketing expenses increased tc
$50.8 million in fiscal 2001 from $36.9 million fiscal year 2000. The increase in fiscal 2001, carag to fiscal 2000, was due to an incre
in headcount and related costs, and increasedtaivgrand promotional activities. We expect totomue to increase sales and marketing
expenses in order to grow net revenues and exparisrand awareness.

Research and developmeResearch and development expenses consist prirosilaries and related benefits for our product
development personnel and an allocation of oultifiesi and depreciation expenses. Research andaggnent expenses increased 3.2% to
$18.0 million in fiscal 2002, from $17.4 million fiscal 2001 and $14.5 million in fiscal year 2000e increase in fiscal 2002 relates
primarily to increased personnel related costseapinses related to the development of new prodiistsincrease in fiscal year 2001,
compared to fiscal 2000, relates primarily to parsd related costs and an increase in facilitiesscelated to the Spokane office. We expect
to continue to increase research and developm@einees as our future success is dependent onritieued enhancement of our current
products and our ability to develop new, technatatly advanced products that meet the changingsekdur customers.

General and administrativé&seneral and administrative expenses consist piynafrsalaries, benefits and related costs of secative,
finance, information technology, human resourcelagdl personnel, third-party professional serféss, bad debt charges and an allocation
of our facilities and depreciation expenses. Gdrard administrative expenses decreased 19.9%50 $dillion in fiscal 2002 from
$18.8 million in fiscal 2001. The decrease in fl2@02 is primarily due to lower bad debt charged Bwer facilities expenses resulting from
the sublease of one of our buildings, partiallysetfby an increase in professional services retatpdtent prosecution and other activities
related to our intellectual property. General adohmistrative expenses increased to $18.8 milliofisical 2001 from $9.7 million in fiscal
2000. The increase in fiscal 2001, compared t@fi2600, related primarily to an increase in baot @xpense due to the bankruptcy filing by
Exodus Communications and an increase in heademghother payroll related costs.

Restructuring charge®uring the third quarter of fiscal 2002, we recatderestructuring charge of $2.8 million in conmatiwith
management’s decision to exit the cache appliansabss. As a result of changes in the businessjrate-down certain assets, consolidated
operations and terminated 47 employees throughbditvésions of the Company. In July 2002, all idiéied employees had been notified and
terminated resulting in an additional charge ofB00 related to employee separation costs.

Amortization of unearned compensatitivie have recorded a total of $8.3 million of stoocknpensation costs since our inception through
September 30, 2002. These charges represent faeedife between the exercise price and the deeairechafue of certain stock options
granted to our employees and outside directorssd bptions generally vest ratably over a four-yeaiod. We are amortizing these costs
using an accelerated method as prescribed by FA®Boretation No. 28 (“FIN No. 28”) and recordedcst compensation charges of
$0.4 million, $2.6 million, and $2.1 million for ¢hyears ended September 30, 2002, 2001 and 2Gp@ctevely.
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Year Ended September 30

2002 2001 2000
Other Income and Income Taxes (in thousands
Income (loss) from operatiol $(9,541)  $(28,71¢)  $12,85:
Other income, ne 1,42( 2,021 2,90:
Income (loss) before income tax (8,127 (26,695 15,75¢
Provision for income taxe 48¢ 4,09t 2,10¢
Net income (loss $(8,61()  $(30,790)  $13,65(
| | |
Income (loss) from operations (as a percentagewvamue’ (8.89% (26.7)% 11.8%
Other income, ne 1.3 1.9 2.7
Income (loss) before income tax (7.5 (24.9 14.t
Provision for income taxe 0.5 3.8 1.6
Net income (loss (8.0)% (28.)% 12.€%
| | |

Other income, neDther income, net, consists primarily of interestome and foreign currency transaction gains assef Other
income, net, decreased 29.7% to $1.4 million ic&fif002 from $2.0 million in fiscal 2001 and $2adllion in fiscal 2000. This decrease is
primarily due to declining interest rates and i@t income.

Provision for income taxe3he income tax provision of $489,000 reported scdi 2002 is due to foreign income taxes relatezlito
international operations. The income tax provisimreased to $4.1 million in fiscal 2001 from $2nillion in fiscal 2000. The increase in the
provision for income taxes was caused by our detig provide for a full valuation allowance against deferred tax assets in fiscal 2001.

Year Ended September 30

2002 2001 2000
Liquidity and Capital Resources (in thousands'

Working capital $7451( $74,89 $66,31¢
Cash and cash equivalel 20,80: 18,32 18,53¢
Cash provided by (used in) operating activi 9,50¢ (11,839 9,84¢
Cash used in investing activiti (12,667) (24,709 (43,709
Cash provided by financing activiti 5,48: 36,34 35,08¢

From our inception through May 1999, we fioeah our operations and capital expenditures priyntimiough the sale of approximately
$12.4 million in equity securities. In June 199% gompleted an initial public offering of 2,860,0€iares of common stock and raised
approximately $25.5 million, net of offering costis.October 1999, we completed a secondary puffiizing of 500,000 shares of common
stock and raised approximately $31.4 million, rfetffering costs.

On June 26, 2001, we entered into a CommockSind Warrant Purchase Agreement with Nokia Fiednternational B.V. (“NFI”).
Under this agreement, we issued and sold to NP2,466,421 shares of common stock and (ii) warréthes“Warrants”) to purchase
additional shares of common stock. We received prteceeds of $34.9 million, net of $1.75 milliohissuance costs from the sale of these
shares and the Warrants.

Cash provided by operating activities dufisgal 2002 was $9.5 million compared to cash usexperating activities of $11.8 million in
fiscal 2001 and cash provided by operating acésitf $9.8 million in fiscal 2000. Cash provideddperating activities in fiscal 2002 resul
primarily from changes in operating assets andliiegs, as adjusted for various non-cash changelsiding restructuring charges, provision
for asset write-downs, provision for doubtful acats) and depreciation and amortization. Cash usegérating activities in fiscal 2001
resulted primarily from operating losses, partiaffset by a decrease in net accounts receivalaieh @rovided by operating activities in fis
2000 resulted from increases in accounts receivdmeo increased sales and other current asdeits) were partially offset by increases in
accounts payable, accrued liabilities and deferegdnues.
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Cash used in investing activities was $12illilan for the year ended September 30, 2002, $#illion for the year ended September 30,
2001, and $43.7 million for the year ended SepterBbe2000. Cash used in each of the fiscal ye@®2,22001, and 2000 were due primarily
to the purchase of investments and property angegunt, partially offset by the sale of investments

Cash provided by financing activities for frear ended September 30, 2002 was $5.5 milli@oagared to cash provided by financing
activities of $36.3 million in the prior year. 19@2, our financing activities primarily relateddash received from the exercise of employee
stock options and the purchase of common shares wud employee stock purchase plan. In 2001, se ra@iceived $34.9 million related to
the issuance of common stock to Nokia, in the thirdrter of fiscal 2001.

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

As of September 30, 2002, our principal cotmments consisted of obligations outstanding ungerating leases. In April 2000, we
entered into a lease agreement on two buildingedorcorporate headquarters. The lease commenckdyir2000 on the first building; and
the lease on the second building commenced in @ct2®00. The lease for both buildings expires ih2@ith an option for renewal. The
lease for the second building has been fully sidglédahrough 2012. We established a restricted wsatoount in connection with this lease
agreement. Under the term of the lease, a $6.@mitlertificate of deposit is required through Nioeer 2012, unless the lease is terminated
before then. This amount has been included on alanbe sheet as a component of restricted cashractural obligations reflected in the
following table are net of anticipated subleas®ime.

Payments Due by Period (in thousands)

Less than 1-3 4-5 After 5

Obligations Total 1 year Years Years Years

Net operating lease $20,84( $2,75¢ $4,59€  $4,23¢ $9,251
— — — — —

Critical Accounting Policies

Our consolidated financial statements hawenlggepared in accordance with accounting prinsipkmnerally 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, aatbdedlisclosure of contingent assets and liaksliNge base our estimates on historical
experience and on various other assumptions thdielieved to be reasonable under the circumstaAcasal 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 RecognitioWWe recognize revenue in accordance with the guelanavided under Statement of Financial AccounStendards
(SFAS) No. 48, “Revenue Recognition When Right eftRn Exists,” SEC Staff Accounting Bulleting (SARD. 101, “Revenue Recognition
in Financial Statements,” Statement of PositiorJP3) No. 97-2, “Software Revenue Recognition,” 8@P No. 98-9 “Modification of SOP
No. 9%-2, Software Revenue Recognition, with Respectdddn Transactions.”

We sell products through resellers, origemipment manufacturers (“OEM”) and other chanmetners, as well as directly to end users,
under similar terms. We recognize product revemqpanishipment, net of estimated returns, providatl¢bllection is determined to be
probable and no significant obligations remain.deii revenues from OEM agreements are recognizeedban reporting of sales from the
OEM partner. Typically a software license, hardwanstallation and post-contract customer supp®€S”) elements are combined into a
package with a single “bundled” price. A portiontié sales price is allocated to each elementeobtindled package based on their
respective fair values as determined when the iddal elements are sold separately. Revenues tierfidense of software are recognized
when the software has been shipped and the cusisrobligated to pay for the software. When righitseturn are present and we cannot
estimate returns, we recognize revenue when sghtsriapse. Revenues for PCS are recognized on a
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straight-line basis over the service contract td#@S includes rights to upgrades, when and if abg| a limited period of telephone support,
updates, and bug fixes. Installation revenue isgeized when the product has been installed atubtomer’s site. Consulting services are
customarily billed at fixed rates, plus out-of-petkxpenses, and revenues are recognized wheorhaltng has been completed. Training
revenue is recognized when the training has beepleted.

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

Reserve for Doubtful Accountsstimates are used in determining our allowanc®d#or debts and are based on our historical cadlecti
experience, current trends, credit policy, spedfantification and a percentage of our accountsiv@ble by aging category. In determining
these percentages, we evaluate historical write-@ffbur receivables, current trends in the cregdatlity of our customer base, as well as
changes in the credit policies. We perform ongaireglit evaluations of our customers’ financial citiod and generally do not require any
collateral. If there is a deterioration of a majastomer’s credit worthiness or actual defaultshégber than our historical experience, the
recoverability of amounts due could be adversdiycadéd.

Reserve for Product Returr8ales returns are estimated based on historicariexyge by type of product and are recorded atinte
revenues are recognized. In some instances, proelemue from distributors is subject to agreemalsving limited rights of return.
Accordingly, we reduce revenue recognized for et future returns at the time the related revéhuecorded. When rights of return are
present and we cannot estimate returns, revemeeagnized when such rights lapse. The estimatagfiorns are adjusted periodically based
upon changes in historical rates of returns, inmgnin the distribution channel, and other reldtactors. It is possible that these estimates will
change in the future or that the actual amountsdocary from our estimates and that the amoun&uoh changes could seriously harm our
business.

Reserve for Obsolete/ Excess InventdVe. currently reduce the carrying value of inventfinyestimated obsolescence or unmarketable
inventory equal to the difference between the obgtventory and the estimated market value bageth assumptions about future demand
and market conditions. If actual market conditians less favorable than those projected by managesawditional inventory write-downs
may be required.

Reserve for Warrantie©ur warranty reserve is established based on storidal experience and best estimate of the arsmetessary
to settle future and existing claims on productd ss of the balance sheet date. While we belieedur warranty reserve is adequate and
that the judgment applied is appropriate, such amsoestimated to be due and payable could difféeradly from what will actually transpil
in the future.

Recent Accounting Pronouncements

In July 2001, the FASB issued SFAS No. 148;counting for Asset Retirement Obligations.” FASE3 addresses financial accounting
and reporting for obligations associated with t@Erement of tangible long-lived assets and theaated asset retirement costs. It applies to
legal obligations associated with the retiremeribof-lived assets that result from acquisitiomstauction or development, and (or) the
normal operation of a long-lived asset, excepttatain obligations of lessees. The adoption of $tndard did not have an impact on our
financial statements.

In August 2001, the FASB issued SFAS No. ‘Wetounting for the Impairment or Disposal of Lohgr«ed Assets.” This Statement
addresses financial accounting and reporting feiitipairment or disposal of long-lived assets. Bitement supersedes FASB Statement
No. 121, Accounting for the Impairment of L¢-Lived Assets and for Longived Assets to Be Disposed Of, and the accourdimdyreporting
provisions of APB Opinion No. 30, Reporting the Resof Operations — Reporting the Effects of Disploof a Segment of a Business, and
Extraordinary, Unusual and Infrequently OccurringeBts and Transactions, for
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the disposal of a segment of a business. The amopfithis standard did not have an impact on maricial statements.

In July 2002, the FASB issued SFAS No. 14écdunting for Costs Associated with Exit or Disgobetivities (“SFAS 146”). SFAS 146
requires that a liability for costs associated veithexit or disposal activity be recognized andsuesd initially at fair value only when the
liability is incurred. SFAS 146 is effective forierr disposal activities that are initiated afllcember 31, 2002. We do not expect the
adoption of SFAS 146 to have a material impactwnfioancial statements.

Risk Factors

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

Our success depends on sales of our BIG-IP®

We currently derive approximately 64% of oet revenues from sales of our BIG-IP product lIneaddition, we expect to derive a
significant portion of our net revenues from saéBIG-IP in the future. Implementation of our $&gy depends upon BIG-IP being able to
solve critical network availability and performarm®blems of our customers. If BIG-IP is unablsdabve these problems for our customers,
our business and results of operations will beossty harmed.

Our success depends on our timely development ofwgroducts and features

We expect the Internet traffic managementketatio be characterized by rapid technological geafrequent new product introductions,
changes in customer requirements and evolving tingdetandards. Our continued success depends aabdity to identify and develop new
products and new features for our existing prodtataeet the demands of these changes, and far gioducts and features to be accepted
by our existing and target customers. If we arebiento identify, develop and deploy new productd aew product features on a timely ba
or if those products do not gain market acceptameebusiness and results of operations may beusdyi harmed.

We may not be able to compete effectively in the earging Internet traffic market

Our markets are new, rapidly evolving anchhigcompetitive, and we expect competition to prand intensify in the future. Our
principal competitors in the Internet traffic matkeclude Cisco Systems, Foundry Networks, Nortetworks and RadWare. We expect to
continue to face additional competition as newipigdnts enter the Internet traffic management madk addition, larger companies with
significant resources, brand recognition and setesinels may form alliances with or acquire conmgelhternet traffic management solutic
and emerge as significant competitors. Potentiadpztitors may bundle their products or incorpoeatdnternet traffic management
component into existing products in a manner tigtalirages users from purchasing our productsnRakeustomers may also choose to
purchase additional or larger servers instead opoducts.

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

Our quarterly operating results have varigdificantly in the past and will vary significagtin the future, which makes it difficult for us
to predict our future operating results. In pafacuwe anticipate that the size of customer ordeay increase as we continue to focus on
larger business accounts. A delay in the recogniforevenue, even from just one account, may laasignificant negative impact on our
results of operations for a given period. In thstpa significant portion of our sales has beehze@near the end of a quarter. Accordingly, a
delay in an anticipated sale past the end of acpdat quarter may negatively impact our resultsérations for that quarter. Furthermore
base our decisions regarding our operating expeasasticipated revenue trends and our expenséslaxe relatively fixed. Consequently, if
revenue levels fall below our expectations, ourinedme will decrease because only a small podfosur expenses vary with our revenues.

We believe that period-to-period comparisohsur results of operations are not meaningful simould not be relied upon as indicators of
future performance. Our operating results may bevbéhe expectations of
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securities analysts and investors in some futuegtquor quarters. Our failure to meet these exgiects will likely seriously harm the 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. Thareefin 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 grosstpriafidecline, which will seriously harm our busis@nd results of operations. In addition,
we may experience substantial period-to-periodtdiations in future operating results due to thesieroof our average 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 saleycle has ranged from approximately two to
three months. Sales of BIG-IP andD8IS require us to educate potential customersdin thse and benefits. The sale of our productabgest
to delays from the lengthy internal budgeting, appt and competitive evaluation processes thaelaggporations and governmental entities
may require. For example, customers frequentlyrbbgievaluating our products on a limited basis ée&xbte time and resources to testing
our products before they decide whether or noutclpase. Customers may also defer orders as & oésuiticipated releases of new products
or enhancements by our competitors or us. As dtre@sw products have an unpredictable sales apeecontributes to the uncertainty of our
future operating results.

We may not be able to sustain or develop new dishition relationships

Our sales strategy requires that we establishmaintain multiple distribution channels in theited States and internationally through
leading industry resellers, original equipment nfanturers, systems integrators, Internet serviogigers and other channel partners. We
have a limited number of agreements with companiéisese channels, and we may not be able to iserear number of distribution
relationships or maintain our existing relationshipuring fiscal 2002 no single reseller or custome&eeded 10% of net revenue or our
accounts receivable balance. If we are unabletabksh and maintain our indirect sales channelspoisiness and results of operations will
be seriously harmed.

Our expansion into international markets may not seceed

We intend to continue expanding into inteioral markets. International sales represented 826tir net revenues for the year ended
September 30, 2002, 33% of our net revenues foyehe ended September 30, 2001 and 19% of ouewenues for the year ended
September 30, 2000. We have engaged sales persomagtralia, Europe, and Asia Pacific. Our con&d growth will require further
expansion of our international operations in sel@ciountries in the European and Asia Pacific markewe are unable to expand our
international operations successfully and in a yjmeanner, our business and results of operatiamgime seriously harmed. Such expansion
may be more difficult or take longer than we améte, and we may not be able to successfully maskét deliver and support our products
internationally.

Our operating results are exposed to risks associd with international commerce

As our international sales increase, our afirgy results become more exposed to internatiopatating risks. These risks include risks
related to foreign currency exchange rates, magdgireign sales offices, regulatory, political,emonomic conditions in specific countries,
changes in laws and tariffs, inadequate proteafdntellectual property rights in foreign counsjdoreign regulatory requirements, and
natural disasters. All of these factors could hawveaterial adverse effect on our business.
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Our success depends on our key personnel and ouribiy to attract, train and retain qualified market ing and sales, professional
services and customer support personnel

Our success depends to a significant degvee the continued contributions of our key managenmoduct development, sales,
marketing and finance personnel, many of who magliffieult to replace. The complexity of our Intettraffic and content 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 professioraliges, 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 andeustanding of our products. Our ability to retaid hire these personnel may be adversely
affected by volatility or reductions in our stocige, since these employees are generally grambe# sptions. The loss of services of any of
our key personnel, the inability to retain andaaitrqualified personnel in the future or delaykiimg qualified personnel, may seriously he
our business and results of operations.

Our business may be harmed if our contract manufactrers are not able to provide us with adequate supigs of our products

We rely on third party contract manufactuterassemble our products. We outsource the matoufiag of our hardware platforms to a
contract manufacturer who assembles these hargatferms to our specifications. We have experienmonor delays in shipments from ¢
contract manufacturers in the past, which havenadta material impact on our results of operatitvis.may experience delays in the future
or other problems, such as inferior quality andiffisient quantity of product, any of which may ersly harm our business and results of
operations. The inability of our contract manufaetuo provide us with adequate supplies of oudpobs or the loss of our contract
manufacturer may cause a delay in our ability thlforders while we obtain a replacement manutiaet and may seriously harm our
business and results of operations.

If the demand for our products grows, we wékd to increase our material purchases, comtrastifacturing capacity and internal test
and quality functions. Any disruptions in produletd may limit our revenue, may seriously harm oomgpetitive position and may result in
additional costs or cancellation of orders by awstomers.

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 compsrused in the assembly of our products fromdichsources. Lead times for these
components vary significantly. Any interruptiondglay in the supply of any of these hardware corapts) or the inability to procure a
similar component from alternate sources at acbéptarices within a reasonable time, will seriouséym our business and results of
operations.

Undetected software errors may seriously harm our bsiness and results of operations

Software products frequently contain undetg&rrors when first introduced or as new versarmesreleased. 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 commetuiainents. These problems may cause us to incuifisant warranty and repair costs,
divert the attention of our engineering personnainf our product development efforts and cause fiogmit customer relations problems. We
may also be subject to liability claims for damagsated to product errors. While we carry insugapolicies covering this type of liability,
these policies may not provide sufficient protectsiould a claim be asserted. A material prodabillty claim may seriously harm our
business and results of operations.

Our products must successfully operate witidpcts from other vendors. As a result, when @oisl occur in a network, it may be
difficult to identify the source of the problem. &bccurrence of software errors, whether causeslibyproducts or another vendeproducts
may result in the delay or loss of market accemariour products. The occurrence of any of theeblpms may seriously harm our business
and results of operations.
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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, &awérk and trade secret laws and restrictions arlodisre 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.

From time to time, third parties may assedsive patent, copyright, trademark and othegliattual property rights claims or initiate
litigation against us or our contract manufactursuppliers or customers with respect to existinfuture products. Our license agreements
typically require us to indemnify our customers iftfringement actions related to our technologyiclittould cause us to become involve:
infringement claims made against our customersmélg in the future initiate claims or litigation agst third parties for infringement of our
proprietary rights to determine the scope and itgliof our proprietary rights or those of our cortifgs. Any of these claims, with or without
merit, may be time-consuming, result in costlhghtiion and diversion of technical and managemerstype@el or require us to cease using
infringing technology, develop nanfringing technology or enter into royalty or liteing agreements. Such royalty or licensing agreend
required, may not be available on acceptable tefrasall. In the event of a successful claimmffingement and our failure or inability to
develop non-infringing technology or license thiinged or similar technology on a timely basist business and results of operations may
be seriously harmed.

ltem 7A.  Quantitative and Qualitative Disclosure About Market Risk

Interest Rate RislOur cash equivalents consist of high-quality sei@s; as specified in our investment policy guidesdi. The policy
limits the amount of credit exposure to any onaessr issuer to a maximum of 20% of the total mdidfwith the exception of treasury
securities, commercial paper and money market fumtih are exempt from size limitation. The pollayits all short-term investments to
mature in two years or less, with the average ritgtoeing one year or less. These securities argsuto interest rate risk and will decrease
in value if interest rates increase.

Maturing in (in thousands)

Three months Three months Greater than
or less to one year one year Total Fair value
September 30, 200;
Included in cash and cash equivale $ 3,582 $ — $ — $ 3,582 $ 3,582
Weighted average interest ri 1.S% — — — —
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% — —
September 30, 2000
Included in cash and cash equivale $13,717 $ — $ — $13,717 $13,717
Weighted average interest ri 6.4% — — — —
Included in sho-term investment $ 6,12¢ $26,52: $ 2,014 $34,66: $34,60:
Weighted average interest ra 6.€% 6.7% 7.C% —
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The following sensitivity analysis presenyptthetical changes related to our investment tel/8olutions Group Holdings Limited
(“Artel”). The following information measures the change invalue arising from selected hypothetical changete stock price of Artel (i
thousands.)

Valuation Given Percentage Valuation Given Percenge
Increase in Price Decrease in Price
Fair Value at
Investment September 30, 2002 15% 35% 50% 15% 35% 0%
Artel $1,34¢ $1,54¢ $1,817% $2,01¢ $1,14¢ $87¢E $672
— — — — — — —

Foreign Currency Risklhe majority of our sales and expenses are dendedna U.S. dollars and as a result, we have np¢eenced
significant foreign currency transaction gains fsses to date. While we have conducted some thosa in foreign currencies during the
fiscal year ended September 30, 2002 and expecintiinue to do so, we do not anticipate that foreigrrency transaction gains or losses
be significant at our current level of operatiofdswever, as we continue to expand our operaticmsriationally, they may become
significant in the future. We have not engagedieign currency hedging to date, however we magadim the future.
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REPORT OF INDEPENDENT ACCOUNTANTS

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, 2002 and 2001, and the resufteibfoperations and their cash flows for
each of the three years in the period ended Segtesfl 2002, in conformity with accounting prin@plgenerally 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 the
opinion expressed above.

PricewaterhouseCoopers LLP

Seattle, Washington
November 1, 200
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F5 NETWORKS, INC.

CONSOLIDATED BALANCE SHEETS

(in thousands)

ASSETS
Current assel
Cash and cash equivalel
Shor-term investment
Accounts receivable, net of allowances of $5,452 $ 24E
Inventories
Other current asse

Total current asse

Restricted cas

Property and equipment, r
Long-term investment
Other assets, n

Total asset

LIABILITIES AND SHAREHOLDERS
Current liabilities
Accounts payabl
Accrued liabilities
Deferred revenu

Total current liabilities
Long-term liabilities

Commitments and contingenci
Shareholder equity

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

outstanding

Common stock, no par value; 100,000 shares auteyrs,730 and

24,764 shares issued and outstani
Accumulated other comprehensive inca
Unearned compensatit
Accumulated defici

Total shareholde’ equity

Total liabilities and sharehold¢ equity

September 30

2002 2001

$ 20,80: $ 18,32
59,53: 51,46:
20,40 22,62¢
34¢ 2,60z
4,71 6,88t
105,79¢ 101,89¢
6,00(C 6,00(
12,21: 15,49¢
1,34¢ —
93¢ 1,26¢
$126,28¢ $124,66:
— —

" EQUITY

$ 3,68t $ 4,46(
13,54¢ 11,517
14,05¢ 11,083
31,28¢ 27,00¢
1,31t 1,167
128,87t 123,39
454 57z
(93) (536)
(35,557) (26,947)
93,68t 96,48¢
$126,28¢ $124,66:
I I

The accompanying notes are an integral part oktheasolidated financial statements.
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CONSOLIDATED STATEMENTS OF OPERATIONS

F5 NETWORKS, INC.

(in thousands, except per share data)

Net revenue:
Products
Services
Total
Cost of net revenue
Products
Services
Total
Gross profit
Operating expenst
Sales and marketir
Research and developm
General and administrati
Restructuring charge
Amortization of unearned compensat
Total

Income (loss) from operatiol
Other income, ne

Income (loss) before income tax
Provision for income taxe

Net income (loss
Net income (loss) per she— basic
Weighted average shar— basic
Net income (loss) per she— diluted

Weighted average shar— diluted

Year Ended September 30

2002 2001 2000
$ 82,56¢ $ 78,62¢ $ 87,98(
25,70 28,73¢ 20,66:
108,26¢ 107,36° 108,64!
20,24 33,24( 24,66(
10,23¢ 12,26¢ 7,911
30,47¢ 45,50¢ 32,57
77,78 61,86: 76,07+
50,58 50,76 36,89(
17,98¢ 17,43¢ 14,47¢
15,04¢ 18,77¢ 9,721
3,274 97t —
44z 2,62t 2,127
87,32¢ 90,57¢ 63,22:
(9,541 (28,719 12,85:
1,42( 2,021 2,90:
(8,12) (26,69t 15,75¢
48¢ 4,09 2,10¢
$ (8,610 $(30,79) $ 13,65(
| | |
$ (039 $ (1.3 $ 0.6F
| | ]
25,32: 22,64t 21,13
| | |
$ (0349 $ (1.3 $ 0.5¢
| | ]
25,32t 22,64t 23,06¢
| | ]

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

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

(In thousands)

Notes Accumulated
Common Stock Receivable Other Total
From Unearned Comprehensive Accumulated Shareholders’
Shares Amount  Shareholders Compensatior  Income/(Loss) Deficit Equity
Balance, October 1, 1999 18,16: $ 45,76( $(750) $(3,237) $ 3 $ (9,807) $ 31,97
Exercise of stock options by employe 66¢ 71€ — — — — 71€
Exercise of stock warrants 2,19¢ 1,41¢ — — — — 1,41¢
Issuance of stock under employee stock purchase pla 84 1,19¢ — — — — 1,19¢
Payment on note receivable from shareha — — 281 — — — 281
Tax benefit from employee stock transactions — 4,90( — — — — 4,90(
Issuance of common stock in a secondary publiaioffe
(net of issuance costs of $2,025) 50C 31,47¢ — — — — 31,47¢
Unearned compensation on stock option gr — 1,95¢ — (1,95€) — — —
Amortization of unearned compensation — — — 2,127 — — 2,127
Net income — — — — — 13,65( —
Other comprehensive income (lo:
Foreign currency translation adjustment — — — — 274) — —
Unrealized gain on securities — — — — 22t — —
Comprehensive incorr — — — — — — 13,60!
Balance, September 30, 2000 21,61 87,41¢ (469) (3,06)) (52) 3,84¢ 87,68t
Exercise of stock options by employees 60¢ 642 — — — — 642
Exercise of stock warran 9 — — — — — —
Issuance of stock under employee stock purchase pla 154 1,667 — — — — 1,667
Repurchase of common stock (30) (1,082 — — — — 1(082)
Issuance of common stock and warrants to Nokiadhet
issuance costs of $1.75 million) 2,46¢ 34,92¢ — — — — 34,92¢
Payment on note receivable from stockholder forase
of stock option: — — 18¢ — — — 18¢
Cancellation of unvested stock options from stoddéo (5€) (28)) 281 — — — —
Unearned compensation on stock option grants — 10C — (IXe[0)] — — —
Amortization of deferred compensati — — — 2,62¢ — — 2,62¢
Net loss — — — — — 30,790 —
Other comprehensive income (loss)
Foreign currency translation adjustm: — — — — 27) — —
Unrealized gain on securities — — — — 652 — —
Comprehensive loss — — — — — — 30,16%)
Balance, September 30, 2001 24,76¢ 123,39: — (53€) 573 (26,947) 96,48¢
Exercise of stock options by employees 765 3,75z — — — — 3,75z
Issuance of stock under employee stock purchase pla 201 1,731 — — — — 1,73
Amortization of deferred compensati — — — 443 — — 443
Net loss — — — — — §,610) —
Other comprehensive income (loss)
Foreign currency translation adjustm: — — — — (285) — —
Unrealized gain on securities — — — — 16€ — —
Comprehensive loss — — — — — — 8(729)
Balance, September 30, 2002 25,73( $128,87t — $ (93 $ 454 $(35,55%) $ 93,68t
— — — — —-— — —

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

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended September 30

2002 2001 2000

Operating activities
Net income (loss $ (8,610 $(30,790) $ 13,65(
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 1,37
Provision for inventory write dowr 32t 4,01¢ —
Realized (gain) loss on sale of as 1 (92 —
Realized loss on sale of investme 74 — —
Unrealized gain on investmer — 111 247
Amortization of unearned compensat 44z 2,62¢ 2,127
Provision for doubtful accounts and sales ret 6,181 15,31( 2,87¢
Depreciation and amortizatic 5,612 5,34¢ 2,33t
Deferred income taxe — 3,39¢ (3,399
Tax benefit from exercise of stock optic — — 4,90(
Changes in operating assets and liabilit
Accounts receivabl (4,595 427 (30,719
Inventories 1,89¢ 79C (5,639
Other current asse 1,091 (5,422 —
Other asset 51 (728) (1,627)
Accounts payable and accrued liabilit 154 (3,019 11,94(
Deferred revenu 3,01¢ (5,127 11,76¢
Net cash provided by (used in) operating activi 9,50t (11,839 9,84¢
Investing activities
Purchase of investmer (104,979 (81,469 (70,137
Sale of investment 95,48: 64,83¢ 42,74¢
Investment in restricted ca — — (2,987
Proceeds from construction refu — 851 —
Proceeds from the sale of property and equipt 30 217 —
Purchases of property and equipm (3,199 (9,152 (13,339
Net cash used in investing activit| (12,667) (24,709 (43,709
Financing activities
Proceeds from secondary public offering, net afasge cost — — 31,47
Proceeds from the issuance of common stock andanigrto
Nokia — 34,92¢ —
Proceeds from the exercise of stock options andants 5,48: 2,30¢ 3,32¢
Proceeds from payments on shareholder — 18¢ 281
Repurchase of common sta — (1,082 —
Net cash provided by financing activiti 5,48: 36,34 35,08¢
Net increase in cash and cash equival 2,32t (199 1,22:
Effect of exchange rate changes on cash and casbaénts 15¢& (16) (187)
Cash and cash equivalents, at beginning of 18,32: 18,53¢ 17,50(
Cash and cash equivalents, at end of $ 20,80: $ 18,32: $ 18,53¢
| | |

The accompanying notes are an integral part oktheasolidated financial statements.
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1. Description of the Company
F5 Networks, Inc. (the “Company”) provideseigrated products and services to manage, comdobptimize Internet traffic. The

Company’s core products, the BIG-IP® ControlleRS® Controller, and the BIG-IP Link Controller,Ipananage traffic to servers and

network devices in a way that maximizes availap#ind throughput. F5’s unique iContf Architecture provides integration and
interoperability between its products and alsovedld@s customers to develop integration and opétabietween the Company’s products and
other third party products. The Company’s solutiaddress many elements required for successfuhkitand Intranet business applications,
including high availability, high performance, itigent load balancing, fault tolerance, securitylstreamlined manageability.

2. Summary of Significant Accounting Policies
Principles of Consolidation

The consolidated financial statements andmpanying notes are prepared in accordance withuating principles generally accepted in
the United Sates of America. The consolidated firgrstatements include the accounts of the Companyall majority owned subsidiaries.
All inter-company transactions have been eliminatecbnsolidation.

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, sharehslayuity or total assets.

Use of Estimates

The preparation of financial statements infoomity with accounting principles generally actapin the United States of America
requires management to make estimates and assas et affect the reported amounts of assetsiahitities, disclosures of contingent
assets and liabilities as of the date of the fir@rstatements, and the reported amounts of reseani@ expenses during the reporting period.
Actual results could differ from those estimates.

Cash and Cash Equivalents
The Company considers all highly liquid inveents with purchased maturities of three montHegs to be cash equivalents.
Short-Term Investments

Investments in securities with maturitiedesfs than one year or where management’s intéotuse the investments to fund current
operations are classified as short-term investmdiis Company considers its securities as avaifablsale, which are reported at fair value
with the related unrealized gains and losses irmdws a component of shareholdexglity. Realized gains and losses and declinealirevof
securities judged to be other than temporary areded in other income (expense). The cost of iimrests for purposes of computing
realized and unrealized gains and losses is bas#teaspecific identification method.
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The Company’s short-term investments comsisfte following (in thousands):

Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
September 30, 200:;
Corporate bonds and not $33,50( $12¢ $— $33,62:
Municipal bonds and note 16,90( — — 16,90(
US Government securiti¢ 9,00 9 — 9,00¢
$59,40( $132 $— $59,53:
| | | |
Gross Gross
Amortized Unrealized Unrealized
Cost Gains Losses Fair Value
September 30, 2001
Corporate bonds and not $18,00¢ $ 2 $(44) $17,96:
Municipal bonds and note 33,50( — — 33,50(
$51,50¢ $ 2 $(44) $51,46:
| | | |

Long-Term Investments

Long-term investments consist of an investnirertel Solutions Group Holdings Limited (“Art&) In December of 2001, the Company
purchased, from a third-party, approximately 16iomlshares of common stock of Artel, which repriésean approximate 1% ownership
percentage. Artel is one of the Company’s distidrupartners in the Asia Pacific Region. The Conypaaid approximately $1.31 million for
the shares, which represented the then fair vdléetel's common stock as traded on the Hong Kotark Exchange. The investment is
considered available for sale and is included mglterm investments on the balance sheet. As ae8dyer 30, 2002 unrealized gains of
$36,000 were reflected as a component of compréfemome based on changes in the fair value@ttmmon stock.

Concentration of Credit Risk

The Company deposits its cash and cash dguaigawith five major financial institutions. Theo@pany has not experienced any losses on
its cash and cash equivalents. The Company initeggcess cash in accordance with its investmelityp which is approved by the Board
Directors and reviewed periodically to minimize ditaisk.

The Company’s customers are from diversestriks and geographic locations. Net revenues fnd@mnational customers are primarily
denominated in U.S. Dollars and were approxima$84.8 million, $35.0 million, and $20.6 million ftine years ended September 30, 2002,
2001, and 2000, respectively. During fiscal 200@ 2001 no single reseller or customer exceeded dfi¥e Company’s net revenue or
accounts receivable balance. During fiscal 2008, afrthe Company’s resellers, Exodus Communicatiaosounted for 14% of net revenue
and 8% of the Company’s accounts receivable baldrw Company does not require collateral to suppedit sales. Allowances are
maintained for potential credit losses and salasms.

Inventories

Inventories consist of hardware and relatadmonent parts and are recorded at the lower ¢faconarket (as determined by the first-in,
first-out method).

We outsource the manufacturing of our prefigomed hardware platforms to a contract manufagtusolectron, who assembles each
product to our specifications. Our agreement witle&ron allows them to procure component inventarmpur behalf based upon a rolling
production forecast. We are contractually obligategurchase the component inventory in accordariitethe forecast, unless we give not
of order
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cancellation outside of applicable lead times. &woy product inventory carried by Solectron beyo@dl&ys, Solectron will charge us a
monthly carrying fee of 1.5% of the inventory’s igamng value. We have the option to purchase inwugriteld by Solectron beyond 30 days to
avoid incurring the related carrying charges. ASeptember 30, 2002, we were committed to purcapgmximately $2.1 million of
inventory. As protection against component shogagel to provide replacement parts for our segams, we also stock limited supplies of
certain key components for our products.

Restricted Cash

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

Property and Equipment

Property and equipment is stated at costréiqtion of property and equipment and amortizatibcapital leases are provided on the
straight-line method over the estimated usefuldiebéthe assets ranging from two to five yearssebald improvements are amortized over
the lesser of the term of the lease or the estunadeful life of the improvements. The cost of narmaintenance and repairs is charged to
expense as incurred and expenditures for majoraugonents are capitalized at cost. Gains or losseendisposition of assets in the normal
course of business are reflected in the resultpefations at the time of disposal.

Software Development Costs

Software development costs incurred in coctjon with product development are charged to ne$eand development expense until
technological feasibility is established. Thereaftmtil the product is released for sale, softwdgeelopment costs are capitalized and
reported at the lower of unamortized cost or nalizable value of each product. The establishmetgahnological feasibility and the on-
going assessment of recoverability of costs requoresiderable judgment by the Company with resmecertain internal and external factors,
including, but not limited to, anticipated futureogs product revenues, estimated economic lifecaadges in hardware and software
technology. The Company amortizes capitalized sa#veosts using the straight-line method over gtienated economic life of the product,
generally three years. During the years ended 8ggete30, 2002 and 2001, the Company capitalize@ $8® and $327,000 of software
development costs, generally representing labdscBelated amortization costs of $225,000 wererde in fiscal 2002.

Impairment of Long-Lived Assets

The Company assesses the impairment of lisad-assets whenever events or changes in busiiressnstances indicate that the carry
amounts of the assets may not be fully recover@sampairment loss would be recognized when estichandiscounted future cash flows
expected to result from the use of the asset anel/gntual disposition is less than its carryingam.

Revenue Recognition

The Company recognizes revenue in accordaitbehe guidance provided under Statement of R\ ccounting Standards (SFAS)
No. 48,“Revenue Recognition When Right of Return Exis&;FC Staff Accounting Bulleting (SAB)No. 101, “RewenRecognition in
Financial Statements,” Statement of Position (“SONRS. 97-2, “Software Revenue Recognition,” and 3@P 98-9 “Modification of SOP
No. 9%-2, Software Revenue Recognition with Respect tdaleTransactions.”

The Company sells products through reselterginal equipment manufacturers (“OEMihd other channel partners, as well as direc!
end users, under similar terms. The Company rezegmroduct revenue upon shipment, net of estimratedhs, provided that collection is
determined to be probable and no significant oliliga remain. Product revenues from original eq@ptrmanufacturing agreements are
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recognized based on reporting of sales from the @&Nher. Typically a software license, hardwanstallation and post-contract customer
support (“PCS”) elements are combined into a paekegith a single “bundled” price. A portion of thalss price is allocated to each element
of the bundled package based on their respectivedhies as determined when the individual elesent sold separately. Revenues fron
license of software are recognized when the soéwas been shipped and the customer is obligateaytéor the software. When rights of
return are present and the Company cannot estigiatens, the Company recognizes revenue when ggiais tapse. Revenues for PCS are
recognized on a straight-line basis over the sers@antract term. PCS includes rights to upgradeésyvand if available, a limited period of
telephone support, updates, and bug fixes. Insitallaevenue is recognized when the product has lrestalled at the customer’s site.
Consulting services are customarily billed at fixates, plus out-of-pocket expenses, and revemea®eognized when the consulting has
been completed. Training revenue is recognized vihetraining has been completed.

The following presents revenues by shipmestidation for the years ended 2002, 2001 and g@G8ousands):

Year Ended September 30

2002 2001 2000
United State: $ 73,45¢ $ 72,40¢ $ 88,047
Europe 13,99( 10,00 7,02¢
Asia Pacific 20,81¢ 24,957 13,56¢

$108,26t¢ $107,36° $108,64!

Warranties

The Company generally offers warranties betweed&®@ and one year depending on whether it relateardware or software. Estima
future warranty obligations related to productspm@vided by charges to operations in the perioghich the related revenue is recognized.
These estimates are based on historical warrapgrince and other relevant information of whiol @ompany is aware. During the years
ended September 30, 2002, 2001 and 2000 warrapgner was $1.6 million, $0.4 million and $2.3 roillj respectively.

Advertising

Advertising costs are expensed as incurréd@taled approximately $1.5 million for each o §ears ended September 30, 2002, 2001
and 2000.

Income Taxes

The Company accounts for income taxes uridgeliability 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 meeévaluation allowances are established, whenssacg to reduce deferred tax asse
estimated amounts expected to be realized.

Foreign Currency Translation

The financial statements of all majority owned sdiasies have been translated into U.S. dollamccordance with Statement of Finan
Accounting Standards No. 52 “Foreign Currency Tiatien.” Under the provisions of this Statementaakets and liabilities in the balance
sheet of the subsidiaries are translated at yederchange rates, and translation gains and lassegported as a component of
comprehensive income (loss) and are accumulatadg@parate component of shareholders’ equity. gio@irrency transaction gains and
losses are a result of the effect of exchangectsages on transactions
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denominated in currencies other than the functionalency, including US dollars. Gains and losseshese foreign currency transactions are
included in determining net income or loss for plegiod of exchange. A transaction gain of $15,0@8 vealized in the fiscal year ended
September 30, 2002. Transaction losses of $13%00%84,000 were charged to operations for thalfigears ended September 30, 2001,
and 2000 respectively.

Comprehensive Income (Loss)

Comprehensive income (loss) is the changsity from transactions and other events and gistances other than those resulting from
investments by shareholders and distributions éoedtolders. For the Company, this includes foreigmency translation and unrealized g:
and losses on investments. The Company has inchhéezbmponents of comprehensive income (loss)mitie accompanying consolidated
statements of shareholders’ equity.

Stock-Based Compensation

The Company accounts for stock-based emplogagensation arrangements in accordance withrthagons of Accounting Principles
Board Opinion No. 25 (“APB No. 25"), “Accountingf&tock Issued to Employees,” FASB Interpretatian B4 (“FIN No. 44")
“Accounting for Certain Transactions Involving Stoa€ompensation,” and related interpretations amdpi@s with the disclosure provisions
of Statement of Financial Accounting Standards M3 (“SFAS No. 123"), “Accounting for Stock-Based@pensation.” Under APB
No. 25, compensation expense is based on theadliifer if any, on the date of the grant, betweeml#eened fair value of the Compi’s
stock and the exercise price of the option. Theatmed compensation is being amortized in accordaitbeFinancial Accounting Standards
Board Interpretation No. 28 on an accelerated lags the vesting period of the individual optiofihe Company accounts for equity
instruments issued to non-employees in accordaitbetive provisions of SFAS No. 123 and relatedrimtetations.

Fair Value of Financial Instruments

For certain financial instruments, includcesh and cash equivalents, short-term investmaotsunts receivable, accounts payable and
accrued liabilities, recorded amounts approximadeket value, due to the short maturities of thesguments.

Earnings per Share

Basic net income (loss) per share is compbyedividing 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. For fiscal y@&@2 and 2001 in which the Company
incurred a net loss, dilutive common stock equivbshares are excluded from the calculation as timgiact would have been antidilutive.
Diluted earnings per share would have been redbgédlde calculated effect of outstanding stock apiof 1,890,902 and 1,533,386 for fiscal
2002 and 2001, respectively.
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The following table sets forth the computataf basic and diluted net income (loss) per sfiarthousands, except per share data).

Year Ended September 30

2002 2001 2000
Numerator
Net income (loss $(8,610)  $(30,790  $13,65(
| I |
Denominator
Weighted average shares outstan— basic 25,32 22,64« 21,13;
Dilutive effect of common shares from stock opti — 1,91¢
Dilutive effect of common shares from warra — — 11
Weighted average shares outstan— diluted 25,32 22,64« 23,06¢
| I |
Basic net income (loss) per shi $(039) $ (1.3 $ 0.6
| I |
Diluted net income (loss) per sh $(039) $ (1.3) $ 0.5¢

Recent Accounting Pronouncements

In July 2001, the FASB issued SFAS No. 148;counting for Asset Retirement Obligations.” FASE3 addresses financial accounting
and reporting for obligations associated with thirement of tangible long-lived assets and theaated asset retirement costs. It applies to
legal obligations associated with the retiremeribof-lived assets that result from acquisitiomstauction or development, and (or) the
normal operation of a long-lived asset, excepttatain obligations of lessees. The adoption of $tndard did not have an impact on our
financial statements.

In August 2001, the FASB issued SFAS No. ‘Wetounting for the Impairment or Disposal of Lohgred Assets.” This Statement
addresses financial accounting and reporting feintpairment or disposal of long-lived assets. Bimement supersedes FASB Statement
No. 121, Accounting for the Impairment of Lc¢-Lived Assets and for Longived Assets to Be Disposed Of, and the accourdimdjreporting
provisions of APB Opinion No. 30, Reporting the Resof Operations — Reporting the Effects of Disploof a Segment of a Business, and
Extraordinary, Unusual and Infrequently OccurringeBts and Transactions, for the disposal of a sagofea business. The adoption of this
standard did not have an impact on our financetkestents.

In July 2002, the FASB issued SFAS No. 14écdunting for Costs Associated with Exit or Disdobetivities (“SFAS 146”). SFAS 146
requires that a liability for costs associated veithexit or disposal activity be recognized andsuesd initially at fair value only when the
liability is incurred. SFAS 146 is effective forierr disposal activities that are initiated afie@cember 31, 2002. We do not expect the
adoption of SFAS 146 to have a material impactwnfioancial statements.

3. Inventories

Inventories consist of the following (in tre@nds):

Year Ended
September 30

2002 2001
Finished good $324  $3,28¢
Raw material 31€ 1,347
Reserve for excess inventc (297) (2,02¢)

$ 34¢ $ 2,60z
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During the second quarter of fiscal 2002,b&gan to outsource the manufacturing of our prdigored, hardware platforms to a single
contract manufacturer, Solectron. Our agreemeowvaliSolectron to procure component inventory onbainalf based upon a rolling
production forecast. We are contractually obligategurchase component inventory that our contraartufacturer procures in accordance
with the forecast, unless we give notice of ordercellation outside of applicable lead times. For eompleted product inventory carried by
Solectron beyond 30 days, Solectron will charga o®nthly carrying fee of 1.5%. Alternatively, wavie the option to purchase inventory
held by Solectron beyond 30 days to avoid incurrglgted carrying charges. As of September 30, 28@2vere committed to purchase
approximately $2.1 million of such inventory ovhetnext few months. As protection against composbkattages and to provide replacen
parts for our service teams, we also stock limgeplplies of certain key components for our products

4. Property and Equipment

Property and equipment consist of the follmy\{in thousands):

Year Ended
September 30

2002 2001
Computer equipmet $11,69: $ 9,934
Office furniture and equipme 5,27¢ 5,78
Leasehold improvemen 7,417 7,221
24,38t 22,94

Accumulated depreciation and amortizat (12,179 (7,447
$12,21:  $15,49¢

I |

Depreciation and amortization expense wascpately $5.4 million, $5.3 million, and $2.3 tidin for the years ended September 30,
2002, 2001 and 2000, respectively.

5. Accrued Liabilities

Accrued liabilities consist of the followir{in thousands):

Year Ended
September 30
2002 2001

Accrued payroll and benefi $ 6,871 $ 5,06¢
Accrued sales and marketi 1,36¢ 70k
Accrued restructuring charg 1,07¢ —
Income taxe: 87:¢ 1,06¢
Other 3,362 4,68:
$13,54¢ $11,517
| |

6. Restructuring Charges

During the third quarter of fiscal 2002, veeorded a restructuring charge of approximatel$ &&llion in connection with management’s
decision to exit the cache appliance business. kst of changes in the business, we wrote-dcertain assets, consolidated operations and
terminated 47 employees throughout all divisionthefCompany. In July 2002, all identified employ&ad been notified and terminated
resulting in
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an additional charge of $503,000 related to em@®eparation costs. The following summarizes atrueturing charges (in thousands):

Charges for the Cash Balance at

Quarter Ended Payments and September 30,
June 30, 2002 Additional Charges Write-offs 2002
Excess facilitie: $1,00¢ $ — $ — $1,00(¢
Asset impairment 1,56( — (1,560 —
Employee separation co: — 503 (503 —
Other 211 (13%) 76
$2,771 $50: $(2,19¢) $1,07¢
I L] | I

7. Income Taxes

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

Year Ended September 30

2002 2001 2000
u.S. $(7,417)  $(25,900  $17,97¢
International (70¢) (795) (2,227)

$(8,12])  $(26,69f)  $15,75:
] I |
The provision for income taxes consists effthllowing (in thousands):
Year Ended
September 30
2002 2001
Current
U.S. federa $ — $ 33
State 22 50
Foreign 467 614
Total 48¢ 697
Deferred
U.S. federa — 3,227
State — 171
Foreign — —
Total — (3,399

$48¢ $ 4,09t

38




F5 NETWORKS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

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 & other cre
Impact of stock option compensati
Other

Change in valuation allowan:

Year Ended September 30

2002 2001 2000

$(2,84Y)  $(9,34Y) $5514

(26¢) (52€) 40¢
25¢ 105 30¢
(1,099) (659 (1,31
(1,039) — (450)
80 (33) 1,03

5,40( 14,548 (3,39¢)

$ 48¢ $ 4,098  $2,10¢

The tax effects of the temporary differentes give rise to significant portions of the deéer tax assets and liabilities are as follows (in

thousands):

Deferred tax assets
Net operating loss carryforwar
Exercise of stock optior
Allowance for doubtful accoun
Accrued compensation and bene
Inventories and related resen
Other accruals and resen
Depreciatior
Tax credit carryforward

Valuation allowance
Deferred tax liabilities

Deductible prepaid expenses and o

Net deferred tax asset:

Year Ended September 30

2002 2001 2000

$ 17,47¢ $ 12,33t $ 4,88¢

— 694 27¢
1,961 2,40¢ 617
471 407 27€
487 1,067 —
1,63( 1,28¢ 53¢
1,011 544 15¢
3,291 2,19: 1,54(
26,32¢ 20,92¢ 8,29:
(26,329 (20,929 (4,889
— — 3,40¢

— — (10

$ — $ —  $339%
.| .| |

The Company’s deferred tax assets includ®petating loss carry forwards of approximately $48illion; $40.4 million related to
U.S. operations and $8.1 million related to U.Kergtions. The U.S. net operating loss carry forwavil begin to expire in fiscal year 2011
through 2022. The U.K. net operating loss carrewérd indefinitely. The Company also has R&E Crediry forwards which will begin to

expire in fiscal year 2011 through 2022.

8. Shareholders’ Equity

a. Public Offerings

In June 1999, the Company issued 2,860,08estof common stock at an initial public offerjprice of $10.00 per share. The net
proceeds to the Company from the offering, netffefring costs of approximately $3.1 million werepapximately $25.5 million. Concurrent
with the initial public offering, each outstandislgare or the Company’s convertible preferred steak automatically converted into common

stock.
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In October 1999, the Company issued 500,06@0es of common stock in a secondary public offgana price of $67.00 per share. The
net proceeds to the Company, net of offering cokepproximately $350,000, were approximately $3tilion.

b. Nokia Private Placement of Common Stock and Warrants

On June 26, 2001, the Company entered i@t@oramon Stock and Warrant Purchase Agreement wittiad\€inance International B.V.
(“NFI"). Under this Agreement, the Company issued gold to NFI (i) 2,466,421 shares of Common Studt (ii) warrants (the “Warrants”)
to purchase additional shares of common stock.ddmapany received total proceeds of $34.9 milliat,af $1.75 million of issuance costs
from the sale of these shares and the WarrantsWidreants allow NFI to purchase additional shafesommon stock to increase its
ownership percentage in the Company (up to a maximiuone share less than 20%) during three tembssiday periods beginning on
December 31, 2001, June 30, 2002 and Decembe082, at an exercise price equal to the averageay@&Gldsing price before the start of
each period. As of the date of this filing, NFI et purchased additional shares.

The Company recorded the issuance of the ammstock and Warrants by allocating the net pros¢edhe Common Stock and the
Warrants, based upon their relative fair valughatate of issuance. The fair value of the Wasrargs determined to be $1.7 million based
on an independent valuation. Based upon the relédiv value at the date of issuance, the amounebproceeds allocated to the Warrants
and included as a component of common stock wasrillion. The amount allocated to the common stevels $33.3 million.

NFI has also signed a two-year OEM licensgrageller agreement that gives them access té tle Company’s internet traffic
management products. Nokia may resell the Compamgducts and integrate the Company’s softwareagsaf its product offering.

C. Warrants

In February 1999, the Company issued a wateapurchase up to 12,500 shares of the Compawytsnon stock at $8.00 per share to a
certain customer in conjunction with a sale of pradd. The warrant was exercised in October 2000.

d. Equity I ncentive Plans

In January 1997, Company'’s shareholders apprthe Amended and Restated 1996 Stock Option(EHari1996 Employee Plan”) that
provides for discretionary grants of non-qualifaatt incentive stock options for employees and adberice providers, and the Amended and
Restated Directors’ Nonqualified Stock Option Pdoe “1996 Directors’ Plan”), which provides fortamatic grants of non-qualified stock
options to eligible non-employee directors. A tabP,600,000 shares of common stock have beernvegséor issuance under the 1996
Employee Plan and the 1996 Directors’ Plan. Empmeystock options typically vest over a period aiifyears from the grant date; director
options typically vest over a period of three ydans the grant date. All options under the 1996pryee Plan and the 1996 Directors’ Plan
expire 10 years after the grant date. All outstagdiinvested options under the 1996 Employee Ridritee 1996 Director’s Plan vest in full
upon a change in control of the Company. The Compaes not intend to grant any additional optiondar either of these Plans. As of
September 30, 2002 there were options to purché& 39 shares outstanding and 33,430 shares deditatawards under the 1996 plan.

In November 1998, the Company’s shareholddopted the 1998 Equity Incentive Plan (the “19B#, which provides for
discretionary grants of non-qualified and incensteck options, stock purchase awards and stockdmsnfor employees and other service
providers. A total of 5,300,000 shares of commaglshave been reserved for issuance under the RI@98 Stock options granted under this
plan typically vest over a period of four yearsnfrthe grant date, and expire 10 years from thetglate. The Company has not granted any
stock purchase awards or stock bonuses under 8&Hl@n. Upon certain changes in control of
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the Company, the surviving entity will either assuar substitute all outstanding options or stockras under the 1998 Plan. If the surviving
entity determines not to assume or substitute sptibns or awards, then with respect to personsse/lservice with the Company or an
affiliate of the Company has not terminated befoange in control, the vesting of 50% of thedeop or stock awards (and the time
during which these awards may be exercised) wilkkrate and the options or awards terminatedti€rercised before the change in con
As of September 30, 2002 there were options tohase 3,558,375 shares outstanding and 962,706sshaiable for awards under the 1¢
plan.

In July 2000, the Company’s Board of Direstadopted the 2000 Employee Equity Incentive Rlaa 12000 Plan”), which provides for
discretionary grants of non-qualified stock optiosteck purchase awards and stock bonuses for xerutve employees and other service
providers. A total of 3,500,000 shares of commaglshave been reserved for issuance under the RI@00 Stock options granted under this
plan typically vest over a period of four yearsnfrthe grant date, and expire 10 years from thetglate. The Company has not granted any
stock purchase awards or stock bonuses under f@&R@n. Upon certain changes in control of the @amy, the surviving entity will either
assume or substitute all outstanding options akséevards under the 2000 Plan. If the survivingtglietermines not to assume or substitute
such options or awards, then with respect to peradrose service with the Company or an affiliatéhef Company has not terminated before
a change in control, the vesting of 50% of thes@®aop or stock awards (and the time during whigtsthawards may be exercised) will
accelerate and the options or awards will be teateuh if not exercised before the change in conftelof September 30, 2002 there were
options to purchase 2,730,736 shares outstandth@28,126 shares available for awards under thé pioh.

In July 2000, the Company’s Board of Direstadopted two nonqualified stock option plans {ffeAdam Plans”) in connection with
hiring John McAdam, the Company’s President andeClekecutive Officer. The first McAdam Plan providier a grant of 645,000 non-
qualified stock options for Mr. McAdam that vestowa period of four years from the grant date. Hinést was cancelled and the plan
terminated in fiscal 2002. The second McAdam Plawvides for a grant of 50,000 options. As of Septen80, 2002, 50,000 shares had been
issued under the second McAdam Plan.

In October 2000, the Company’s Board of Ctives adopted a non-qualified stock option plananrection with the hiring of Jeff
Pancottine, the Company’s Senior Vice PresideiMarfketing and Business Development. This Plan piewifor a grant of 200,000 non-
qualified stock options for Mr. Pancottine thattvedably over a period of four years from the gmeate. All options under this plan expire
10 years from the grant date. As of September G022no remaining shares are available for gradeuthe plan.

In May 2001, the Company’s Board of Directadopted a non-qualified stock option plan in catioa with the hiring of Steve Coburn,
the Company'’s Vice President of Finance and Chiediicial Officer. This plan provides for a grant2®f0,000 norgualified stock options f
Mr. Coburn that vest ratably over a period of fgaars. All options under this plan expire 10 ydeom the grant date. As of September 30,
2002, no remaining shares are available for gradeuthe plan.

The Company applies the provisions prescrine®PB No. 25 and related interpretations in acttimg for stock options. In prior years,
the Company issued stock options with an exerdise fess than the deemed fair value of the Comgazgmmon stock at the date of grant.
In fiscal 2002, there were no options issued bdklimnmarket value; accordingly no additional comgeion costs were recorded.
Approximately $0.1 million and $2.0 million of defed compensation was recorded during fiscal y2@@4 and 2000, respectively, and is
being amortized over the vesting period of theaystj generally four years. Amortization of stocknpensation costs of approximately
$0.4 million, $2.6 million, and $2.1 million haséxerecognized as an expense for the years endéeh@egr 30, 2002, 2001 and 2000,
respectively.
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A summary of stock option transactions uraleof the Company’s plans is as follows:

Weighted
Average
Outstanding Exercise Price
Options Per Share
Balance at September 30, 1¢ 2,484,63 $ 5.0t
Options grante: 3,979,69! 62.52
Options exercise (668,45¢) 1.07
Options cancele (492,599 69.0¢
Balance at September 30, 2( 5,303,27. 42.6¢
Options grante: 4,662,57 12.5¢
Options exercise (607,987 1.0¢
Options cancele (1,446,97) 50.0¢
Balance at September 30, 2( 7,910,88: 27.0z
Options grante: 2,233,85I 12.52
Options exercise (764,50 4,91
Options cancele (2,139,37) 52.67
Balance at September 30, 2( 7,240,85! $17.3(

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

Year Ended September 30

2002 2001 2000
Weightedaverage fair value of options granted with exerpisees equal to tt
market value of the stock at the date of g $10.0¢ $10.5¢4 $48.61
| | |
Weighted-average exercise price of options grawitfdexercise prices equal
to the market value of the stock at the date ofitt $12.52 $12.4( $63.2¢
I I I
Weighted-average fair value of options granted wikhbrcise prices less than
the market value of the stock at the date of g $ 0.0C $27.8¢ $42.5¢
| | |
Weighted-average exercise price of options granifuexercise prices less
than the market value of the stock at the dateart $ 0.0C $29.4: $ 0.0C
I I I

The following table summarizes informatioroaboptions outstanding at September 30, 2002:

Weighted Average Weighted
Remaining Weighted Average Number Average
Range of Number of Contractual Life Exercise Price of shares Exercisable
Exercise Prices Shares (in years) Per Share Exeralsle Price Per Share
$0.05-% 5.0! 786,11! 7.0C $ 3.04 658,47t $ 2.7z
5.34 - 9.5( 2,260,14. 8.44 8.1z 1,244,22 7.9¢
9.63 - 33.0( 3,214,03! 9.0t 16.5¢ 857,58 19.41
33.06- 58.3¢ 799,93: 7.7¢ 44.7¢ 464,94¢ 45.1¢
60.88- 120.8¢ 180,62. 7.2¢ 86.41 125,16 85.8¢
$ 0.05- $120.8¢ 7,240,85! 8.4t $17.3( 3,350,39 $17.9¢
— —
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1999 Employee Stock Purchase Plan

In May 1999, the board of directors approtredladoption of the 1999 Employee Stock Purchame (e “Purchase Plan”). A total of
1,000,000 shares of common stock have been restawestuance under the Purchase Plan. The Purélaseermits eligible employees to
acquire shares of the Company’s common stock thrgegiodic payroll deductions of up to 15% of beasmpensation. No employee may
purchase more than $25,000 worth of stock, detexthat the fair market value of the shares at the Buch option is granted, in one calendar
year. The Purchase Plan has been implementedeines ®f offering periods, each 6 months in duratithe price at which the common stc
may be purchased is 85% of the lesser of the faiket value of the Company’s common stock on ttet fiay of the applicable offering

period or on the last day of the respective purelpesiod.

Pro Forma Information

Pro forma information regarding net income (lossjeiquired by SFAS No. 123, and has been deternaiméfidhe Company had accour
for its stock options under the minimum value metbbthat statement for all periods prior to therpany becoming a public entity and fair
value method of that statement for all periods sghent to the Company becoming a public entity. faivevalue of each option is estimated
at the date of grant using the following weighteg+age assumptions:

Stock Option Plan Employee Stock Purchase Plan
Year Ended September 30 Year Ended September 30
2002 2001 2000 2002 2001 2000
Risk-free interest rat 4.12% 4.81% 6.12% 2.57% 4.49% 5.50%
Expected dividen 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Expected live: 4.3 year 4.0 year 4.0 year 6 month: 6 month: 6 month:
Expected volatility 99.41% 138.79% 111.87Y 99.41% 138.79Y 111.87Y

For purposes of pro forma disclosures, thienased fair value of the options is amortized otfer options’ vesting period. The Company’s
pro forma net income (loss) would have been asvidl(in thousands, except per share data):

Year Ended September 30

2002 2001 2000
Net income (loss) as report $ (8,610 $ (30,790  $13,65(
Net income (loss) pro forn (17,449 (105,579 (40,64%)
Net income (loss) per share as repo— basic (0.39 (1.36) 0.6t
Net income (loss) per share as repo— diluted (0.39 (1.36) 0.5¢
Net income (loss) per share pro for— basic (0.69) (4.66€) (1.92)
Net income (loss) per share pro for— diluted (0.69 (4.66€) (1.92)
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9. Commitments and Contingencie:

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

Gross Net
Lease Sublease Lease
Payments Income Payments
2003 $ 5,80: $ 3,04¢ $ 2,75¢
2004 5,567 3,13( 2,431
2005 5,39¢ 3,24( 2,15¢
2006 5,57¢ 3,35( 2,22¢
2007 5,47z 3,46( 2,01z
Thereafte 27,53: 18,28: 9,251
$55,34¢ $34,50¢ $20,84(
— — —

Rent expense under non-cancelable operaasgs amounted to approximately $4.4 million, $4ilBon, and $1.9 million for the years
ended September 30, 2002, 2001, and 2000, resplgctiv

In April 2000, the Company entered into askeagreement on two buildings for corporate heatiensa The lease for both buildings
expires in 2012 with an option for renewal. Theskeaommenced in July 2000 on the first building] #ire lease on the second building
commenced in October 2000. The second buildingbas fully subleased until 2012. The Company eistaddl a restricted escrow account
in connection with this lease agreement. Undetdh@ of the lease, a $6.0 million certificate opdsit is required through November 2012,
unless the lease is terminated before then. Thaiatrhas been included on the Company’s balancs slsea component of restricted cash.

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 Compé's initial and secondary public offerings, the Camp and
some of the Company’s officers and directors. Theses, which have been consolidated uhdex F5 Networks, Inc. Initial Public Offering
Securities Litigation No. 01 CV 7055, assert that the registratiorestants for the Company’s June 4, 1999 initial pubffering and
September 30, 1999 secondary offering failed tolds® certain alleged improper actions by the undtars for the offerings. The
consolidated amended complaint alleges claims agtiie F5 defendants under Sections 11 and 1 @dleurities Act of 1933, and under
Sections 10(b) and 20(a) of the Securities Excha@wgef 1934. Other lawsuits have been filed malgimilar allegations regarding the
public offerings of more than 300 other comparntdbof these various consolidated cases have beerdinated for pretrial purposeslasre
Initial Public Offering Securities Litigatio, Civil Action No. 21-MC-92. Defendants have filetbtions to dismiss. We believe that we have
meritorious defenses to the lawsuits and will ddfearselves vigorously in the litigation. An unfaable resolution of the actions could have
a material, adverse effect on our business, resfitiperations or financial condition.

The company may be subject to additionalllpgaceedings, claims and litigation arising in trdinary course of business. Although the
outcome of these matters is currently not deterbiinahe Company does not expect that the resaolatiche actions could have a material,
adverse effect on the business, results of opasatio financial condition of the Company.

10. Related Party Transactions

In March 1999, the Company issued 150,008eshaf common stock to an officer of the Compangxohange for a note receivable of
$750,000. These shares were acquired by exeragiol options that vest over a period of four ye@he note bears interest at a rate of
4.83%, is collateralized by the shares, partiallgrgnteed by the officer and is due in 2003. Utldepledge agreement, the Company has the
obligation to repurchase any remaining unvestedeshand the note becomes due upon the officarignation. Further,
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the shares may not be transferred until they astede and the related portion of the loan is repbadal payments of $281,000 and $188,000
were received on the loan in fiscal years 200020@dL, respectively. In fiscal 2001, the officett lisfe company and returned 56,000 unvested
shares, which were subsequently cancelled, irs&iikfaction of the outstanding balance.

11. Employee Benefit Plans

The Company has a 401(k) savings plan wheeéigiple employees may voluntarily contribute agemtage of their compensation. The
Company may, at its discretion, match a portiothefemployees’ eligible contributions. Contribusdo the plan during the years ended
September 30, 2002, 2001, and 2000 were approXyrs280,000, $953,000, and $833,000, respecti@bntributions made by the compe
vest over four years.

12. Supplemental Cash Flow Information

Supplemental cash flow information consigtérothousands):

Year Ended September 30

2002 2001 2000
Non-cash investing and financing activiti¢

Cancellation of note receivable from shareholdectonmon stocl $—  $(28)) $ —
Deferred compensation for options grar — 15C 2,12¢
Reduction to deferred compensation due to cancsttezk option grant — (50) (172
Cash paid for taxe 90z 167 12
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13. Quarterly Results of Operations (unaudited)

The following tables present our unaudited quaytestults of operations for the eight quarters drifieptember 30, 2002. You should t
the following table in conjunction with our finatistatements and related notes included elseviménés report. We have prepared this
unaudited information on the same basis as thaelifihancial statements. The following table inlda all adjustments, consisting only of
normal recurring adjustments that we consider resagdor a fair presentation of our operating ressfdr the quarters presented.

Three Months Ended (in thousands)

Sept. 30, June 30, March 31, Dec. 31, Sept. 30, U0, March 31, Dec. 31,
2002 2002 2002 2001 2001 2001 2001 2000

Net Revenue
Products $20,37¢ $20,75( $20,78: $20,65¢ $ 19,82t $21,29¢ $ 19,77 $17,73¢
Services 6,69¢ 6,31¢ 6,31¢ 6,367 6,741 7,70: 7,29t 7,00(C

Total 27,07" 27,06t 27,10 27,02¢ 26,56¢ 29,00: 27,06% 24,73
Cost of net revenue
Products 4,04¢ 5,081 5,151 5,96¢ 4,79( 7,701 12,66: 8,08¢
Services 2,36( 2,50¢ 2,68( 2,69 2,53¢ 2,90¢ 3,23¢ 3,58¢

Total 6,40¢ 7,58¢ 7,831 8,657 7,32¢ 10,60¢ 15,90: 11,67(
Gross margir 20,66¢ 19,48( 19,27( 18,36¢ 19,24: 18,39: 11,16¢ 13,06:
Operating expense
Sales and marketir 13,06: 13,25¢ 11,82 12,44( 12,28’ 12,23: 12,797 13,45:
Research and developmt 4,312 4,78¢ 4,751 4,13 3,90z 4,14( 4,54¢ 4,84¢
General and administrati 3,427 3,04¢ 4,524 4,04t 6,81¢ 3,08( 4,19¢ 4,68¢
Restructuring charg 503 2,771 — — — — (96) 1,071
Amortization of unearned

compensatiol aC 10¢€ 114 13¢ 20¢ 24~ 1,59¢ 57¢

Total operating expens 21,39 23,967 21,21 20,75¢ 23,21 19,69’ 23,03¢ 24,63(
Loss from operation (725) (4,487 (1,949 (2,387) (3,97) (1,30%) (11,879 (11,56
Other income, ne 35E 287 277 50¢& 62€ 32z 871 19¢
Loss before income taxi (370 (4,200 (1,669 (1,882) (3,349 (982) (11,009 (11,36%)
Provision (benefit) for

income taxe: 53 14¢€ 101 18¢ 8,16: 62¢ (2,260) (2,437)
Net loss $ (423 $(4,346)  $(1,770) $(2,07)  $(11,50¢) $(1,610) $ (8,742 $ (8,93))

| | | | | | | |
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VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
(in thousands)

Balance at Charges to Balance
beginning costs and Charges to at end
Description period expenses other accounts Deductions of period
Year Ended September 30, 2(
Allowance for doubtful accoun $ 41c $ 88C $ — $ (43%) $ 85¢
Allowance for sales returr $ 41c $1,99¢ $ — $(1,607) $ 80¢
Income tax valuation allowant $ 3,31« $ — $ 2,117 $ (549) $ 4,88¢
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 allowant $ 4,88¢ $ — $16,04¢ $ — $20,92¢
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 $(4,89)) $ 1,61¢
Income tax valuation allowant $20,92¢ $ — $ 5,40( $ — $26,32¢
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Iltem 9. Changes in and Disagreements with Accotants on Accounting and Financial Disclosure
None.
PART IlI
Iltem 10. Directors And Executive Officers of tie Registrant

Information concerning compliance with Sewti of the Securities Exchange Act is incorpordtectin by reference to information
appearing in the Company’s Proxy Statement faaritsual meeting of shareholders to be held on Fepff 2003, which information
appears under the caption “Section 16(a) Benef@mhership Reporting Compliance.” Such Proxy Statemwvill be filed within 120 days of
the Company’s last fiscal year-end, September G022

ltems 11, 12, and 13.

The information called for by Items 11, 12&8 of this Part 11l is included in the CompaniPxy Statement relating to the Company’s
annual meeting of shareholders to be held on Fepfig 2003 and is incorporated herein by referefbe information appears in the Proxy
Statement under the captions “Election of DiregtdiRemuneration of Executive Officers,” and “VotjrBecurities and Principal Holders.”
Such Proxy Statement will be filed within 120 dafshe Company’s last fiscal year-end, SeptembefB02.

Item 14. Controls and Procedures

Within the 90-day period prior to filing thisport, we carried out an evaluation, under theestision and with the participation of the
Companys management, including our Chief Executive Offimed Chief Financial Officer, of the effectivene$she design and operation
our disclosure controls and procedures pursualBkéhange Act Rule 13a-14 and 15d-14. Based updretiaduation, the Chief Executive
Officer and the Chief Financial Officer concludéat our disclosure controls and procedures areteféeto timely alert them to any material
information relating to the Company (including étsnsolidated subsidiaries) that must be includezlinperiodic SEC filings. There have
been no significant changes in the Company'’s imtlerantrols or in other factors that could sigrafitly affect internal controls subsequent to
their evaluation.

We intend to review and evaluate the desighedfectiveness of our disclosure controls anadg@dares on an ongoing basis and to
improve our controls and procedures over time antbtrect any deficiencies that we may discovehéfuture. 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 phaes is effective to achieve our goal, future évaffecting our business may cause us to
modify our disclosure controls and procedures.

PART IV
ltem 15.  Exhibits, Financial Statement Scheduse and Reports on Form 8-K
(a) Documents filed as part of this repoet as follows:

(1) Consolidated Financial Statements:

See Index to Consolidated Financial Statementsidec! under Item 8 in Part Il of this Form 10-K.
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(2) Exhibits:

Exhibit
Number

3.1
3.2
4.1
4.2
10.1
10.z
10.:
10.4
10.5
10.€
10.7
10.€
10.€
10.1(
10.11
10.1z
10.1:
10.1¢
10.1¢

10.1¢

10.1%
10.1¢
10.1¢
10.2(
10.21
10.22
23.1*
99.1*

*

(1)
()
(3)
(4)

Filed herewith.

Exhibit Description

Second Amended and Restated Articles of Incorpmradf the Registration(?

Amended and Restated Bylaws of the Registra

Specimen Common Stock Certificate

Common Stock Purchase Warrant issued to Nokia Esémternational B.V.(3

Form of Indemnification Agreement between the Regiig and each of its directors and certain obffeers(1)
1998 Equity Incentive Plan(:

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 anddedtDirector Nonqualified Stock Option Plan(.
Amended and Restated 1996 Stock Option Ple

Form of Option Agreement under the Amended anddRes$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 Johlam and the Company dated July 24, 200
NonQualified Stock Option Agreement between Johlam and the Company dated July 24, 200

Office Lease Agreement dated July 31, 1999, betvirzmgistrant and 401 Elliott West LLC(

Agreement dated February 19, 1999, between thesRagi and Steven Goldman

Investor Rights Agreement dated August 21, 1998yéen Registrant and certain holders of the Reqgiss
Series A Preferred Stock, Series B Preferred St®ekies C Preferred Stock and Series D Prefereak&t)
Common Stock and Warrant Purchase Agreement dated2b, 2001 between the Company and Nokia Finance
International B.V.(3

Investo’s Rights Agreement dated June 26, 2001 betweeGdhgany and Nokia Finance International B.V
Sublease Agreement dated March 30, 2001 betwedddhmany and Cell Therapeutics, Inc.

2000 Employee Equity Incentive Plan

Form of Option Agreement under the 2000 Equity iise Plan(6]

NonQualified Stock Option Agreement between Jeffddttine and the Company dated October 23, 20(
NonQualified Stock Option Agreement between SteebuEn and the Company dated May 29, 200
Consent of PricewaterhouseCoopers LLP, Indeperigrduntants

Certification Pursuant to Section 906 of the Sagk-Oxley Act of 200z

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

Incorporated by reference from Registration Statéroa Form -1, File No. 33-86767.

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. 33-51878.
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(5) Incorporated by reference from Annual Report omi-@f-K for the year ended September 30, 2(
(6) Incorporated by reference from Annual Report omiraf-K for the year ended September 30, 2(
(b) Reports on Form 8-K:
None.

The Company’s quarterly and annual reporesaaailable, free of charge, on our corporate welsivw.f5.com as soon as reasonably
practicable after such material is filed with tHeGS
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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.

By: /s/ JOHN MCADAM

John McAdam
Chief Executive Officer and President

Dated: December 17, 2002

Pursuant to the requirements of the Secariiet of 1934, this report has been signed belowhbyfollowing persons on behalf of the
Registrant and in the capacities and on the datisated.

Signature Title Date
By: /sl JOHN MCADAM Chief Executive Officer, President, and December 17, 20(
Director
John McAdan (Principal Executive Officer)
By: /s/ STEVEN B. COBURN Senior Vice President, December 17, 20(
Chief Financial Officer
Steven B. Coburn (Principal Finance and

Accounting Officer)

By: /sl JEFFREY S. HUSSEY Director December 17, 20(

Jeffrey S. Husse

By: /s KEITH D. GRINSTEIN Director December 17, 20(

Keith D. Grinsteir

By: /sl KARL D. GUELICH Director December 17, 20(
Karl D. Guelich
By: /s/ ALAN J. HIGGINSON Director December 17, 20(

Alan J. Higginsor

By: /sl KENNY J. FRERICHS Director December 17, 20(

Kenny J. Frerich:
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CERTIFICATIONS

[, John McAdam, certify that:

1)

2)

3)

4)

5)

6)

I have reviewed this annual report on Form 16fk5 Networks, Inc.

Based on my knowledge, this annual report do¢gontain any untrue statement of a materialdacimit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

Based on my knowledge, the financial statemems other financial information included in thisnual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
this annual repor

The registrant’s other certifying officers drate responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedarensure that material information relatinghe tegistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annual
report is being prepare

b) evaluated the effectiveness of the registratisslosure controls and procedures as of a datens80 days prior to the filing date
of this annual report (th*Evaluation Dat"); and

c) presented in this annual report our conclusabwut the effectiveness of the disclosure contints procedures based on our
evaluation as of the Evaluation Da

The registrant’s other certifying officers drishve disclosed, based on our most recent evatyab the registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design petation of internal controls which could advers#fect the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that ineshmanagement or other employees who have a sigmifiole in the registrant’s
internal controls; an

The registrant’s other certifying officers dntthve indicated in this annual report whetherehgere significant changes in internal
controls or in other factors that could signifidgrgffect internal controls subsequent to the dditeur most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknes

/s JOHN MCADAM

John McAdam
Chief Executive Officer and President
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CERTIFICATIONS

I, Steven B. Coburn, certify that:

1)

2)

3)

4)

5)

6)

I have reviewed this annual report on Form 16fk5 Networks, Inc.

Based on my knowledge, this annual report do¢gontain any untrue statement of a materialdacimit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this annual re

Based on my knowledge, the financial statemems other financial information included in thisnual report, fairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented in
this annual repor

The registrant’s other certifying officers drate responsible for establishing and maintaimisglosure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedarensure that material information relatinghe tegistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during theriod in which this annual
report is being prepare

b) evaluated the effectiveness of the registratisslosure controls and procedures as of a datens80 days prior to the filing date
of this annual report (th*Evaluation Dat"); and

c) presented in this annual report our conclusabwut the effectiveness of the disclosure contints procedures based on our
evaluation as of the Evaluation Da

The registrant’s other certifying officers drishve disclosed, based on our most recent evatyab the registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thewedent functions)

d) all significant deficiencies in the design @eaation of internal controls which could advers#ffigct the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audiemmg material weaknesses in
internal controls; an

e) any fraud, whether or not material, that ineslvnanagement or other employees who have a simifiole in the registrant’s
internal controls; an

The registrant’s other certifying officers dntthve indicated in this annual report whetherehgere significant changes in internal
controls or in other factors that could signifidgrgffect internal controls subsequent to the dditeur most recent evaluation,
including any corrective actions with regard tongfigant deficiencies and material weaknes

/sl STEVEN B. COBURN

Steven B. Coburn
Senior Vice President, Chief Financial Officer
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Exhibit 23.1

Filed herewith.
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Exhibit 99.1
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 Netwqrke. (the "Company") on Form 10-K for the perinding September 30, 2002 as filed
with the Securities and Exchange Commission ord#tte hereof (the "Report"), we, John McAdam, Pessiédind Chief Executive Officer a
Steve Coburn, Senior Vice President and Chief Fiish®fficer of the Company, certify, pursuant ® .S.C.

Section 1350, as adopted pursuant to Section 98&dbarbanes-Oxley Act of 2002, that:

(1) The Report fully complies with the requiremeotsection 13(a) or 15(d) of the Securities ExgfeAct 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.

/'s/ John McAdam

John McAdam

/sl Steven B. Coburn

Steven B. Coburn
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