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PART |
ITEM 1. FINANCIAL STATEMENTS
F5 NETWORKS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands)

MARCH 31, SEPTEMBER 30,

2001 2000
(unaudited)
ASSETS
Current assets:
Cash and cash equivalents ..........cccceeeeeeee.. L. $ 30,279 $ 53,017
Accounts receivable, net of allowances of $3,801 and $1,666 25,113 38,237
INVENLONIES wvvvvvviiiieeeeeeeeeee e, 8,845 5,231
Other current @ssets .....ccccvvvvvvvevvenenes 3,887 2,290
Deferred income taxes ........ccoevvvvvvveeees L. 4,282 1,858
Total current assets ........cccceevevvecceeees 72,406 100,633
Restricted cash ...........ccccooeeiiiiiiiininns 6,347 6,182

Property and equipment, net .. 17,812 13,524
Other assets, Net ...ccvvveeeeeveviiiieee 502 541
Deferred income taxes .....ccoccvvvvvvevvvveeees 3,015 1,540

Total asSets .........cceevvvveveiiirvinnnns

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:
Accounts payable .........ceoevvveeeiineees $ 3,905 $ 10,561
Accrued liabilities .... 9,915 7,975
Deferred revenue ..........ccccvvveveeeeeen.n. 13,628 16,199

Total current liabilities .......cccooeeeeee. 27,448 34,735

Commitments and Contingencies:

Shareholders' equity:

Common stock, no par value; 100,000,000 shares auth orized
21,997,000 and 21,613,000 shares issued and outst anding .... 87,620 87,419
Note receivable from shareholder .......ccccc...... ... (469) (469)
Accumulated other comprehensive income (loss) ..... 297 (52)
Unearned compensation ........ccoccevvvveeen (990) (3,061)
Retained earnings (deficit) .c..c.coccveeveeeeee (13,824) 3,848
Total shareholders' equity ..........cooeeeeeee. 72,634 87,685
Total liabilities and shareholders' equity .. ... $100,082 $ 122,420

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

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

THREE MONTHS ENDED  SIX MONTHS ENDED
M ARCH 31, MARCH 31,
2001 2000 2001 2000

Net revenues:
Products
Services

2 $18532 $37,497 $34,814
5 5,072 14,303 7,963
7

Total net revenues .............. 27,06

23,604 51,800 42,777

Cost of net revenues:

Products ........ccccoceeiiinennn. 7,75 3 5,053 15,839 9,677
SEIVICES ..uvvviiiieieiieeeeeeiennn, 3,23 8 1,792 6,822 2,851
Provision for excess inventory ...... 4,91 0 - 4,910 --

Total cost of net revenues ...... 15,90 1 6,845 27,571 12,528
Gross profit ......eeeevvereneennn. 11,16 6 16,759 24,229 30,249

Operating expenses:

Sales and marketing ................. 12,87 7 8,452 26,405 14,194

Research and development ............ 4,65 2 2,761 9,596 4,986

General and administrative .......... 4,25 1 1,748 8,998 3,226

Restructuring charge ............ . 9 6) -- 975 --

Amortization of unearned compensation 1,59 5 470 2,171 1,013

Total operating expenses ........ 23,27 9 13,431 48,145 23,419
Income (loss) from operations ........... (12,11 3) 3,328 (23,916) 6,830
Other income, net .........ccccceeueee. 1,11 1 818 1,547 1,559
Income (loss) before income taxes ....... (11,00 2) 4,146 (22,369) 8,389
Income tax benefit ............ccoee 2,26 0 - 4,697 -

Net income (I0SS) .........ccuveee. $ (8,74 2) $ 4,146 $(17,672) $ 8,389
Net income (loss) per share - basic ..... $ (04 0) $ 020 $ (0.81) $ 0.40
Weighted average shares - basic ......... 21,91 7 21,198 21,796 20,811
Net income (loss) per share - diluted ... $ (0.4 0) $ 018 $ (0.81) $ 0.36
Weighted average shares - diluted ....... 21,91 7 23,105 21,796 23,092

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

SIX MONTHS ENDED
MARCH 31,

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (I0SS) .....covevviviieeiiiiiienennne

Adjustments to reconcile net income (loss) to net cash
provided by (used
in) operating activities:
Restructuring charges .......ccccccovvveeeeeeee L 975 -
Provisions for asset write downs ............... .. 378 -
Gain/Loss on sale of assets .......cccoceevveeeee L 120 --
Provision for inventory write down ..... o 4,910 --
Unrealized gain/loss on investments ............ . ... 186 87
Amortization of unearned compensation ............ ... 2,171 1,013
Provision for doubtful accounts and sales returns 8,908 702
Depreciation and amortization ................... . . 2,385 870
Deferred income taxes ......cccccvvcvveeeneeeee L (3,891) -
Changes in operating assets and liabilities:
Accounts receivable ...........oeeevvceeeee. L 4,245  (11,506)
Inventories . (6,631) (950)
Other assets ....ccocvveeevvciieeiicceees L (2,345) (889)
Accounts payable and accrued liabilites .... ... (6,700) 2,546
Deferred revenue .........ccooevvcvvvveeee L (2,537) 5,543
Net cash provided by (used in) operating
ACHVILIES vvveiiiiiiieiieeeeeeee (15,498) 5,805
CASH FLOWS FROM INVESTING ACTIVITIES:
Proceeds from the sale of property and equipment ... 90
Investment in restricted cash ..........ccccc.... L (165) (66)
Purchases of property and equipment .............. ... (7,232) (3,288)
Net cash used in investing activites ...... ... (7,307) (3,354)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the secondary offering, net of issu ance
COSES oo - 31,475
Proceeds from the exercise of stock options and
WAITANES oo 1,183 2,322
Proceeds from payments on shareholder loan ...... ... - 187
Repurchase of common stock ..........ccccoeeeeee. L (1,082) --
Net cash provided by financing activites.. ... 101 33,984
Net increase (decrease) in cash and cash
eqUIValENtS ... (22,704) 36,435
Effect of exchange rate changes on cash and
cash equivalents ........ccccoeeeeveceeeee. L (34) ©)
Cash and cash equivalents, at beginning of period 53,017 24,797
Cash and cash equivalents, at end of period ..... ... $30,279 $61,225

The accompanying notes are an integral part obtheadensed consolidated financial statements.



F5 NETWORKS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(UNAUDITED)

1. THE COMPANY AND BASIS OF PRESENTATION:

The accompanying unaudited condensed consolidetaddial statements have been prepared by F5 Niswiorc. ("F5") in accordance with
the rules and regulations of the Securities ancdh&mxge Commission for interim financial statemeAtstordingly, certain information and
footnote disclosures, normally included in consatiél financial statements prepared in accordaniteagcounting principles generally
accepted in the United States, have been condengeditted pursuant to such rules and regulatibnthe opinion of management of the
Company, the unaudited consolidated financial statgs reflect all adjustments, consisting only afmal recurring adjustments, necessary
for a fair presentation of the Company's finanpiadition at March 31, 2001, its operating resudtstfie three and six months ended Marct
2001 and 2000 and cash flows for the six monthg@mdarch 31, 2001 and 2000. The condensed consadid@lance sheet at September 30,
2000 has been derived from audited financial stateésas of that date. These consolidated finastaééments and the notes should be re
conjunction with the Company's consolidated finahstatements and notes thereto contained in thgp@noy's annual report on Form 10-K
filed with the Securities and Exchange Commissioiecember 13, 2000.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
PRINCIPLES OF CONSOLIDATION

The financial statements consolidate the accourfe® dNetworks, Inc. and its wholly owned subsidéarF5 Networks, Ltd., F5 Networks,
Singapore Pte. Ltd. and F5 Networks, Japan K.K.aedollectively hereinafter referred to as therfany". All intercompany transactions
have been eliminated.

USE OF 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 amountsvefmges and expenses during the reporting periodiahcesults could differ from those
estimates.

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 sarféwicense, hardware, installation and customgpeu elements into a package with a
single "bundled" price. The Company allocates dipoof the sales price to each element of the lathgackage based on their respective
values when the individual elements are sold séggradRevenues 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
terms. Estimated sales returns are based on kstesiperience by product and are recorded airtfeerevenues are recognized.
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CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS

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

MARCH 31, SEPTEMBER 30,
2001 2000

(IN THOUSANDS)
Cash....ccccoovieieiieiee e, $ 6,839 $18,354
Short-term investments....................... 23,440 34,663

$30,279 $53,017

CONCENTRATION OF CREDIT RISK

The Company places its temporary cash investmeititsfiwe major financial institutions. As of Mard@i, 2001, all of the Company's
temporary cash investments were placed with figétitions.

The Company's customers are from diverse indusiridsgeographic locations. The majority of net nexes from international customers are
denominated in U.S. dollars and were approxim&iélp million for the three months ended March 32, and $6.6 million for the three
months ended March 31, 2000. For the six montheeiirch 31, 2001 and 2000, one customer accotmt&d5% and 19.6% of net
revenues, respectively. One customer accountetl 83 and 10.6% of the Company's accounts receizmce at March 31, 2001 and
2000, respectively.

INVENTORIES

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

Inventories are comprised of the following:

MA RCH 31, SEPTEMBER 30,
2001 2000
(IN THOUSANDS)
Finished goods...........ccccoceiiiinene $ 8,370 $2,045
Raw materials..........cccccevviviiennnnns 3,515 3,186
Less: Provision for excess of inventory...... ( 3,040)
$ 8,845 $5,231

Due to changes in current market conditions, arelision of our sales forecast, a review was mddeipinventory needs and an assessment
of our future purchase commitments as of March2BD1. As a result, we determined a provision faress inventory and future purchase
commitments would be recorded. The provision faress inventory was charged to cost of revenudsimtmount of $3.8 million as of Mal

31, 2001, which consisted of a $3.0 million invegtealuation allowance and $800,000 of future pasghcommitments. An additional $1.1
million was included in the provision for excessantory in the statement of operations. The chagssociated with changes in the
configuration of our EDGE-FX Cache product, whicttl immcrease the functionality of the product. Themsts are associated with updating
both existing inventory and product previously smidustomers, as well as costs to fulfill existmgchase commitments, have been included
in cost of revenues at March 31, 2001.



COMPREHENSIVE INCOME (LOSS)
The following table sets forth a reconciliationnat income (loss) to comprehensive income (lost)phtax:

THREE MONTHS ENDED  SIX MONTHS ENDED
MARCH 31, MARCH 31,

2001 2000 2001 2000

(IN THOUSANDS)  (IN THOUSANDS)

Net income (I0SS)......c..ccoveeviveeineens $(8,742) $4,146 $(17,672) $8,389
Unrealized gain (loss) on investments.......... 564 31 (186) 87
Foreign currency translation adjustment........ (48) (6) (162) ©)
Comprehensive income (l0SS).................... $(8,226) $4,171 $(18,020) $8,469

NET INCOME (LOSS) PER SHARE

Basic net income (loss) per share is computed \adidg net income

(loss) by the weighted average number of commoreshautstanding during the period. Diluted net meger share is computed by dividing
net income by the weighted average number of comemdndilutive common stock equivalent shares ontsigy during the period. The
Company excluded the impact of dilutive common lsguivalent shares from the calculation of diluted loss per share as the inclusion of
such elements would be antidilutive.

The following table sets forth the computation asiz and diluted net income (loss) per share fitlihee and six months ended March 31,
2001 and 2000 (in thousands, except per share data)

TH REE MONTH ENDED SIX MONTH ENDED
MARCH 31, MARCH 31,
2 001 2000 2001 2000
NUMERATOR:
Net income (I0SS) .......ccovvevvennne. $( 8,742) $ 4,146 $(17,672) $ 8,389
DENOMINATOR:
Weighted average shares outstanding - basic 2 1,917 21,198 21,796 20,811
Dilutive effect of common shares from stock
(o] 01 [o] 4 13 - 1,896 - 2,034
Dilutive effect of common shares from
Warrants ......cooeeeeeeeveevevevnnnnnnn. -- 11 -- 247

Weighted average shares outstanding -

diluted ... 2 1,917 23,105 21,796 23,092
Basic net income (loss) per share ........... $ (0.40) $ 020 $ (0.81) $ 0.40
Diluted net income (loss) per share ......... $ (0.40) $ 0.18 $ (0.81) $ 0.36

RESTRUCTURING CHARGE

During the first fiscal quarter of 2001, F5 recatderestructuring charge of $1.1 million in conf@tivith management's decision to bring
operating expenses in line with the business rexgmowth model. As a result of changes in the lmssnmevenue growth model, the Comp
terminated 96 employees throughout all divisionthefCompany. In January 2001, all identified eryipés had been terminated. During the
quarter ended March 31, 2001, the Company reveéi8e@00 of the original accrual due to a revisibprevious estimates. As of March 31,
2001, substantially all of the restructuring chaagerued during the first fiscal quarter of 200% baen paid.
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RECENT 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 cureanhings or other comprehensive income, dependinghether a derivative is designated as
part of a hedge transaction and, if it is, the tgphedge transaction. In July 1999, the FASB idsBEAS No. 137, "Accounting for Derivati
Instruments and Hedging Activities Deferral of thigective Date of FASB Statement No. 133." SFAS M7 deferred the effective date of
SFAS No. 133 until fiscal years beginning aftereld®, 2000. The Company does not use derivativeuiments, therefore the adoption of -
statement will not have any effect on the Comparggsits of operations or its financial position.

In December 1999, SEC Staff Accounting Bulletin 61 ("SAB 101"), "Revenue Recognition in FinanSghtements," 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 ®tar ended September 30, 2001. The Company irepkeich SAB 101 in the first quarter
of the fiscal year 2001 and there was no mateamighkict on the Company's financial statements.

ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS.

The following Management's Discussion and Analgéiginancial Condition and Results of Operationsusti be read in conjunction with @
Financial Statements and Notes. Our discussioragmforward-looking statements based upon cueepéctations. These forward-looking
statements include, but are not limited to, statémabout our plans, objectives, expectations at@hiions and other statements that are not
historical facts. Because these forward-lookingesteents involve risks and uncertainties, our aatesdilts and the timing of certain events
could differ materially from those anticipated irese forward-looking statements as a result ohirtefactors, including those set forth under
"Risk Factors" and "Business" in the Company's Fb@iK for the fiscal year ended September 30, 2866,elsewhere in this report.

OVERVIEW

F5 Networks, Inc. ("F5") is a leading provider nfégrated Internet traffic and content managemantisns designed to improve the
availability and performance of Internet-based senand applications. Our products monitor and metacal and geographically dispersed
servers and intelligently direct traffic to thesarbest able to handle a user's request. Our momi@nagement products enable network
managers to increase access to content by cap@mghgtoring it at points between production seraed end-users and ensure that newly
published or updated files and applications aréa&ied uniformly across all target servers. Whembined with our network management
tools, these products help organizations optintieé hetwork server availability and performance anst-effectively manage their Internet
infrastructure.

Currently, we derive approximately 57% of our r@tenues from sales of BIG-IP, and we expect tovdezisignificant portion of our net
revenues from sales of BI{&-in the future. For the three months ended M&&;i2001, no individual customer represented niwaia 1L0% o
our total revenues.

Net revenues derived from customers located outsitlee United States were $9.0 million and $4.4iomi for the three months ended Mau
31, 2001 and 2000, respectively. We plan to coetiexpanding our international operations, primarilthe European and the Asia Pacific
markets, because we believe international markgiesent significant growth opportunity.

Customers who purchase our products have the ofaticeteive installation services and an initiadtomer support contract, typically
covering a 12-month period. We generally combirestiftware license, installation, and customer sttpglements of our products into a
package with a single price. We allocate a pontibtihe sales price to each element of the bundéettgge based on their respective fair
values as determined when the individual elemenatsald separately. Customers may also purchasultioy services and renew their ini
customer support contract.



Revenues from the sale of our products and softii@eses are recognized, net of allowances fomastd returns, when the product has
been shipped and the reseller or end user is dbtiga pay for the product. Estimated sales retaradased on historical experience by
product and are recorded at the time revenuesaognized. Services revenue for installation isgezed when the product has been
installed at the customer's site. Revenues folooust support are recognized on a straight-lineshagér the service contract term. Consulting
services are customarily billed at fixed ratessput-of-pocket expenses, and revenues from camgsérvices are recognized when
completed.

Our ordinary payment terms to our domestic custsraez net 30 days, but we have extended paymems teeyond net 30 days to some
customers. For these arrangements, revenue isnigedgatably over the terms of the arrangement.d@dinary payment terms to our
international customers are net 60 days.

In view of the rapidly changing nature of our b&sis, our limited operating history and the curesr@nomic conditions, we believe that
period-to-period comparisons of net revenues ardating results are not necessarily meaningfulsmdild not be relied upon as indicators
of future performance. To achieve profitability wél need to increase our net revenues and manpgetng expenses.

We have recorded a total of $8.3 million of stoocknpensation costs since our inception through Madgt2001. These charges represent the
difference between the exercise price and the dédaievalue of certain stock options granted to @mployees and outside directors. These
options generally vest ratably over a four-yeaiquerWe are amortizing these costs using an aateldimethod as prescribed by FASB
interpretation No. 28 ("FIN No. 28") and have ratamt stock compensation charges of $2.1 millior; $&llion and $420,000 for the years
ended September 30, 2000, 1999 and 1998, respgdive $1.6 million and $470,000 for the three nisrénded March 31, 2001 and 2000.

We expect to recognize amortization expense retateiearned compensation of approximately $2.8anjl$400,000, $60,000 and $0
during the years ended September 30, 2001, 2003, &0d 2004, respectively. We cannot guaranteegbhenythat we will not accrue
additional stock compensation costs in the futuréhat our current estimate of these costs wilvpraccurate.
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RESULTS OF OPERATIONS

STATEMENT OF OPERATIONS DATA:
Net revenues:

THREE MONTHS ENDED

The following table sets forth financial data gseacentage of total net revenues for the periodisated.

SIX MONTHS ENDED

MARCH 31,

MARCH 31,

2001

2000

(UNAUDITED)

2001 2000

(UNAUDITED)

Products .......cccceeeiniiiiiiiiieeee 73.0% 78.5% 72.4%  81.4%
Services 27.0 215 27.6 18.6
Total net revenues .................. 100.0 100.0 100.0 100.0
Cost of net revenues:
Products .......ccccccevvnnveiiiiiieeene 28.6 21.4 30.6 22.6
SEIVICES .evvviiiiiieeiiee e 12.0 7.6 13.2 6.7
Provision for excess inventory............... 18.1 - 9.4 -
Total cost of net revenues .......... 58.7 29.0 53.2 29.3
Gross margin ......c..occeeeeeeeunes 41.3 71.0 46.8 70.7
Operating expenses:
Sales and marketing .........ccccceeeeenne 47.6 35.8 51.0 33.2
Research and development .................... 17.2 11.7 185 11.7
General and administrative .................. 15.7 7.4 17.4 7.5
Restructuring charges............coeeeeee (.4) -- 1.9 --
Amortization of unearned compensation ....... 5.9 2.0 4.2 2.3
Total operating expenses ............ 86.0 56.9 93.0 54.7
Income (loss) from operations .................. (44.7) 14.1 (46.2) 16.0
Other income, net ................... . 1.6 3.5 0.1 3.6
Interest income (expense), net.................. 25 - 2.6 -
Income (loss) before income taxes............... (40.6) 17.6 (43.2) 19.6
Income tax provision..........cccceeeeeveeinne (8.4) -- (9.1) --
Net income (I0SS) ......ccvveeeriiiiieeeininns (32.2)% 17.6% 34.1%  19.6%

NET REVENUES:

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

Product revenues. Product revenues increased By #6om $18.5 million for the three months ended &heB1, 2000 to $19.8 million for the
three months ended March 31, 2001. Product revenaesased 7.7% from $34.8 million for the six mfunended March 31, 2000 to $37.5
million for the six months ended March 31, 2001eTicrease in product revenues were due primarigntincrease in the quantity of our
products sold through our international indiredesahannels. This increase also reflects the iaddif new customers, as well as repeat sales
to existing customers.

Service revenues. Service revenues increased Byo4lBom $5.1 million for the three months ended &haB1, 2000 to $7.3 million for the
three months ended March 31, 2001. Service revanae=ased 79.6% from $8.0 million for the six menended March 31, 2000 to $14.3
million for the six months ended March 31, 2001eTicrease was due primarily to an increase inrtstalled base of our products and the
renewal of service and support contracts.
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International revenues represented 32.6% and 180f8%t revenues for the three months ended Mat¢c2@01 and 2000, respectively.
International revenues represented 31.7% and 1f®b%e six months ended March 31, 2001 and 2008 eWpect international sales will
continue to represent a significant portion of m@enues, although we cannot assure you that atterral sales as a percentage of net
revenues will remain at current levels.

We anticipate our average selling prices to deerpaisnarily as a result of a shift in our channét end, to a lesser extent, increased
competition. This decrease may have a negativedtrgraour gross margin. In order to maintain owrsgrmargin, we must continually
manage our cost of revenues to offset the decinase average sales price.

COST OF NET REVENUES:

Cost of net revenues consists primarily of out-sedrhardware components and manufacturing, fedhifdrparty software products
integrated into our products, service and suppenggnnel, an allocation of our facilities and detgon expenses.

Cost of product revenues. Cost of product revemereased by 53.4%, from $5.0 million for the threenths ended March 31, 2000 to $7.8
million for the three months ended March 31, 200d imcreased as a percentage of product revenumasXr.3% to 39.2% for the same
periods. Cost of product revenues increased by63@m $9.7 million for the six months ended MaB&% 2000 to $15.8 million for the six
months ended March 31, 2001 and increased as ampage of product revenues from 27.8% to 42.2%h®isame periods. The increases
percentage of product revenues was due to compenbancements of our products and a decrease awvetage selling price as a result of a
change in our channel mix.

Due to changes in current market conditions, arelision of our sales forecast, a review was mddeipinventory needs and an assessment
of our future purchase commitments as of March2BD,1. As a result, we determined a provision faess inventory and future purchase
commitments would be recorded. The provision faress inventory was charged to cost of revenudimmount of $3.8 million as of Mai

31, 2001, which consisted of a $3.0 million invegtealuation allowance and $800,000 of future pasghcommitments. An additional $1.1
million was included in the provision for excesséntory in the statement of operations. The chagssociated with changes in the
configuration of our EDGE-FX Cache product, whiciil immcrease the functionality of the product. Teeosts are associated with updating
both existing inventory and product previously smid¢ustomers, as well as costs to fulfill existmgchase commitments, have been included
in cost of revenues at March 31, 2001.

Cost of service revenues. Cost of service reveimeesased by 80.7%, from $1.8 million for the threenths ended March 31, 2000 to $3.2
million for the three months ended March 31, 200d icreased as a percentage of service reveraas3#.3% to 44.4% for the same
periods. Cost of service revenues increased by3¥3&om $2.9 million for the six months ended MaBd 2000 to 6.8 million for the six
months ended March 31, 2001 and increased as arpage of service revenues from 35.8% to 47.7%himsame periods. The increases as a
percentage of cost of service revenues was duetedsed personnel costs related to hiring. Theopael associated with cost of service
revenues increased from 43 as of March 31, 2006 s of March 31, 2001.

Sales and marketing. Our sales and marketing egparmisist primarily of salaries, commissions atated benefits of 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 experseased by 52.3%, from $8.5 million for the threonths ended March 31, 2000 to
$12.9 million for the three months ended MarchZ1)1. Sales and marketing expenses increased byr8G¥$14.2 million for the six
months ended March 31, 2000 to $26.4 million fer $ix months ended March 31, 2001. These incre@sesdue to an increase in sales and
marketing and professional services personnel ft@thto 212, increased commissions, and increasezttéging and promotional activities.
We expect to continue increasing the number of c@sioned sales staff in order to grow our revenues.

12



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 andoggnent expenses increased by 68.5%,
from $2.8 million for the three months ended MaBdh 2000 to $4.7 million for the three months enlfdch 31, 2001. Research and
development expenses increased by 92.5% from $#iliomfor the six months ended March 31, 2000 gogbmillion for the six months end
March 31, 2001. These increases were due primtardgy increase in product development personnei 88 to 115. Our future success is
dependent in a large part on the continued enhascienf our current products and our ability to depenew, technologically advanced
products that meet the sophisticated needs ofustomers. We expect research and development eeptmcrease in future periods.

General and administrative. Our general and adinatige expenses consist primarily of salaries gifitand 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 admingr@kpenses increased by 143.2% from $1.8 millwriHe three months ended March 31,
2000 to $4.3 million for the three months ended dia81, 2001. General and administrative expensesased by 178.9% from $3.2 million
for the six months ended March 31, 2000 to $9.0Ganifor the six months ended March 31, 2001. Theseeases were due primarily to an
increase in general and administrative personoet #8 to 67.

Restructuring charge. During the first fiscal qeaxf 2001, F5 recorded a restructuring chargeldf $illion in connection with
management's decision to bring operating expendasei with the business revenue growth model. Assalt of change in the business
revenue growth model, the Company terminated 9@@maps throughout all divisions of the CompanyJamuary 2001, all identified
employees had been terminated. During the quamtigdeMarch 31, 2001, the Company reversed $96,00® @riginal accrual due to a
revision of previous estimates. As of March 31, RGfubstantially all of the restructuring chargeraed during the first fiscal quarter of 20
has been paid.

Stock compensation. We recorded stock compenseliarges of $470,000 for the three months endediMat¢2000 and $1.6 million for t
three months ended March 31, 2001. The increase¢hea®gsult of stock granted below fair market eaioan executive officer. For the six
months ended March 31, 2000 and 2001, stock corafiensvas $1.0 million and $2.2 million, respeclyve

Other income, net. Other income consists primanflgarnings on our cash and cash equivalent bada@tber income, net was $818,000 for
the three months ended March 31, 2000 and $1.iomiibr the three months ended March 31, 2001.ddezease in other income is due to a
decline in our cash and cash equivalent balancé&hwere used for investment in the building of oarporate facilities and our global
business. For the six months ended March 31, 2668@801, other income, net, was $1.6 million and $iillion, respectively.

Income taxes. At March 31, 2001 the Company hadpetating loss carryforwards of approximately $1illion, which begin to expire in
2011. Until June 30, 2000, the Company had provaléd! valuation allowance against deferred taseés Based upon available evidence,
which included a review of historical operatingfpemance, the Company determined that certaineddtdeferred tax assets were more |i
than not realized and therefore reduced the valnailowance related to those deferred tax assets.

An increase from $4.9 million to $10.9 million inet valuation allowance was recorded against therdef tax assets as a result of the
operating losses incurred during the six monthedrdarch 31, 2001.

LIQUIDITY AND CAPITAL RESOURCES

Cash and cash equivalents, short-term investmantkstestricted cash decreased from $53.0 milliddeatember 30, 2000 to $30.3 million at
March 31, 2001, a decrease of $22.7 million. Tieisrdase is primarily due to increases in invenémy working capital requirements
necessary to fund our operations. Inventory leielseased 69% from September 30, 2000 to Marcl2@d1. Inventory management remains
an area of focus as we balance the need to masttaitegic inventory levels to ensure competiteadl times. Any such increases in inven
can be expected to reduce cash and cash equivaedtshort-term investments.
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Cash used in investing activities was $7.3 millionthe six months ended March 31, 2001, and $3lkbmfor the six months ended March
31, 2000. The increase in investing activities wasnarily the result of capital expenditures asater with the completion of the new
corporate facilities.

As of March 31, 2001, our principal commitments sisted of obligations outstanding under operatiagés. In April 2000, we entered into a
lease agreement on two buildings for a new corpdratidquarters. The lease commenced in July 20@gedirst building; and the lease on
the second building commenced in October 2000.1&&se for both buildings expires in 2012 with atiapfor renewal. In April 2001, we
signed an agreement to sublease the second builtiegsublease will substantially cover our monttdgts as the primary tenant. The
company established a restricted escrow accouwtrinection with this lease agreement. Under tha tdrthe lease, a $6 million irrevocable
standby letter of credit is required through Novem®012, unless the lease is terminated before ffteéa amount has been included on the
Company's balance sheet as of March 31, 2001 asypanent of restricted cash. In the future we nisg eequire a larger inventory of
products in order to provide better availabilityciesstomers and achieve purchasing efficiencies. Aroh increase can be expected to reduce
cash, cash equivalents and short-term investm@fgsexpect that our existing cash balances andfoaishoperations will be sufficient to
meet our anticipated working capital and capitgdemditures for the foreseeable future.

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 ourestment 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, commépager and money market funds, which
are exempt from size limitation. The policy limiéB shortterm investments to mature in two years or lest) thie average maturity being ¢
year or less. These securities are subject toasiteate risk and will decrease in value if interates increast

MATURING IN
MARCH 31, 2001: THREE MONTHS T HREE MONTHS GREATER THAN

OR LESS TO ONE YEAR ONE YEAR TOTAL FAIR VALUE

(IN THOUSANDS)
Included in cash and cash
equivalents..................... $1,728 - - $ 1,728 $ 1,728
Weighted average interest rate 6.04% - - - -
Included in short-term
investments..................... - $24,006 - $ 24,006 $ 24,006
Weighted average interest
ratesS....uceeeeieeeeeeiieeiinns -- 5.96%

Foreign Currency Risk. The majority of our saled arpenses are denominated in U.S. dollars andesili, we have not experienced
significant foreign exchange gains and losses te. d@hile we have conducted some transactionsrgigo currencies during the fiscal year
ended September 30, 2000 and the six months endechM31, 2001 and expect to continue to do so,aveod anticipate that foreign
exchange gains and losses will be significant. \Aleemot engaged in foreign currency hedging to, deteever we may do so in the future.
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PART Il
ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

The Company held its Annual Meeting of Shareholderg\pril 20, 2001 to elect two class |l directarsd amend the Company's 1998 Equity
Incentive Plan to increase the number of sharesids by an additional 2,000,000 shares. At theuahiVeeting, the following nominees
were elected as follows:

VOTE S
FOR AGAINST
John McAdam 18,037,258 177,821
Alan J. Higginson 18,036,658 178,421

The shareholders voted in favor of amending the @omw's 1998 Equity Incentive Plan to increase tivalver of shares issuable by an
additional 2,000,000 shares, with voting as follo&;$95,764 for, 1,242,679 against, and 45,134aafst

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K

(a) Exhibits:

None

(b) Reports on Form 8-K:

No reports on Form-K were filed by the Company during the period ehtitarch 31, 2001.
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Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has duly causiedeport to be signed on its behalf by
undersigned, thereunto duly authorized on this tlaghof May, 2001.

F5 Networks, Inc.
(Registrant)

By /s/ Robert J. Chanberlain

Robert J. Chanberlain
Chi ef Financial Oficer

(Duly Authorized Officer and Principal FinancialcdaAccounting Officer)
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