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PART |
FINANCIAL INFORMATION

ITEM 1. Financial Statements

F5 NETWORKS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

MARCH 31, SEPTEMBER

2000 1999
(unaudited)
ASSETS
Current assets:
Cash and cash equivalents .........ccccceeeeeeee. e, $ 61,225 $ 24,79
Restricted cash .....cccoovvvvveveveeees 3,079 3,01
Accounts receivable, net of allowances of $900 an d $826 .......... 21,147 10,35
INVENLONIES oo s 1,566 61
Other current @ssets ......oovevcvvvvveeeeees e 1,804 98
Total current assets ......ccccceeeeeveveeeeeee e 88,821 39,76
Property and equipment, net .......cccccccceeeee e 5,273 2,83
Other a@sSets ....coovvvvvvvviiiiiieieeeeeeeeeeeee e, 295 25
Total @SSetS ..covveevvieviieccieeeeeeeee e, $ 94,389 $ 42,84

No'or~r''N'" POWWN

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:

Accounts payable ............ccocoeeiirennne. $ 4,792 $ 2,70

"W oo o

Accrued liabilities .... 4,255 3,80
Deferred revenue ..........ccccceevvcveeneene 9,903 4,36
Total current liabilities ..........ccceeee..— 18,950 10,87
Commitments and Contingencies:
Shareholders' equity:

Common stock, no par value; 100,000,000 shares authorized,

21,271,000 and 18,161,000 shares issued and out standing ........ 79,557 45,76
Note receivable from shareholder ..........cc..... . (563) (75
Accumulated other comprehensive income (loss) 77 (
Unearned compensation ............cccoccveeeennne (2,219) (3,23
Accumulated deficit ..........ccccoviiiiiienennn. (1,413) (9,80

Total shareholders' equity .....cccccoeveeeeee. 75,439 31,97

Total liabilities and shareholders' equity .. .. $ 94,389 $ 42,84

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

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(unaudited, in thousands, except per share amounts)

Net revenues:
Products
Services

Total net revenues .................

Cost of net revenues:
Products ..........cccoeeeiiiiiiiiiiiees
SEIVICES .evviiiiiiiieeee i

Total cost of net revenues ......

Gross profit .....cceveeevveviieeennninnn.
Operating expenses:
Sales and marketing ..................
Research and development ....
General and administrative .....
Amortization of unearned compe
Total operating expenses ......
Income (loss) from operations .......

Interest income, net ........ccceeeeennn.

Net income (l0SS) ......ccevvvveeeennnee

Net income (loss) per share - basic

Weighted average shares - basic ..

nsation ......

Net income (loss) per share - diluted ..........

Weighted average shares - diluted

THREE MONTHS ENDED

SIX MONTHS ENDED

MARCH 31, MARCH 31,
2000 1999 2000 1999
$18,532  $3,146 $34,814 $5,428
5,072 616 7,963 1,029
23604 3762 42777 6457
5,053 825 9,677 1,449
1,792 384 2,851 580
“g,-E;;15 --"Z_I.-,-209 _"_“1:2,525 ----- 2,029
16759 2553 30,249 4,428
8,452 2,887 14,194 5,103
2,761 1,324 4,986 2,345
1,748 666 3,226 1,191
470 670 1,013 1,038
13431 5547 23419 9,677
“;,-3"28 “-(2-,-994) _"“"6,835 ----- (5,249)
818 31 1,559 89
?3:27146 “-;(-é,963;m--$ 8,3-3-3-E;“- $(5,160)
$ 020 $(0.45) $ 040 $(0.82)
21,198 6,555 20,811 6,297
$ 018 $(0.45) $ 036 $(0.82)
23,105 6,555 23,092 6,297

The accompanying notes are an integral part oktheasolidated financial statements.
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F5 NETWORKS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

SIX MONTHS ENDE D
MARCH 31,
2000 1999
CASH FLOWS FROM OPERATING ACTIVITIES:
Netincome (I0SS) c.covvvvevvieiiieicieeeee e $ 8,389 $ (5,160)
Adjustments to reconcile net income (loss) to net cash provided by (used
in) operating activities:
Unrealized gain on marketable securities ...... . 87 --
Amortization of unearned compensation ......... . L. 1,013 1,038
Provision for doubtful accounts and sales retur NS e 702 667
Depreciation and amortization .................. e 870 235
Changes in operating assets and liabilities:
Accountsreceivable ......cccccccvceeeeees e (11,506) (2,014)
INVentories ........ccccovveeeeiiiieeeenne (950) (299)
Other assets ......ccccceeevvieeeeiiienenn. (889) (303)
Accounts payable and accrued liabilities .... 2,546 1,510
Deferred revenue ..........ccccceeeveneneen. 5,543 780
Net cash provided by (used in) operating act IVItIES ..vvveieiiiiieee 5,805 (3,546)
CASH FLOWS FROM INVESTING ACTIVITIES:
Investment in restricted cash ..........ceeeeee.. (66) --
Purchases of property and equipment .............. s (3,288) (720)
Net cash used in investing activities ...... L (3,354) (720)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from payments on shareholder loan ...... 187 --
Proceeds from the secondary offering, net of issu ance COStS ......uveeeeens 31,475 --
Proceeds from option and warrant eXercises ...... 2,322 520
Net cash provided by financing activities.. L 33,984 520
Net increase (decrease) in cash and cash equ ivalents ................... 36,435 (3,746)
Effect of exchange rate changes on cash and c ash equivalents ............ ) --
Cash and cash equivalents, at beginning of period 24,797 6,206
Cash and cash equivalents, at end of period ..... L $ 61,225 $ 2,460

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

1. THE COMPANY AND BASIS OF PRESENTATION
F5 Networks, Inc. ("F5" or the "Company") was inporated on February 26, 1996 in the State of Wgshim

F5 is a leading provider of integrated Interneffiteand content management solutions designemprave the availability and performance
of mission-critical Internet-based servers andiapfibns. F5's proprietary software-based solutioositor and manage local and
geographically dispersed servers and intelligeditigct traffic to the server best able to handiser's request.

The accompanying unaudited condensed consolidetaddial statements have been prepared by F5 ordaece with the rules and
regulations of the Securities and Exchange Comuoridsir interim financial statements. Accordinglgrtin information and footnote
disclosures, normally included in financial statatseprepared in accordance with generally accestedunting principles, have been
condensed or omitted pursuant to such rules andagans. In the opinion of management of the Camypéhe unaudited financial stateme
reflect all adjustments, consisting only of normedurring adjustments, necessary for a fair pregient of the Company's financial position at
March 31, 2000, its operating results for the thaed six months ended March 31, 2000 and 1999 asiu ftows for the six months ended
March 31, 2000 and 1999. The condensed consolidetkemce sheet at September 30, 1999 has beeed&dm the Company's audited
consolidated financial statements as of that ddtese financial statements and the notes shouldaakin conjunction with the Company's
audited consolidated financial statements and rtbergto contained in the Company's annual repoRaym 10-K filed with the Securities
and Exchange Commission on December 28, 1999.

The results of operations for the three and sixtitmoended March 31, 2000 are not necessarily itidecaf the results that may be expected
for future quarters or the year ending SeptembefG00.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
PRINCIPLES OF CONSOLIDATION

The financial statements consolidate the accourfe® dNetworks, Inc. and its wholly owned subsidi&fy Networks, Ltd. All intercompany
transactions have been eliminated.

SEGMENT INFORMATION

The Company has adopted Statement of Financial ixtogy Standards No. 131, "Disclosures about Setg#ran Enterprise and Related
Information" ("SFAS No. 131"). SFAS No. 131 supeise Statement of Financial Accounting StandardslMp:Financial Reporting for
Segments of a Business Enterprise," replacingititristry segment" approach with the "managemergtagech. The management approach
designates the internal organization that is ugethénagement for making operating decisions anelsas®y performance as the source of the
Company's reportable segments. SFAS No. 131 atgores disclosures about products and servicegrgpbic areas, and major customers.
In the opinion of management, the Company operatese segment providing integrated Internet teadfid content management solutions.

USE OF ESTIMATES

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdassats and liabilities and disclosures of contibgssets and liabilities as of the date of the
financial statements and the reported



amounts of revenues and expenses during the neggréiriod. Actual results could materially diffeorn these estimates.
CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

Cash equivalents are highly liquid investments stsiing of investments in money market funds andketable securities which are readily
convertible to cash without penalty and subjedéthsignificant risk of changes in value. The Compamash and cash equivalents balance
consists of the following:

MARCH 31, S EPTEMBER 30,
2000 1999
(IN THOUSAN DS)
Cash ...cccccoveuvneenn. $ 25140 % 15,671
Marketable securities ... 36,085 9,126
$ 61,225 $ 24,797

CONCENTRATION OF CREDIT RISK

The Company places its temporary cash investmeititsmajor financial institutions. As of March 310@0, all of the Company's temporary
cash investments were placed with four institutions

The Company's customers are from diverse indusindsgeographic locations. Net revenues from iat&nal customers are denominated in
U.S. Dollars and were approximately $6.6 million floe six months ended March 31, 2000 and $4.4amifor the three months ended Ma
31, 2000. One customer accounted for 19.6% ofewetrues for the six months ended March 31, 2000L&r8%6 of net revenues for the three
months ended March 31, 2000. This customer alsousted for 10.6% and 15.4% of the Company's acea@aeivable balance at March 31,
2000 and 1999, respectively.

INVENTORIES

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

Inventories are comprised of the following:

MARCH 31, SE PTEMBER 30,
2000 1999
(IN THOUSANDS )
Finished goods ......... $ 1,000 $ 420
Raw materials .......... 566 198
$ 1,566 $ 618

COMPREHENSIVE INCOME (LOSS)

The Financial Accounting Standards Board issueteBtant of Financial Accounting Standards No. 1B&porting Comprehensive Income,"
in June 1997. This statement established new stds\fiar reporting and displaying comprehensive imeadn the financial statements and was
adopted by the Company during the quarter endete®dger 30, 1999. In addition to net income, comensive income includes charges or
credits to equity that are not the result of tratisas with shareholders.
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The following table sets forth a reconciliationrat income (loss) to comprehensive income (lost)phtax:

THREE MONTHS ENDED SIX MONTHS ENDED
MARCH 31, MARCH 31,
2000 1999 2000 1999
Net income (I0SS) ....cceeevvuveeiieeannnn. $4,146 $(2,963) $8,389 $(5,160)
Unrealized gain on investments .............. 31 - 87 -
Foreign currency translation adjustment ..... (6) - )
Comprehensive income (l0SS) ................. $4,171 $(2,963) $ 8,469 $(5,160)

REVENUE RECOGNITION

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

The Company sells products through resellers, malgdquipment manufacturers and other channel gratas well as to end users, under
similar terms. The Company generally combines saféwicense, hardware, installation and customgpet elements into a package with a
single "bundled" price. The Company allocates digoof the sales price to each element of the lathgackage based on their respective
values when the individual elements are sold séggraRevenues from the license of software, netroéllowance for estimated returns, are
recognized when the product has been shipped ancligtomer is obligated to pay for the productalfetion revenue is recognized when
product has been installed at the customer'sR#eenues for customer support are recognized tnaiglstline basis over the service contr
term. Estimated sales returns are based on higtexperience by product and are recorded at e tevenues are recognized. Additionally,
the Company offers extended payment terms. Foethgangements, revenue is recognized ratablytbederms of the arrangement.

NET INCOME (LOSS) PER SHARE

In accordance with SFAS No. 128, basic net incdwes] per share has been computed using the wdiglverage number of shares of
common stock outstanding during the period, extiegitpursuant to Securities and Exchange Commis3iaffi Accounting Bulletin No. 98,
applicable, common shares issued in each of theqsepresented for nominal consideration have liegnded in the calculation as if they
were outstanding for all periods presented.

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

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

(loss) by the weighted average number of commondélative common stock equivalent shares outstagduring the period.
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The following table sets forth the computation asiz and diluted net income (loss) per share feithihee and six months ended March 31:

THREE MONTHS ENDED S IX MONTHS ENDED
MARCH 31, MARCH 31,
2000 1999 2 000 1999
(unaudited, in thousands except for per share data)
Numerator:
Netincome (I0SS) .vovvvevvvvvcevieaicene e $ 4,146 $ (2,963) $ 8,389 $ (5,160)
Denominator:
Weighted average shares outstanding - basic. ... 21,198 6,555 20,811 6,297
Dilutive effect of common shares from stock o ptions ...... 1,896 - 2,034 -
Dilutive effect of common shares from warrant S i 11 - 247 -
Weighted average shares outstanding - diluted ... 23,105 6,555 23,092 6,297
Basic net income (loss) per share ......ccceeeeee. e $ 020 $ (045 $ 0.40 $ (0.82)
Diluted net income (loss) per share .......ccce..... L $ 018 $ (045 $ 036 $ (0.82)

NEW ACCOUNTING PRONOUNCEMENTS

In December 1999, SEC Staff Accounting Bulletin 161 ("SAB 101"), "Revenue Recognition in Finan@#&tements," was issued. This
pronouncement summarizes certain of the SEC stadfigs in applying generally accepted accountiriggples to revenue recognition. SAB
101 is required to be adopted by the Company béaginmdctober 1, 2000. The Company is currently neing the requirements of SAB 101
and assessing its potential impact on the Compé#ing’scial statements.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

Statements in this report concerning future evenfsture performance, financial results or achiegats of F5, or other statements which are
not statements of historical facts are forward-lngkstatements. These statements may be identifiedrminology such as "may," "will,"
"should," "expects," "plans,” "anticipates," "be#s," "estimates," "predicts”, "potential”" or "cimmte" or the negative of such terms or
comparable terms. These statements are subjectumber of known and unknown risks, uncertainties ather factors which may cause our
actual results, performance or achievements terdifom those expressed or implied by those statésnRelevant risks and uncertainties
include among others: our limited operating histmariability of our operating results; market gotnce of our Internet traffic and content
management products; our timely development of pmslucts and features; our ability to manage itswijn; our ability to maintain and
develop distribution relationships; competitiortlie Internet traffic and content management mardkatability to expand in the international
markets; unpredictability of our sales cycle artteotrisk factors referenced in our public filingghwthe Securities and Exchange
Commission, and in particular, those set forth urkde heading "Risk Factors" in our Annual Repeortr@rm 10-K filed with the SEC on
December 28, 1999. These forward-looking statensgak only as of the date of this report. We esglyedisclaim any obligation or
undertaking to release publicly any updates orsiens to any forward-looking statements contaimeithis report to reflect any change in our
expectations with regard to such statements orchayge in events, conditions or circumstances dohndmy statement is based.

The following information should be read in conjtion with the "Management's Discussion and Analg$iBinancial Condition and Results
of Operations" on pages 15 through 27 of our anrefdrt on Form 10-K.

OVERVIEW

F5 is a leading provider of integrated Interneffiteand content management solutions designemprave the availability and performance
of mission-critical Internet-based servers and iappibns. Our products monitor and manage an orgéion's geographically dispersed
servers and intelligently direct traffic to thewsarbest able to handle a user's request, pregesyistem failure and providing timely respor
and optimal data flow.

We were incorporated on February 26, 1996 and begarations in April 1996. During the period froralffuary 26, 1996 through Septem
30, 1996, we were a development stage enterpriséach no product revenues. Our operating activitiggng this period related primarily to
developing our initial product, recruiting persohrmiilding our corporate infrastructure and raisgapital.

In July 1997, we released our first version of Bu®/ip(R) Controller and began to expand our operst We continue to commit a
significant amount of resources to research andldpment, marketing programs, domestic and internal sales channels, customer support
and services and our general and administrativasirducture. As of March 31, 2000, we have:

- hired more than 300 employees;

- hired sales, professional services and custonpast personnel in U.S., Canada, Europe and Amsid#iP,

- released several upgrades to our suite of preduct

- released three new products: our 3DNS(TM) Colarpbur see/IT(TM) Network Manager and our gloB&I/E(TM) Controller;
- engaged sales representatives in the EuropeaAsaadPacific markets; and

- established twenty-two international reselleatienships.
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Our net revenues grew from $3.8 million for thesthmonths ended March 31, 1999 to $23.6 milliortHerthree months ended March 31,
2000. Currently, we derive approximately 62% of nat revenues from sales of BIG/ip. We expect ttiooe to derive a significant portion
of our net revenues from sales of BIG/ip in theufat One of our resellers, accounted for 15.8%uofn@t revenues for the three months er
March 31, 2000 and 10.6% of our accounts receiviaglience at March 31, 2000.

Net revenues derived from customers located outsitlee United States were $266,000 and $4.4 miflar the three months ended Mal

31, 1999 and 2000, respectively. Net revenues eléfivom customers located outside of the UniteteStaere $327,000 and $6.6 million for
the six months ended March 31, 1999 and 2000, ctisply. We plan to continue expanding our inteimial operations significantly,
particularly in selected countries in the Europaad Asia Pacific markets, because we believe iatemmal markets represent a significant
growth opportunity. The expansion of our internatiboperations will be subject to a variety of sighat could significantly harm our busin
and results of operations.

Customers who purchase our products receive install services and an initial customer supportremtt typically covering a 12-month
period. We generally combine the software licehsgegware, installation, and customer support elésngfour products into a package for 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. Revenues the license of software are recognized, nallofvances for estimated returns, when
the product has been shipped and the customeligsmtdul to pay for the product. Installation reverisirecognized when the product has &
installed at the customer's site. Revenues folooust support are recognized on a straight-linesbager the service contract term. Our
ordinary payment terms to our customers are neta38, but we have extended payment terms beyor@Dradys to some customers. For
extended payment term arrangements, revenue igei@fand recognized ratably over the term of thergement. Estimated sales returns
based on historical experience by product andesmerded at the time revenues are recognized. Gomsskrvices are customarily billed at
fixed rates, plus out-of-pocket expenses. Customens also purchase consulting services and reneiwitfitial customer support contract.
Based on our limited operating history, it is diffit to predict what our rate of renewals will bethe future.

As of March 31, 2000, we had an accumulated dedfc§tl.4 million. Our success in growing net revesidepends on increasing our custc
base and expanding our product line as well asraoed growth of the emerging Internet traffic amaient management market. Accordin
we intend to continue to invest heavily in saled ararketing, promotion of the F5 brand, customerise and support, research and
development, operating infrastructure and generdlaaministrative staff to support our growth. A®ault of these investments, we expect
that our operating expenses will continue to inseesignificantly. Despite growing revenues, we halg begun to generate profits during
our three most recent quarters ended Septemb@©090, December 31, 1999 and March 31, 2000.

We have recorded a total of $6.2 million of unedroempensation costs since our inception througrcMal, 2000. These charges represent
the difference between the exercise price andgtimated fair value of certain stock options grdrtteour employees and outside directors.
These options generally vest ratably over a foaryeriod. We are amortizing these costs over éistéing period of the options and have
recorded unearned compensation charges of $67@raD8470,000 for the three months ended March@9 and 2000, respectively.

We expect to recognize amortization expense retatetiearned compensation of approximately $1.8anjl$965,000, $411,000 and
$60,000 during the years ended September 30, 2000, 2002 and 2003, respectively. We cannot gteeahowever, that we will not
accrue additional unearned compensation cost®ifutare.

In view of the rapidly changing nature of our besisa and our limited operating history, we belidat period-to-period comparisons of net
revenues and operating results are not necessagiyingful and should not be relied upon as intinatof future performance. To maintain
profitability we will need to increase our net raves significantly. Although we have experiencgadarowth in net revenues in recent
periods, we may not be able to
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sustain these growth rates to maintain profitapilit
RESULTS OF OPERATIONS
The following table sets forth financial data gseacentage of total net revenues for the periodiséted.

THREE MONTHS ENDED SIX MONTHS ENDED

MARCH 31, MARCH 31,
2000 1999 2000 1999
STATEMENT OF OPERATIONS DATA:
Net revenues:
Products .......ccceoiiiiiieiiien. 78.5% 83.6% 81.4% 84.1%
SEIVICES .euviviiiiiieieeeeeeeieeieene 21.5 16.4 18.6 15.9
Total net revenues .................. 100.0 100.0 100.0 100.0
Cost of net revenues:
Products ......ccccoeeeeeeiiiiiiiinns 21.4 22.0 22.6 22.4
SEIVICES .evviiiiiiiieieeeeeeeieiieens 7.6 10.2 6.7 9.0
Total cost of net revenues .......... 29.0 32.2 29.3 31.4
Gross margin .......ccccceeeeeeennn. 71.0 67.8 70.7 68.6
Operating expenses:
Sales and marketing ..................... 35.8 76.7 33.2 79.0
Research and development ................ 11.7 35.2 11.7 36.3
General and administrative .............. 7.4 17.7 7.5 18.5
Amortization of unearned compensation.... 2.0 17.8 2.3 16.1
Total operating expenses ............ 56.9 147.4 54.7 149.9
Income (loss) from operations ............... 141 (79.6) 16.0 (81.3)
Interest income, net ......c.ccoeeeeveenne 35 .8 3.6 1.4
Net income (10SS) ......coccvveeeriurnnenn. 17.6% (78.8)% 19.6% (79.9)%

NET REVENUES:

Net revenues consist of sales of our products andcgs, which primarily include software licensesl services. Product revenues incl
revenue from software licenses and hardware sadsice revenues include revenue from service appgat agreements provided as part of
the initial product sale, sales of extended seraiwe support contracts and consulting services.

Product revenues. Product revenues increased b$%&8m $3.1 million for the three months endedréfia31, 1999 to $18.5 million for tt
three months ended March 31, 2000. Product revenaesased 541.4% from $5.4 million for the six rtienended March 31, 1999 to $34.8
million for the six months ended March 31, 2000e3# increases in product revenues were due prntardn increase in the quantity of our
products sold. These increases also reflect thiénead addition of new customers, as well as repalats to existing customers.

Service revenues. Service revenues increased hg%2X8om $616,000 for the three months ended M&dcH 999 to $5.1 million for the
three months ended March 31, 2000. Service revenae=sased 673.9% from $1.0 million for the six rimnended March 31, 1999 to $8.0
million for the six months ended March 31, 2000eTicreases in service revenues were due printardy increase in the installed base of
our products and the renewal of service and sumomitracts during the six months ended March 30020

As our net revenue base increases, we do not believcan sustain the percentage growth rates eéwenues that we have experienced
historically.
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COST OF NET REVENUES:

Cost of net revenues consists primarily of outsedicardware components and manufacturing, feahiforparty software products
integrated into our products, manufacturing andiserand support personnel and an allocation ofaeilities and depreciation expenses.

Cost of product revenues. Cost of product revemmeased by 512.5%, from $825,000 for the threathmended March 31, 1999 to $5.0
million for the three months ended March 31, 2000 imcreased as a percentage of product revenues26.7% to 27.8%. Cost of product
revenues increased by 567.8% from $1.5 milliortliersix months ended March 31, 1999 to $9.7 milfamrthe six months ended March 31,
2000 and increased as a percentage of productuesdrom 26.7% to 27.8%. The increases in prodosttwere due primarily to increased
product revenues.

Cost of service revenues. Cost of service reveimoesased by 366.7%, from $384,000 for the threathmoended March 31, 1999 to $1.8
million for the three months ended March 31, 2000 decreased as a percentage of service reven@8838 from 62.3% for the same
periods. Cost of service revenues increased by63®1from $580,000 for the six months ended Marchl®B9 to $2.9 million for the six
months ended March 31, 2000 and decreased asenfsge of service revenues to 35.8% from 56.4%.ifd¢reases in cost of service
revenues in absolute dollars were due primarilptoeased personnel costs, including training ambelting expenses related to hiring, as
well as additional salaries. The decreases inafustrvice revenues as a percentage of servicauegenere primarily due to increased
economies of scale achieved from increased serei@nues.

Sales and marketing. Our sales and marketing erpartmsist primarily of salaries, commissions alated benefits to our sales and
marketing staff, costs of our marketing programsluding public relations, advertising and tradevst and an allocation of our facilities and
depreciation expenses. Sales and marketing expemseased by 192.8%, from $2.9 million for theetamonths ended March 31, 1999 to
$8.4 million for the three months ended March 3I)@ Sales and marketing expenses increased b2%78m $5.1 million for the six
months ended March 31, 1999 to $14.2 million fa& $fx months ended March 31, 2000. These incre@sesdue to an increase in sales and
marketing and professional services personnel Bdrto 170, increased commissions, and increasegtigliig and promotional activities.
We expect to continue increasing sales and marketipenses in order to grow net revenues and expamisrand awareness.

Research and development. Our research and devetb@xpenses consist primarily of salaries andeélbenefits for our product
development personnel and an allocation of oulifiesi and depreciation expenses. Research andoggwent expenses increased by 108.
from $1.3 million for the three months ended MaBdh 1999 to $2.8 million for the three months enlfdch 31, 2000. Research and
development expenses increased by 112.6% fromri#li8n for the six months ended March 31, 199%%00 million for the six months
ended March 31, 2000. These increases were duanisirto an increase in product development persbfiom 46 to 89. Our future success
is dependent in large part on the continued entmentof our current products and our ability toelep new, technologically advanced
products that meet the sophisticated needs ofustomers. We expect research and development espemicrease in absolute dollars in
future periods.

General and administrative. Our general and adinatige expenses consist primarily of salaries gifitiand related costs of our executive,
finance, information technology, human resourcelagdl personnel, third-party professional serf@as, and an allocation of our facilities
and depreciation expenses. General and admini&ratipenses increased by 162.5% from $666,00béothree months ended March 31,
1999 to $1.8 million for the three months ended die81, 2000. General and administrative expensgeased by 170.9% from $1.2 million
for the six months ended March 31, 1999 to $3.2anifor the six months ended March 31, 2000. Theseeases were due primarily to an
increase in general and administrative personpet 24 to 48. We expect general and administratipeeses to increase in absolute dollars
as we expand our staff and further develop ournialeénformation systems and incur costs associattitbeing a public company.
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Unearned compensation. We recorded amortizatioaresgof unearned compensation of $670,000 and @ €yr the three months ended
March 31, 1999 and 2000, respectively. For tharsiths ended March 31, 1999 and 2000, we recordedrned compensation charges of
$1.0 million for each period, respectively.

Interest income, net. Interest income consistsaafiags on our cash and cash equivalent balanésst by interest expense associated with
debt obligations. Interest income, net was $31f00the three months ended March 31, 1999 and $80&or the three months ended March
31, 2000. For the six months ended March 31, 19@92800, interest income, net was $89,000 andi®ili&n, respectively. These increases
were due primarily to the investment of the proceeteived from our initial and secondary publieohgs in June and October 1999.

Income taxes. As of September 30, 1999, we hadbappately $7.8 million of net operating loss caowfiards for federal income tax
purposes. Accordingly, there was no provision &atefral or state income taxes for any prior pefidtdization of the net operating loss
carryforwards may be subject to annual limitatidos to the ownership change limitations contaimeithé Internal Revenue Code of 1986
and similar state provisions. Annual limitationsymasult in the expiration of the net operatingsks before we can utilize them. The federal
net operating loss carryforwards will expire atiovas dates beginning in 2011 through 2019 if wendbuse them.

FASB Statement No. 109 provides for the recognitibdeferred tax assets if realization is moreljikban not. Based on available evidence,
which includes our historical operating performanod the reported cumulative net losses in allrpréars, we have provided a full valuation
allowance against our net deferred tax assetsntéad to evaluate the realizability of the defeti@dassets on a quarterly basis.

LIQUIDITY AND CAPITAL RESOURCES

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

Cash provided by (used in) our operating activities $(3.5) million for the six months ended Magdh 1999 and $5.8 million for the six
months ended March 31, 2000. As of March 31, 20@0had $61.2 million in cash and cash equivalemts$8.1 million in restricted cash.
We expect that accounts receivable and inventarilbsontinue to increase to the extent our revencentinue to increase. Any such incre
can be expected to reduce cash and cash equivaléatsave provided extended payment terms to onerofesellers and may offer similar
financing to other resellers in the future. To éxéent such financing is offered, cash used inatpeg activities would increase to fund the
increase in outstanding receivables.

Cash used in investing activities was $720,00@Hersix months ended March 31, 1999 and $3.4 mifiaw the six months ended March 31,
2000, substantially all of which was used for thieghase of property and equipment. We expect dapifgenditures to continue to increase
through the end of 2000, due to the costs of exparad expenditures for information systems astdquipment.

As of March 31, 2000, our principal commitments sisted of obligations outstanding under operatiagés. In March 1999 we began lea
approximately 20,000 square feet in a facility keckin Seattle, Washington for a term of 60 moniihdune 1999, we agreed to lease an
additional 8,000 square feet in this facility foream of 84 months. In December 1999 we beganrgagdproximately 13,000 square feet ii
additional facility located in Seattle, Washingfon a term of eleven months. The annual cost deéHeases is approximately $854,000,
subject to annual adjustments. We have also sigriedse for approximately 84,000 square feet of offiae space in Seattle, Washington in
a building which is currently under constructiomig lease will commence on approximately June 0020ith a term of 12 years. The annual
cost of this lease is approximately $2 million, jgebto annual adjustments. Our obligation undey ldase is collateralized by a secured letter
of credit in the
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amount of $2.5 million. As of March 31, 2000 we hamlother material commitments. However, in ApfiDR, we entered into an agreement
to lease approximately 110,000 square feet in Be#ttashington in a building currently under constion. We anticipate a substantial
increase in our capital expenditures and lease d¢omamts consistent with our anticipated growth im operations, infrastructure and
personnel. In the future we may also require agliaigventory of products in order to provide beteailability to customers and achieve
purchasing efficiencies. We expect that our existiash balances and cash from operations will iismt to meet our anticipated working
capital and capital expenditures for the foreseeflilre.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK.

Interest Rate Risk. We do not hold derivative ficiahinstruments or equity securities in our inwesht portfolio. Our cash equivalents cor
of high-quality securities, as specified in ouréstment policy guidelines. The policy limits theamt of credit exposure to any one issue or
issuer to a maximum of 20% of the total portfolidhathe exception of treasury securities, commépaper and money market funds, which
are exempt from size limitation. The policy limé short-term investments to mature in two yearess,with the average maturity being ¢
year or less. These securities are subject toasiteate risk and will decrease in value if interates increast

Foreign Currency Risk. Currently the majority of @ales and expenses are denominated in U.S. slaltal as a result, we have not
experienced significant foreign exchange gainslasses to date. While we have conducted some taosa in foreign currencies during the
fiscal year ended September 30, 1999 and the #m@esix months ended March 31, 2000 and expedaritnue to do so, we do not anticipate
that foreign exchange gains and losses will beifssggmt. We have not engaged in foreign currenaydieg to date, however we may do so in
the future.
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PART Il
OTHER INFORMATION

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS

Our registration statement (No. 333-75817) underSacurities Act of 1933, as amended, for ourahgiublic offering of common stock
became effective on June 4, 1999. Offering procéettse Company, net of aggregate expenses of ripmaitely $1.0 million, were
approximately $25.5 million. From the time of rgatehrough March 31, 2000, the proceeds were agppliefollows:

- $2,500,000 was applied toward lease obligationsiéw office space secured by an irrevocable statetter of credit.
- $500,000 was allocated to purchase inventoryreditsecured by an irrevocable standby letteredit; and

- Approximately $3,000,000 was applied toward wogkeapital expenditures, including expendituresaies and marketing, research and
development and professional services.

The remaining proceeds are being held as cash ecpstalents and short-term investments.
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The Company held its Annual Meeting of Shareholder&ebruary 17, 2000 to elect two class | directord amend the Company's 1998
Equity Incentive Plan to increase the number ofesh#ssuable by an additional 1,000,000 sharetheAAnnual Meeting, the following
nominees were elected as follows:

Votes
For A gainst
Karl Guelich 15,448,458 1 0,289
Keith Grinstein 15,448,458 1 0,289

The shareholders voted in favor of amending the @om's 1998 Equity Incentive Plan to increase tivalyer of shares issuable by an
additional 1,000,000 shares, with voting as follot, 771,580 for, 4,699,620 against, and 89,086abs

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits:

27.1 Financial Data Schedule (filed only with thecéronic submission of Form 10-Q in accordancélie Edgar requirements).
(b) Reports on Form 8-K:

No reports on Form-K were filed by the Company during the period ehtiarch 31, 2000.
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SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causeddiport to be signed on its behalf by
undersigned, thereunto duly authorized on this tlaghof May, 2000.

F5 Networks, Inc.
(Registrant)

By: /s/ Robert J. Chanberlain

Robert J. Chanberl ain
Chi ef Financial Oficer

(Duly Authorized Officer and Principal FinancialdaAccounting Officer)
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EXHIBIT INDEX

Exhibit
Index Title
27.1 Financial Data Schedule
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ARTICLE 5

THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONDENSED BALANCE
SHEET AS OF MARCH 31, 2000 AND THE RELATED CONDENBETATEMENTS OF OPERATIONS FOR THE SIX MONTH
PERIOD ENDED MARCH 31, 2000 AND IS QUALIFIED IN ITENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENT:

PERIOD TYPE 6 MOS
FISCAL YEAR END SEP 30 200
PERIOD END MAR 31 200(
CASH 61,22t
SECURITIES 0
RECEIVABLES 22,04
ALLOWANCES (900;
INVENTORY 1,56¢
CURRENT ASSET¢ 88,82
PP&E 6,914
DEPRECIATION (1,641
TOTAL ASSETS 94,38¢
CURRENT LIABILITIES 18,95(
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 79,557
OTHER SE (4,118
TOTAL LIABILITY AND EQUITY 94,38¢
SALES 42,77
TOTAL REVENUES 42,77
CGS 12,52¢
TOTAL COSTS 23,41¢
OTHER EXPENSE! 0
LOSS PROVISION 0
INTEREST EXPENSE (1,559
INCOME PRETAX 8,38¢
INCOME TAX 0
INCOME CONTINUING 8,38¢
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME 8,38¢
EPS BASIC 0.4C
EPS DILUTED 0.3¢
End of Filing
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