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ITEM 1. Financial Statements

PART |

FINANCIAL INFORMATION

F5 NETWORKS, INC.

CONDENSED BALANCE SHEETS

ASSETS
Current assets:
Cash and cash equivalents.......................
Accounts receivable, net of allowances of $826 a
INVENLONIES. . .evveviiieeeeeeeee e
Other current assets........ccccvvvveveeeeennn.

Total current assets..........cccceeeeeneeee.

Property and equipment, net.............c.........
Other assets........cccocvevviiiiiiieicieeee.

Total assetS.....ccccvvveeeeeveiiiiiiiiines

LIABILITIES AND SHAREHOLDERS' EQUI
Current liabilities:
Accounts payable...........ccccceriiinenn.
Accrued liabilities....
Deferred revenue..........ccccccvveveeeennn.

Total current liabilities...................

Commitments
Redeemable convertible preferred stock, no par valu
Series D Convertible, no and 1,138,438 share

Shareholders' equity:

Preferred stock, no par value; 10,000,000 shar
Series A Convertible, no and 400,000 shares
Series B Convertible, no and 1,250,000 share
Series C Convertible, no and 156,250 shares

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

and 6,021,500 shares issued and outstanding...

Note receivable from shareholder
Unearned compensation.................
Accumulated deficit...........ccccovviveeeenen...

Total shareholders' equity (deficit)..........

Total liabilities and shareholders' equity (

(in thousands)

JUNE 30, SEPT
1999

nd $382..

e:
s issued and outstanding

es authorized...........

issued and outstanding..

s issued and outstanding

issued and outstanding..

authorized, 18,108,185

........................ 45,751
(750)

(3,960)

(12,136)

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

CONDENSED STATEMENTS OF OPERATIONS
(Unaudited, in thousands, except per share amamatshare data)

THREE MONTHS ENDED NINE MONTHS
JUNE 30, JUNE
1999 1998 1999
Net revenues:
Products... $ 6444 $ 929 $ 11865 $
SEIVICES. ..ottt 1,161 215 2,198
Total net revenues..........ccccccceeene 7,605 1,144 14,063
Cost of net revenues:
Products.........cccovevvveiiiiiiieee 1,636 291 3,075
SEIVICES. ..ottt 396 115 986
Total cost of net revenues................ 2,032 406 4,061
Gross profit......cccceeeeveeeeeeeieninienns 5,573 738 10,002
Operating expenses:
Sales and marketing............ccccccvvvvenens 4,010 1,097 9,113
Research and development.. 1,466 525 3,811
General and administrative.................... 954 252 2,145
Amortization of unearned compensation......... 759 114 1,797
Total operating expenses.................. 7,189 1,988 16,866
Loss from operations............cccoeveveeeeennnes (1,616) (1,250) (6,864)
Interest income (expense), Net..........cc........ 97 2) 186

Net l0SS.....ccovvviiiiiiieeiii e,

$ (1,519) $ (1,252) $ (6,67-8) $

Net loss per share - basic and diluted.............

$ (015 $ (0.21) $ (0.88) $

Weighted-average common shares - basic and diluted. 10,149,000

5,892,000 7,582,000

Pro forma: (A)
Net loss per share - basic and diluted............

$ (010) $ (0.11) $ (0.45) $

Weighted average shares - basic and diluted........

15,945,000 11,585,000 14,923,000

(A) Assumes shares of the Company's preferred stotstanding prior to the initial public offeringe been converted into common stoc

of the date of issuance.
The accompanying notes are an integral part ottfimancial statements
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F5 NETWORKS, INC.
CONDENSED STATEMENTS OF CASH FLOWS
(Unaudited, in thousands)

NINE MONTHS ENDED JUN E 30,
1999 19 98
CASH FLOWS FROM OPERATING ACTIVITIES:
NELIOSS..ccviiciccie v e $ (6,678) $ (2 ,298)
Adjustments to reconcile net loss to net cash use d in operating activities:
Amortization of unearned compensation......... 1,797 205
Provision for doubtful accounts and sales retu 1,078 399
Depreciation and amortization................. 364 213
Non-cash interest expense..................... 12
Changes in operating assets and liabilities:
Accounts receivable (4,904) 1 ,108)
Inventories................. (611) (48)
Other current assets (589) (62)
Other assetS.......ocovveeiniiieeeeninns (119) 13
Accounts payable and accrued liabilities.... 4,083 746
Deferred revenue..........cccceeveenenns 1,674 181
Net cash used in operating activities..... L (3,905) 1 ,747)
CASH FLOWS FROM INVESTING ACTIVITIES:
Issuance of note receivable to officer........... (10)
Purchases of property and equipment.... (1,531) (425)
Additions to software development costs (145)
Net cash used in investing activities..... L (1,531) (580)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from issuance of common stock in initia | public
[ 1 1= 1 T T 25,549
Proceeds from issuance of Series B Convertible Pr eferred Stock........... 1 ,235
Proceeds from issuance of Series C Convertible Pr eferred Stock........... 1 493
Proceeds from option and warrant eXercises........ 629 28
Repurchase of common stock under
shareholder agreement.........ccccceevveeeees s (245)
Proceeds from issuance of common stock under
shareholder agreement.................cee. 172
Proceeds from line of credit.. 1 ,075
Repayment of line of credit..................... (825)
Net cash provided by financing activities..... 26,178 2 ,933
Net increase in cash and cash equivalents..... 20,742 606
Cash and cash equivalents, at beginning of period 6,206 143
Cash and cash equivalents, at end of period...... L $ 26,948 $ 749

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

NOTES TO FINANCIAL STATEMENTS
(Unaudited)

1. BASIS OF PRESENTATION

The condensed financial statements have been pikpsrF5 Networks, Inc. (the "Company") pursuarth®rules and regulations of the
Securities and Exchange Commission and includacdheunts of the Company. Certain information ardrfote disclosures, normally
included in financial statements prepared in acmoce with generally accepted accounting princigiase been condensed or omitted
pursuant to such rules and regulations. In theiopiof the Company, the unaudited financial stateeeflect all adjustments, consisting
only of normal recurring adjustments, necessanaftair presentation of the Company's financiaifpms at June 30, 1999, its operating
results for the three months and nine months edded 30, 1999 and 1998 and cash flows for the miorgths ended June 30, 1999 and 1998.
The condensed balance sheet at September 30, 493#6an derived from audited financial statementsf ¢hat date. These financial
statements and the notes should be read in comuneith the Company's financial statements an@sthiereto contained in the Company's
Registration Statement on Form S-1 (File No. 338173 filed with the Securities and Exchange Comioiss

The results of operations for the three monthsrane months ended June 30, 1999 are not necessulitative of the results that may be
expected for the future quarters or the year en8iygtember 30, 1999.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
ACCOUNTING ESTIMATES

The preparation of financial statements in conftymiith generally accepted accounting principleguiees management to make estimates
and assumptions that affect the reported amourdss#ts and liabilities and disclosures of contihgssets and liabilities as of the date of the
financial statements and the reported amountspémses during the reporting period. Actual resdtdd materially differ from these
estimates.

CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

The Company considers all highly liquid investmseturities with maturity from the date of purchatéhree months or less to be cash
equivalents and investment securities with a weiglaverage maturity from the date of purchase aerttean three months but less than one
year to be shc-term investments. As of June 30, 1999, the Compiag not hold short-term investments within iteestment portfolio.

CONCENTRATION OF CREDIT RISK

Financial instruments that potentially subject @m@npany to concentration of credit risk consish@ipally of cash equivalents and trade
receivables. The Company has placed its investnvétiishigh-credit quality issuers with no more tH20P6 of the portfolio value due from
any one issuer.

The Company's customers are from diverse indusindsgeographic locations. Net revenues from iat@ynal customers are denominated in
U.S. Dollars and were approximately $1.0 million flee nine months ended June 30, 1999, and $67700@0e three months ended June 30,
1999. For the nine months ended June 30, 199%ustemer accounted for 21.7% of net revenues anithéonine months ended June 30,
1998, no single customer accounted for more th&a dbthe Company's net revenues.
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INVENTORIES

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

ACCRUED LIABILITIES:

At June 30, 1999 and September 30, 1998, accrabilities were approximately as follows (in thoudsh

JUNE 30, SEPTEMBER 30,
1999 1998
Accrued payroll and benefits........cccccoeeeeeeee. L $ 871 $ 237
Accrued sales and US€e taxesS.....ccccccvveeeeeeeees i 287 141
Other v, 421 99

$ 1579 $ 477

REVENUE RECOGNITION

On October 27, 1997, the American Institute of fied Public Accountants Accounting Standards ExeeuCommittee issued Statement of
Position 97-2 ("SOP 97-2"), "Software Revenue Reddn." SOP 972 provides guidance on when revenue should be némed)and in wh:
amounts for licensing, selling, leasing, or othemunarketing computer software. The Company hakeimmgnted SOP 92-for the year endt
September 30, 1998.

The Company sells products through resellers, malggquipment manufacturers and other channel grartas well as to end users, under
similar terms. The Company generally combines saféwicense, installation and customer support efgminto a package with a single
"bundled" price. The Company allocates a portiothefsales price to each element of the bundlekigggchbased on their respective fair
values when the individual elements are sold séggraRevenues from the license of software, netroéllowance for estimated returns, are
recognized when the product has been shipped ancltomer is obligated to pay for the productslitetion revenue is recognized when
product has been installed at the customer'sR#eenues for customer support are recognized tnaiglstline basis over the service contr
terms. Estimated sales returns are based on kstesiperience by product and are recorded afrnferevenues are recognized.

INITIAL PUBLIC OFFERING

On June 4, 1999, the Company issued 2,860,000ssh&ies common stock at an initial public offeripgce of $10.00 per share. Also sold in
this offering were 590,000 shares held by sellimrsholders, including 450,000 shares sold upoexbecise of the underwriters'
overallotment option. The net proceeds to the Campiam the offering, net of offering costs wergegpximately $25 million. Concurrent
with the initial public offering, each outstandislgare of the Company's convertible preferred steerk automatically converted into common
stock. As of June 30, 1999, 18,108,185 sharesmfman stock were outstanding, and 100,000,000 sh&esauthorized.
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NET LOSS AND PRO FORMA NET LOSS PER SHARE

Basic net loss per share is computed by dividirtdoss by the weighted average number of commoreshautstanding during the period.
Diluted net loss per share is computed by dividiagloss by the weighted average number of commdrddutive common stock equivalent
shares outstanding during the period. As the Compad a net loss attributable to common stockhsldeeach of the periods presented,
basic and diluted net loss per share are the Jaradorma net loss per share is computed usingvéighted average number of shares used
for basic and diluted per share amounts and thghted average convertible preferred stock outstends if those shares were converted to
common stock at the time of issuance.

NEW ACCOUNTING PRONOUNCEMENTS

In June 1998, the FASB issued Statement of FinbAcieounting Standards No. 133, "Accounting for Dative Instruments and Hedging
Activities." This statement requires that all dative instruments be recorded on the balance stidle¢ir fair value. Changes in the fair value
of derivatives are recorded each period in cureanbings or other comprehensive income, dependinghzther a derivative is designated as
part of a hedge transaction and, if it is, the tgphedge transaction. This statement is effedtivall fiscal quarters of all fiscal years
beginning after June 15, 1999. The Company doess®terivative instruments, therefore the adopiidhis statement will not have any
effect on the Company's results of operationssdfiritancial position.

In March 1998, the American Institute of Certifiedblic Accountants issued Statement of Positiod , 98ccounting for the Costs of
Computer Software Developed or Obtained for Intetise,” which establishes guidelines for the actiogrfor the costs of all computer
software developed or obtained for internal uses Statement is effective for fiscal years begigrafter December 15, 1998. The Company
does not expect this statement to have a materfdt on its financial statements.
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ITEM 2. Management's Discussion and Analysis of Fiancial Condition and Results of Operations

The discussion in this report contains forward-logkstatements that involve risks and uncertainegh statements, which include
statements concerning the timing of availabilitg &mnctionality of products under development, prctdnix, trends in average selling prices,
the percentage of international sales and salssdtegic customers and the availability and cograducts from the Company's suppliers,
subject to risks and uncertainties, including thesteforth below under "Factors That May Affect ®es" that could cause actual results to
differ materially from those projected. These ford¢dpoking statements speak only as of the datedieThe Company expressly disclaims
any obligation or undertaking to release publialy apdates or revisions to any forward-lookingestatnts contained herein to reflect any
change in the Company's expectations with reganath or any change in events, conditions or cistantes on which any statement is
based.

The following information should be read in conjtion with the "Management's Discussion and Analg$iBinancial Condition and
Operating Results" on pages 18 through 26 of thegamy's prospectus filed June 4, 1999 and "Fagtuas May Affect Results of
Operations and Financial Condition" in this Qudyt&eport on Form 10-Q.

OVERVIEW

F5 is a leading provider of integrated Interneffitananagement solutions designed to improve traglability and performance of mission-
critical Internet-based servers and applications.W&re incorporated on February 26, 1996 and begarations in April 1996. During the
period from February 26, 1996 through Septembed 806, we were a development stage enterprise athddn product revenues. Our
operating activities during this period relatecharily to developing our initial product, recruiippersonnel, building our corporate
infrastructure and raising capital.

In July, 1997, we released our first version of BU®/ip-Registered Trademarkzontroller, and began to expand our operationsinsteaser
our investments in research and development, magkptograms, domestic and international salesmélancustomer support and services
and our general and administrative infrastruct8iace June 30, 1997, we have:

- hired more than 150 employees;

- hired sales representatives in eight domestiatioos;

- hired professional services and customer suggagonnel in eight domestic locations;

- released several upgrades to BIG/ip;

- released two new products our 3DNS-Registeredeimark- Controller and our see/IT-TM- Network Maegg
- engaged sales representatives in the EuropeaAsaadPacific markets; and

- established distributor relationships with twteimational resellers.

Our net revenues grew from $229,000 for the yededrSeptember 30, 1997 to $4.9 million for the yeated September 30, 1998, and were
$14.1 million for the nine months ended June 3@91€urrently, we derive approximately 73% of cewenues from sales of BIG/ip. One of
our resellers, Exodus Communications, accounte@¥df% of our net revenues for the nine months @ddee 30, 1999 and 29.4% of our
accounts receivable balance at June 30, 1999 diticad we expect to derive a significant portidroar net revenues from sales of BIG/ip in
the future.



Net revenues derived from customers located outsitlee United States were $15,000 in 1997, $172i00998 and $1.0 million for tt

nine months ended June 30, 1999. We currently>graneling our international operations significapfgrticularly in selected countries in
European and Asia Pacific markets, because weviedlidernational markets represent a significantugin opportunity. The expansion of our
international operations will be subject to a vigrief risks that could significantly harm our busas and results of operations.

Customers who purchase BIG/ip or 3DNS receive liaditan services and an initial customer supporttract, typically covering a 12-month
period. Customers may also purchase consultindcgsrand renew their initial customer support caettrAs of June 30, 1999, approximately
80% of our customers have renewed or anticipatewsmy their initial customer support contract. Bhsa our limited operating history, it is
difficult to predict what our rate of renewals wik in the future. We generally combine the sofenerense, installation, and customer
support elements of our products into a package &ngle price. We allocate a portion of the sphise to each element of the bundled
package based on their respective fair values whemdividual elements are sold separately. Reseffitom the license of software are
recognized when the product has been shipped ancliomer is obligated to pay for the productalitetion 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. Consulting services are customarily billefbad rates, plus out-of-pocket expenses. Oumangi payment terms to our customers are
net 30 days, but we have extended payment termendayet 30 days to some customers. Estimated redless are based on historical
experience by product and are recorded at thergwenues are recognized.

We have incurred losses since our inception, araf dsne 30, 1999, had an accumulated deficit @ Bhillion. Our success in growing net
revenues depends on increasing our customer bdsexpanding our product line as well as continuedvth of the emerging Internet traffic
management market. Accordingly, we intend to camito invest heavily in sales and marketing, preomodf the F5 brand, customer service
and support, research and development, operatirasfructure and general and administrative stafupport our growth. As a result of these
investments, we expect that our operating expengemcrease significantly and that we will contie to incur substantial operating losses
the foreseeable future. To achieve and maintaifitabdity we will need to increase our net reveawsgnificantly. Although we have
experienced rapid growth in net revenues in reperibds, we may not be able to sustain these groatéls or achieve or sustain profitability.

We have recorded a total of $6.2 million of unedroempensation costs since our inception througle 30, 1999. These charges represent
the difference between the exercise price and ¢eenéd fair value of certain stock options grantedur employees and outside directors.
These options generally vest ratably over a foaryeriod. We are amortizing these costs over éiséing period of the options and have
recorded unearned compensation charges of $69r@D$H420,000 for the years ended September 30, 49971998, respectively, and
$205,000 and $1.8 million for the nine months endigne 30, 1998 and 1999, respectively.

We expect to recognize amortization expense retatetearned compensation of approximately $2.6amjl$1.8 million, $953,000 and
$408,000 during the years ended September 30, 2009, 2001 and 2002, respectively. We cannot gieeahowever, that we will not
accrue additional unearned compensation cost®ifutare.

In view of the rapidly changing nature of our besia and our limited operating history, we belidat period-to-period comparisons of net
revenues and operating results are not necessagdyingful and should not be relied upon as intinatof future performance. This is
particularly true of companies such as ours thatate in new and rapidly evolving markets.
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RESULTS OF OPERATIONS

The following table sets forth, for the periodsigaded, the percentage of net revenue represegtedrtain items reflected in our Condensed

Statements of Operations.

STATEMENT OF OPERATIONS DATA:

Net revenues:
Products ...vvveeeeeeeieiiiiiiieiee
SEIVICES ittt eeeeeeeeieeee s

Total net revenues .......cccceeeeeeee. L
Cost of net revenues:
Products ...evvevveveiiiiiiiiiieee .
SEIVICES it eeeeeieee s
Total cost of net revenues ........... . ...
Gross Margin ...ccceveeeeeveveeeeeeeee e
Operating expenses:
Sales and marketing ......ccccceeveeeeeeeeeneee s
Research and development .........cccccoeeeeeee.
General and administrative .........c........... L.
Amortization of unearned compensation ......... . ...

Total operating expenses .............. e

Loss from operations .......cccocceeeevcieeenneee
Interest income (expense), Net .....cccceeeeeeeeee s

NEt oSS oo e,

THREE MONTHS ENDED

JUNE 30,

(unaudited)

84.7% 81.2% 84.4
15.3 18.8 15.6

(21.2)  (109.3) (48.9
1.3 (01 13

(19.9)% (109.4)% (47.6

NET REVENUES:

NINE

MONTHS ENDED
JUNE 30,

) (76.3)

Net revenues consist of sales of our products andcgs, which include software license and sesvi€ervices include revenue from sen
and support agreements provided as part of thalipitoduct sale, sales of extended service and@tipontracts and consulting services.

PRODUCT REVENUES. Product revenues increased by6$83om $929,000 for the three months ended JOn& 8 to $6.4 million for
the three months ended June 30, 1999. Productuesencreased by 367.7% from $2.5 million for tireermonths ended June 30, 1998 to
$11.9 million for the nine months ended June 3@91This increase in product revenues was due pifinta an increase in the quantity of
our products sold through our sales channels imfuthe sales of our new products.

SERVICE REVENUES. Service revenues increased byo34@rom $215,000 for the three months ended JOn& 308 to $1.2 million for
the three months ended June 30, 1999. Serviceuesencreased by 395.0% from $444,000 for the miaaths ended June 30, 1998 to $2.2
million for the nine months ended June 30, 1999s Tritcrease was due primarily to an increase irirth@lled base of our products which

resulted in increased revenues from service anpastipontracts.

As our net revenue base increases, we do not believcan sustain the percentage growth rates eéwenues that we have experienced

historically.



COST OF NET REVENUES:

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

COST OF PRODUCT REVENUES. Cost of product revenneased by 462.2%, from $291,000 for the threathmended June 30, 1998
to $1.6 million for the three months ended Junel®99 and decreased as a percentage of produciuevé 25.4% from 31.3%. Cost of
product revenues increased by 343.1%, from $694@0Me nine months ended June 30, 1998 to $3lbbmfor the nine months ended Ju
30, 1999 and decreased as a percentage of pradctues to 25.9% from 27.4%. The increase in atesdhllars was due primarily to an
increase in product revenues. The decrease iro€psbduct revenues as a percentage of higheraiiiin of manufacturing operations,
including increased economies of scale achieved fin increase in production.

COST OF SERVICE REVENUES. Cost of service revenneased by 244.3%, from $115,000 for the threathmended June 30, 1998 to
$396,000 for the three months ended June 30, 18&@dsed as a percentage of service revenueslss 3om 53.5%. Cost of service
revenues increased by 476.6%, from $171,000 fonite months ended June 30, 1998 to $986,000 éonitie months ended June 30, 1999
increased as a percentage of net service reveraras3B.5% to 44.9%. The increase in absolute dollas due primarily to increases in
service and support personnel.

SALES AND MARKETING. Our sales and marketing expesisonsist primarily of salaries, commissions atated benefits of our sales ¢
marketing staff, costs of our marketing programsluding public relations, advertising and tradevet and an allocation of our facilities and
depreciation expenses. Sales and marketing experseased by 265.5%, from $1.1 million for theetamonths ended June 30, 1998 to $4.0
million for the three months ended June 30, 1998 sSand marketing expenses increased by 273.686,%2.4 million for the nine months
ended June 30, 1998 to $9.1 million for the ninethe ended June 30, 1999. This increase was dareitwrease in sales and professional
services personnel, increased commissions, andased advertising and promotional activities. Wegeekto increase sales and marketing
expenses in order to grow net revenues and expaniorand awareness.

RESEARCH AND DEVELOPMENT. Our research and develeptrexpenses consist primarily of salaries ande@lbenefits for our

product development personnel and an allocatiamuofacilities and depreciation expenses. Reseamdhdevelopment expenses increased by
179.2%, from $525,000 for the three months endee 30, 1998 to $1.5 million for the three monthdexhJune 30, 1999. Research and
development expenses increased by 259.9%, fromriillidn for the nine months ended June 30, 19983@ million for the nine months
ended June 30, 1999. This increase was due primardn increase in product development persoi@al.future success is dependent in
large part on the continued enhancement of ouentiproducts and our ability to develop new, tetbgioally advanced products that meet
the sophisticated needs of our customers. We exeeetrch and development expenses to increastune periods.

GENERAL AND ADMINISTRATIVE. Our general and admiriative expenses consist primarily of salaries effiehand related costs of our
executive, finance, human resource and legal peedpthirdparty professional service fees, and an allocaifavur facilities and depreciati
expenses. General and administrative expensesaseatdy 278.6% from $252,000 for the three montdgee June 30, 1998 to $954,000 for
the three months ended June 30, 1999. Generalcimishiatrative expenses increased by 210.9% fron® ®&® for the nine months ended
June 30, 1998 to $2.1 million for the nine monthdexl June 30, 1999. This increase was due printaréy increase in general and
administrative personnel. We expect general andrasirative expenses to increase as we expandtafiy fairther develop our information
systems and incur costs associated with being Ecpubeld company.

AMORTIZATION OF UNEARNED COMPENSATION. We recordathearned compensation charges of $114,000 andG&Xb&yr the
three months ended June 30, 1998 and 1999, resggctor the nine months ended June 30, 1998 866,we recorded unearned
compensation charges of $205,000 and $1.8 milliespectively.
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INCOME TAXES. There was no provision for federalstaite income taxes for any period as we have iedwperating losses since
inception. As of September 30, 1998, we had apprately $4.6 million of net operating loss carryfands for federal income tax purposes.
Utilization of the net operating loss carryforwarday be subject to annual limitations due to tha@enship change limitations contained in
Internal Revenue Code of 1986 and similar stateigians. Annual limitations may result in the exgtion of the net operating losses before
we can utilize them. The federal net operating t@ssyforwards will expire at various dates begmgnin 2011 through 2018 if we do not use
them.

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 coeipt an initial public offering of 2,860,000 shaoéE€ommon stock and raised
approximately $25 million, net of offering cost& Retworks is listed on the Nasdaq National Matketer the symbol "FFIV."

We have a $2.0 million working capital revolvingéi of credit with a lender that is collateralizgdatl of our accounts receivable and bears
interest at the lender's prime rate plus one-hai€gnt. This facility allows us to borrow up to flkeser of 75% of our eligible accounts
receivable or $2.0 million. The agreement underclthe line of credit was established containsatetovenants, including a provision
requiring us to maintain specific financial ratios.

Cash used in our operating activities was $1.7ianilfor the nine months ended June 30, 1998, ar@8lion for the nine months ended
June 30, 1999. These net cash outflows resulted dmerating losses as well as increases in accoecgs/able due to increased sales and
other current assets and were partially offsenioydases in accounts payable, accrued liabilitidsdeferred revenues.

Cash used in investing activities was $1.5 millionthe nine months end June 30, 1999, substanallbf which was used for the purchase
of property and equipment. We expect capital exjteras to continue to increase through the end®8®1due to the costs of expansion and
expenditures for information systems and test egaig.

As of June 30, 1999, our principal commitment cstesl of obligations outstanding under operatingdsaln July 1999, we agreed to leas
additional 8,000 square feet in a facility locaite@eattle, Washington, for a term of 84 monthse &hnual cost of this additional lease is
approximately $164,000, subject to annual adjustmexithough we have no other material commitments anticipate a substantial increase
in our capital expenditures and lease commitmemnisistent with anticipated growth in our operatianfastructure and personnel. In the
future we may also require a larger inventory afdurcts in order to provide better availability tsstomers and achieve purchasing
efficiencies.

We do not hold derivative financial instrumentsequity securities in our investment portfolio. @assh equivalents consist of high-quality
securities, as specified in our investment poligidglines. The policy limits the amount of credipesure to any one issue or issuer to a
maximum of 20% of the total portfolio with the ext®n of treasury securities, commercial paper, motiey market funds, which are exel
from size limitation. The policy limits all shorétm investments to mature in two years or lesd) thié average maturity being one year of
less. These securities are subject to interestisit@nd will decrease in value if interest ratesease.

YEAR 2000 READINESS DISCLOSURE

BACKGROUND OF YEAR 2000 ISSUES. Many currently ial¢d computer and communication systems and softmaducts are unable
to distinguish 21st century dates from 20th centlates. This situation could result in system fauor miscalculations causing business
disruptions. As a result, many companies' softvaae computer and communications systems may ndwsel tpgraded or replaced to becc
Year 2000 compliant.
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OUR PRODUCT TESTING AND LICENSING. We have testdidodour current products for Year 2000 compliandée derived our testing
method from our review and analysis of the Year®@3ting practices of other software vendorsyegieindustry Year 2000 compliance
standards and the specific functionality and ojregagnvironments of our products. The tests areoruall supported platforms for each
current release of our product and include tedtinglate calculations and internal storage of d@tamation with test numbers starting in
1999 and going beyond the Year 2000. Based on thete we believe our products to be Year 2000ptiamt with respect to date
calculations and internal storage of date infororati

CUSTOMER CLAIMS. We may be subject to customermkato the extent our products fail to operate prigpees a result of the occurrence
of the date January 1, 2000. Liability may resuiltite extent our products are not able to stosplaly, calculate, compute and otherwise
process date-related data. We could also be subjetdims based on the failure of our productedok with software or hardware from other
vendors.

OUR EXTERNAL VENDORS. We periodically verify Yeaf@0 compliance by external vendors that supply itis material software and
information systems and communicated with our $iggut suppliers to determine their Year 2000 reass. As part of our assessment, we
periodically evaluate the level of validation wejuére of third parties to ensure their year 20Qtlneess. To date, we have not encountered
any material Year 2000 problems with software aridrmation systems provided to us by third parties.

OUR INTERNAL SYSTEMS. We periodically review ourtt@mnal management information and other systendetttify any products,
services, or systems that may not be Year 2000 kam@nd to take corrective action when requifealdate, we have not encountered any
material Year 2000 problems with our computer syster any other equipment that might be subjestitth problems.

COSTS OF ADDRESSING YEAR 2000 COMPLIANCE. Basedoom preliminary evaluations, we do not believe wk wcur significant
expenses or be required to invest heavily in cosmpeitstem improvements to be Year 2000 compliart.dé/not believe the cost of
remediation for Year 2000 non-compliance issuestified to date will exceed $50,000. However, siigaint uncertainty exists concerning
the potential costs and effects associated withr 2880 compliance. Any Year 2000 compliance probéxperienced by us or our customers
could decrease demand for our products which ceeflidusly harm our business and results of operstio

CONTINGENCY PLANNING. We are formulating a contimggy plan at this time but expect to have specifictimgency plans in place pri
to November 30, 1999.

FACTORS THAT MAY AFFECT RESULTS OF OPERATIONS AND F INANCIAL CONDITION
Our limited operating history makes it difficult éawaluate our prospects.

We were founded in February 1996 and have a lindfetating history, which makes an evaluation afprospects difficult. Because of our
limited operating history, we have limited insighito trends that may emerge and affect our businessldition, the revenues and income
potential of our business and market are unpraof&arinvestor in our common stock must consider thallenges, expenses and difficulties
face as an early stage company in a new and ra@idilying market.
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Our quarterly operating results are volatile ang mweuse our stock price to fluctuate.

Our quarterly operating results have varied sigaiftly in the past and will vary significantly inet future, which makes it difficult for us to
predict our future operating results. In particuiae anticipate that the size of customer ordeng imerease as we continue to focus on larger
business accounts and sales to governmental sn#itidelay in the recognition of revenue, even grst account, may have a significant
negative impact on our results of operations fgivan period. In the past, a significant portioroaf sales have been realized near the end of
a quarter. Accordingly, a delay in an anticipatale past the end of a particular quarter may neglgtimpact our results of operations for t
quarter. Furthermore, we base our decisions reggualir operating expenses on anticipated reveeuaddt and our expense levels are
relatively fixed. Consequently, if revenue leveald below our expectations, our net income (lositl)decrease (increase) because only a ¢
portion of our expenses vary with our revenues.

We believe that period-to-period comparisons ofresults of operations are not meaningful and shoat be relied upon as indicators of
future performance. Our operating results will kkbe below the expectations of securities analgatsinvestors in some future quarter or
quarters. Our failure to meet these expectatiofidikely seriously harm the market price of oumemon stock.

We have incurred losses and we expect to incuifgignt future operating expenses and losses.

We have experienced operating losses in each glyaated annual period since inception. We incumetllosses of $330,000 for the period
from February 26, 1996, inception, to September1396, $1.5 million for the year ended Septemberl397 and $3.7 million for the year

ended September 30, 1998. As of June 30, 1999ad@ih accumulated deficit of $12.1 million, andex@ect to incur significant losses in

the future.

We intend to substantially increase our operatkmeases. As a result, we will need to generatafiignt increases in our quarterly net
revenues to achieve and maintain profitability haligh our net revenues have grown in recent qsaser may not be able to sustain these
growth rates or achieve or sustain profitabilityur@ailure to achieve and sustain profitability gériously harm our business and results of
operations.

Our success depends on sales of our BIG/ip-RegstBrademark- Controller.

We currently derive approximately 73% of our netereues from sales of our BIG/ip Controller. In dubdi, we expect to derive a significant
portion of our net revenues from sales of BIG/iphia future. Implementation of our strategy depamusn BIG/ip being able to solve critical
network availability and performance problems of oustomers. If BIG/ip is unable to solve thesebfgms for our customers, our business
and results of operations will be seriously harmed.

Our success depends on our timely developmentwfmmeducts and features.

We expect the Internet traffic management markéetcharacterized by rapid technological changeguent new product introductions,
changes in customer requirements and evolving ingstandards. We are currently developing our gl$iTE-TM- Controller and new
features for our existing products. We expect taticoie to develop new products and new productifeatin the future. If we fail to develop
and deploy new products and new product featurestanely basis, our business and results of ojpgrmmay be seriously harmed.

We may not be able to compete effectively in themyimg Internet traffic management market.

Our markets are new, rapidly evolving and highlynpetitive, and we expect competition to persistiatehsify in the future. Our principal
competitors in the Internet traffic management raaikclude Cisco Systems, Alteon Networks, ArrowRP@ommunications, HydraWeb
Technology, RadWare and Resonate. We expect tincento face additional competition as new paréaiig enter the Internet traffic
management market. In addition, larger compani#is significant resources, brand recognition andsahannels may form alliances with
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or acquire competing Internet traffic managemehitems and emerge as significant competitors. ft@kecompetitors may bundle their
products or incorporate an Internet traffic managencomponent into existing products in a mannar discourages users from purchasing
our products. Potential customers may also chaopearchase additional servers instead of our prsduc

We may not be able to support our rapid growthaotiffely.

Since the introduction of our product line, we haxeerienced a period of rapid growth and expansioich has placed, and continues to
place, a significant strain on all of our resourdegem September 30, 1997 to June 30, 1999, weased the number of our employees from
20 to 151. We expect our growth to continue toistoair management, operational and financial resssur-or example, we may not be able
to install adequate financial control systems ireHiitient and timely manner, and our current @npled information systems, procedures and
controls may be inadequate to support our futuesatppns. The difficulties associated with instajliand implementing new systems,
procedures and controls may place a significarddruon our management and our internal resouragsn@bility to manage growth
effectively may seriously harm our business andlte®f operations.

Our expansion into international markets may noteed.

We intend to expand into international markets. Neee only limited experience in marketing, sellang supporting our products
internationally. International sales representé&d®6of our net revenues for the year ended SepteBthel997, 3.5% for the year ended
September 30, 1998 and 7.1% for the nine monthededdne 30, 1999. We have engaged sales persarthel Wnited Kingdom, Germany,
Singapore and Australia. Our continued growth veitjuire further expansion of our international @piens in selected countries in the
European and Asia Pacific markets. If we are unttbexpand our international operations successéut in a timely manner, our business
and results of operations may be seriously hari@edh expansion may be more difficult or take lorthan we anticipate, and we may not be
able to successfully market, sell, deliver and suppur products internationally.

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

Our sales strategy requires that we establish pieltiistribution channels in the United States iaternationally through leading industry
resellers, original equipment manufacturers, systtegrators, Internet service providers and othannel partners. We have a limited
number of agreements with companies in these cgrared we may not be able to increase our numbdiswibution relationships or
maintain our existing relationships. One of ouetiess, Exodus Communications, accounted for 23abh%21.7% of our net revenues for the
three and nine months ended June 30, 1999, resplgciOur inability to effectively establish ourdinect sales channels may seriously harm
our business and results of operations.

Our success depends on our ability to attract tad retain qualified marketing and sales, prodess services and customer support
personnel.

Our products require a sophisticated marketingsates effort targeted at several levels withinaspective customer's organization. We
recently expanded our sales force and plan toduditional sales personnel for direct sales ardkteelop leads for our indirect sales chani
Competition for qualified sales personnel is inegred we might not be able to hire the kind amdlver of sales personnel we are targeting.
Our inability to retain and hire qualified salegsgmnel may seriously harm our business and resitiperations.

We currently have a small professional servicesarstiomer support organization and will need todase our staff to support new custor
and the expanding needs of existing customersingtallation of Internet traffic management solapthe integration of these solutions into
existing networks and the ongoing support can lneptex. Accordingly, we need highly-trained professil services and customer support
personnel. Hiring professional services and cust@mupport personnel is very competitive in our istty due to the limited number of people
available with the necessary technical skills andenstanding of our products. Our
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inability to attract, train or retain the numberaghly qualified professional services and custosupport personnel that our business needs
may seriously harm our business and results ofabipers.

We depend on our key personnel and the loss okepypersonnel may harm our business and resutiperfitions.

Our success depends to a significant degree umocotitinued contributions of our key managememtipet development, sales and
marketing and finance personnel, many of whom belldifficult to replace. In particular, we rely oar President and Chief Executive
Officer, Jeffrey Hussey. The loss of services of ahour key personnel, especially the serviceBlnfHussey, may seriously harm our
business and results of operations. We do not éenmoyment contracts with any of our key personnel.

It is difficult to predict our future operating rdts because we have an unpredictable sales cycle.

We are unable to predict our sales cycle becaudtawe limited experience selling our products. étisally, our sales cycle has ranged from
approximately two to three months. Sales of BIG3PNS and our see/IT-TM- Network Manager requiréausducate potential customers on
their use and benefits. The sale of our productsiigect to delays from the lengthy internal buthgetapproval and competitive evaluation
processes that large corporations and governmentisies may require. For example, customers fretipdegin by evaluating our products
on a limited basis and devote time and resourctssting our products before they decide whethebto purchase. Customers may also
defer orders as a result of anticipated releasaswfproducts or enhancements by us or our coropetids a result, our products have an
unpredictable sales cycle that contributes to tieertainty of our future operating results.

The average selling prices of our products mayedeser, which may negatively impact gross profits.

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

Our business may be harmed if our contract manufaict are not able to provide us with adequatelssgpf our products.

We rely on third party contract manufacturers teeasble our products. We outsource the manufactafiogr pre-configured, industry-
standard hardware platforms to primarily two cocttraanufacturers, Micro Standard Distributors amisoft, who assemble these hardware
platforms to our specifications. The inability afracontract manufacturers to provide us with adezsapplies of our products or the loss of
one or more of our contract manufacturers may cawdaday in our ability to fulfill orders while wabtain a replacement manufacturer and
may seriously harm our business and results ofabipers.

If the demand for our products grows, we will néeéhcrease our material purchases, contract maturfag capacity and internal test and
quality functions. Any disruptions in product flaway limit our revenue, may seriously harm our cotitipe position and may result in
additional costs or cancellation of orders by aistomers.

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

We currently purchase several hardware componaets in the assembly of our products from limitedrses. Lead times for these
components vary significantly. Any interruptiondelay in the supply of any of
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these hardware components, or the inability toym®a similar component from alternate sourceseg@table prices within a reasonable
time, will seriously harm our business and resoiitgperations.

Undetected software errors may seriously harm asimess and results of operations.

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

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

of operations.

We may not adequately protect our intellectual propand our products may infringe on the intelletiproperty rights of third parties.

We rely on a combination of copyright, trademarl trade secret laws and restrictions on discloBupgotect our intellectual property righ
Despite our efforts to protect our proprietary tgjlunauthorized parties may attempt to copy oemtfse obtain and use our products or
technology. Monitoring unauthorized use of our pretd is difficult, and we cannot be certain tha steps we have taken will prevent
misappropriation of our technology, particularlyfameign countries where the laws may not protectgoprietary rights as fully as in the
United States. In addition, we have not enterea matn-competition agreements with several of ounfr employees.

From time to time, third parties may assert pateopyright, trademark and other intellectual propeights claims or initiate litigation agair
us or our contract manufacturers, suppliers oratusts with respect to existing or future produktghe event of a successful claim of
infringement and our failure or inability to devplaon-infringing technology or license the infrimger similar technology on a timely basis,
our business and results of operations may beusdyibarmed.

Our failure and the failure of our key supplier@muafacturers and customers to be Year 2000 contpliag negatively impact our business
and results of operations.

The Year 2000 computer issue creates a signifigsifor us in at least four areas:
- potential warranty or other claims arising froor @roducts;

- systems we use to run our business;

- systems used by our suppliers and contract manuas; and

- the potential reduced spending by other compamdsiternet traffic management solutions as alre$significant information systems
spending on Year 2000 remediation or to limit aiddil changes to their systems during the curreat.y

A failure in any of these areas to be Year 2000m@mt may seriously harm our operations. See "Mangent's Discussion and Analysis of
Financial Condition and Results of Operations--Y&200 Readiness
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Disclosure.”
Laws relating to encrypted software may limit tharketability of our products.

The encryption technology contained in our prodig®ubject to United States export controls. Thegmrt controls limit our ability to
distribute encrypted software outside of the Uniiates and Canada. While we take precautions stgaitawful exportation, this exportati
inadvertently may have occurred in the past or owour from time to time in the future, subjectirggto potential liability and serious harm.
We may also encounter difficulties competing witnfUnited States producers of products containimagypted software, who may both
import their products into the United States ardbmeducts overseas.

CAUTIONARY STATEMENT

This Item and other Items in this Report includerWard-looking" information, as that term is define the Private Securities Litigation
Reform Act of 1995 or by the Securities and Exclea@gmmission in its rules, regulations and releasesut the Company's financing,
strategy, network deployment, operations and théndy services. The Company cautions investorsahgatsuch statements made by the
Company are not guarantees of future performanoewk and unknown risks, uncertainties, and othetofa, including without limitation,
availability of additional financial resources arapital requirements, customer demand, technolbggte, need for definitive agreements,
the ability to meet financing conditions, managetdrgrowth, competition and government regulatioaly cause actual results to differ
materially from the future results implied or exgged in the forward looking statements. Additianfdrmation about the most significant of
such factors is identified in Exhibit 99 to the Queny's Registration Statement on Form S-1 (File388-75817) filed with the SEC on June
4, 1999. The Company does not undertake to updatyvise its forward-looking statements publiclyeavf experience or future changes
make it clear that any projected results expresséuiplied herein will not be realized.
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PART Il
OTHER INFORMATION

ITEM 2. Changes in Securities and Use of Proceeds

The Company's registration statement (No. 333-7p8tder the Securities Act of 1933, as amendedtdanitial public offering of common
stock became effective on June 4, 1999. The Comsaldya total of 2,860,000 shares to an underwrisiyndicate. The managing
underwriters were Hambrecht & Quist, BancBoston &tdon Stephens and Dain Rauscher Wessels. Thengftmmmenced on June 4, 1!
and was completed on June 9, 1999. An addition@0D® of shares of common stock were sold on ba@afselling shareholder as part of
the initial public offering. Offering proceeds toet Company, net of aggregate expenses of approdyrtit.0 million, were approximately
$25 million.

The Company has used all of the net offering prdsder the purchase of temporary investments ctingisf cash and cash equivalents. The
Company has not used any of the net offering pséa construction of plant, building or faciléigpurchases of real estate, acquisition of
other businesses, or repayment of indebtedness bifathe net offering proceeds were paid directlindirectly to directors, officers, or
general partners of the Company or their assogipgrsons owning 10% or more of any class of then@my's securities, or affiliates of the
Company.

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 accordancéhie Edgar requirements).
(b) Reports on Form 8-K:

No reports on Form-K were filed by the Company during the period ehdene 30, 1999.
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SIGNATURES

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 thisday of August, 1999.

F5 Networks, Inc.
(Registrant)

By: /s/ Robert J. Chanberlain

Robert J. Chanberl ain
Chief 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 JUNE 30, 1999 AND THE RELATED CONDENSBEDATEMENTS OF OPERATIONS FOR THE NINE MONTH
PERIOD ENDED JUNE 30, 1999 AND IS QUALIFIED IN ITENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

PERIOD TYPE 9 MOS
FISCAL YEAR END SEP 30 199
PERIOD END JUN 30 199
CASH 26,94¢
SECURITIES 0
RECEIVABLES 6,68
ALLOWANCES (826
INVENTORY 71C
CURRENT ASSET¢ 34,35t
PP&E 2,52
DEPRECIATION (598
TOTAL ASSETS 36,48¢
CURRENT LIABILITIES 7,581
BONDS 0
PREFERRED MANDATORY 0
PREFERREL 0
COMMON 45,75
OTHER SE (16,846
TOTAL LIABILITY AND EQUITY 36,48¢
SALES 14,06:
TOTAL REVENUES 14,06:
CGS 4,061
TOTAL COSTS 16,86¢
OTHER EXPENSES 0
LOSS PROVISION 0
INTEREST EXPENSE (186,
INCOME PRETAX (6,678
INCOME TAX 0
INCOME CONTINUING (6,678
DISCONTINUED 0
EXTRAORDINARY 0
CHANGES 0
NET INCOME (6,678
EPS BASIC (0.88
EPS DILUTED (0.88
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