F5 NETWORKS INC

FORM 10-K

(Annual Report)

Filed 12/28/2001 For Period Ending 9/30/2001

Address 401 ELLIOT AVE WEST STE 500
SEATTLE, Washington 98119
Telephone 206-272-5555
CIK 0001048695
Industry Computer Networks
Sector Technology
Fiscal Year 09/30
e oo ecgaroning com EDGAR Customer Senice. 303.852-6665

Corporate Sales: 212-457-8200






Table of Contents

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

Form 10-K

™ ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended September 30, 2001
or

O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

Commission File Number 000-26041

F5 NETWORKS, INC.

(Exact name of Registrant as specified in its aart

WASHINGTON 91-1714307
(State or other jurisdiction of (I.LR.S. Employer
incorporation or organization Identification No.)

401 Elliott Ave West
Seattle, Washington 98119
(Address of principal executive offices)

(206) 272-5555
(Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) dfie Act:
None

Securities registered pursuant to Section 12(g) tfie Act:
Common Stock, no par value

Indicate by check mark whether the Registrant éF)filed all reports required to be filed by Secti® or 15(d) of the Securities Excha
Act of 1934 during the preceding 12 months (orsfiech shorter period that the registrant was reduodile such reports), and (2) has been
subject to such filing requirements for the pastdf@s. Yes¥ No O

Indicate by check mark if disclosure of dglient filers pursuant to Item 405 of Regulation $£2K9.405 of this chapter) is not contained

herein, and will not be contained, to the beskgistrant’s knowledge, in definitive proxy or infeation statements incorporated by reference
in Part Ill of this Form 10-K or any amendmenthestForm 10-K.O

As of December 24, 2001, the aggregate madae of the Registrant’'s Common Stock held by-affiiates of the Registrant was
$419,815,413 based on the closing sales priceedR#gistrant’'s Common Stock on the Nasdaq Natiulaeket.

As of December 24, 2001, the number of shaféise Registrant’'s Common Stock outstanding wh922,055.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Registre’s definitive proxy statement relating to its 20@&aal meeting of shareholders, to be held on M#&r@002, art



incorporated by reference into Part 11l hereof.

Page 1 of Pages
The Exhibit Index begins on page




TABLE OF CONTENTS

PART |
Item 1.Business
Item 2.Properties
Item 3.Legal Proceeding
Item 4.Submission of Matters to a Vote of Secwsititolders
PART Il
Item 5.Market for Registra’s Common Stock and Related Shareholder Mar
Item 6.Selected Financial Da
Item 7.Manageme’s Discussion and Analysis of Financial Conditiod &esults of Operation
Item 7A.Quantitative and Qualitative Disclosure Abdarket Risk.
Item 8.Financial Statements and Supplementary |
PART Il
Item 9.Changes in and Disagreements with AccousitamtAccounting and Financial DisclosL
Item 10.Directors And Executive Officers of the Rba@nt.
Items 11, 12 and 1
PART IV
Item 14.Exhibits, Financial Statement Scheduled,R@ports on Form-K.
SIGNATURES
EXHIBIT INDEX
EXHIBIT 10.20
EXHIBIT 10.22
EXHIBIT 23.1




Table of Contents

F5 NETWORKS, INC.

FISCAL YEAR 2001 FORM 10-K ANNUAL REPORT

TABLE OF CONTENTS

PART I.

Item 1. Business

Item 2. Properties

Item 3. Legal Proceeding

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

PART II.

Item 5. Market For Registra’s Common Stock and Related Shareholder Mz

Item 6. Selected Financial Da

Item 7. Management’s Discussion and Analysis of Financ@hdition and Results
of Operations

ltem 7A. Quantitative and Qualitative Disclosure About MdrRésk

Item 8. Financial Statements and Supplementary |

PART III.

Item 9. Changes in and Disagreements with Accountants @ourting and
Financial Disclosur

Item 10. Directors and Executive Officers of the Registt

Item 11. Executive Compensatic

Item 12. Security Ownership of Certain Beneficial Owners dMahagemen

Item 13. Certain Relationships and Related Transact

PART IV.

Item 14. Exhibits, Financial Statement Schedules and Repaortsorm -K

SIGNATURES

Page

13
13
14

14
16

17
29
30

52
52
52
52
52

52
55




Table of Contents
Forward-Looking Statements

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

forward-looking statements.

”ou ” o ”ou ” o

PART |
Item 1. Business.
Description of Business

F5 Networks provides integrated products and sesvioc manage, control and optimize Internet traffid content. Our five core produc
the BIG-IP® IP Application Switch & Controller, 3NIB® Controller, GLOBAL-SITE™ Controller, EDGE-FX®dache, and the SEE-IT™
Network Manager, help manage traffic and contesetwers and network devices in a way that maxisngailability and throughput. O
unique iControl™Architecture integrates our products together dsd allows our customers to integrate them witteothird party product
Our solutions address many elements required faressful Internet and Intranet business applicatimetiuding high availability, high
performance, intelligent load balancing, fault talece, security, streamlined manageability, antajldata management and content control.
By enhancing Internet performance availability @odtent distribution, our solutions enable our omstrs and partners to maximize the use
of the Internet in their business.

Industry Background

Significant growth in the number of Intermsers coupled with the increased availability ofedul new tools and equipment that enable
the development, processing and distribution oh @aross the Internet, has led to a proliferatfdmternet-based applications and services,
such as e-commerce neail, electronic file transfers and online interaetapplications. Recently, increases in the nunolbémternet users, tt
use of broadband service, the number of Web sétigg) sophisticated business applications and tmaess of Internet content itself, together
with unpredictable traffic, have increased the claxipy of Internet service delivery and strainedwark infrastructures.

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

To support the dramatic increases in Intetmadfic and complexity, many organizations havgragsively expanded network server
capacity. In this environment, organizations ofieploy multiple servers in a group, or array, wtiontains individual application-specific
servers or redundant servers that operate togethewirtual large server. Server arrays can resimgge points of failure and be a cost-
effective way to increase the potential capacityhefsystem by providing the flexibility to add &tthal servers to the array as needed. The
practice of deploying server arrays in geographiadibpersed sites to help prevent system failma direct traffic more efficiently is also a
growing trend.

Along with their benefits, server arrays @eagraphically dispersed sites have increasedabé for intelligent traffic and content
management devices to optimize server availakility performance. Intelligent traffic managementicevidentify which server, whether
local or remote, is best able to handle user requébey also read and interpret user requestsaute those requests to the most responsive
server or to servers
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or arrays that have been designated to handlefepgpies of requests. Content management devicagsde controllers that replicate
published content to ensure that it is uniformlgitable on all servers in a network. Cache serinergase access to content by capturing and
storing content at one or more points between nd&taervers and users.

Currently, many available Internet trafficdacontent management products are extensions diwaae-based switches, which lack the
robust functionality required to manage the indresomplexity of requests and responses that cteiae business activity on the Internet.
These products are typically not designed to addapglication availability, nor do they meet thenageability and scalability required by
organizations that depend on the Internet as aafuedtal commerce and communications tool. As dtrese believe they do not measure up
to the demands of today’s rapidly changing Inteematironment.

F5 Solution

F5 is a leading innovator for Internet anBesiness optimization and automation. We believepooducts deliver the secure and high-
performance Internet traffic and content infrasimoe businesses need to succeed.

Our intelligent traffic management productsnitor and manage locally and geographically dispeéservers, and intelligently direct
traffic to the server best able to handle the usguest. Our content management products help@ensw and updated content is replicated
uniformly across all servers and is readily acd#sdb all users. As components of our integra@mhirol Architecture, our solutions ensure
Internet quality control by providing the followingy benefits:

High system availabilityOur integrated suite of products works with sendagloyed in a redundant server array over a loicalide area
network to enhance network performance and redagéespoints of failure. Our traffic managementgwots continuously monitor network
performance to enable real-time detection of selygplication and content degradation or failuras&l on this information, our solutions
automatically direct user requests to functioniaegyers and applications. Our products also enadtleark administrators to deploy new
servers and take individual servers offline fortioel maintenance without disrupting service to esers.

Increased performanc@ur products provide a significant performance iomement over other current approaches. Our traffit
content management products monitor server andcagiph response time and verify content. Thisiinfation is used to intelligently direct
user requests to the server with the fastest regptime. They also read and interpret individugliests and can direct those requests to
specific servers, arrays or sites based on predated rules defined by network managers. As a cempht to these products, our cache
servers improve performance by capturing and gjarontent at points between network servers anelisats, where content can be accessec
more quickly. By intelligently directing traffic tbughout the network, our solutions reduce serverload conditions that may cause
performance degradation.

Cost-effective scalabilityDur solutions enable more efficient utilizationexisting server capacity by intelligently directitrgffic among
servers. This capability allows organizations ttirajze the capacity of existing servers and, afieraolume dictates, cost-effectively expand
server capacity through incremental additions atieely low cost servers rather than upgradintatger, more expensive servers. Our
solutions can be used with multiple heterogeneawdware platforms, allowing organizations to proteeir investments in their legacy
hardware installations as well as integrate fuhaelware investments. In addition, strategic depleyt of our cache products can reduce the
load on network servers and minimize the need tbradre expensive production server capacity.

Easier network manageabilit@ur products collect information that can be usefatilitate network management and planning from a
central location. Leveraging our products’ stratdgcation in the network, our solutions collectadthat is crucial for traffic analysis and
apply proprietary trend and analysis tools thatlsgsize this data so that network managers candst@etwork requirements more
accurately. In addition,
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our products automatically synchronize content se&remote locations, helping to ensure users ateélss same content regardless of server
location.

Enhanced network contradDur solutions enable organizations to prioritize arrange network traffic based on specific rulengd by
network managers. For example, our products mayohéigured to direct traffic over the most costi@ént communication links or,
alternatively, to deliver the most rapid respomseetjuests.

Strategy

Our objective is to be the leading provideintegrated Internet traffic and content managermsetutions designed to optimize network
availability and performance. Key components of stuiategy to achieve this objective include:

Offer complete secure Internet traffic and conteanagement solutiong/e plan to continue expanding our existing suitprofducts to
provide complete Internet traffic and content mamagnt solutions. We also intend to continue inwgsitn our professional services group to
provide the installation, training and support s&s required to help our customers optimize theé of our integrated traffic and content
management products.

Invest in technology to continue to meet custoreedaOur current technology platform has been desigoeplickly and easily expand
the features and functionalities of our suite afdurcts and support the development of additionadyets that address the complex and
changing needs of our customers. We intend to miaiur level of investment in research and develent to provide our customers with
complete secure Internet traffic and content mamage solutions that meet their needs.

Expand sales channels and geographic scope of.d&leglan to continue to invest in the expansionwfsales channels. In addition to
maintaining a strong direct sales force, we intenfiirther expand our indirect sales channels thindeading industry resellers, original
equipment manufacturers, systems integrators,reteservice providers and other channel partneesai® also seeking to aggressively
develope our international sales capabilities,ipalarly in selected countries in the European Asid Pacific markets.

Build and expand relationships with strategic pars We capitalize on products, technologies and charthaet may be available throu
partners. We currently have OEM relationships Wit Computer Corporation, Nokia and Enterasys Neks. In addition, we have created
significant go-to-market relationships with key @mndent software vendors (1SY’'such as Microsoft, Oracle, and BEA through @anitrol
Architecture which enables these partners to inmate programmatic interfaces to our Internet anttent management products in their
software programs. We plan to continue to seekioslships with partners that will enable us to @ase the market opportunity for our
products and technologies.

Leverage our market leadership to continue to bthilel F5 brandWe intend to continue building brand awarenesspbattions us as one
of the leading providers of intelligent Internedffic and content management solutions. Our gofalrithe F5 brand to be synonymous with
superior network performance, high quality custosewice and ease of use. To achieve these olgective plan to continue using a broad
range of marketing programs, including active tedmbav participation, advertising in print publicatsy direct marketing, high-profile Web
events, our Internet site and joint partner markgfirograms.

Products and Technology

We have developed the BIG-IP® IP Applicat®nitch & Controller, 3-DNS®, GLOBAL-SITE™, the EDGEX™ Cache and the SEE-
IT™ Network Manager as an integrated suite of Imetraffic and content management products ttaititite high performance, high
availability and scalable access to network seaverys located at a single site or across multg@egraphically dispersed sites. Our unique
iControl Architecture integrates our traffic anchtent management products, provides an interfaiveces third party solutions and our suite
of Internet traffic and content management prodtioisugh an Application Programming Interface (ARNd enables total integration and
control of Internet Infrastructure.
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Our traffic management products, the BIGAie 8 DNS Controllers run on one of two platforms, ouisérg Internet protocol (IP) serv
appliance or our new IP application switch, the BRE&000. Our content management products, EDGE#KGLOBAL-SITE, continue to
be delivered on our existing IP server applian8&E-IT is a stand-alone software application.

BIG-IP® 5000 is an IP application switch wmédy designed to manage traffic for current and gexeration Web services and
applications. The BIG-IP 5000 combines the benefiBIG-IP’s performance-leading Layer 7 softwaapabilities, integrated secure sockets
layer (SSL) processing, and high port density ¢fagit and 24 fast ethernet ports) for scale and@ty. The BIG-IP 5000 enables the
network infrastructure to accommodate the increpdemands placed upon the network to support com\uleb applications, data/ voice/
video convergence, and mobile computing, with yasithplified management and complete security. Bl&-IP 5000® provides all-in-one
Internet traffic management, combining: load bailagccontent switching, traffic management, gigaiternet switching, SSL acceleration/
Web acceleration and wide area load balancingargimgle device that dramatically lowers total afstwnership and reduces management
complexities for enterprises and service providers.

Our ongoing investment in technology is femisn achieving continuous performance enhancerrienteased functionality, enhanced
ease of use and increased product integrationfallosving table describes of our current trafficdacontent management products.

Product Name Description Introduction Date

iControl API API (application program interface) for the June 200
distribution, delivery, and control of traffic,
content and applicatior

EDGE-EX™ Cache High performance cache server for fast August 200
delivery of Internet contet
GLOBAL-SITE ™ Controller File replication and synchronization controller October 199

for managing content across geographically
dispersed Internet siti

SEE-IT™ Network Manager Traffic analysis and network management April 199¢
software application for BI-IP and :-DNS

3-DNS® Controller Intelligent load balancer for wide area June 199
networks

BIG-IP® Controller Intelligent load balancer for local area July 199°
networks

IControl API.IControl is an API (application program interfat¢leat offers a complete and cohesive architectudakisn for the
distribution, delivery, and control of both contemtd applications. All of our products are desigttede iControl enabled. IControl integrates
our products together and also allows integratigh third party products. This architecture allometwork managers to configure all
components in a network infrastructure throughnglsi policy that can be centrally managed. Our masgnt version supports two different
transport protocols (COBRA and SOAP) to meet thedseof different types of businesses.

EDGE-FX CacheEDGE-FX is a leading Internet cache server thatbmadeployed as a standalone device or integratadwr other
products. EDGE-FX consists of software loaded pneaconfigured, industry standard hardware platfdE@GE-FX accelerates access to
Web content by storing frequently requested dasdrategic points in a computer network, makinguickly available to Internet users. As a
standalone device, EDGE-FX may be installed irugilly any network infrastructure. Integrated witlr o

5
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other traffic and content management products, EfF&Enables customers to implement end-to-end abuigivery solutions and build
their own content delivery networks.

EDGE-FX also supports a streaming media ¢ixteroption, which enables support for Real Netvgoiicrosoft Windows Media or
Apple/ Quicktime media types. This option enablesdevice to provide live or on-demand servingtfaning media. As a media enabled
cache product, EDGE-FX is a strategic componettigrroll out of private content distribution netksito enterprise customers. EDGE-FX
helps enable applications such as corporate conuatimons, travel-less training and other contenetlases of the network.

EDGE-FX supports several flexible deploymeptions to conserve bandwidth and server resowvbde accelerating content to Internet
users.

* Forward Proxy or Transparent ProxEDGE-FX can be deployed in front of Web browsersriternal user access. EDGE-FX can be
positioned as a forward proxy cache, making it able for enterprise Intranets. Instead of sendiggiests for Web content directly to
the origin server, browsers are configured to seqdests directly to the cache thereby reducingiatth utilization costs

* Reverse ProxyWhen deployed in front of Web servers for extetrsdr access, EDGE-FX offloads client requests fiteenWeb server,
eliminating the danger of server traffic surges eettlicing the number or size of servers requ

Designed for massive scalability, multiple EDGE-Eaches can be managed with the BIG-IP Cache Ctarttolenable cache farm
load balancing, replication of content across rpldtcaches, and Layer 7 management of cached sk

GLOBAL-SITE ControllerGLOBAL-SITE, a content delivery appliance, has been desdigm help organizations automate the distribt
and synchronization of content and applications¢al and geographically dispersed sites. GLOBALEWwas developed to work with our
other products to intelligently deploy both progrand data files to arrays of heterogeneous seagweell as the EDGE-FX Cache.
GLOBAL-SITE consists of our proprietary softwareiatis loaded on a pre-configured, industry-staddsrdware platform. GLOBAL-
SITE’s configuration database allows administratordefine standard rules for content deploymemtalsas accommodate unique content
distribution events as needed.

SEE-IT Network ManageSEE-IT is a software application based on F5’s i@orthat communicates with F5 products to helpriove
the management and functionality of an organiz&iaetwork, thereby driving down the total cosbefnership. SEE-IT uses data collected
by F5 products to perform monitoring of the F5 &uopdes, as well as crucial traffic analysis manag@rfunctions. By reviewing historical
patterns, network administrators can build predéctnodels and forecast usage, which helps themeatigently plan and budget for
additional server and bandwidth capacity. SEE-Ifisists of the following capabilities:

« Rea-time monitoringhat displays key data on network traffic in easyrdad graphical illustrations, thereby enablintyuoek
administrators to quickly obtain information regaginetwork and server performance, including @diaut server status and traffic,
number of connections, active and inactive IP asklre and the availability of individual applicasa

 Forward-looking trend and analysis todlkat use the information generated by F5’s prodiactgoject future network and server needs.
Network managers and system administrators cathese
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tools to create “what if?” scenarios to help fostdhae need for additional servers, interface ugggand other network capacity
requirements

« Configuration managemeatlows users to assure that configurations andiesliare implemented on each of the F5 devicegsUdsa
simply and confidently deploy configuration or myliupdates to respond to the data obtained thrthegmonitoring capabilitie:

* Application level viewsimplifies the task of understanding the purposeawh piece of networking gear that is deployede-8Eallows
users tc“organiz(’ the F5 gear to view the network based on the agipdic they are meant to suppc

3-DNS Controller. 3-DNS is an intelligent wide area traffic managetagpliance that manages and distributes user s¢xjaeross
wide area networks. 3-DNS consists of our propryesaftware, which we load on a pre-configured uistdy-standard hardware platform. Li
BIG-IP, 3-DNS functions with multiple heterogenedwsdware platforms and supports a wide varietyativork protocols, including Web, e-
mail, audio, video, database and file transferqmok, and manages traffic for network devices sagfirewalls, cache servers and multimedia
servers.

When an end-user request is received frooca domain name server or DNS, 3-DNS collects adtwnformation and communicates
with each site in the network to determine the wité the fastest response time. 3-DNS, integratithd BIG-1P, sends the request to the BIG-
IP at the site. BIG-IP then directs the requesh#oindividual server best able to handle it. Althb organizations can deploy a single 3-DNS
in their network configuration, multiple 3-DNS Coulters are often deployed within the network to\pde redundancy to help ensure
network availability and performance for end us@wditional 3-DNS features include:

* Dynamic load balancinoptimizes use of available network resources acskids area networks.

* User-defined production ruledlow organizations to pre-configure traffic dibution decisions according to their specific user
requirements

« Secure server protectiaffers security features for wide area networksilsinto those BIG-IP provides for local area netksor

BIG-IP Controller.BIG-IP is an intelligent local traffic managemeppéance consisting of our proprietary softwareagore-configured,
industry-standard hardware platform. Situated betwae network’s routers and server array, BIG-IRiooously monitors the array of local
servers to ensure application availability and grenfance and automatically directs user requedtsetserver best able to handle these
requests. By quickly detecting application and sefailures, and directing service toward thoseessrand applications that are functioning
properly, BIG-IP is designed to shield users fropstam failures and provide timely responses to tesuests and data flow. BIG-IP offers a
comprehensive selection of load balancing algoritiinat lets network managers choose a load balguecinfiguration that best suits their
organization’s particular needs. In addition, BIi&dctively queries and checks content received applications. If a server and application
are responding to users’ requests with incorreotert, BIG-IP redirects requests to those servetsapplications that are responding
properly, thereby helping to ensure the qualitgaftent.

BIG-IP is compatible with any system thatsiiee standard Internet communication protocoPorahd can operate with multiple,
heterogeneous hardware platforms. This enablesizagions to leverage their existing infrastructwitghout limiting their options to meet
future network needs. BIG-IP supports a wide variétnetwork protocols, including Web, e-mail, andiideo, database and file transfer
protocol. BIGHP also manages traffic for network devices sucfiragalls that prevent unauthorized access totavorlx system, cache serv
that store frequently accessed Web content andnradia servers. BIG-IP’s ability to intelligentlystribute traffic across server arrays
reduces the need for increasingly larger and mxpergsive servers to accommodate increases in retvaffic. This configuration also
reduces the single point of failure inherent witsiregle large server and allows for the orderlyitholol of new servers or the routine
maintenance or upgrades of servers without digrgggervice to the end user.

7
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BIG-IP’s unique Layer 7 switching capabilégpables the successful delivery of business-critipplications with 24/7 availability,
scalability, and high performance. Examining t@tt Layer 7 allows intelligent quality of servig@oS) through routing and management
decisions made based on application informatio-B? enables the use of all of its Layer 7 featgiesiltaneously without imposing
limitations on the length of the URL, cookie, oc#dion of the cookie — providing intelligent, grdaxumanagement of web sites without
performance degradation. Additional BIG-IP featuresude:

« Infrastructure Securit — BIG-IP provides an additional layer of secuptptecting against unauthorized access of the r&two

« Application Securitt — BIG-IP can be configured to deny any file-baa#teck like “codered” in a matter of seconds, lingitexposure
to an attack

* Web Acceleration— BIG-IP enables servers to support more useragtquthus helping businesses cost effectivelyedbair Web
infrastructure

» Secure Application Acceleration — Secure sockgtx IE5SL)as a means for securing applications has movetth@ffvVeb server and
onto BICG-IP as a standard deployment practice. F5 will safter a higher level of security via its B-IP FIPS.

* BIG-IP FIPS —hardware option and Controller products extend B®icessing capabilities into a specific niche aftomers that are
either required by law (government agencies) oetadopted on their own accord (financial and headtie institutions) FIPS-based
products. BICG-IP is the only Internet traffic management prodbet supports an integrated FIPS -1 Level 3 solution

« Session Persistenemables server arrays to support e-commerce aed apiplications by allowing users to re-establisieeure
connection with a specific server to complete afinished transactior

* Quality of Service— Rate shaping allows priority levels to be assijto specific types of traffic ensuring a qualiser experience.

* Packet filteringenables content providers to direct network tréffiservers based on criteria set by network masage=nsure
networks are being used efficient

Product Development

We believe that our future success dependsioability to build upon our current technologgtform, expand the features and
functionalities of our suite of Internet trafficduontent management products and develop addifwoducts that maintain our technologi
competitiveness. Our product development groupghvis divided along product lines, employs a stathg@ocess for the design,
development, documentation and quality controlwfloternet traffic and content management solgtidach product line is headed by a
lead architect, who is responsible for develophmytechnology behind the product. To help devebteptéchnology, the lead architects work
closely with our customers to better understand tleguirements. Software engineers who help deasighbuild the products, and
technicians, who perform test engineering, confijon management, quality assurance and documemfatictions, complete our product
development teams. The test engineering team desltize overall quality of our products. The ovgradduct team determines whether they
are ready for release.

Our product development expenses for fis6atl2 2000 and 1999 were $17.4 million, $14.5 milliand $5.6 million, respectively. Going
forward, we expect our product development expettsesmain consistent with fiscal 2001.

Customers

Our target customers include the Global 18@@orate enterprises, large e-commerce sitegnkitservice providers and high-traffic
Internet or intranet Web sites. During fiscal 20@isingle reseller or customer exceeded 10% oheurevenue or our accounts receivable
balance. During fiscal 2000 and 1999,
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one of our resellers, Exodus Communications, adeoufor 14% and 22% of our net revenue and 8% &@6l &f our accounts receivable
balance, respectively.

Sales and Marketing

We market and sell our Internet traffic andtent management solutions on a global basis ghrdirect sales and channel partners. We
plan to continue investing significant resourcesxpand our direct sales force and further developindirect sales channels by developing
relationships with leading industry resellers, ré equipment manufacturers, systems integraborstnet service providers and other
channel partners. Typically, our agreements withatannel partners are not exclusive and do netgmteour channel partners from selling
competitive products. These agreements typicalgeharms of one year with no obligation to renemd typically do not provide for
exclusive sales territories or minimum purchasairegnents.

We continue to seek channel partners forpooducts in the United States and selected cousritrithe European, Asia Pacific and South
American markets.

Our field sales people are located in maiiesthroughout the United States, Europe, andABe inside sales team generates and
qualifies leads for our regional sales managershatiglmanage accounts by serving as a liaison letwer field and internal corporate
resources. Our field systems engineers also supporegional sales managers by participatingimt gales calls and providing pre-sale
technical resources as needed.

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

Professional Services and Technical Support

We believe that our ability to consistenttpyide high-quality customer service and suppolitlvé a key factor in attracting and retaining
customers. Prior to the installation of our Intértnaffic and content management solutions, oufgasional services team works with
organizations to analyze and understand their apeetwork needs. They also make recommendatiom®wrto integrate our solutions to
best utilize our product features and functionalityupport their unique network environment. Oogecustomers purchase our products, we
offer on-site installation and training servicesh&p our customers make use of the functionaliift mto our products. The installation
process generally occurs within 30 days of prodhgiment to the customer.

Our technical support team assists our custemvith online updates and upgrades and proviateste support through a 24x7 help desk.
We also offer seminars and training classes forcastomers on the configuration and use of ouryets] including local and wide area
network system administration and management. diitiad, we provide a full range of consulting sems to our customers, including
comprehensive network management, documentatioparidrmance analysis and capacity planning tesasspredicting future network
requirements.

Manufacturing

We outsource the manufacturing of our prefigoned, industry-standard hardware platforms teesal contract manufacturers, who
assemble these hardware platforms to our speddficatThese platforms consist primarily of an Idiaked computing platform, rackeunte«
enclosure system and custom-designed front pareing¥all our proprietary software onto the hardsalatforms and conduct functionality
testing,
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quality assurance and documentation control paahipping our products. Subcontractors supplycoatract manufacturers with the
standard parts and components for our productghndonsist primarily of motherboards, reboot canmadd chassis for our products, although
recently we have begun to stock certain key compisn&enerally purchase commitments with our lichgeurce suppliers are on a purchase
order basis.

Competition

Our markets are new, rapidly evolving anchhigcompetitive, and we expect this competitiopéosist and intensify in the future. We
compete in the Internet traffic and content managemarket primarily on the basis of product ppesformance, features, service, and
warranty. Our principal competitors in the Intertraffic and content management market include €aldw, Cisco Systems, Extreme
Networks, Foundry Networks, Network Appliance, Nbitletworks and Radwar

Cisco Systems has a product offering simdasurs and holds the dominant share of the ma@isto has a longer operating history and
significantly greater financial, technical, markegtiand other resources than we do. Cisco also hmas@extensive customer base and broade
customer relationships including relationships witany of our current and potential customers tbatdcbe leveraged. In addition, Cisco has
large, well established, worldwide customer suppad professional services organizations and a exensive direct sales force and sales
channels than we do. Cisco and our other competitay be able to respond more quickly to new orrgimg technologies and changes in
customer requirements than we can. There is atspdhsibility that these companies may adopt agyegricing policies to gain market
share. As a result, these companies pose a senaysetitive threat that could undermine our abiidywin new customers and maintain our
existing customer base. Nevertheless, we belieagetthreats are mitigated by differences betwesfutictionality, performance and
integration of our products and those of our cortmat including Cisco.

Intellectual Property

We rely on a combination of copyright, tradeknand trade secret laws and restrictions onagsiceé to protect our intellectual property
rights. We currently do not have any issued pateatdiave nine applications pending for variousatgpof our technology. We also enter
confidentiality or license agreements with our emypks, consultants and corporate partners, andotactess to, and distribution of, our
software, documentation and other proprietary mition. However, despite our efforts to protect puaprietary rights, unauthorized parties
may attempt to copy or otherwise obtain and useporalucts or technology.

We incorporate software that is licensed from saviiaird party sources into our products. Thesenges generally renew automatically
an annual basis. We believe that alternative telolgines for this licensed software are availablenldmestically and internationally.

Employees

As of September 30, 2001, we employed 49&ifuk persons, including 122 in product developm@&®i5 in sales and marketing, 121 in
professional services and technical support and §2ance, administration and operations.

None of our employees are represented blga lanion. We have experienced no work stoppagedalieve that 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 anecliors as of September 30, 2001:

Name Age Position

John McAdarnr 50 President, Chief Executive Officer and Direc

Steven B. Cobur 48 Senior Vice President of Finance and Chief Findr@féicer

Steven Goldma 41 Senior Vice President of Sales and Serv

Brett L. Helsel 41 Senior Vice President of Product Development anig@iCh
Technology Office!

Jeff Pancottine 41 Senior Vice President of Marketing and Business
Developmen

Edward J. Eames 43 Senior Vice President of Business Operations ace Vi
President of Global Servic

Joann M. Reite 44 Vice President, General Counsel and Corporate &eg

Jeffrey S. Husse 40 Chairman of the Boar

Alan J. Higginson(1)(2 54 Director

Karl D. Guelich(1)(2 59 Director

Keith D. Grinstein(1)(2 41 Director

Kenny J. Frerich 41 Director

(1) Member of Audit Committee
(2) Member of Compensation Committ:

Directors are divided into three classeshwiich 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 joiniigNetworks,
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 companghief Financial Officer and
Senior Vice-President from October 1995 until Augl@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 telecomaatinns company, where he held
various senior financial positions, including Dit@cand CFO of the Interactive Services Group,\&etbper 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 Ddamr 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
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Logicraft, a CD ROM server company, after its mengith Virtual Microsystems, a CD ROM server compaRrom 1990 to March 1995,
Mr. Goldman served as Vice President of Sales fadu®l Microsystems. Mr. Goldman holds a B.A. indBomics from the University of
California at Berkeley.

Brett L. Helsehas served as our Senior Vice President of Prddereelopment since February 2000 and as our VicsidRrst of Product
Development and Chief Technology Officer from M&@8 to February 2000. From April to May 1998, Melstl served as our Vice
President of Advanced Product Architecture. Fromddl997 to March 1998, Mr. Helsel served as Vigssiélent, Product Development,
Cybersafe, Inc., a provider of enterprise-wide meknsecurity solutions. From April 1994 to 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 Pancottindnas served as our Senior Vice-President of Margetitd Business Development since October 2000oided F5
Networks from RealNetworks, a consumer softwarelatetnet content aggregation company, where haedeas Senior Vic-President of
Sales and Marketing for the Company’s Media SystBiasion 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. Pancotthrees had more than 15 years of
worldwide systems marketing experience with a vard server companies, including Sequent Compiystems, where he held the position
of Vice-President of Global Marketing. He also thd server and storage marketing organization vatiun Microsystems from October
1996 to June 1997, where he introduced the higidgesssful UE10000 Starfire server. Jeff holds atbtasf Engineering in Computer
Science from Cornell University, and a BacheloBofence in Computer Science from the UniversitZalifornia at Riverside.

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 Servicd8hr From June 1992 to September 1999, Mr. Eareegesl 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 1998mNovember 1987 to June 1992, Mr. Eames servétkaRegional Service Manager
in the UK for Sun Micro Systems. Mr. Eames holddigher National Diploma in Business Studies fronis®d Polytechnic and in 1994
completed the Senior Executive Program at the Loriglgsiness School.

Joann M. Reitehas served as our Vice President and General Clainse April 2000, and as General Counsel fromil&#98 through
April 2000. She has served as our Corporate Segrsitece June 1999. From September 1997 througletME®98 Ms. Reiter served as
Director of Operations for Excell Data Corporatian,information technology consulting and systetegration services company. From
September 1992 through September 1997 she seniidegsor of Legal Services and Business Develogrf@rCellPro, 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 F5 in February 1996 and has been our@aa since that time. He served as our Chief &giat from July
2000 to September 2001. From February 1996 to2R0Q, Mr. Hussey served as our Chief Executived®ffand President. From February
1996 to March 1999, Mr. Hussey also served as oeasurer. From June 1995 to February 1996, Mr. é{userved as Vice President of
Alexander Hutton Capital L.L.C., an investment hiagkirm. From September 1993 to July 1995, Mr. skysserved as President of Pacific
Comlink, an interexchange carrier providing frame relay and Inteaneess services to the Pacific Rim, which he fedrid September 19¢
Mr. Hussey holds a B.A. in Finance from SeattleifRatniversity and an M.B.A. from the Universityf ®ashington.

Alan J. Higginsorhas served as one of our directors since May 19@6n November 1995 to November 1998, Mr. Higginserved as
President of Atrieva Corporation, a provider of adeed data backup and retrieval technology. From M®0 to November 1995,
Mr. Higginson served as Executive Vice Presidentofldwide Sales and Marketing for Sierra On-liagleveloper of multimedia software
for the home personal
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computer market. From May 1990 to November 1995, Hiigginson served as President of Sierra On-liBeight Star division, a developer
of educational software. Mr. Higginson holds a BiSCommerce and an M.B.A. from the University @i Clara.

Karl D. Guelichhas served as one of our directors since June MQ%Guelich has been in private practice as afesitpublic accountat
since his retirement from Ernst & Young in 1993emhhe served as the Area Managing Partner fdPadledic Northwest offices
headquartered in Seattle from October 1986 to Ndezrh992. Mr. Guelich holds a B.S. degree in Actimignfrom Arizona State University.

Keith D. Grinsteirhas served as one of our directors since Decen@®&. Mr. Grinstein has been the Vice Chairman oftble
International, Inc. since September 19%9om January 1996 to February 1999, Mr. Grinsteiwexd as President, Chief Executive Officer
as a director of Nextel International, Inc, aniintgional cellular service subsidiary of Nextel Gommication. From January 1991 to
December 1995, Mr. Grinstein was President andf@ecutive Officer of the aviation communicatiaigision of AT&T Wireless
Services, Inc, a cellular phone services subsiddAT&T. Mr. Grinstein had a number of positiontshacCaw Cellular and its subsidiaries,
include Vice President, General Counsel and Segrefd_IN Broadcasting Company, a subsidiary of MeCCellular, and Vice President
and Assistant General Counsel of McCaw CellularidHaurrently on the board of directors for the Adky Group, a media and entertainr
company. Mr. Grinstein received a BA from Yale Usrisity and a JD from Georgetown University.

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 &irtual private network solutions provider, @ntuly 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@s President, 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.

ltem 2.  Properties.

Our principal administrative, sales, markgtamd research development facilities are locate&teattle, Washington and consist of two
buildings totaling approximately 195,000 squard.feeApril 2000, we entered into a lease agreenfmnthe buildings. The lease commen:
in July 2000 on the first building; and the leasetlte second building commenced in October 2006.1&&ses for both buildings expire in
2012 with an option for renewal. We also leasecefSpace for our field personnel in Eastern WasbmdCalifornia, New Jersey, Washing
DC, Virginia, Hong Kong, Singapore, Thailand, Taiydapan, Korea, Australia, India and the Unitedgdiom. We currently have surplus
office space of approximately 14,000 square featkvtve have subleased until 2003 and approximdtedy000 square feet which we have
subleased until 2012,

Item 3. Legal Proceedings.

On August 8, 2001 a putative securities chasion, captioned Atlas v. F5 Networks, Inc. et @lvil Action No. 01-CV-7342, was filed in
the United States District Court for the Southerstiict of New York against the firms that undertegour initial public offering, F5
Networks, and several of our officers and direct®iee complaint alleges violations of Sections ad &5 of the Securities Act of 1933 &
Section 10(b) and Rule 10b-5 promulgated thereuadérSection 20(a) of the Securities Exchange AtB84 by F5 Networks and its
officers and directors, and seeks unspecified dasag behalf of a purported class that purchasddegiorks’ common stock between
June 4, 1999 and December 6, 2000.

On August 15, 2001 a similar complaint, capgid Lee v. F5 Networks, Inc. et al., Civil Actibio. 01-CV-7625, was filed in the United
States District Court for the Southern DistriciNg#w York. The
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complaint is substantially identical to the Atlammplaint: it names the same defendants, contamsittually identical claims, and seeks
unspecified damages on behalf of a purported ciiparchasers of common stock during an identitzdscperiod.

Various plaintiffs have filed similar actiomsthe United States District Court for the SouthBistrict of New York asserting virtually
identical allegations against more than 200 otbsuwers. These cases have all been assigned t@th&hira A. Scheindlin for coordination
and decisions on pretrial motions, discovery, aldted matters other than trial. We believe thahesxe meritorious defenses to the lawsuits
and will defend ourselves vigorously in the litigat An unfavorable resolution of the actions couddle a material, adverse effect on our
business, results of operations or financial comalit

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

Item 4.  Submission of Matters to a Vote of Securities Halsle
No matters were submitted to a vote of shadelrs during the fourth quarter of our fiscal year
PART II
ltem 5.  Market for Registrant’'s Common Stock and RelatedeBéholder Matters.
Market Prices and Dividends on Common Stock

Our common stock is traded on the Nasdaqg Natioraak®t (symbol: FFIV) and has been traded on Nasitamg our initial public offerin
in June of 1999. The following table sets forth liigh and low sales prices of our common stoclepsnted on Nasdag.

High Low

Fiscal Year Ended September 30, 2000
First Quarte! $160.5(  $66.9¢
Second Quarte $142.1:  $62.1:
Third Quartel $ 76.5C $28.3%
Fourth Quarte $ 61.5C $33.0C
High Low

Fiscal Year Ended September 30, 2001
First Quartel $40.9¢ $9.5C
Second Quarte $17.81 $5.0(C
Third Quartel $19.2( $3.7¢
Fourth Quarte $18.5( $8.51

As of December 27, 2001 there were 117 heldérecord of our common stock, although we beligne number of beneficial holders of
our common stock to be substantially greater.

Our policy has been to reinvest earningsitmlffuture growth. Accordingly, we have not paididénds and do not anticipate declaring
dividends on our common stock in the foreseealiledu

Recent Sales of Unregistered Securities

On June 26, 2001, we entered into a Commock3ind Warrant Purchase Agreement with Nokia Kiadnternational B.V. (“NFI”).
Under this Agreement, we issued and sold to NR2,d56,421 shares of common stock and (i) warr@thes“Warrants”) to purchase
additional shares of common stock. We received prteceeds of $34.9 million, net of $1.8 millioneéstimated issuance costs from the sa
these shares and the Warrants. The Warrants alfeivid\burchase additional shares of common stodhkdiease
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its ownership percentage in the Company (up toxarmam of one share less than 20%) during thredteness day periods beginning on
December 31, 2001, June 30, 2002 and Decembe082, at an exercise price equal to the averageay@EGldsing price before the start of
each period. These securities were sold in reliancthe exemption from registration provided byt®ec4(2) of the Securities Act as
transactions by an issuer not involving a publfefig.
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ltem 6. Selected Financial Data.

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

Fiscal Year Ended September 30

2001 2000 1999 1998 1997

Statement of Operations Data
Net revenues

Products $ 78,62¢ $ 87,98( $23,42( $4,11¢ $ 22¢

Services 28,73¢ 20,66t 4,40t 77C —
Total net revenue 107,36 108,64! 27,82¢ 4,88¢ 22¢
Cost of net revenue

Products 33,24( 24.,66( 5,58 1,091 71

Services 12,26¢ 7,911 1,61¢ 314 —
Total cost of net revenu 45,50¢ 32,571 7,20( 1,40¢ 71

Gross profit 61,86: 76,07 20,62t 3,48¢ 15¢
Operating expense

Sales and marketir 50,76" 36,89( 13,50¢ 3,881 56&

Research and developmt 17,43¢ 14,47¢ 5,64z 1,81( 56¢

General and administratiy 18,77¢ 9,721 3,86¢ 1,041 38¢

Restructuring charge 97t — — — —

Amortization of unearned compensat 2,62¢ 2,12 2,48 42( 69

Total operating expens 90,57¢ 63,22 25,50: 7,152 1,58¢
Income (loss) from operatiol (28,716 12,85 (4,87 (3,669 (1,429
Other income (expense), r 2,021 2,90: 534 4 (28)
Income (loss) before income tax (26,695 15,75¢ (4,349 (3,672 (1,456
Provision for income taxe 4,09t 2,10¢ — — —

Net income (loss $(30,790 $ 13,65( $(4,349) $(3,677)  $(1,456)

L] I | L] |

Net income (loss) per sha— basic $ (1.3 $ 06t $ (042 $ (060 $(0.29
Weighted average shar— basic 22,64« 21,135 10,23¢ 6,08¢ 6,00(
Net income (loss) per she— diluted $ (139 $ 05 $ (042 $ (060 $(0.29
Weighted average shar— diluted 22,64« 23,06¢ 10,23¢ 6,08¢ 6,00(C
Balance Sheet Data
Cash and cash equivalel $ 69,78  $53,19¢ $24,79°7 $6,206 $ 14:
Working capital (deficit 74,40" 65,89¢ 25,87¢ 6,76: (317
Total asset 124,66: 122,42( 42,84¢ 9,43 91¢
Long-term obligations 1,167 23¢ — — 21¢€
Redeemable convertible preferred st — — — 7,68¢ —
Shareholder equity (deficit) 96,48¢ 87,68t 31,97: (80) (237)
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Item 7. Management's Discussion and Analysis of Financiab@dition and Results of Operations.

The following ManagemeistDiscussion and Analysis of Financial Conditiord d&esults of Operations should be read in conjemctvith
our Financial Statements and Notes

Results of Operations
Overview

Total net revenues declined 1% in fiscal 200in fiscal 2000, compared to an increase of 28®%scal 2000 from fiscal 1999. The
decrease in fiscal 2001 was primarily due to lopreduct sales as a result of a downturn in the &ff@my in fiscal 2001. Our reduced
product sales were partially offset by an incréaservice revenues resulting from maintenancewatgefor our installed base of products.
The increase in fiscal 2000 revenues was due &xpansion of indirect sales programs and an inergasur installed base service revenues.

International revenues represented 33%, E9fh,8% of total sales in fiscal 2001, 2000, andd]188spectively. Fiscal 2001 was the first
complete fiscal year for which we had subsidiaiiethe Asia Pacific region which contributed to therease in our international sales. We
plan to continue to make significant investmenteun international operations, particularly in teropean and Asia Pacific markets.
International revenues are expected to continwefresent a significant portion of our net revenaélough we cannot be assured that these
revenues as a percentage of net revenues will nemtdheir current levels.

Revenues from the sale of our products aftivace licenses are recognized, net of allowanoegdgtimated returns, when the product has
been shipped and the customer is obligated to quathé product. Estimated sales returns are basédstorical experience by product and
recorded at the time revenues are recognized.@srvevenue for installation is recognized wherptiogluct has been installed at the
customer’s site. Revenues for customer suppontes@nized on a straight-line basis over the sereantract term. Consulting services are
customarily billed at fixed rates, plus out-of-petlkexpenses, and revenues from consulting seraieeiecognized at the end of the quarter in
which they are performed.

Sales of BIG-IP represented 64%, 62%, and @Bbtal net revenues in fiscal 2001, 2000, an®i9] 9espectively, and we expect to derive
a significant portion of our net revenues from saléBIG-IP in the future. During fiscal 2001 nogle reseller or customer exceeded 10% of
net revenue or our accounts receivable balancen@fiscal 2000 and 1999, one of our resellers,desoCommunications, accounted for 1
and 22% of net revenue and 8% and 16% of our atcsoaoeivable balance, respectively. In associatitm Exodus filing Chapter 11
bankruptcy, we recorded a non-recurring adjustrtentr bad-debt expense of $1.75 million and aghaf $226,000 in cost of goods sold
related to anticipated inventory lease paymentsets#tived by Exodus during fiscal 2001.

Total cost of net revenues, as a percenthtygad revenues, increased to 42.4% in fiscal 200t 30.0% in fiscal 2000 and 25.9% in
fiscal 1999. The increase in fiscal 2001, compaoettie prior year, relates to a non-recurring ineenreserve charge, costs associated with
platform changes, a decrease in average sellicg ps a result of a change in product mix and aea@se in personnel costs. The increase in
fiscal 2000 was the result of higher productionte@ssociated with hardware configuration enhanatsrend increased personnel costs,
including training and consulting.

Total operating expenses were $90.6 millg68.2 million, and $25.5 million in fiscal 2001,@® and 1999, respectively. The 43.3%
increase in total operating expense in fiscal 2@0ippared to the prior year, is primarily the résfilour continued investment in internatio
operations, additional personnel costs, facilitiests, an increase in bad debt as a result ofetatianship with Exodus and non-recurring
restructuring charges. The 147.9% increase in tipgraxpense in fiscal 2000, compared to the préar, is primarily a result of an increase
in total headcount to 496 from 187 at the end sxfdi 1999.
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Revenues (in thousands):

Year Ended September 3(

2001 2000 1999
Net Revenues
Products $ 78,62¢ $ 87,98( $23,42(
Services 28,73¢ 20,66 4,40¢
Total net revenue $107,36° $108,64! $27,82¢
Percentage of net revenu
Products 73.2% 81.(% 84.2%
Services 26.€ 19.C 15.€
Total net revenue 100.(% 100.(% 100.(%

Net revenues\et revenues consist of sales of our products, lmimiclude software licenses, and services. Senneagde revenue from

installation, service and support agreements peavas part of the initial product sale, sales ¢¢eded service and support contracts, and
training.

Product revenue$roduct revenues were $78.6 million for the fisedr ended September 30, 2001 compared to $88i0mfibr the
year ended September 30, 2000 and $23.4 milliotheoyear ended September 30, 1999. The 10.6%ateche fiscal year 2001 w
primarily the result of reduced demand for our patd in the US due to a general slow down in theet@omy. Product revenues for fiscal
year 2000 increased 275.7% from the prior yearrasuat of an expansion in indirect sales progranmta higher volume of unit sales fr
the direct sales force.

Service revenueService revenues were $28.7 million for the figeadr ended September 30, 2001 compared to $20i@mfidr the year
ended September 30, 2000 and $4.4 million for #er gnded September 30, 1999. Service revenuesged by 39.1% in fiscal year 2001
and 369.1% in fiscal year 2000. These increasesapiliy resulted from an increase in the installedéof our products and the renewal of
service and support contracts by our current custem

Customers who purchase our products carzeitilur installation services and an initial customgport contract, typically covering a 12-
month period. We generally combine the softwarense, installation, and customer support elemdrdaargroducts into a package with a
single price. We allocate a portion of the salésepio each element of the bundled package bas#tearrespective fair values when the
individual elements are sold separately. Custommexrg also purchase consulting services and renewitiiteal customer support contract.
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Gross Margin (in thousands):

Year Ended September 3(

2001 2000 1999
Cost of net revenue
Products $33,24( $24,66(  $ 5,58-
Services 12,26¢ 7,911 1,61¢
Total cost of net revenu 45,50¢ 32,57: 7,20(
Gross margit $61,86: $76,07- $20,62¢
Percentage of related revenu
Cost of related revenue
Products (as a percentage of product reve 42.% 28.(% 23.8%
Services (as a percentage of service reve 427 38.3 36.7
Total cost of net revenues (as a percentage dfrtetaevenues 42 .4 30.C 25.¢€
Gross margir 57.6% 70.(% 74.1%

Cost of net revenue€ost of net revenues consists primarily of outsedicardware components and manufacturing costsfdeehird-
party software products integrated into our proslusérvice and support personnel and an allocafionr facilities and depreciation
expenses.

Cost of product revenueSost of product revenues increased 34.8% to $38ldmfor the year ended September 30, 2001 from
$24.7 million for the year ended September 30, 200@ cost of product revenues for fiscal 2000esents a 341.8% increase over cost of
product revenues of $5.6 million for the year en8egtember 30, 1999. Cost of product revenuesaserkas a percent of net product
revenue to 42.3% for fiscal year 2001 from 28.0%fical year 2000 and 23.8% for fiscal year 1988 increase in fiscal 2001 was the
result of costs associated with platform changesaamincrease in personnel costs. The increasscal 2000 was the result of higher
production costs associated with hardware configamanhancements and also changes related toedbsoventory and purchase
commitments. The cost of raw materials may fluguatthe future, which could have a negative impacour gross margin.

Cost of service revenudSost of service revenues increased to $12.3 miftiorfiscal 2001 from $7.9 for fiscal 2000 and $inélion for
fiscal 1999. Cost of service revenues increasedmescent of net service revenues to 42.7% foalffigear 2001 from 38.3% for fiscal year
2000 and 36.7% for fiscal year 1999. The increasmst of service revenue in fiscal 2001 and 2@0fpared to the prior years, is due to an
increase in customer base and an increase in pesisand the related costs.

Provision for excess inventorue to changes in current market conditions arel/esion of our sales forecast, a review was madmiof
inventory needs and an assessment of our futushase commitments during fiscal 2001. As a resudtdetermined two provisions for
excess inventory and future purchase commitmentgdalme recorded. The first provision for excessimery was charged to cost of rever
in the amount of $3.9 million, which consisted @31 million inventory valuation allowance and eppmately $800,000 of future purchase
commitments. As of September 30, 2001, $1.5 milbbthis reserve had been utilized. The secondigi@vfor excess inventory was in the
amount of $1.0 million. This charge is associatéith wharge is associated with the changes in théguaration of our EDGE-FX Cache
product, which will increase the functionality &tproduct. These costs are associated with ugdadith existing inventory and product
previously sold to customers, as well as costsiffdl fexisting purchase commitments and have bieeluded in cost of revenues for the for
the fiscal year ended September 30, 2001. As dieSdmer 30, 2001, $232,000 of this reserve had bekred.
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Operating expenses (in thousands):

Year Ended September 3(

2001 2000 1999
Operating expense
Sales and marketir $50,767 $36,89(  $13,50¢
Research and developm 17,43t 14,47¢ 5,64
General and administratiy 18,77¢ 9,727 3,86¢
Restructuring Charge 97t — —
Amortization of unearned compensat 2,62¢ 2,127 2,487
Total operating expens $90,57¢ $63,22:  $25,50!
Percent of Revenue
Operating expense
Sales and marketir 47.% 34.(% 48.5%
Research and developmt 16.2 13.z 20.2
General and administratiy 17.t 9.C 13.¢
Restructuring Charge 0.9 — —
Amortization of unearned compensat 24 2.C 8.¢
Total operating expens 84./% 58.2% 91.€%

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 expemseased by 37.6% to $50.8 million in fiscal 206dm $36.9 million in fiscal year 200
In fiscal 2000, sales and marketing expenses iserthy 173% from $13.5 million in fiscal 1999. Tiherease in fiscal 2001, compared to
prior year, was due to an increase in headcounthentklated costs, an increase in advertisingoaoichotional activities including activities
related to new product launches. The increasesaafi2000 was primarily due to a significant inse& headcount from the prior year. We
expect to continue increasing sales and marketipgreses in order to grow net revenues and expandraod awareness.

Research and developmeResearch and development expenses consist prirosblaries and related benefits for our product
development personnel and an allocation of outifiesi and depreciation expenses. Research andagenent expenses increased by 20.4%
to $17.4 million in fiscal 2001 from $14.5 millioand in fiscal 2000 by 156% from $5.6 million isdal 1999. The increase in fiscal year
2001 relates primarily to personnel related costban increase in facilities cost related to the B@okane office. The increase in fiscal 2(
compared to the prior period, is also due to aigg@mt increase in headcount. Our future succesependent, in large part on the continued
enhancement of our current products and our altdityevelop new, technologically advanced prodtiws meet the sophisticated needs of
our customers. We expect research and developmpehses to remain at a consistent level with fi2C8i1.

General and administrativé&seneral and administrative expenses consist piiynafrsalaries, benefits and related costs of cecative,
finance, human resource and legal personnel, fiarty professional service fees, and an allocaifayur facilities and depreciation expens
General and administrative expenses increased 0¢®® fiscal 2001 to $18.8 million from $9.7 isdial year 2000. These expenses
increased in fiscal year 2000 by 151.4% from $3ilflan for fiscal year 1999. The increases in fis2801 were due to an increase in bad
expense due to the relationship with Exodus Comaatioins and an increase in headcount and otheolpagiated costs. The fiscal 2000
increase was primarily due to increases in the g¢aed administrative headcount.

Restructuring chargeDuring the first fiscal quarter of 2001, we recatderestructuring charge of $1.1 million in conmattwvith
management decision to bring operating expensksainvith the business
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revenue growth model. As a result of change irbti@ness revenue growth model, we terminated 98agm@s throughout all divisions of
the company. As of September 30, 2001, substanallbf the restructuring charge accrued for dgitime first fiscal quarter of 2001, had
been paid.

Unearned compensatioWe have recorded a total of $8.3 million of stocknpensation costs since our inception through Sdme 30,
2001. These charges represent the difference betiheeexercise price and the deemed fair valueéin stock options granted to our
employees and outside directors. These optionsgiyneest ratably over a four-year period. We amgortizing these costs using an
accelerated method as prescribed by FASB intefprathlo. 28 (“FIN No. 28”) and have recorded stadimpensation charges of
$2.6 million, $2.1 million and $2.5 million for theears ended September 30, 2001, 2000 and 19%@cteely.

We expect to recognize amortization expeakdead to unearned compensation of approximatedd $00 and $83,000 during the years
ended September 30, 2002 and 2003, respectivelycanmeot guarantee, however, that we will not acexdditional stock compensation costs
in the future or that our current estimate of themsts will prove accurate.

Other Income and Taxes (in thousands):

Year Ended September 30

2001 2000 1999
Income (loss) from operatiol $(28,716¢)  $12,85: $(4,87¢)
Other income, ne 2,021 2,90: 534
Income (loss) before income tax (26,695 15,75¢ (4,349
Provision for income taxe 4,09t 2,10¢ —
Net income (loss $(30,79()  $13,65( $(4,344)
Percent of Revenue
Income (loss) from operatiol (26.7)% 11.8% (17.5%
Other income, ne 1.9 2.7 1.¢
Income (loss) before income tax (24.9 14.t (15.6)
Provision for income taxe 3.8 1.¢ —
Net income (loss (28.7)% 12.€% (15.6%

Other income, neDther income consists primarily of earnings on@ash and cash equivalent balances and stortinvestments. Oth
income decreased 30.0% to $2.0 million in fiscalry2001 from $2.9 million in fiscal year 2000. QOtlirecome increased by 444.0% in fiscal
2000 from $0.6 million in fiscal year 1999. Thekecfuations primarily relate to interest incomeb@t6 million for fiscal year 2001,
$3.2 million for the fiscal year 2000 and $0.5 ioifl for the fiscal year 1999.

Income taxesThe income tax provision increased to $4.1 milliefiscal 2001 from $2.1 million in fiscal 2000 amdro in fiscal 1999.
The increase in the provision for income taxes gased by our decision to provide for a full valoatllowance against its deferred tax
assets in fiscal year 2001. FASB Statement 109igesvfor the recognition of deferred tax asseitsisf more likely than not that those
deferred tax assets will be realized. Based oatladable evidence at the time, the valuation alloee was partially reversed in fiscal year
2000 for the assets we considered realizablestalfiyear 2001, the changes in the current econemvitonment caused us reevaluate the
need to provide for a full valuation allowance. 8a®n the weight of all the available positive aedative evidence, we determined that ¢
valuation allowance should be provided to compjetdiset the net deferred tax assets.

Quarterly Results of Operations (unaudited)

The following tables present our unauditedrtgrly results of operations for the eight quartamded September 30, 2001 in dollars and as
a percentage of net revenues. You should readtloeving tables in
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conjunction with our financial statements and edatotes included elsewhere in this report. We Ipagpared this unaudited information on
the same basis as the audited financial statenieimse tables include all adjustments, consistig of normal recurring adjustments that
consider necessary for a fair presentation of perating results for the quarters presented. Youlshnot draw any conclusions about our
future results from the results of operations foy guarter.

Three Months Ended

Sept. 30, June 30, March 31, Dec. 31, Sept. 30, &UB0, March 31, Dec. 31,
2001 2001 2001 2000 2000 2000 2000 1999
Net Revenues
Products $19,82¢ $21,29¢ $ 19,77 $17,73¢ $29,25¢ $23,83¢ $18,53: $16,28:
Services 6,741 7,702 7,29t 7,00 7,38¢ 5,387 5,07z 2,891
Total net revenue 26,56¢ 29,001 27,067 24,73 36,647 29,221 23,60+ 19,17
Cost of net revenues:
Products 4,79( 7,701 12,66: 8,08¢ 8,951 6,03z 5,052 4,62¢
Services 2,53t 2,90¢ 3,23¢ 3,58¢ 2,822 2,23¢ 1,792 1,05¢
Total cost of net revenues 7,32 10,60¢ 15,90! 11,67( 11,77: 8,27( 6,84% 5,68:
Gross margin 19,24: 18,39: 11,16¢ 13,06: 24,874 20,95! 16,75¢ 13,49(
Operating expenses:
Sales and marketir 12,287 12,23: 12,797 13,45! 12,12: 10,57¢ 8,452 5,74:
Research and development 3,90z 4,14(C 4,54¢ 4,84¢ 6,07( 3,422 2,761 2,22t
General and administrative 6,81« 3,08( 4,19¢ 4,68¢ 4,27¢ 2,22z 1,74¢ 1,47¢
Restructuring charg — — (96) 1,071 — — — —
Amortization of unearned
compensation 20¢ 24E 1,59t 57€ 68C 434 47C 542
Total operating expens 23,21 19,697 23,03¢ 24,63( 23,15( 16,65 13,43! 9,98¢
Income (loss) from operations (3,97) (1,30%) (11,879 (11,567 1,72¢ 4,29¢ 3,32¢ 3,50z
Other income (expense), r 62¢ 323 871 19¢ 48¢ 85E 81¢ 741
Income (loss) before income taxes (3,349 (982) (11,007 (11,369 2,21t 5,15¢ 4,14¢ 4,24:
Provision (benefit) for income tax 8,16: 62¢ (2,260) (2,437 797 1,30¢ — —
Net income (loss $(11,50¢) $(1,617) $ (8,7472) $ (8,93)) $ 1,41¢ $ 3,84f $ 4,14¢ $ 4,24:
| | | | | | | |
Net Revenues
Products 74.€% 73.4% 73.% 71.7% 79.8% 81.€% 78.5% 84.%%
Services 25.4 26.€ 27.C 28.2 20.2 18.4 21t 15.1
Total net revenues 100.( 100.C 100.C 100.C 100.( 100.C 100.( 100.(
Cost of net revenue
Products 18.C 26.€ 46.€ 32.7 24.4 20.€ 214 24.1
Services 9.t 10.C 12.C 14.F 7.7 7.7 7.6 5.E
Total cost of net revenur 27.€ 36.€ 58.7 47.2 32.1 28.¢ 29.C 29.€
Gross margin 72.4 63.4 41.2 52.¢ 67.¢ 717 71.C 70.4
Operating expense
Sales and marketing 46.2 42.2 47.2 54.4 33.1 36.2 35.¢ 29.¢
Research and development 14.7 14.: 16.€ 19.€ 16.€ 11.7 11.7 11.€
General and administratiy 25.€ 10.€ 15.5 19.C 11.7 7.6 74 7.9
Restructuring charge — — 0.9 4.3 — — — —
Amortization of unearned
compensatiol 0.8 0.8 5.9 2.3 1.¢ 15 2.0 2.8
Total operating expenses 87.4 68.7 86.C 100.t 63.2 57.C 56.¢ 52.1
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Three Months Ended

Sept. 30, June 30, March 31, Dec. 31, Sept. 30, U0, March 31, Dec. 31,

2001 2001 2001 2000 2000 2000 2000 1999
Income (loss) from operatiol (14.9 (5.9 (44.7) 47.7) 4.7 14.7 14.1 18.2
Other income (expense), net 2.4 1.1 3.2 0.8 1.3 2.¢ 3.t 3.¢
Income (loss) before income tax (12.6) (3.4) (40.€) (46.0) 6.C 17.€ 17.€ 22.1
Provision for income taxes 30.7 2.2 (8.9 9.9 2.2 4.t — —
Net income (loss (43.9% (5.€)% (32.9% (36.)% 3.5% 13.2% 17.€% 22.1%

] - ] — - -— -— -—

Our quarterly operating results have fluatdagignificantly and we expect that future opeatisults will be subject to similar
fluctuations for a variety of factors, many of wiiare substantially outside our control. See “FHaktors-Our quarterly operating results are
volatile and may cause our stock price to fluctiate

Liquidity and Capital Resources (in thousands)

Year Ended September 3(

2001 2000 1999
Working Capital $ 74,407 $66,13¢  $25,87:
Cash and cash investme 69,30( 53,017 24,791
Cash provided by (used in) operating activi (11,659 9,82¢ (1,989
Cash used in investing activiti (8,089 (16,507) (5,649
Cash provided by financing activiti 36,34 35,08¢ 26,22t

From our inception through May 1999, we fioeth 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€ares of common stock and raised
approximately $25.5 million, net of offering costis.October 1999, we completed a secondary pufffiizing 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 $1.8 millionéstimated issuance costs from the sa
these shares and the Warrants. The Warrants alleivtd\burchase additional shares of common stodkdiease its ownership percentage in
the company (up to a maximum of one share less2B8&) during three ten business day periods beggnon December 31, 2001, June 30,
2002 and December 31, 2002, at an exercise pric& émthe average 10-day closing price beforesthg of each period.

We recorded the issuance of the common sindkWVarrants by allocating the net proceeds t€tramon Stock and the Warrants, based
upon their relative fair values at the date of &me. The fair value allocated to the Warrants $@ag million based on an independent
valuation. Based upon the relative fair value atdhte of issuance, the amount of net proceedsaé#id to the Warrants and included as a
component of common stock was $1.6 million. The ama@llocated to the common stock was $33.3 million

Cash used in operating activities duringdist001 was $11.7 million, compared to cash pravioy operating activities of $9.8 million in
fiscal 2000 and cash used in operating activitfe®2d0 million in fiscal 1999. Cash used in opergtactivities in fiscal 2001 resulted
primarily from operating losses, partially offsgt & decrease in net accounts receivable. Cashfoiseferating expenses in fiscal 1999
resulted from increases in accounts receivablegairecreased sales and other current assets, widdh partially offset by increases in
accounts payable, accrued liabilities and deferegdnues.
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Cash used in investing activities was $8.llianifor the year ended September 30, 2001, $i6liBon for the year ended September 30,
2000 and $5.6 million for the year ended Septer88ed999. The $8.1 million used in fiscal 2001 utl#s $9.2 million used to purchase
property and equipment, partially offset by a cansion refund. The cash used for investing adésitn fiscal 2000 was the result of
$13.3 million used to purchase property and equigraad $3.0 million used to invest in restricteditan order to obtain an irrevocable
standby letter of credit to secure our commitmenéease office space. In fiscal 1999, the $5.6iomltash used in investing activities was the
result of $2.6 million used to purchase propertst aquipment and $3.0 million used to invest inrietgtd cash related to the lease.

As of September 30, 2001, our principal cotrmints consisted of obligations outstanding ungerating leases. In April 2000, we
entered into a lease agreement on two buildinga feew corporate headquarters. The lease commeéndaty 2000 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. We
established a restricted escrow account in cororeutith this lease agreement. Under the term ofghse, a $6.0 million irrevocable standby
letter of credit is required through November 201r2ess the lease is terminated before then. Th@uat has been included on our balance
sheet as of September 30, 2001 as a componersgto€red cash. Although we have no other matenaimitments, we anticipate an increase
in our capital expenditures and lease commitmemsistent with our anticipated growth in our opiera, infrastructure and personnel. In
future we may also require a larger inventory afdurcts in order to provide better availability tesstomers and achieve purchasing
efficiencies. Any such increase can be expecteddaoce cash, cash equivalents and short-term imeass. We expect that our existing cash
balances and cash from operations will be suffidiemeet our anticipated working capital and cagkpenditures for the foreseeable future.

Recent Accounting Pronouncements

In July of 2001 the Financial Accounting Qtards Board (“FASB”) issued Statement of Finandiedounting Standard (“SFASNo. 141
“Business Combinations” which is effective for bilsiness combinations initiated after July 1, 2GHAS No. 141, supersedes APB Opinion
No. 16, Business Combinations, and FASB StatemenBR, Accounting for P-acquisition Contingencies of Purchased Enterpases
requires that all business combinations be accduoteusing the purchase method of accounting.HeusftSFAS No. 141 requires certain
intangibles to be recognized as assets apart fandwill if they meet certain criteria and also regga expanded disclosures regarding the
primary reasons for consummation of the combinagiod the allocation of the purchase price paidhéoaissets acquired and liabilities
assumed by major balance sheet caption. We doatievb the standard will have a significant impactour financial position.

In July of 2001, the FASB issued SFAS No. 1@2odwill and Other Intangible Assets” which ideadftive for fiscal years beginning after
December 15, 2001. SFAS No. 142 supercedes APBid@pND. 17, Intangible Assets, and addresses finhaccounting and reporting for
intangible assets acquired individually or withraugp of other assets and the accounting and regdidr goodwill and other intangible assets
subsequent to their acquisition. Under the modeiosth in SFAS No. 142, goodwill is no longer ariped to earnings, but instead be subject
to periodic testing for impairment. We do not bediehe standard will have a significant impact on financial position.

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@rement of tangible long-lived assets and theaated asset retirement costs. It applies to
legal obligations associated with the retiremeribof)-lived assets that result from the acquisijtmmstruction, development, and (or) the
normal operation of a long-lived asset, except#atain obligations of lessees. The provisionsASHA 43 will be effective for fiscal years
beginning after June 15, 2002, however early apptio is permitted. We do not believe FAS 143 Wéle a significant 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 feiintipairment or disposal of
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long-lived assets. This Statement supersedes FA&BrSent No. 121, Accounting for the ImpairmentLohg-Lived Assets and for Long-
Lived Assets to Be Disposed Of, and the accouraimdjreporting provisions of APB Opinion No. 30, Bamg the Results of Operations —
Reporting the Effects of Disposal of a Segment Bfiainess, and Extraordinary, Unusual and Infretiyé&ccurring Events and Transactic
for the disposal of a segment of a business. Toeigions of FAS 144 will be effective for fiscalawes beginning after December 15, 2001.
We are currently evaluating the implications of gtitl of FAS 144 and anticipates adopting its psmvris in fiscal year 2002.

Risk Factors

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

Our quarterly operating results are volatilend 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 patacuwe 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 kasignificant negative impact on our
results of operations for a given period. In thstpa significant portion of our sales have beatized near the end of a quarter. Accordingly,
a delay in an anticipated sale past the end oftecpkar quarter may negatively impact our resofteperations for that quarter. Furthermore,
we base our decisions regarding our operating esggeon anticipated revenue trends and our expewsks lare relatively fixed.
Consequently, if revenue levels fall below our eotpons, our net income will decrease because asiyall portion of our expenses vary
with our revenues. See Item 7 of Part Il — “Managatis Discussion and Analysis of Financial Conditand Results of Operations.”

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 securities analysts andstors in some future quarter or quarters.
Our failure to meet these expectations will likegriously harm the market price of our common stock

Our business may be harmed by economic andkaaconditions.

Our business is subject to the effects obgaEreconomic conditions in the United States dobaily and market conditions in the Internet
and technology sectors in particular. Unfavoralgienemic conditions and reduced capital spendingchatributed to a decline in our prodi
sales during the fourth quarter of fiscal 2001.0htinued downturn in the economic conditions omaroic uncertainty could adversely
impact potential customers’ ability and willingn@sspurchase our products, which would cause adéudecline in our sales and operating
results.

Our success depends on sales of our BIG-IP®

We currently derive approximately 64% of aet 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 unablesdadve these problems for our customers,
our business and results of operations will beossty harmed.

Our success depends on our timely developnoéniew products and features.

We expect the Internet traffic and contenhageement market to be characterized by rapid téepiwal change, frequent new product
introductions, changes in customer requirementsaoti/ing industry standards. Our continued sucdeggnds on our ability to identify and
develop new products and new features for ouriegigiroducts to meet the demands of these chaagdspr those products and features to
be accepted by our existing and target customfange hre unable to identify, develop and deploy new
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products and new product features on a timely basii§ those products do not gain market accepaoar business and results of operations
may be seriously harmed. See Item 1 of Part | —sfBess — Product Development.”

We may not be able to compete effectively in theergimg Internet traffic and content management mark

Our markets are new, rapidly evolving anchhigcompetitive, and we expect competition to parand intensify in the future. Our
principal competitors in the Internet traffic anmhtent management market include Cisco Systemd$yeEdmw, Foundry Networks, Inktomi,
Network Appliances, Extreme Networks, Nortel Netkgand RadWare. We expect to continue to face iadditcompetition as ne
participants enter the Internet traffic and conteahagement market. In addition, larger compani#s significant resources, brand
recognition and sales channels may form alliandégsav acquire competing Internet traffic and coniteanagement solutions and emerge as
significant competitors. Potential competitors nbaydle their products or incorporate an Interrefitr and content management component
into existing products in a manner that discouragess from purchasing our products. Potentialornsets may also choose to purchase
additional or larger servers instead of our prosiusee Item 1 of Part | — “Business — Competition.”

The average selling price of our products may dexge and our costs may increase, which may negatiwapact 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 introdustigrus or our competitors or other factors. Thaeefin 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-periodtiations in future operating results due to thesieroof our average selling prices.

It is difficult to predict our future operating reglts because we have an unpredictable sales c)

Our products have a lengthy sales cycle wihsidifficult to predict. Historically, our saley@de has ranged from approximately two to
three months. Sales of BIG-IP, 3-DNS, GLOBAL-SITSEE-IT, and EDGE-FX require us to educate potentiatomers in their use and
benefits. The sale of our products is subject taydefrom the lengthy internal budgeting, apprcead competitive evaluation processes that
large corporations and governmental entities mguire. For example, customers frequently beginualuating our products on a limited
basis and devote time and resources to testingroducts before they decide whether or not to pasehCustomers may also defer orders
result of anticipated releases of new productsbaacements by us or our competitors. As a resuttproducts have an unpredictable sales
cycle that contributes to the uncertainty of ouufa operating results.

We may not be able to sustain or develop new distibn relationships.

Our sales strategy requires that we estahiisltiple and maintain distribution channels in theited States and internationally through
leading industry resellers, original equipment nfaoturers, 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 2001 no single reseller or custome&eeded 10% of net revenue or our
accounts receivable balance. If we are unablet&bksh and maintain our indirect sales channelsposiness and results of operations will
be seriously harmed.
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Our expansion into international markets may not sceed.

We intend to continue expanding into inteioradl markets. We have limited experience in mankgtselling and supporting our products
internationally. International sales representeth 28 our net revenues for the year ended SepteBhe2001, 19% of our net revenues for
year ended September 30, 2000 and 7.7% of ouenehues for the year ended September 30, 1999 awedngaged sales personne
Australia, Europe, and Asia Pacific. Our contingeowth will require further expansion of our intational operations in selected countrie
the European and Asia Pacific markets. If we ablento expand our international operations suéekgand in a timely manner, our
business and results of operations may be seritasiyed. Such expansion may be more difficult ke tanger than we anticipate, and we
may not be able to successfully market, sell, @eland support our products internationally.

Our operating results are exposed to risks assaaiatvith 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 protecifdntellectual property rights in foreign counsjdoreign regulatory requirements, and
natural disasters. All of these factors could haweaterial adverse effect on our business.

Our success depends on our key personnel and oulitglio attract, train and retain qualified markeétg and sales, professional
services and customer support personr

Our success depends to a significant degree the continued contributions of our key manage@oduct development, sales,
marketing and finance personnel, many of whom béllifficult to replace. The complexity of our Imtet traffic 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 highlyained professional services, customer supporsaies personnel. In spite of the economic downompetitior
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 retaimd hire these personnel may be adversely
affected by volatility or reductions in our stockqe, since these employees are generally grambelt sptions. The loss of services of any of
our key personnel, the inability to retain andaattrqualified personnel in the future or delayhinng qualified personnel, may seriously he
our business and results of operations.

Our business may be harmed if our contract manufars are not able to provide us with adequate sliggpof our products.

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

If the demand for our products grows, we wékd to increase our material purchases, comtractifacturing capacity and internal test
and quality functions. Any disruptions in produlctd may limit our revenue, may seriously harm oomgpetitive position and may result in
additional costs or cancellation of orders by aistomers. See Item 1 of Part | — “Business — Martufing.”
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Our business could suffer if there are any interrtipns or delays in the supply of hardware comporgefriom our third-party sources

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

Undetected software errors may seriously harm ousimess 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 prodaetd product upgrades. We expect that these erithisenfound 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 damagglated 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 accemafour products. The occurrence of any of theeblpms may seriously harm our business
and results of operations.

We may not adequately protect our intellectual pesty and our products may infringe on the intellecl property rights of third
parties.

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

From time to time, third parties may assgdgsive 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 customersiftfringement actions related to our technologyicitcould cause us to become involve:
infringement claims against our customers. We mawpé future initiate claims or litigation agaiisird parties for infringement of our
proprietary rights to determine the scope and itglif our proprietary rights or those of our cortifmes. Any of these claims, with or without
merit, may be time-consuming, result in costhgktion and diversion of technical and managemersiop@el or require us to cease using
infringing technology, develop nanfringing technology or enter into royalty or litging agreements. Such royalty or licensing agreend
required, may not be available on acceptable teifmsall. In the event of a successful claimmfingement and our failure or inability to
develop non-infringing technology or license thigiimged or similar technology on a timely basist business and results of operations may
be seriously harmed.

Our stock price may be volatili

Our stock price has historically experiensalstantial volatility. In addition, the stock matland technology stocks in particular, have
experienced extreme price and volume fluctuatibas ¢ften have been
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unrelated to the performance of these companidbelfuture, the price of our stock may be affedtgc number of factors, including
variations between our operating results and ats®lgspectations, announcements by us or our catopgtor general market conditions.

ltem 7A.  Quantitative and Qualitative Disclosure About Mark®&isk.

Interest Rate RiskiVe do not hold derivative financial instrumentsequity securities in our investment portfolio. TBeard of Directors
authorized one transaction to purchase and selighutraded company options. Our cash equivaleotssist of high-quality securities, as
specified in our investment policy guidelines. Hadicy limits the amount of credit exposure to @me issue or issuer to a maximum of 20%
of the total portfolio with the exception of treagsecurities, commercial paper and money marked$uwhich are exempt from size
limitation. The policy limits all short-term inveaents to mature in two years or less, with the ayematurity being one year or less. These
securities are subject to interest rate risk arlddecrease in value if interest rates increase.

Maturing in
Three Months Three Months Greater than
September 30, 2001 or Less to One Year One Year Total Fair Value
(In thousands)
Included in cash and cash equivale $8,16¢ $ — $ — $ 8,16¢ $ 8,16¢
Weighted average interest r: 4.1% — — — —
Included in sho-term investment $ — $33,50( $17,29¢ $50,79¢ $51,46:
Weighted average interest ra — 4.€% 3.4% — —
Maturing in
Three Months Three Months Greater than
September 30, 200C or Less to One Year One Year Total Fair Value
(In thousands)
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: $2,01¢ $34,66: $34,60:
Weighted average interest ra 6.€% 6.7% 7.C% — —
Maturing in
Three Months Three Months Greater than
September 30, 1999: or Less to One Year One Year [£20) Fair Value
(In thousands)
Included in cash and cash equivale $14,36" $ — $— $14,36" $14,36"
Weighted average interest ri 5.1% — — — —
Included in sho-term investment $ 5,31¢ $3,81: $— $ 9,12¢ $ 9,047
Weighted average interest ra 5.5% 5.7% — — —

Foreign Currency RiskCurrently the majority of our sales and expensesianominated in U.S. dollars and as a result,ave hot
experienced significant foreign exchange gainslasses to date. While we have conducted some taosa in foreign currencies during the
fiscal year ended September 30, 2001 and expeciriiinue to do so, we do not anticipate that fareigchange gains or losses will be
significant at our current level of operations. Hmer, as we continue to expand our operationsnatemally, they may become significan
the future. We have not engaged in foreign currdraxiging to date, however we may do so in the éutur
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REPORT OF INDEPENDENT ACCOUNTANTS

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

In our opinion, the consolidated financiatements listed appearing under ltems 14(a)(1eptdairly, in all material respects, the
financial position of F5 Networks, Inc. and its sigaries at September 30, 2001 and 2000, ancethdts of their operations and their cash
flows for each of the three years in the periodegh8eptember 30, 2001 in conformity with accounirigciples generally accepted in the
United States of America. In addition, in our opimi the financial statement schedule listed ininldex appearing under Item 14(a)(2)
presents fairly, in all material respects, the iinfation set forth therein when read in conjunctigth the related consolidated financial
statements. These financial statements and finastail@ment schedule are the responsibility ofGbepanys management; our responsibi
is to express an opinion on these financial statésnend financial statement schedule based onualitsaWe conducted our audits of these
statements in accordance with auditing standardsrgly accepted in the United States of Ameridaictv require that we plan and perform
the audit to obtain reasonable assurance aboubeshtite financial statements are free of materiabtatement. An audit includes examining,
on a test basis, evidence supporting the amounitslianlosures in the financial statements, assg$s@accounting principles used and
significant estimates made by management, and a¥aduthe overall financial statement presentative.believe that our audits provide a
reasonable basis for the opinion expressed above.

PRICEWATERHOUSECOOPERS LLP

Seattle, Washington
October 26, 2001
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F5 NETWORKS, INC.

CONSOLIDATED BALANCE SHEETS

ASSETS
Current asset:
Cash equivalents and st-term investment
Accounts receivable, net of allowances of $6,24% $th66€
Inventories
Other current asse
Deferred income taxe

Total current asse

Restricted cas

Property and equipment, r
Other assets, n

Deferred income taxe

Total asset

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Accounts payabl

Accrued liabilities

Deferred revenu

Total current liabilities
Long-term Liabilities

Commitments and Contingencies: (See not
Shareholder equity:

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

outstanding

Common stock, no par value; 100,000 shares auteyr24,764 and

21,613 shares issued and outstani
Note receivable from shareholc
Accumulated other comprehensive income (li
Unearned compensatit
Retained earnings (defic

Total shareholde’ equity

Total liabilities and sharehold¢ equity

September 3C

2001

2000

(In thousands)

$69,78:  $ 53,10¢
22,62¢ 38,23
2,60: 5,231
6,88¢ 2,29(
— 1,85¢
101,89¢ 100,81
6,00( 6,00(
15,49¢ 13,52:
1,26¢ 541
— 1,54(
$124,66:  $122,42(
| |
$ 446( $ 10,56
11,517 7,731
11,03: 16,19¢
27,00¢ 34,49;
1,167 23¢
123,39: 87,41¢
— (46¢)

572 (52)
(53€) (3,061)
(26,947) 3,84¢
96,48¢ 87,68t
$124,66.  $122,42(
| | | |

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

CONSOLIDATED STATEMENTS OF OPERATIONS

Year Ended September 3(

2001 2000 1999

(In thousands, except per share data)
Net revenues

Products $ 78,62¢ $ 87,98( $23,42(
Services 28,73¢ 20,66¢ 4,40¢
Total net revenue 107,36° 108,64! 27,82
Cost of net revenue
Products 33,24( 24.,66( 5,582
Services 12,26t 7,911 1,61¢
Total cost of net revenus 45,50¢ 32,57 7,20C
Gross profit 61,86: 76,07« 20,62¢
Operating expense
Sales and marketir 50,761 36,89( 13,50¢
Research and developm 17,43¢ 14,47¢ 5,64
General and administratiy 18,77¢ 9,72i 3,86¢
Restructuring charge 97t — —
Amortization of unearned compensat 2,62¢ 2,12 2,487
Total operating expens: 90,57¢ 63,22: 25,50z
Income (loss) from operatiol (28,716 12,85: (4,87¢)
Other income, ne 2,021 2,90: 534
Income (loss) before income tax (26,695 15,75¢ (4,349
Provision for income taxe 4,09t 2,10t —
Net income (loss $(30,79() $ 13,65( $(4,344)
| | I
Net income (loss) per she— basic $ (1.36) $ 0.6f $ (0.42)
Weighted average shar— basic 22,644 21,133 10,23¢
Net income (loss) per sha— diluted $ (1.3¢) $ 0.5¢ $ (0.42)
Weighted average shar— diluted 22,644 23,06¢ 10,23¢

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

CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

Subscriptions

Convertible Notes Accumulated
Preferred Stock Common Stock Receivable Other
From Unearned Comprehensive Accumulated
Shares Amount Shares Amount Shareholders Compensation Income/(Loss) Deiit Total
(In thousands)
Balance, October 1, 1998. 1,80¢ $4,197 6,021 $ 2,87¢ $(1,69¢) $ (5,45%) $ (80
Exercise of stock options by employees 58¢€ 25€ 25€
Exercise of stock warran 42¢ 42C 42C
Note receivable from shareholder for exercis
stock options 15C 75C $(750)
Unearned compensatic 4,02t (4,025
Amortization of unearned compensation 2,487 2,481
Conversion of convertible preferred stock to
common stock in connection with the initial
public offering (1,80¢) (4,197 8,11« 11,88t 7,68¢
Issuance of common stock in an initial public
offering (net of issuance costs of $3,051) 2,86( 25,54¢ 25,54¢
Net loss (4,34¢)
Other comprehensive loss, net of tax:
Foreign currency translation adjustment 1)
Unrealized loss on securiti )
Comprehensive Loss (4,349
Balance, September 30, 1999. 18,161  45,76( (750) (3,237 ) (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
plan 84 1,19¢ 1,19¢
Payment on note receivable from shareholder 281 281
Tax benefit from employee stock transactions 4,90( 4,90(
Issuance of common stock in a secondary public
offering (net of issuance costs of $2,025) 50C 31,47 31,47
Unearned compensation 1,95¢ (1,95¢€)
Amortization of unearned compensat 2,125 2,127
Net income 13,65(
Other comprehensive income (loss), net of tax:
Foreign currency translation adjustment (274)
Unrealized gain on securitit 22t
Comprehensive income 13,60:
Balance, September 30, 2000. 21,617 87,41¢ (469) (3,067) (52) 3,84¢ 87,68t
Exercise of stock options by employees 60¢€ 64z 64z
Exercise of stock warrants 9
Issuance of stock under employee stock purchase
plan 154 1,667 1,667
Repurchase of Common Stock (30) (1.08%) (1,082)
Issuance of common stock to Nokia (net of
issuance costs of $1,75 millio 2,466  34,92¢ 34,92¢
Payment on note receivable from stockholder for
exercise of stock options 18¢ 18¢
Cancellation of unvested stock options from
stockholder (56) (281) 281
Unearned compensation 10C (200)
Amortization of deferred compensati 2,62¢ 2,62¢
Net Loss (30,790
Other comprehensive loss, net of tax:
Foreign currency translation adjustm 27)
Unrealized gain on securities 652
Comprehensive Loss (30,16%)
Balance, September 30, 2001. - $ — 24,76¢ $123,39: $ — $ (53€) $ 57z $(26,947) $ 96,48¢
_——— I E— — — —-— — —

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

CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended September 3(

2001 2000 1999

(In thousands)
Cash flows from operating activities:
Net income (loss $(30,79()  $ 13,65( $(4,349)
Adjustments to reconcile net income (loss) to resthcprovided by
(used in) operating activitie

Restructuring charge 97t — —
Provisions for asset write dow 34t 1,37 —
Provision for inventory write dowr 4,01¢ — —
Gain on sale of asse (92 — —
Unrealized gain on investmer 28t 22t —
Amortization of unearned compensat 2,62t 2,127 2,487
Provision for doubtful accounts and sales reti 15,31( 2,87¢ 1,18:
Depreciation and amortizatic 5,34¢ 2,33t 573
Deferred income taxe 3,39¢ (3,399 —
Tax benefit from exercise of stock optic — 4,90( —
Changes in operating assets and liabilii
Accounts receivabl 427 (30,719 (9,509
Inventories 79C (5,639 (519
Other current asse (5,427 (315) (737)
Other asset (728) (1,306 (1817)
Accounts payable and accrued liabilit (3,019 11,94( 5,47:
Deferred revenu (5,127 11,76¢ 3,57¢
Net cash provided by (used in) operating activi (11,659 9,82¢ (1,989

Cash flows from investing activities:
Investment in restricted ca — (2,987 (3,019
Proceeds from construction refu 851 — —

Proceeds from the sale of property and equipt 217 — —
Purchases of property and equipm (9,152 (13,339 (2,63))
Net cash used in investing activiti (8,089 (16,322 (5,644

Cash flows from financing activities:

Proceeds from issuance of common stock in an liptiblic offering — — 25,54¢
Proceeds from secondary public offering, net afasge cost — 31,47¢ —
Proceeds from the issuance of common stock to N 34,92¢ — —
Proceeds from the exercise of stock options andants 2,30¢ 3,32¢ 67€
Proceeds from payments on shareholder 18¢ 281 —
Repurchase of common sta (1,082 — —
Net cash provided by financing activiti 36,34 35,08« 26,22t
Net increase in cash and cash equival 16,60( 28,58¢ 18,59:
Effect of exchange rate changes on cash and casvadnts (16) (187) (@)}
Cash and cash equivalents, at beginning of 53,19¢ 24,797 6,20¢
Cash and cash equivalents, at end of $ 69,78 $ 53,19¢ $24,79’
| | I

The accompanying notes are an integral part oktheasolidated financial statements.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. Description of the Company:

F5 Networks, Inc. (the “Company”) was incagaed on February 26, 1996 in the State of Wasbhinghd is a leading provider of
integrated Internet traffic and content managersehitions designed to improve the availability getformance of mission-critical Internet-
based servers and applications. The Company’s iptapy software-based solutions monitor and maacgd and geographically dispersed
servers and intelligently direct traffic to thesarbest able to handle a user’s request. The Coynparchases material component parts and
certain licensed software from suppliers and gdiyecantracts with third parties for the assembiypooducts. The Company operates in one
segment providing integrated internet traffic andtent management solutions.

2. Summary of Significant Accounting Policies:
Principles of Consolidation

The consolidated financial statements andrapanying notes are prepared in accordance withuating principles generally accepted in
the United Sates of America. The consolidated firgrstatements include the accounts of the Compandyall majority owned subsidiaries.
Significant intercompany transactions have beaniplted in consolidation.

Reclassifications

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

Use of Estimates

The preparation of financial statements isanformity with accounting principles generallycapted in the United States of America and
requires management to make estimates and assas it affect the reported amounts of assetsiabitities and disclosures of contingent
assets and liabilities as of the date of the fir@statements and the reported amounts of reveamgtexpenses during the reporting period.
Actual results could differ from those estimates.

Estimates that are particularly susceptiblehanges in the near term are the adequacy efatices for sales returns and bad debt,
inventory obsolescence, warranty costs and deféspess.

Cash Equivalents and Short-term Investments

Cash equivalents are highly liquid investrsenbnsisting of investments in money market fuans$ short-term investments which are
readily convertible to cash without penalty andjsabto insignificant risk of changes in value. TBempany’s cash equivalents and short
term investments balance consists of the followinghousands):

September 30
2001 2000
Cash $18,32: $18,59¢
Shor-term investment 51,46: 34,60:

$69,78: $53,19¢
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
Concentration of Credit Risk
The Company places its temporary cash investsnwith five major financial institutions.

The Company’s customers are from diversestries and geographic locations. Net revenues fnd@mnational customers are primarily
denominated in U.S. Dollars and were approximab&%.0 million, $20.6 million and $2.2 million fohé years ended September 30, 2001,
2000 and 1999, respectively. During fiscal 200kimgle reseller or customer exceeded 10% of thep@oyis net revenue or accounts
receivable balance. During fiscal 2000 and 1998, afithe Company’s resellers, Exodus Communicatiacsounted for 14% and 22% of net
revenue and 8% and 16% of the Company’s accoucesvible balance, respectively. In association ®ibdus filing Chapter 11
bankruptcy, the Company recorded a non-recurrifgstent to its bad-debt expense of $1.75 milliod $226,000 in cost of goods sold
related to the leased inventory during fiscal 20le Company does not require collateral to supgredit sales. Allowances are maintained
for potential credit losses and sales returns.

Inventories

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

Restricted Cash

Restricted cash represents a restricted wsamtoount established in connection with a leaseeagent for the company’s corporate
headquarters. Under the term of the lease, a $lliomstandby letter of credit is required throulovember 2012, unless the lease is
terminated before then.

Property and Equipment

Property and equipment is stated at costré&xgtion of property and equipment and amortizatibcapital leases are provided on the
straight-line method over the estimated usefulligéthe assets of 2 to 5 years. Leasehold impremésrare amortized over the lesser of the
term of the lease or the estimated useful lifehefitmprovements.

The cost of normal maintenance and repaithasged to expense as incurred and expenditur@sdjr improvements are capitalized at
cost. Gains or losses on the disposition of assdle normal course of business are reflectetiénrésults of operations at the time of
disposal.

Software Development Costs

Software development costs incurred in coctjon with product development are charged to nefeand development expense until
technological feasibility is established. Thereaftmtil the product is released for sale, softwdaeelopment 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 reqroresiderable judgment by the Company with resgmecertain internal and external factors,
including, but not limited to, anticipated futureogs product revenues, estimated economic lifechadges in hardware and software
technology. The Company amortizes capitalized sa#veosts using the straight-line method over gtienated economic life of the product,
generally three years. In fiscal 2001, the Compaapijtalized $327,000 in software development cagrerally representing labor costs, and
recorded no related amortization.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
Valuation of Long-Lived Assets

The Company periodically evaluates the cagyialue of long-lived assets to be held and usetijding, but not limited to, property and
equipment, other assets, and deferred income tekes) events and circumstances warrant such aweVige carrying value of a long-lived
asset is considered impaired when the anticipatdésaounted cash flow from the asset is separatehtifiable and is less than its carrying
value. In that event, a loss is recognized baseti@amount by which the carrying value exceedd$aineralue of the long-lived asset. Fair
value is determined primarily using the anticipatadh flows discounted at a rate commensuratethéthisk involved. Losses on long-lived
assets to be disposed of are determined in a simédaner, except that fair values are reducedhi®icbst to dispose.

Revenue Recognition

The Company recognizes revenue under Statesh&mancial Accounting Standards (SFAS) No. “Revenue Recognition When Right
of Return Exists,” SEC Staff Accounting BulletinAB) No. 101, “Revenue Recognition in Financialt&taents,” Statement of Position
(“SOP”) No. 97-2, “Software Revenue Recognitiomtde&SOP No. 98-9 “Modification of SOP No. 97-2, Sdadte Revenue Recognition, with
Respect to Certain Transactions.”

The Company sells products through reseltgiginal equipment manufacturers and other chapaghers, as well as to end users, under
similar terms. Typically this combines softwareehse, installation and customer support elemetdsaipackage with a single “bundled”
price and allocates a portion of the sales priceatth element of the bundled package based orréspiective fair values when the individual
elements are sold separately. Revenues from thieskcof software, net of an allowance for estimeg@iins, are recognized when the proi
has been shipped and the customer is obligateaiytdgp the product. Installation revenue is recagdiwhen the product has been installed at
the customer’s site. Revenues for customer sugpentecognized on a straight-line basis over thacecontract term. Estimated sales
returns are based on historical experience by mtaghd are recorded at the time revenues are rezaafyn

The following presents revenues by shipmestidation for the years ended 2001, 2000 and {ifa%8ousands):

September 3C

2001 2000 1999
United State: $ 72,40¢ $ 88,047 $25,67:
Europe 10,00+ 7,02¢ 1,65¢
Asia Pacific 24,957 13,56¢ 49¢

$107,36° $108,64!  $27,82¢

Warranty Expense

The Company generally offers warranties betweeda®@ and one year depending on whether it relatkardware 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 warramgrince and other relevant information of whiok @ompany is aware. During the years
ended September 30, 2001, 2000 and 1999 warrapgnsg was $0.4 million, $2.3 million and $0.3 roiilj respectively.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
Advertising

Advertising costs are expensed as incurreldefising expense was approximately $1.5 mill&h6 million and $1.0 million for the
years ended September 30, 2001, 2000 and 199@ctasty.

Income Taxes

The Company accounts for income taxes urigelidbility 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 F5 Networks, L Networks, Singapore Pte. Ltd. and F5 Netwalapan K.K. have been translated into
U.S. dollars in accordance with Statement of Firedneccounting Standards No. 52 “Foreign CurrencgriBlation.” Under the provisions of
this Statement, all assets and liabilities in takibce sheet of the subsidiaries are translatgelaatend exchange rates, and translation gains
and losses are reported as a component of comighadncome (loss) and are accumulated in a sepaocaponent of shareholders’ equity.
Foreign currency transaction gains and losses ersudt of the effect of exchange rate changesansactions denominated in currencies
other than the functional currency, including USlats. Gains and losses on those foreign curreragystictions are included in determining
net income or loss for the period of exchange. Jaation losses for the fiscal years ended SepteBihe?001, 2000 and 1999 of $139,000,
$84,000, and $0, respectively, were charged toatioess.

Comprehensive Income (Loss)

The Financial Accounting Standards Boarddds8tatement of Financial Accounting Standards180, “Reporting Comprehensive
Income,”in June 1997. This statement establishes stanftardsporting and displaying comprehensive incomthe financial statements a
was adopted by the Company during the quarter eBdptember 30, 1999. In addition to net incomesflosomprehensive income
(loss) includes charges or credits to equity thatrmt the result of transactions with shareholdeos the Company, this includes foreign
currency translation and unrealized gains and fosednvestments. The Company has included compeoécomprehensive income within
the 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” and FASB interpretatio. 44 (“FIN No. 44”)
accounting for certain transactions involving steoknpensation, and complies with the disclosureipians of Statement of Financial
Accounting Standards No. 123 (“SFAS No. 123"), “Aaating for Stock-Based Compensatiodrider APB No. 25, compensation expens
based on the difference, if any, on the date ofjtaat, between the deemed fair value of the Cowipatock and the exercise price of the
option. The unearned compensation is being amdrtizaccordance with Financial Accounting Stand&dard Interpretation No. 28 on an
accelerated basis over the vesting period of thiwithual options. The Company accounts for equistiuments issued to nonemployees in
accordance with the provisions of SFAS No. 123.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)
Fair Value of Financial Instruments

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

Earnings per Share

Basic net income (loss) per share is comphbyedividing net income (loss) by the weighted ager number of common shares
outstanding during the period. Diluted net incomosg) per share is computed by dividing net incdlogs) by the weighted average number
of common and dilutive common stock equivalent ehautstanding during the period. For periods ifclvthe Company incurred a net loss,
dilutive common stock equivalent shares are exadd®m the calculation as their impact would haeerm antidilutive. The antidilutive
securities not included in diluted net loss persttalculation totaled 1,533,386 shares.

The following table sets forth the computataf basic and diluted net income (loss) per skarréhe years ended September 30, 2001,
2000 and 1999 (in thousands, except per share. data)

Year Ended September 3(

2001 2000 1999
Numerator:
Net income (loss $(30,790  $13,65( $(4,349)
I | |
Denominator:
Weighted average shares outstan— basic 22,64« 21,137 10,23¢
Dilutive effect of common shares from stock opti — 1,91¢ —
Dilutive effect of common shares from warra — 11 —
Weighted average shares outstan— diluted 22,64« 23,06¢ 10,23¢

Basic net income (loss) per sh: $ (1.3€

~

$ 065 $ (0.42

Diluted net income (loss) per sh: $ (1.3€

~

$ 05¢ $ (0.42

Derivatives

In the first quarter of fiscal 2001, the Camp adopted Statement of Financial Accounting SteadgiNo. 133, “Accounting for Derivative
Instruments and Hedging Activities (“SFAS 133") whiestablishes accounting and reporting standardsefivative instruments and for
hedging activities. SFAS 133 requires that an gnéitognize derivatives as either assets or ligdslion the balance sheet and measure those
instruments at fair value. The accounting for clemig the fair value of a derivative depends onrtended use of the derivative and the
resulting designation.

The Company designates the derivatives based upteri@ established by SFAS 133. For a derivatigsighated as a fair value hedge,
gain or loss is recognized in earnings in the meobchange together with the offsetting loss angm the hedged item attributed to the risk
being hedged. For a derivative designated as aftaglhedge, the effective portion of the derivatvgain or loss is initially reported as a
component of accumulated other comprehensive indtoas) and subsequently reclassified into earnimgsn the hedged exposure affects
earnings. The ineffective portion of the gain @dds reported in earnings immediately. The impéderivatives on the Company’s financial
position in fiscal 2001, has been insignificant.
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New Accounting Pronouncements

In July of 2001 the Financial Accounting Qtards Board (“FASB”) issued Statement of Finandiedounting Standard (“SFASNo. 141
“Business Combinations” which is effective for bilsiness combinations initiated after July 1, 2GHAS No. 141, supersedes APB Opinion
No. 16, Business Combinations, and FASB StatemenBR, Accounting for Preacquisition Contingen@é®urchased Enterprises ¢
requires that all business combinations be accduoteusing the purchase method of accounting.HeusftSFAS No. 141 requires certain
intangibles to be recognized as assets apart fandwill if they meet certain criteria and also regga expanded disclosures regarding the
primary reasons for consummation of the combinagiod the allocation of the purchase price paidhéoaissets acquired and liabilities
assumed by major balance sheet caption. The Congmes/not believe the standard will have a sigaifigmpact on the financial position of
the company.

In July of 2001, the FASB issued SFAS No. 1@2odwill and Other Intangible Assets” which igeaftive for fiscal years beginning after
December 15, 2001. SFAS No. 142 supercedes APBi@phD. 17, Intangible Assets, and addresses finhaccounting and reporting for
intangible assets acquired individually or withraugp of other assets and the accounting and regdidr goodwill and other intangible assets
subsequent to their acquisition. Under the modeiosth in SFAS No. 142, goodwill is no longer ariped to earnings, but instead be subject
to periodic testing for impairment. The Companysgloet believe the standard will have a signifidargact on the financial position of the
company.

In July 2001, the FASB issued SFAS No. 148;counting for Asset Retirement Obligations.” FASB3 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 the acquisijtmmstruction, development, and (or) the
normal operation of a long-lived asset, exceptfatain obligations of lessees. The provisionsASHA43 will be effective for fiscal years
beginning after June 15, 2002, however early apgptia is permitted. The Company does not belieeestandard will have a significant
impact its 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 feinipairment or disposal of long-lived assets. Bimement 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 the disposal of a sagofea business. The provisions of
FAS 144 will be effective for fiscal years begingiafter December 15, 2001. The Company is currewhjuating the implications of
adoption of FAS 144 and anticipates adopting it&/jsions in fiscal year 2002.

3. Inventories:

Inventories are comprised of the following ffhousands):

September 3C

2001 2000
Finished good $3,28:  $2,04f
Raw material: 1,345 3,18¢
Inventory provisior (2,029 —

$2,60z $5,23]
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Due to changes in current market conditiox arevision of our sales forecast, a review wadarof the Company’s inventory needs and
an assessment of our future purchase commitmentsgdiscal 2001. As a result, the Company deteaditwo provisions for excess
inventory and future purchase commitments woulddserded. The first provision for excess inventeas charged to cost of revenues in the
amount of $3.9 million, which consisted of a $3.dlion inventory valuation allowance and approxislgt$800,000 of future purchase
commitments. As of September 30, 2001, $1.5 milbbthis reserve had been utilized. The secondigi@v for excess inventory was in the
amount of $1.0 million. This charge is associatéth wharge is associated with the changes in théguration of the Company’s EDGE-FX
Cache product, which will increase the functiowyadif the product. These costs are associated witlating both existing inventory and
product previously sold to customers, as well atscto fulfill existing purchase commitments ang@dnheen included in cost of revenues for
the for the fiscal year ended September 30, 208lofASeptember 30, 2001, $232,000 of this reseadedeen utilized.

4. Property and Equipment:

At September 30, 2001 and 2000, propertyespdpment consist of the following (in thousands):

September 30
2001 2000
Computer equipmer $993 $7,16%
Office furniture and equipme 5,782 3,78:
Leasehold improvemen 7,22 5,67:

22,94: 16,62:

Accumulated depreciation and amortizat (7,447 (3,099
Property and equipment, r $15,49¢ $13,52¢
| |

Depreciation and amortization expense wascpately $5.3 million, $2.3 million and $0.5 nidh for the years ended September 30,
2001, 2000 and 1999 respectively.

5. Accrued Liabilities:

At September 30, 2001 and 2000, accrueditiaiconsist of the following (in thousands):

September 30

2001 2000
Accrued payroll and benefi $ 5,06¢  $3,87¢
Accrued sales and use ta 93 791
Warranty accrue 22¢ 401
Accrued License Fee 52¢ 17&
Income taxes payab 1,06¢ 58¢
Accrued sales and marketi 70t 52¢
Recruitment cost — 35C
Other 3,83t 1,02¢

$11,517  $7,73%
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6. Restructuring Charges:

During the first fiscal quarter of 2001, FEorded a restructuring charge of $1.1 milliononmection with management decision to bring
operating expenses in line with the business rexgnowth model. As a result of change in the bissimevenue growth model, the Company
terminated 96 employees throughout all divisionthefCompany. In January 2001, all identified erppés had been terminated. During the
guarter ended March 31, 2001 the Company rever@é@@0 of the original accrual due to a revisiopEvious estimates. As of
September 30, 2001, substantially all of the restiming charge accrued for during the first fisgaarter of 2001 had been paid.

7. Income Taxes:

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

September 30
2001 2000 1999
u.Ss. $(25,900)  $17,97¢ $(4,364)
International (79%5) (2,227 20

$(26,699)  $15,75¢  $(4,34¢)

The provision for income taxes for the fisgahr 2001 consists of the following (in thousands)

September 3C
2001 2000
Current tax expense:

U.S. federa $ 33 $ 5,32¢
State 50 647
Foreign 614 (469)
Total current provisiol 697 5,50z

Deferred tax provision:
U.S. federa 3,22 (3,227%)
State 171 a7y
Foreign — —
Total deferred ta 3,39¢ (3,399
Total provision for income taxe $4,09¢ $ 2,10t
I |

No provision for federal or state income twkas been recorded for the year ended Septemp&®@2d, as the Company incurred a loss.
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The effective rate differs from the U.S. fealestatutory rate as follows (in thousands):

September 3C

2001 2000 1999
Income tax provision at statutory re $(9,349)  $5,51¢ $(1,477)
Sales taxes, net of federal ben (52€) 40¢ —
Impact of international operatiol 10t 30¢ —
Federal research and development cre (6593) (1,315 —
Impact of stock option compensati — (450 (248
Other (33) 1,03i 81
Change in valuation allowan: 14,54¢ (3,399 1,64¢
Total $ 4,09t $2,10¢ $ —

| | L]

The tax effects of the temporary differenttedt give rise to significant portions of the deéekrtax assets are as follows (in thousands):

September 30
2001 2000 1999
Deferred tax assets:
Net operating loss carryforwar $ 12,33 $4,88. $2,66¢
Exercise of stock optior 694 27¢ 10t
Allowance for doubtful accoun 2,40¢ 617 281
Accrued compensation and bene 407 27€ 13t
Inventories and related resen 1,067 — —
Other accruals and reserves not currently dedectiltax 1,28: 53¢ 78
Depreciatior 544 15¢ 58
Tax credit carryforward 2,19: 1,54C —
20,92¢ 8,292 3,322
Valuation allowance for deferred tax asset (20,929 (4,889 (3,319
— 3,40¢ 8
Deferred tax liabilities:
Deductible prepaid expenses and o — (20 (8
Net deferred tax asset: $ — $33% $ —
I | L]

The Company’s deferred tax assets includepetating loss carry forwards of approximately §#ifion. During the first three quarters
of fiscal year 2001, the Company maintained a glvtluation allowance consistent with prior yegaiast its deferred tax assets. In the
fourth quarter of fiscal year 2001, the Compansgvaluated the need to provide a full valuationvadioce. Due to changes in the current
economic environment and based on the weight @dhalbvailable positive and negative evidenceQbmpany determined that it was not
more likely than not, that the deferred taxes wdaddecognized and therefore, a full valuationvedlnce should be provided to completely
offset the net deferred tax assets.
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8. Shareholders’ Equity:
a. Preferred Stock

In April 1998, the Company issued 156,250 ahaf the Company’s Series C Convertible Prefegtedk and warrants to purchase
187,500 shares of the Compasmgommon stock at $1.60 per share for an aggregathase price of $1.5 million. The Company hascaliec
approximately $75,000 of the purchase price ofS8kees C Convertible Preferred Stock as the valtleeowarrants issued. On February 1,
1999 these warrants were exercised. The holdaredberies C Convertible Preferred Stock haveicevtating rights and liquidation
preferences equal to $9.60 per share. Each sh&erigfs C Convertible Preferred Stock was conventedsix shares of the Company’s
common stock.

In August 1998, the Company issued 1,138,438 studr8eries D Redeemable Convertible Preferred Sftmchn aggregate purchase p
of approximately $7.7 million. The Company was riegg to redeem all outstanding shares of the S&iBgdeemable Convertible Preferred
Stock at $6.79 per share, plus all declared andidrividends, either in August 2005 or in threawal installments beginning August 2003
at the request of holders of at least tiwivels of the outstanding Series D Redeemable GtiblePreferred Stock. The holders of the Serie
Redeemable Convertible Preferred Stock had certaing rights and liquidation preferences equeé$18.58 per share. Each share of Seri
Redeemable Convertible Preferred Stock was cord/érte two shares of the Company’s common stock.

b. Common Stock

On January 27, 1999 the Company authoriz&fba 1 stock split, in the form of stock dividendsspectively on the Company’s common
stock. All references to number of shares and Iparesamounts of the Company’s common stock in ¢kerapanying financial statements
and notes have been restated to reflect these spditk

c. Initial Public Offering

On June 4, 1999, the Company issued 2,860,000ssb&iess common stock at an initial public offeripgce of $10.00 per share. Also s
in this offering were 590,000 shares held by sglihareholders, including 450,000 shares sold tipexercise of the underwriters’ over-
allotment option. The net proceeds to the Compemy the offering, net of offering costs of approately $3.1 million were approximately
$25.5 million. Concurrent with the initial publidfering, each outstanding share or the Companywedible preferred stock was
automatically converted into common stock.

d. Secondary Public Offering

In October of 1999, the Company completediasgled 500,000 shares of its common stock in@anskeey public offering at a price of
$67.00 per share. Also sold in this offering wej@3P,000 shares of common stock held by sellingettedders. The net proceeds to the
Company, from the offering, net of offering costapproximately $350,000 were approximately $31illion.

e. Nokia Private Placement of Common Stecid Warrants

On June 26, 2001, the Company entered i@oramon Stock and Warrant Purchase Agreement wiltiN€inance International B.V.
(“NFI"). Under this Agreement, the Company issued gold to NFI (i) 2,466,421 shares of Common Sttt (ii) warrants (the “Warrants”)
to purchase additional shares of common stock.Gdmapany received total proceeds of $34.9 milliat,af $1.8 million in issuance costs
from the sale of these shares and the WarrantsWireants allow NFI to purchase additional shafesommmon stock to increase its
ownership percentage in the Company (up to a maximmiuone share less than
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20%) during three ten business day periods beginmmDecember 31, 2001, June 30, 2002 and Dece3ib@002, at an exercise price ec
to the average 10-day closing price before thé efarach period.

The Company recorded the issuance of the aimstock and Warrants by allocating the net pros¢edhe Common Stock and the
Warrants, based upon their relative fair valuagbaidate of issuance. The fair value allocateti¢dWarrants was $1.7 million based on an
independent valuation. Based upon the relativevidine at the date of issuance, the amount of noeeeds allocated to the Warrants and
included as a component of common stock was $1ll&miThe amount allocated to the common stock $&®.3 million.

NFI has also signed a two-year OEM licensgraseller agreement that gives them access té ik Company’s internet traffic and
content management products. Nokia may resell tmegany’s products and integrate the Company’s softvas part of its product offering.

f.  Warrants

In February 1999, the Company issued a watogpurchase up to 12,500 shares of the Compaytsnon stock at $8.00 per share to a
certain customer in conjunction with a sale of pratd.

The Company has issued warrants to purct@senon stock to a certain customer. All the warravdse exercisable at the time of
issuance. The assumptions applied in the determimaf the fair value of warrants issued were &g wf the Black-Scholes pricing model,
(i) risk free interest rates ranging from 5.2%6t@%, (iii) expected volatility rates of approxirabt 70% (based on disclosed expected
volatility rates of comparable companies) and datakatility subsequent to the initial public offeg, (iv) assumed expected lives of 4 to
10 years, and (v) no expected dividends. The wesnaare exercised in October of 2000.

g. Equity Incentive Plans

In January 1997, Company’s shareholders apprthe Amended and Restated 1996 Stock Option(Eiari1996 Employee Plan”) that
provides for discretionary grants of non-qualifesttl incentive stock options for employees and atkerice providers, and the Amended and
Restated Directors’ Nonqualified Stock Option P(dre “1996 Directors’ Plan”), which provides fortamatic grants of non-qualified stock
options to eligible non-employee directors. A tafP,600,000 shares of common stock has beenvesbéor issuance under the 1996
Employee Plan and the 1996 Directors’ Plan. Empmeystock options typically vest over a period @iif years from the grant date; director
options typically vest over a period of three ydfaps the grant date. All options under the 1996pryee Plan and the 1996 Directors’ Plan
expire 10 years after the grant date. All outstagdunvested options under the 1996 Employee Ridriree 1996 Director’s Plan vest in full
upon a change in control of the Company. The Complaes not intend to grant any additional optiondar either of these Plans. As of
September 30, 2001 there were 853,546 shares mditstigand 17,596 shares available.

In November 1998, the Company’s shareholddopted the 1998 Equity Incentive Plan (the “1988$B, which provides for
discretionary grants of non-qualified and incensteck options, stock purchase awards and stockdmsnfor employees and other service
providers. A total of 3,300,000 shares of commaelshave been reserved for issuance under the RB®8 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&Hlan. Upon certain changes in control of the @amy, the surviving entity will either
assume or substitute all outstanding options arksémvards under the 1998 Plan. If the survivingtgkietermines not to assume or substitute
such options or awards, then with respect to parsdrose service with the Company or an affiliatehef Company has not terminated before
a change in control, the vesting of 50% of thedéaop or stock awards (and the time
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during which these awards may be exercised) wilkbrate and the options or awards terminatedtierercised before the change in con
As of September 30, 2001 there were 4,028,923 slmartstanding and 819,766 shares available.

In April 1999, the Company’s shareholderspdd the 1999 Non-Employee Directors’ Stock Op#ten which provides for automatic
grants to F5 non-employee directors of optionsueipase shares of the Compangbmmon stock. The board administers the plarcandot
delegate administration to a committee. The plaemed an aggregate of 100,000 shares of commok f&oissuance, subject to adjustment
in the event of certain capital changes. As of &apier 30, 2001 there were options to purchase @G08@res outstanding. The plan was
terminated by the Board effective January 1, 2001.

In July 2000, the Company’s Board of Direstadopted the 2000 Employee Equity Incentive Rtaa ‘2000 Plan”), which provides for
discretionary grants of non-qualified stock optiosteck purchase awards and stock bonuses for xerutve employees and other service
providers. A total of 2,000,000 shares of commaelshave been reserved for issuance under the RROO Stock options granted under this
plan typically vest over a period of four yearsnfrthe grant date, and expire 10 years from thetglate. The Company has not granted any
stock purchase awards or stock bonuses under @@&R&n. Upon certain changes in control of the @amy, the surviving entity will either
assume or substitute all outstanding options arksémvards under the 2000 Plan. If the survivingtgrietermines not to assume or substitute
such options or awards, then with respect to parsdrose service with the Company or an affiliatehef Company has not terminated before
a change in control, the vesting of 50% of thed@ap or stock awards (and the time during whidsthawards may be exercised) will
accelerate and the options or awards will be teaieih if not exercised before the change in confrelof September 30, 2001 there were
options to purchase 1,963,414 shares outstandiuh@®&371 shares available for awards under the pROD

In July 2000, the Company’s Board of Direstadopted two nonqualified stock option plans {MeAdam Plans”) in connection with
hiring John McAdam, the Company’s President anceClkecutive Officer. The first McAdam Plan provéd®r a grant of 645,000 non-
qualified stock options for Mr. McAdam that vesteowa period of four years from the grant date. ésond McAdam Plan provides for a
grant of 50,000 options for Mr. McAdam that vesep®a period of two years from the grant date. pliens under the McAdam Plans expire
10 years from the grant date, and upon certaingd®im control of the Company, the vesting of 10ff%hese options will accelerate and the
options will be terminated if not exercised beftire change in control. As of September 30, 200 0@Dshares had been issued, there were
options to purchase 645,000 shares outstanding@stiares available.

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 Presideiarfketing and Business Development. This Plan plewifor 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 @01 2there were options to purchase 200,000 sloatssanding and no shares available for
grant.

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,
2001, there were 200,000 stock option shares aulistg and no shares available available for grant.

The Company applies the provisions prescrine®PB No. 25 and related interpretations in acting for stock options. In certain
instances, the Company has issued stock optiohsaniexercise price less than the deemed fair \dltlee Company’s common stock at the
date of grant. Accordingly, total compensation sastated to these stock options of approximat6ly $illion, $2.0 million and $4.0 million
was deferred
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during fiscal years 2001, 2000 and 1999, respdgtie@d is being amortized over the vesting peabthe options, generally four years.
Amortization of stock compensation costs of appraately $2.6 million, $2.1 million and $2.5 millidras been recognized as an expense for
the years ended September 30, 2001, 2000 and 3G ctively.

A summary of stock option transactions aréolsws:

Weighted
Outstanding Average Exercise
Options Price Per Share
Balance at September 30, 1¢ 2,077,25I 0.2¢
Options grante: 1,343,37. 9.82
Options exercise (738,19) 1.3:2
Options cancele (197,800 1.1¢
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 (607,98) 1.0¢
Options cancele (1,446,97) 50.0¢
Balance at September 30, 2( 7,910,88: 27.02

The weighted-average fair values and weightgztage exercise prices per share at the datewof fygr options granted for the years en
September 30, 2001, 2000 and 1999 were as follows:

Year Ended September 30

2001 2000 1999
Weighted-average fair value of options granted wihrcise prices
equal to the market value of the stock at the daggant $10.5¢ $48.61 $15.6¢
Weighted-average exercise price of options grawitfuexercise prices
equal to the market value of the stock at the dhggant 12.4C 63.2¢ 30.52
Weighted-average fair value of options granted wkbrcise prices less
than the market value of the stock at the datearft 27.8¢ 42 .5¢ 4,54
Weighted-average exercise price of options grawitfiexercise prices
less than the market value of the stock at the afageant 29.4 0.0C 1.24

The following table summarizes informatioroabfixed-price options outstanding at September2B01 as follows:

Weighted
Weighted Average Average
Number Remaining Weighted Average Number Exercisable
Exercise Prices Outstanding Contractual Life Exercise Price Exercisable Price

$0.0(-$5.03 1,146,79: 7.61 $ 2.9 528,64 $ 1.5¢
5.34-9.50 2,740,76 9.4C 8.14 351,99( 7.34
9.63-42.56 2,470,28: 8.9¢ 30.71% 403,67. 34.6:
42.81-114.00 1,397,81 8.5¢ 67.1¢€ 512,56¢ 70.4¢
114.5(-152.63 155,22! 8.2z 121.9: 73,69 121.77
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1999 Employee Stock Purchase Plan

In May 1999, the board of directors approtrezladoption of the 1999 Employee Stock Purchame (e “Purchase Plan”). A total of
1,000,000 shares of common stock has been restnvieguance under the Purchase Plan. The Puréiaseermits eligible employees to
acquire shares of the Company’s common stock thrgegiodic payroll deductions of up to 15% of besmpensation. 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 regarding net income (loss)eiquired by SFAS No. 123, and has been determaisiéthe Company had accour
for its stock options under the minimum value metbbthat statement for all periods prior to ther@any becoming a public entity and fair
value method of that statement for all periods sgbent to the Company becoming a public entity. fairevalue of each option is estimated
at the date of grant with the following weighteceeage assumptions used for the years ended Sept8M001, 2000 and 1999:

Stock Option Plan

Employee Stock Purchase Pla

Year Ended September 3(

Year Ended September 3(

2001 2000 1999 2001 2000 1999
Risk-free interest rat 481% 6.12% 5.47% 4.4% 5.5(% —
Dividend yield 0.0% 0.0(% 0.0(% 0.0% 0.0(% 0.0%
Expected term of optio 4year 4year 4year 6 month: 6 month: —
Volatility subsequent to initial public offerir 138.7% 111.8% 69.81% 138.7% 111.8% —

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

Year Ended September 3(

Net income (loss) as report

Net income (loss) pro form

Net income (loss) per share as repo
Net income (loss) per share pro for

2001 2000 1999
$ (30,790 $13,65( $(4,349)
(105,57) (40,649  (5,15])
(1.36) 0.5¢ (0.42)
(4.6€) (1.92 (050
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9. Commitments and Contingencies:

Future minimum operating lease paymentsg¢hstiblease proceeds) for future fiscal yearsf &eptember 30, 2001, are approximately
as follows (in thousands):

Gross Net
Operating Operating
Lease Sublease Lease
Payments Income Payments
2002 $ 6,63¢ $ 2,99( $ 3,64¢
2003 5,72% 3,18¢ 2,53¢
2004 5,28( 3,14: 2,13¢
2005 5,28¢ 3,24( 2,04¢
2006 4,84: 3,35( 1,49:
Thereafte 33,32¢ 21,74% 11,58¢
Total $61,10: $37,65¢ $23,44¢
| | |

Rent expense under non-cancelable operaasgs amounted to approximately $4.8 million, $dilBon and $0.5 million for the years
ended September 30, 2001, 2000, and 1999, resplgctiv

In April 2000, the Company entered into sskeagreement on two buildings for a new corporaseluarters. The lease commenced in
July 2000 on the first building; and the leasetmgecond building commenced in October 2000. &asel for both buildings expires in 2012
with an option for renewal. The Company establisheéstricted escrow account in connection with ksase agreement. Under the term of
the lease, a $6.0 million irrevocable standby teifecredit is required through November 2012, aslthe lease is terminated before then.
amount has been included on the Company’s baldresst as of September 30, 2000 as a componenttdttred cash. The Company has
surplus office space of approximately 14,000 sqireewhich it subleased until 2003 and approxityst&0,000 square feet which it
subleased until 2012.

On August 8, 2001 a putative securities ctas®on, captioned Atlas v. F5 Networks, Inc. et @lvil Action No. 01-CV-7342, was filed
against the firms that underwrote F5 Networks'iahipublic offering, F5 Networks, and several af dgfficers and directors in the United
States District Court for the Southern DistriciNg#w York. The complaint alleges violations of See# 11 and 15 of the Securities Exchange
Act of 1933 and Section 10(b) and Rule 10b-5 prgyatdd thereunder and Section 20(a) of the Seauftiehange Act of 1934 against the
Company and its officers and directors, and seakpecified damages on behalf of a purported clegspurchased F5 Networks’ common
stock between June 4, 1999 and December 6, 2000.

On August 15, 2001 a similar complaint, caypid Lee v. F5 Networks, Inc. et al., Civil Actibio. 01-CV-7625, was filed in the United
States District Court for the Southern DistriciNg#w York. The complaint is substantially identitafthe Atlas complaint: it names the same
defendants, contains the virtually identical claieusd seeks unspecified damages on behalf of afatpclass of purchasers of common
stock during an identical class period.

Various plaintiffs have filed similar actiomsthe United States District Court for the SouthBistrict of New York asserting virtually
identical allegations against more than 200 otbsuwers. These cases have all been assigned toth&hkira A. Scheindlin for coordination
and decisions on pretrial motions, discovery, aldted matters other than trial. The Company betidlat it has meritorious defenses to the
lawsuits and will defend itself vigorously in thigdation. An unfavorable resolution of the actiammild have a material, adverse effect on the
business, results of operations or financial camdiof the Company.
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F5 NETWORKS, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Conti nued)

The company may be subject to additionalllpgaceedings, claims and litigation arising in tirdinary 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 Compangxnohange for a note receivable.
These shares were acquired by exercising stockropthat vest over a period of four years. The hetes interest at a rate of 4.83%, is
collateralized by the shares, partially guarantgethe officer and is due in 2003. In fiscal 20@al payments of $281,000 were received on
the loan. Under the pledge agreement, the Compasiyhte obligation to repurchase any remaining uedeshares, and the note becomes due
upon the officer’'s termination. Further, the shareg not be transferred until they are vested,thadelated portion of the loan is repaid. In
fiscal 2001, the officer left the company and read unvested shares totaling approximately 56,p8i0ms to purchase shares of common
stock, which were subsequently cancelled. In fi2€4l1, total payments of $188,000 were receivetheroan.

11. Employee Benefit Plans:

The Company provides a 401(k) savings plaarety eligible employees may voluntarily contribatpercentage of their compensation.
Under the provision of the plan the Company mayheir discretion, match a portion of the employedigible contributions. Contributions
to the plan during the years ended September 3, ZD00 and 1999 were approximately $953,000, $8®@Band $612,000, respectively.
Contributions made by the company vest over foarge

12. Supplemental Cash Flow Information:

Supplemental disclosure of cash flow inforiorais summarized below for the years ended Sepe®®, 2001, 2000 and 1999 (in
thousands):

Year Ended September 3(

2001 2000 1999
Noncash investing and financing activiti
Note receivable from shareholder for exercise diong $ — $ — $75C
Cancellation of note receivable from shareholdeefercise of option (281) — —
Deferred compensation for options grar 15C 2,12¢ —
Reduction to deferred compensation due to cancsttezk option grant (50 172 —
Cash paid for taxe 167 12 —

Cash paid for intere: — — —
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PART Il
Item 9. Changes in and Disagreements with Accountants orcégnting and Financial Disclosure
None.
Item 10. Directors And Executive Officers of the Registrant.
See “Directors and Executive Officers of Registrant” under Item 1, Part | above.

Information concerning compliance with Seetld of the Securities Exchange Act is incorporédtectin by reference to information
appearing in the Company’s Proxy Statement faaritsual meeting of shareholders to be held on Mar@902, which information appears
under the caption “Section 16(a) Beneficial Owngrsteporting Compliance.” Such Proxy Statement baélfiled within 120 days of the
Company’s last fiscal year-end, September 30, 2001.

ltems 11, 12 and 13

The information called for by Items 11, 121d8 of this Part Il is included in the CompaniP®xy Statement relating to the Company’s
annual meeting of shareholders to be held on Mar@902 and is incorporated herein by reference.ififormation appears in the Proxy
Statement under the captions “Election of DirectdiRemuneration of Executive Officers,” and “VotjrSecurities and Principal Holders.”
Such Proxy Statement will be filed within 120 dayshe Company’s last fiscal year-end, SeptembefG01.

PART IV
Item 14.  Exhibits, Financial Statement Schedules, and Repoon Form 8-K.

(a) Index to Consolidated Financial Statermantd Financial Statements schedules:

(1) Consolidated Financial Statements.

Report of PricewaterhouseCoopers LLP, Independenbéntants

Consolidated Balance Sheets as of September 3@,8@02000

Consolidated Statements of Operations for the yeaded September 30, 2001, 2000 and 1999
Consolidated Statements of Shareholders’ Equityhferyears ended September 30, 2001, 2000 and 1999
Consolidated Statements of Cash Flows for the yeradled September 30, 2001, 2000 and 1999

Notes to Consolidated Financial Stateme

(2) Consolidated Financial Statement Schedule.
Valuation and Qualifying Accounts andsBeves.
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(b) Reports on Form 8-K:

None
(c) Exhibits:

Exhibit
Number
(Referenced to
Item 601 of
Regulation $-K)

31
3.2
4.1
4.2
101

10.2
10.3
104
105
10.6

10.7
10.8
109
1C0.10
10.11

10.12
10.13
10.14
10.15
10.16
10.17
10.18
10.19
*10.20
10.21

*10.22
*23.1

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 of its
officers.(1)

1998 Equity Incentive Plan.(.

Form of Option Agreement under the 1998 Equity e Plan.(1]

1999 Employee Stock Purchase Plan

Amended and Restated Direct Nonqualified Stock Option Plan.(

Form of Option Agreement under the Amended anda&RestDirectors’ Nonqualified Stock Option
Plan.(1)

Amended and Restated 1996 Stock Option Pla

Form of Option Agreement under the Amended andd&Res$t1 996 Stock Option Plan.|

1999 Nor-Employee Director’ Stock Option Plan.(1

Form of Option Agreement under 1999 I-Employee Director Stock Option Plan.(1
NonQualified Stock Option Agreement between Johlam and the Company dated July 24, 2
(5)

NonQualified Stock Option Agreement between Johitfaom and the Company dated July 24, 2
)

Office Lease Agreement, dated July 31, 1999, batviReaygistrant and 401 Elliott West LLC.(
Agreement, dated February 19, 1999, between thestRagt and Steven Goldman.|

Investor Rights Agreement, dated August 21, 1988yben Registrant and certain holders of the
Registrant’s Series A Preferred Stock, Series Belerl Stock, Series C Preferred Stock and Series [
Preferred Stock.(1

Common Stock and Warrant Purchase Agreement dated2b, 2001 between the Company and
Nokia Finance International B.V.(.

Investor’'s Rights Agreement dated June 26, 200&dwxi the Company and Nokia Finance
International B.V.(3

Sublease Agreement dated March 30, 2001 betwedddhmany and Cell Therapeutics, Inc.
2000 Employee Equity Incentive Plan

Form of Option Agreement under the 2000 Equity imise Plan

NonQualified Stock Option Agreement between Jeffdeétine and the Company dated October
2000(4)

NonQualified Stock Option Agreement between Steebu@n and the Company dated May 29, 2
Consent of PricewaterhouseCoopers LLP, Indeperiszduntants
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@)
)
®)
(4)
®)

Filed herewith

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 ReporEForm 1(-Q for the quarter ended June 30, 2
Incorporated by reference from Registration Statéroa Form -8, File No. 33-51878.
Incorporated by reference from Annual Report omir@f-K for the year ended September 30, 2(
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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 28, 2001

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 28, 20(
Director
John McAdan (Principal Executive Officer)
By: /s/ STEVEN B. COBURN Senior Vice President, Chief Financial Offic December 28, 20(

(Principal Finance and Accounting Officer)
Steven B. Cobur

By: /sl JEFFREY S. HUSSEY Chairman of the Board December 28, 20(

Jeffrey S. Husse

By: /s KEITH D. GRINSTEIN Director December 28, 20(

Keith D. Grinsteir

By: /sl KARL D. GUELICH Director December 28, 20(
Karl D. Guelich
By: /s/ ALAN J. HIGGINSON Director December 28, 20(

Alan J. Higginsor

By: /sl KENNY J. FRERICHS Director December 28, 20(

Kenny J. Frerich:
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Exhibit
Number
(Referenced ta
Item 601 of
Regulation $-K)

3.1
3.2
4.1
4.2
101

10.2
10.3
104
10.5
10.6

10.7
10.8
109
10.10
1011

10.12
10.13
10.14
10.15
10.16
10.17
10.18
10.19
*10.20
10.21

*10.22
*23.1

*  Filed herewith

EXHIBIT INDEX

Exhibit
Description

Second Amended and Restated Articles of Incorpmraif the Registration(]

Amended and Restated Bylaws of the Registral

Specimen Common Stock Certificate.

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

Form of Indemnification Agreement between the Regtig and each of its directors and certain of its
officers.(1)

1998 Equity Incentive Plan.(.

Form of Option Agreement under the 1998 Equity itise Plan.(1]

1999 Employee Stock Purchase Plan

Amended and Restated Direct” Nonqualified Stock Option Plan.(

Form of Option Agreement under the Amended anddedtDirectors’ Nonqualified Stock Option
Plan.(1)

Amended and Restated 1996 Stock Option Pla

Form of Option Agreement under the Amended andd&Res$t1 996 Stock Option Plan.|

1999 Noi-Employee Director Stock Option Plan.(1

Form of Option Agreement under 1999 [-Employee Director Stock Option Plan.(1
NonQualified Stock Option Agreement between Johitfaom and the Company dated July 24, 2
)

NonQualified Stock Option Agreement between Johlam and the Company dated July 24, 2
®)

Office Lease Agreement, dated July 31, 1999, batviReaygistrant and 401 Elliott West LLC.(
Agreement, dated February 19, 1999, between thesRagt and Steven Goldman.

Investor Rights Agreement, dated August 21, 1988yben Registrant and certain holders of the
Registrant’s Series A Preferred Stock, Series Beled Stock, Series C Preferred Stock and Series [
Preferred Stock.(1

Common Stock and Warrant Purchase Agreement datedl2B, 2001 between the Company and
Nokia Finance International B.V.(.

Investor’'s Rights Agreement dated June 26, 200&dwxi the Company and Nokia Finance
International B.V.(3

Sublease Agreement dated March 30, 2001 betweebdimpany and Cell Therapeutics, Inc.
2000 Employee Equity Incentive Plan

Form of Option Agreement under the 2000 Equity irice Plan

NonQualified Stock Option Agreement between Jeffd®stine and the Company dated October
2000(4)

NonQualified Stock Option Agreement between Steebutn and the Company dated May 29, 2
Consent of PricewaterhouseCoopers LLP, Indepertmduntants

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

(2) Incorporated by reference from Registration Statgroa Form -1, File No. 33-86767.
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(3) Incorporated by reference from Quarterly ReporForm 1(-Q for the quarter ended June 30, 2(
(4) Incorporated by reference from Registration Statéroa Form -8, File No. 33-51878.

(5) Incorporated by reference from Annual Report omi-@f-K for the year ended September 30, 2(
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F5 NETWORKS, INC.

VALUATION AND QUALIFYING ACCOUNTS AND RESERVES
(in thousands)

Balance at Balance at
beginning of Charges to Charges to end of
Description fiscal period costs & expense  other accounts Deductions fiscal period
Year Ended September 30, 1¢
Allowance for doubtful accoun 89 40¢ — 85 41¢
Allowance for sales returr 292 774 — 658 41¢
Tax valuation allowanc 1,67C — 1,64< — 3,314
Year Ended September 30, 2(
Allowance for doubtful accoun 415 88(C — 43k 85¢
Allowance for sales returr 415 1,99¢ — 1,601 80¢
Tax valuation allowanc 3,314 — 2,11 547 4,88¢
Year Ended September 30, 2(
Allowance for doubtful accoun 85¢ 5,79¢ — 2,74: 3,91«
Allowance for sales returr 80¢ 9,511 277 8,26¢ 2,331
Tax valuation allowanc 4,88 — 16,04¢ — 20,92¢
58
EXHIBIT 10.20

F5 NETWORKS, INC.
2000 EMPLOYEE EQUITY INCENTIVE PLAN
STOCK OPTION AGREEMENT

Pursuant to the Stock Option Grant Notice ("Graatidé") and this Stock Option Agreement, F5 Netvgotkc. (the "Company") has granted
you an option under its 2000 Employee Equity InisenPlan (the "Plan") to purchase the number ofeshaf the Company's Common St
indicated in the Grant Notice at the exercise pinckcated in the Grant Notice. Your option is gehin connection with and in furtherance
the Company's compensatory benefit plan for thelByags, Directors and Consultants of the CompauyitanAffiliates. Defined terms not
explicitly defined in this Stock Option Agreementthiefined in the Plan shall have the same defimitias in the Plan.

The details of your option are as follows:

1. VESTING. Subiject to the limitations containedsie, your option will vest as provided in the Gralotice, provided that vesting will cee
upon the termination of your Continuous Service.

2. NUMBER OF SHARES AND EXERCISE PRICE. The numbgshares subject to your option and your exengigz per share referenc
in the Grant Notice may be adjusted from time teetifor Capitalization Adjustments, as providedhia Plan.

3. METHOD OF PAYMENT. Payment of the exercise piigeue in full upon exercise of all or any partyofuir option. You may elect to
make payment of the exercise price in cash or legklor in any other manner PERMITTED BY THE GRANDMNICE, which may include
one or more of the following if the Company, instsle discretion at the time your option is exexdids then offering such alternatives:

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

(b) Provided that at the time of exercise the Comi&tock is publicly traded and quoted regularlyrive Wall Street Journal, then by delivery
of already-owned shares of Common Stock (valuedeat Fair Market Value on the date of exercisd))igither you have held the already-
owned shares for the period required to avoid agehto the Company's reported earnings (generialljnenths) or you did not acquire the
already-owned shares, directly or indirectly frdme Company, and (ii) you own the already-ownedeshfree and

1



clear of any liens, claims, encumbrances or sacintiérests. "Delivery" for these purposes, insbée discretion of the Company at the time
your option is exercised, shall include delivernghie Company of your attestation of ownership ahsshares of Common Stock in a fo
approved by the Company. Notwithstanding the foiregjoyour option may not be exercised by tendehéoCompany of Common Stock to
the extent such tender would constitute a violatibthe provisions of any law, regulation or agreetrestricting the redemption of the
Company's stock.

(c) Provided there has been a change in contrarites! in subsection 11(c) of the Plan and theisinmy corporation or acquiring corporati
refuses to assume your option or to substitutendasi option for your option, then by authorizingetCompany to withhold shares from the
shares of the Common Stock otherwise issuableuaga result of the exercise of your option. Ntitstanding the foregoing, your option
may not be exercised by withholding shares of Com®imck to the extent such withholding would cdngi a violation of the provisions of
any law, regulation or agreement restricting thaenaption of the Company's stock.

4. WHOLE SHARES. Your option may only be exercié@dwhole shares.

5. SECURITIES LAW COMPLIANCE. Notwithstanding anytly to the contrary contained herein, your opticaymot be exercised unless
the shares issuable upon exercise of your optierhen registered under the Securities Act oychsshares are not then so registered, the
Company has determined that such exercise andissweould be exempt from the registration requineimef the Securities Act. The
exercise of your option must also comply with othpplicable laws and regulations governing theamptand the option may not be exercised
if the Company determines that the exercise woatche in material compliance with such laws andilstipns.

6. TERM. The term of your option commences on tlgedf Grant and expires upon the EARLIEST of tilowing:

(a) three (3) months after the termination of y8ontinuous Service for any reason other than deaihisability, provided that if during any
part of such three-month period the option is xetreisable solely because of the condition sehforiparagraph 5, the option shall not expire
until the earlier of the Expiration Date or untikhall have been exercisable for an aggregategefithree (3) months after the terminatiot
your Continuous Servict

(b) twelve (12) months after the termination of y@ontinuous Service due to Disability;

(c) eighteen (18) months after your death if yoai@lther during your Continuous Service or wittiiree (3) months after your Continuous
Service terminates for reason other than Cause;

(d) the Expiration Date indicated in the Grant Metior



(e) the tenth (10th) anniversary of the Date ofrfara

If your option is an incentive stock option, ndtat, to obtain the federal income tax advantagsscieted with an "incentive stock option,"
the Code requires that at all times beginning endidte of grant of the option and ending on thetdese (3) months before the date of the
option's exercise, you must be an employee of tiragany or an Affiliate, except in the event of ydeath or your Disability. The Company
has provided for extended exercisability of youti@pin the event of your death or Disability, iié Company cannot guarantee that your
option will necessarily be treated as an "incensiteek option™ if you continue to provide serviteshe Company or an Affiliate as a
Consultant or Director after your employment tera@s or if you exercise your option more than ti{Benonths after the date your
employment with the Company or an Affiliate termesa

7. EXERCISE.

(&) You may exercise the vested portion of yourasptluring its term by delivering a Notice of Exisee (in a form designated by the
Company) together with the exercise price to ther&ary of the Company, or to such other persach@€ompany may designate, during
regular business hours, together with such additidacuments as the Company may then require.

(b) By exercising your option you agree that, asidition to any exercise of your option, the Compeay require you to enter an
arrangement providing for the payment by you toGeenpany of any tax withholding obligation of ther@pany arising by reason of (1) the
exercise of your option or (2) the disposition le&ges acquired upon such exercise.

(c) If your option is an incentive stock option, éyercising your option you agree that you willifyothe Company in writing within fifteen
(15) days after the date of any disposition of ahthe shares of the Common Stock issued upon iseeot your option that occurs within tv
(2) years after the date of your option grant dhimione (1) year after such shares of Common Stoekransferred upon exercise of your
option.

8. TRANSFERABILITY. Your option is not transferablexcept by will or by the laws of descent andrdistion, and is exercisable during
your life only by you. Notwithstanding the foreggirby delivering written notice to the Companyaiform satisfactory to the Company, y
may designate a third party who, in the event afryadeath, shall thereafter be entitled to exergise option.

9. OPTION NOT A SERVICE CONTRACT. Your option istrem employment or service contract, and nothingpur option shall be
deemed to create in any way whatsoever any ohbbigatn your part to continue in the employ of ther(any or an Affiliate, or of the
Company or an Affiliate to continue your employmedntaddition, nothing in your option shall obligahe Company or an Affiliate, their
respective shareholders, Boards of Directors, &ffior Employees to continue any relationship ybatmight have as a Director or
Consultant for the Company or an Affiliate.



10. WITHHOLDING OBLIGATIONS.

(a) At the time your option is exercised, in whotan part, or at any time thereafter as requeltethe Company, you hereby authorize
withholding from payroll and any other amounts gdagao you, and otherwise agree to make adequatéspon for (including by means of a
"cashless exercise" pursuant to a program developddr Regulation T as promulgated by the FedezakR/e Board to the extent permitted
by the Company), any sums required to satisfy ¢lderfal, state, local and foreign tax withholdingjgdiions of the Company or an Affiliate,
if any, which arise in connection with your option.

(b) Your option is not exercisable unless the tétkmolding obligations of the Company and/or anyilistte are satisfied. Accordingly, you
may not be able to exercise your option when deésen though your option is vested.

11. NOTICES. Any notices provided for in your optior the Plan shall be given in writing and shelldeemed effectively given upon receipt
or, in the case of notices delivered by the Companyou, five (5) days after deposit in the Uniftdtes mail, postage prepaid, addressed to
you at the last address you provided to the Comg

12. GOVERNING PLAN DOCUMENT. Your option is subjectall applicable provisions of the Plan, whick aereby made a part of your
option, and is further subject to all interpretaipamendments, rules and regulations which may fime to time be promulgated and
adopted pursuant to the Plan. In the event of anflict between the provisions of your option ahdge of the Plan, the provisions of the |
shall control.



EXHIBIT 10.22
F5 NETWORKS, INC.
NONQUALIFIED STOCK OPTION AGREEMENT

THIS NONQUALIFIED STOCK OPTION AGREEMENT (the "Agesnent") is made and entered into as of May 29, Z0®L"Grant Date")
between F5 Networks, Inc., a Washington corporatioe "Company") and Steve Coburn ("Holder").

THE PARTIES AGREE AS FOLLOWS:

1. GRANT OF OPTION; GRANT DATE. The Company herajgnts to Holder, the right (the "Option") to puask up to 200,000 shares of
the Company's Common Stock (the "Option Sharesd)mice per share of $12.72 (the "Exercise Priag\}the terms and conditions set forth
in this Agreement. This Option is not intended t@lfy as an incentive stock option for purposeSettion 422 of the Code. The number and
kind of Option Shares and the Exercise Price magdpested in certain circumstances in accordantetivé provisions of Section 9 below.

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

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

2.3 Code. "Code" means the Internal Revenue Cod88&8, as amended.

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

2.5 Continuous Service. "Continuous Service" méhasHolder's service with the Company or an Adfiéi, whether as an employee or
consultant, is not interrupted or terminated. Hokl€ontinuous Service shall not be deemed to terweinated merely because of a change in
the capacity in which Holder renders service toGoenpany or an Affiliate as an employee or consiiltet a change in the entity for which
Holder renders such service, provided that them@imterruption or termination of Holder's Contirus Service. For example, a change in
status from an employee of the Company to a camsiudif an Affiliate will not constitute an interrtipn of Continuous Service. The Board, in
its sole discretion, may determine whether Contirsu8ervice shall be considered interrupted in #se ©f any leave of absence approved by
the Board, including sick leave, military leaveamy other personal leave.

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

2.7 Expiration Date. "Expiration Date" means May 2911.



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

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

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

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

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

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



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

(c) Provided there has been a change in contraridbes! in Section 9(c) and the surviving corponatis acquiring corporation refuses to
assume the Option or to substitute a similar opfiorthe Option, then by authorizing the Companwithhold shares from the shares of the
Common Stock otherwise issuable to Holder as dtrefthe exercise of the Option. Notwithstandihg foregoing, the Option may not be
exercised by withholding shares of Common Stoak#oextent such withholding would constitute a afian of the provisions of any law,
regulation or agreement restricting the redemptibthe Company's stock.

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

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

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

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

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

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

(d) the Expiration Date; or

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



8. EXERCISE.

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

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

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

9. ADJUSTMENTS UPON CHANGES IN STOCK.

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

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

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

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

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

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

12. WITHHOLDING OBLIGATIONS.

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

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

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

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

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

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

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

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

F5 Networks, Inc.
401 Elliott Ave West Seattle, WA 98119

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

19. AMENDMENT OF THIS AGREEMENT. The Board at angng, and from time to time, may amend the termthisf Agreement;
provided, however, that the rights under this Agrest shall not be impaired by any such amendmdessii) the Company requests the
consent of the Holder and (ii) Holder consents fitimg.



IN WITNESS WHEREOF, the parties have executed@pson Agreement as of the Effective Date.
F5 NETWORKS, INC.

By /'s/ Joann Reiter

Title Vice President and General Counsel

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

/'s/ STEVEN B. COBURN



EXHIBIT A
NOTICE OF EXERCISE
(To be signed only upon exercise of Option)

To: F5 Networks, Inc.
401 Elliott Ave West
Seattle, WA 98119

The undersigned, the holder of an option to purelsasres of common stock of F5 Networks, Inc. pamsto an Option Agreement dated as

of ., (the "Option Agreement"ebgrirrevocably elects to exercise the purchadd rigpresented by the Option
Agreement for, and to purchase under that Optioredmgent, shares of Common Stock anditier@akes payment of
$ for those shares and payment of $ for holder's share of withholding and eyplent taxes resulting from such

exercise. Holder hereby confirms the representatisarranties and agreements set forth in the @ptgreement.

DATED: ,

HOLDER:

=1
==
0]

ADDRESS:



Exhibit 23.1
Consent of Independent Accountants

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-8 (Fée3R3-80177, 333-82249, 333-34570
and 333-51878) of F5 Networks, Inc., of our reglated October 26, 2001 relating to the consolidfitethcial statements and financial
statement schedule, which appear in this Form 10-K.

PricewaterhouseCoopers LLP

Seattle, Washington
December 27, 2001

End of Filing
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