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PART | — FINANCIAL INFORMATION
Item 1. Financial Statement
F5 NETWORKS, INC.

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

Three months ended
December 31,

2001 2000
Net revenues
Products $20,65¢ $17,73¢
Services 6,367 7,00(
Total net revenue 27,02t 24,73
Cost of net revenue
Products 5,96: 8,08¢
Services 2,69¢ 3,58¢
Total cost of net revenur 8,651 11,67(
Gross profit 18,36¢ 13,06:
Operating expense
Sales and marketir 12,44( 13,45
Research and developmt 4,13 4,84¢
General and administratiy 4,04 4,68¢
Restructuring charg — 1,071
Amortization of unearned compensat 13z 57€
Total operating expens 20,75t 24,63(
Loss from operation (2,38%) (11,567
Other income, ne 50¢& 19¢
Loss before income tax (1,882) (11,36¢)
Provision (benefit) for income tax 18¢ (2,437
Net loss $(2,07)  $ (8,93)
| |
Net loss per sha— basic and dilute $ (0.08 $ (0.4)
| I
Weighted average shar— basic and dilute: 24,88: 21,67
| |

The accompanying notes are an integral art of thbesdensed consolidated financial statements.
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F5 NETWORKS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(unaudited, in thousands except share data)

December 31, September 30,
2001 2001
ASSETS
Current asset:
Cash and cash equivalel $ 13,68( $ 18,32
Investment: 58,74( 51,46:
Accounts receivable, net of allowances of $6,380 $6,245 20,54¢ 22,62¢
Inventories 2,83( 2,602
Other current asse 5,08( 6,88t
Total current asse 100,87¢ 101,89¢
Restricted cas 6,00( 6,00(
Investment: 1,30z —
Property and equipment, r 14,87¢ 15,49¢
Other assets, n 1,36¢ 1,26¢
Total asset $124,42. $124,66:
| |
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:
Accounts payabl $ 3,60i $ 4,46(
Accrued liabilities 12,06¢ 11,51%
Deferred revenu 11,84( 11,03:
Total current liabilities 27,51 27,00¢
Long-term liabilities 1,24t 1,167
Commitments and contingencis
Shareholder equity:
Preferred stock, no par value; 10,000,000 shardé®azred, no shares outstand — —
Common stock, no par value; 100,000,000 share®darndinl 24,969,000 and 24,764,000 shares
issued and outstandi 124,64 123,39:
Accumulated other comprehensive inca 43¢ 573
Unearned compensatit (403) (53€)
Accumulated defici (29,017 (26,947)
Total shareholde’ equity 95,66¢ 96,48¢
Total liabilities and sharehold¢ equity $124,42. $124,66:
| |

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

CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS
(unaudited, in thousands)

Three months ended
December 31,

2001 2000
Cash flows from operating activities:
Net loss $ (2,07)) $ (8,93)
Adjustments to reconcile net loss to net cash piedviby (used in) operating activitie
Restructuring charge — 1,071
Provisions for asset write dow 27¢ 17¢
Provisions for inventory write dowr 43 —
Amortization of unearned compensat 13z 57€
Provision for doubtful accounts and sales ret 2,00¢ 5,61¢
Depreciation and amortizatic 1,43t 1,087
Deferred income taxe — (2,230
Changes in operating assets and liabilit
Accounts receivabl 40 4,267
Other Receivable — (2,38¢)
Inventories (180) (11,400
Other asset 1,68( (2,087
Accounts payable and accrued liabilit (717) 2,857
Deferred revenu 782 (1,285
Net cash provided by (used in) operating activi 3,34¢ (11,669
Cash flows from investing activities:
Purchase of investmer (30,037 (9,85¢€)
Sales of investmet 21,50¢ 15,27
Purchases of property and equipm (657) (5,827
Net cash used in investing activiti (9,18¢) (407)
Cash flows from financing activities:
Proceeds from the exercise of stock options andants 1,251 97€
Repurchase of common sta — (1,089
Net cash provided by (used in) financing activi 1,251 (10€)
Net increase (decrease) in cash and cash equis (4,590 (12,177
Effect of exchange rate changes on cash and cabrasnts (51) (59)
Cash and cash equivalents, at beginning of pe 18,32 24,66
Cash and cash equivalents, at end of pe $ 13,68( $12,43:
I I

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

1. The Company and Basis of Presentation:

F5 Networks provides integrated products and sesvioc manage, control and optimize Internet traffid content. The Company'’s five core
products, the BIG-IP® IP Application Switch & Coolier, 3-DNS® Controller, GLOBAL-SITE™ ControlleEDGE-FX® Cache, and the
SEE-IT™ Network Manager, help manage traffic andtent to servers and network devices in a wayrtteatimizes availability and
throughput. F5’s unique iControl™ Architecture igitates its products and also allows its custoneeistégrate the company’s products with
other third party products. The Company’s solutiaddress many elements required for successfuhkitand Intranet business applications,
including high availability, high performance, ilitigent load balancing, fault tolerance, securiiyeamlined manageability, and global data
management and content control. By enhancing latgraerformance availability and content distribntithe Company’s solutions enable its
customers and partners to maximize the use ofntieerlet in their business.

The condensed consolidated financial statemenisded herein have been prepared by the Companguanut to the rules and regulations of
the Securities and Exchange Commission (“SEC”)rftarim financial statements and are unauditedta@femformation and footnote
disclosures normally included in financial statetsgarepared in accordance with accounting prinsigknerally accepted in the United St
have been condensed or omitted pursuant to sueb anld regulations. However, the Company belighegsthe disclosures are adequate to
make the information presented not misleading. ddralensed consolidated balance sheet as of Sept8M#001 has been derived from
audited consolidated balance sheet as of that fhése unaudited condensed consolidated finartei@sents should be read in conjunction
with the financial statements and the notes thenetaded in the Company’s Annual Report on ForrrKlfor the fiscal year ended
September 30, 2001, filed with the SEC on DeceraBeR001.

The unaudited condensed consolidated financiasimts included herein reflect all adjustmentsjg¢lvinclude only normal, recurring
adjustments) which are, in the opinion of managdmetessary to state fairly the results for therim periods presented. The results of
operations for the interim periods presented atenacessarily indicative of the operating resudtbe expected for any subsequent interim
period or for the full fiscal year ending Septem8ey 2002.

2. Summary of Significant Accounting Policies:
Principles of Consolidation

The consolidated financial statements and acconipgmptes are prepared in accordance with accayptimciples generally accepted in the
United Sates of America. The consolidated finansgialements include the accounts of the Companybunahjority owned subsidiaries.
Significant intercompany accounts and transactian been eliminated in consolidation.

Reclassifications

Certain reclassifications have been made to pear alances to conform to the current year prasent These reclassifications had no
impact on previously reported net loss, sharehslasyuity, or total assets. The Company had presljoreported cash equivalents and
investments on a combined basis, as they are yeamtivertible to cash without penalty and subjednsignificant risk of change in value.
The Company has presented investments separatbiyn wurrent assets and long-term assets basedmpturities and managements’ intent
with regard to those securities.
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Use of Estimates

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

Estimates that are particularly susceptible to gkeann the near term are the adequacy of allowancssles returns and bad debt, inventory
obsolescence, warranty costs, useful lives of asset deferred taxes.

Revenue Recognition

The Company recognizes revenue in accordance kgtiyuidance provided under Statement of FinanaabAnting Standards

(SFAS) No. 48, “Revenue Recognition When Right eftRn Exists,” SEC Staff Accounting Bulleting (SARD. 101, “Revenue Recognition
in Financial Statements,” Statement of PositiorJP3) No. 97-2, “Software Revenue Recognition,” &@P No. 98-9 “Modification of SOP
No. 97%-2, Software Revenue Recognition, with Respectdddn Transactions.”

The Company sells products through resellers, malggquipment manufacturers and other channel grartas well as directly to end users,
under similar terms. Typically a software licensatdware, installation and customer support elesnarg combined into a package with a
single “bundled” price. A portion of the sales pris allocated to each element of the bundled gpeckased on their respective fair values
when the individual elements are sold separatetyeRues from the license of software, net of awalhce for estimated returns, are
recognized when the product has been shipped ancli8tomer is obligated to pay for the product. WMitights of return are present and the
Company cannot estimate returns, the Company réoegyrevenue when such rights lapse. Installagenue is recognized when the
product has been installed at the customer’'sRiegenues for customer support are recognized traiglgline basis over the service conti
term. Estimated sales returns are based on higtexperience by product and specific identificatamd are recorded at the time revenues are
recognized.

Cash Equivalents and Investments

Cash equivalents and short term investenarg highly liquid investments, consisting of istreents in money market funds and short-
term investments, which are readily convertibleash without penalty and subject to insignificask of changes in value. The Company’s
cash equivalents and investments balance consiste éollowing (in thousands):

December 31, September 30,
2001 2001

(in thousands)

Cash and cash equivalel $13,68( $18,32:
Shor-term investment 58,74( 51,46:
Long-term investment 1,302 —
$73,72: $69,78:

| |

Concentration of Credit Risk
The Company places its temporary cashsimvents with five major financial institutions.
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F5 NETWORKS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

The Company’s customers are from diverse indusatesgeographic locations. The majority of net neages from international customers are
denominated in U.S. dollars. These internationatneies were approximately $8.5 million for the éhneonths ended December 31, 2001,
$7.6 million for the three months ended DecembeRBDO0. For the three months ended December 31, 200 2000, one customer
accounted for 8% and 11% of net revenues, resgdgti@ne customer accounted for 9% and 5% of thag2my’s accounts receivable
balance at December 31, 2001 and 2000, respectively

Inventories

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

Inventories are comprised of the following:

December 31 September 3C
2001 2001

(in thousands)

Finished good $ 3,02¢ $ 3,28¢
Raw material: 1,25¢ 1,347

Less: Provision for excess of inventc (1,452 (2,029

$ 2,83 $ 2,607

The Company established an estimated reserve teisexnventory based upon the Company’s forecastled projections. Adjustments to
this reserve are reflected as a component of ¢astles.

Investment

In December of 2001, the Company purchased, frainiré party, approximately 16 million shares of aoon stock of Artel Solutions Group
Holdings Limited (“Artel”), which represents an apgimate 1% ownership percentage. Artel is ondnef@Gompany’s primary partners in the
Asia Pacific Region. The Company paid approxima$dlyd million for the shares, which representectiies fair value of Artel’'s common
stock as traded on the Hong Kong Stock Exchange Gdmpany intends to hold the investment for aggein excess of one year. The
investment will be considered “Available for Saaid is included in the investments in the balahees Subsequent changes in the fair v
of the common stock will be reflected as a compboorécomprehensive income on the balance sheet.

Comprehensive Loss

The following table sets forth a reconciliationrat loss to comprehensive loss, net of tax:

Three months ended
December 31,

2001 2000

(in thousands)

Net loss $ (2,07)) $(8,93))
Unrealized gain on investmer 51 75C
Foreign currency translation adjustm (189 114
Comprehensive los $ (2,209 $(8,067)

I |
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F5 NETWORKS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

Net Loss Per Share

Basic net loss per share is computed by dividiegnt loss by the weighted average number of conshares outstanding during the period.
Diluted net loss per share is computed by dividiegloss by the weighted average number of commdrddutive common stock equivalent
shares outstanding during the period. The Compaalyées the impact of dilutive common stock equewalshares from the calculation of
diluted net loss per share when the inclusion ohslements would be anti-dilutive.

The follow sets forth the computation of basic dildted net loss per share for the three monthe@mcember 31, 2001 and 2000:

Three months ended
December 31,

2001 2000

(in thousands, except per share data)
Numerator:

Net loss $  (2,07) $ (8,93)

Denominator:
Weighted average shares outstan— basic 24,88:
Dilutive effect of common shares from stock optir
Dilutive effect of common shares from warra

)
H
o
N

‘I
N
|_\
G"
N0

Weighted average shares outstan— diluted 24,88:

Basic and diluted net loss per shar $ (0.09) $ (0.4))

-

N
00}
r

=
N h
w
~

Antidilutive securities not included in net loss peshare calculation

N

Recent Accounting Pronouncements

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

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

9
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F5 NETWORKS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S
(unaudited)

In July 2001, the FASB issued SFAS No. 143, “Acammfor Asset Retirement Obligations.” FASB 143leekses financial accounting and
reporting for obligations associated with the egtient of tangible long-lived assets and the aswmtisset retirement costs. It applies to legal
obligations associated with the retirement of Idimge assets that result from the acquisition, taasion, development, and (or) the normal
operation of a long-lived asset, except for certdiligations of lessees. The provisions of FAS WlBbe effective for fiscal years beginning
after June 15, 2002, however early applicatioreisnitted. We do not believe the standard will hawgnificant impact on our financial
statements.

In August 2001, the FASB issued SFAS No. 144 “Actimg for the Impairment or Disposal of Long-LivAdsets. "This Statement addres:
financial accounting and reporting for the impainmner disposal of long-lived assets. This Statensepersedes FASB Statement No. 121,
Accounting for the Impairment of Long-Lived Assatsd for Long-Lived Assets to Be Disposed Of, aredahcounting and reporting
provisions of APB Opinion No. 30, Reporting the Resof Operations — Reporting the Effects of Disploof a Segment of a Business, and
Extraordinary, Unusual and Infrequently OccurringeBts and Transactions, for the disposal of a sagofea business. The provisions of
FAS 144 will be effective for fiscal years begingiafter December 15, 2001. We are currently evialgdhe implications of adoption of the
standard and anticipates adopting its provisiorfss@al year 2002.

Iltem 2.  Managemen’'s Discussion and Analysis of Financial Condition drkResults of Operation

The following Management’s Discussion and Analgsiinancial Condition and Results of Operationsusld be read in conjunction with
our consolidated financial statements and notesetioecontained in the Company’s annual report om+d.0K filed with the Securities and
Exchange Commission on December 28, 2001. Our ghigmu contains forwarlooking statements, within the meaning of the &&v
Securities Litigation Reform Act of 1995, basedruparrent expectations. These forward-looking stegsts include, but are not limited to,
statements about our plans, objectives, expectéma intentions and other statements that arenisborical facts. Because these forward-
looking statements involve risks and uncertainties,actual results and the timing of certain eweruld differ materially from those
anticipated in these forward-looking statementaassult of certain factors, including those setlfainder “Risk Factors” and “Businessin
the Company’s Form 10-K for the fiscal year endegt&mber 30, 2001, and elsewhere in this report.

Overview

F5 Networks, Inc. (“F5”) is a leading provider otégrated Internet traffic and content managemantisns designed to improve the
availability and performance of Internet-based eeand applications. Our Internet traffic produntmitor and manage local and
geographically dispersed servers and intelligeditigct traffic to the server best able to handiser’s request. Our content management
products enable network managers to increase atesstent by capturing and storing it at poirgsA®en production servers and end-users
and ensure that newly published or updated filesagplications are replicated uniformly acrossaijjet servers. When combined with our
network management tools, these products help @a@ms optimize their network server availabilityd performance and cost-effectively
manage their Internet infrastructure.

Currently, we derive approximately 65% of our r@tenues from sales of the BIG-IP product line, @madcexpect to derive a significant
portion of our net revenues from sales of the BR3toduct line in the future. For the three momthded December 31, 2001, no individual
customer represented more than 10% of our toteimess.

Net revenues derived from customers located outsitlee United States were $8.5 million and $7.6iom for the three months end:
December 31, 2001 and 2000, respectively. We plaomtinue to make significant investments in oielinational operations, particularly in
the European and the Asia Pacific markets. Int@nalkrevenues are expected to continue to repressignificant portion of our net
revenues, although we cannot be assured that theseues as a percentage of net revenues will neadneir current levels.
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Customers who purchase our products have the ofatimteive installation services and an initiadtomer support contract, typically
covering a 12nonth period. We generally combine the softwarense, appliance, installation, and customer supglenents of our produc
into a package with a single price. We allocatewign of the sales price to each element of thedled package based on their respective fair
values as determined when the individual elemertsald separately. Customers may also purchaseiltiog services, training and renew
their initial customer support contract.

Revenues from the sale of our appliances and sadtlicenses are generally recognized when the ptdtas been shipped and the reseller or
end user is obligated to pay for the product. Wigints of return are present and we cannot estinedtens, we recognize revenue when such
rights lapse. Estimated sales returns are basédstorical experience by product and specific idaaition are recorded at the time revenues
are recognized. Revenue for installation servisesé¢ognized when the product has been installdteatustomer’s site. Revenues for
customer support are recognized on a strdightbasis over the service contract term. Consyiisiervices are customarily billed at fixed ra
plus out-of-pocket expenses, and revenues are memmhwhen the consulting has been completed. ifiggirevenue is recognized when the
training has been completed.

Our ordinary payment terms to our domestic custsraez net 30 days. Our ordinary payment terms ténbernational customers are net
60 days. We have offered extended payment termsnioegrdinary terms to some customers. For thesmgements, revenue is recognized
over the term of the arrangement.

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 meaningfulsdmodild not be relied upon as indicators
of future performance. To achieve profitability wél need to increase our net revenues and manpgeting expenses.

We have recorded a total of $8.3 million of stocknpensation costs since our inception through Deeei®1, 2001. These charges represent
the difference between the exercise price and ¢éeenéd fair value of certain stock options grantedur employees and outside directors.
These options generally vest ratably over a fgrar period. We are amortizing these costs usirgraalerated method as prescribed by F
interpretation No. 28 (“FIN No. 28”) and have reded stock compensation charges of $2.6 millionl $2llion, and $2.5 million for the

years ended September 30, 2001, 2000, and 19¢@ctesely and $133,000 and $576,000 for the threaths ended December 31, 2001
2000 respectively.

We expect to recognize amortization expense retatediearned compensation of approximately $443,$88,000 and $10,000 during the
years ended September 30, 2002, 2003, and 20@éctesly. We cannot guarantee, however, that Wenat accrue additional stoc
compensation costs in the future.

Results of Operations

Three months ended
December 31

2001 2000
(unaudited)
Statement of Operations Data
Net revenues
Product revenu $ 20,65¢ $ 17,73:
Service revenu 6,367 7,00(
Total net revenu $ 27,02t $ 24,73:
Percent of net revenue
Product revenu 76.4% 71.1%
Service revenu 23.¢ 28.¢
| |
Total net revenu 100.(% 100.(%

11
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Net revenue. Net revenues consist of sales of our productgwinclude software licenses, appliances, andsesyService revenues
include revenue from installation, service and suppgreements provided as part of the initial paicsale, sales of extended service and
support contracts, consulting services, and trginin

Product revenue. Product revenues increased by 16.5% to $20.7omilor the three months ended December 31, 2@0%h $17.7 million
for the same period in the prior year. The incréaspiarterly product revenues was primarily duaridancrease in the quantity of our prod
sold through our international indirect sales cle@®and an increase in OEM revenue. This increlasereflects the addition of new
customers, as well as, repeat sales to existinpmess.

Service revenuesService revenues decreased by 9.0% to $6.4 miiinthe three months ended December 31, 2001 .6 million for the
three months ended December 31, 2000. This decnasssa result of a reduction in maintenance revelugeto a larger percentage of our
international resellers handling service and itetiah on our behalf.

International net revenues totaled $8.5 milliontfur three months ended December 31, 2001 anch$bidn for the three months ended
December 31, 2000. We expect international sal#sertinue to represent a significant portion ef revenues, although we cannot assure
you that international sales as a percentage aewrenues will remain at current leve

In the future, our average selling prices may desgeas we leverage our channel model with a grpateentage of sales going through
resellers and distributors and, to a lesser extlergt to increased competition. This decrease meg hanegative impact on our gross margin.

Gross Margin:

Three months ended
December 31

2001 2000
(unaudited)
Cost of net revenue
Products $ 5,96: $ 8,08¢
Services 2,69 3,58¢
Total cost of net revenu 8,651 11,67(
Product gross marg $ 14,69¢ $ 9,64
Services gross marg $ 3,67¢ $ 3,41¢
Percentage of net revent
Products 22.(% 32.1%
Services 10.C 14.5
Total cost of net revenu 32.C 47.2
Product gross marg 71.1% 54.%
Services gross marg 57. % 48.8%

Cost of net revenue€ost of net revenues consists primarily of hardvearaponents and outsourced and internal manufagtensts, fees fi
third-party software products integrated into oroducts, service and support personnel and anagitocof our facilities and depreciation
expenses.

Cost of product revenuegost of product revenues decreased by 26.3%.@rlion for the three months ended December28D1 from
$8.1 million for the three months ended Decembe28D0 and decreased as a percentage of net reveEng2.0% from 32.7% for the same
period. This decrease as a percentage of net regsemas due
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primarily to a decline in component costs. Certaiour components are subject to significant pfigetuations based on market supply and
demand. In the future component pricing may inaesgnificantly due to limited supply and may haveegative impact on our gross mar
In addition, manufacturing headcount decrease®tat December 31, 2001 from 23 at December 31,.2000

Cost of service revenue€ost of service revenues decreased by 24.8%.7or#lion for the three months ended December2BD1 from

$3.6 million for the same period in the prior ye@ost of service revenues decreased as a percaftagerevenues to 10.0% from 14.5% for
the same period. This decrease was primarily daed@ecrease in average service and support headooish at December 31, 2001 from 86
at December 31, 2000.

Operating expenses:

Three months ended
December 31,

2001 2000

(unaudited)
Operating expense

Sales and marketir $ 12,44( $ 13,45:
Research and developmt 4,137 4,84¢
General and administratiy 4,04¢ 4,68¢
Restructuring charge — 1,071
Amortization of unearned compensat 13z 57¢€
Total operating expens $ 20,75t $ 24,63(
Percentage of net revent
Sales and marketir 46.(% 54.4%
Research and developmt 15.2 19.€
General and administratiy 15.C 19.C
Restructuring charge — 4.3
Amortization of unearned compensat 0.t 2.3
Total operating expens 76.8% 99.t%

Sales and marketingOur sales and marketing expenses consist priynardalaries, commissions and related benefitsuofsales and
marketing staff, costs of our marketing programsluding public relations, advertising and tradevet and an allocation of our facilities and
depreciation expenses. Sales and marketing expdasesased by 7.5% to $12.4 million for the thremths ended December 31, 2001 from
$13.5 million for the same period in the prior yelis decrease was due primarily to a decreasggmational marketing and promotions

due to a decline in marketing co-op and trade shotwities. We have also implemented cost contreasures in travel, advertising,
marketing, and allocated facilities expenses, dsasether discretionary spending areas. In agltlisiales and marketing headcount decrease
to 211 at December 31, 2001 from 258 at Decembe2@10.

Research and developme¢ Our research and development expenses consistnilsi of salaries and related benefits for ourduet
development personnel and an allocation of outifiesi and depreciation expenses. Research andogernent expenses decreased by 14.6%
to $4.1 million for the three months ended Decen®iger2001 from $4.8 million for the three monthsleth December 31, 2000. This decre
was due primarily to a reduction in hiring and thiated costs, and a decrease in the use of ctmsaturing the three months ended
December 31, 2001 as compared to December 31, @00Guture success is dependent in a large patte@nontinued enhancement of our
current products and our ability to develop newht®logically advanced products that meet the stighted needs of our customers. We
expect research and development expenses to remmadistent as a percentage of net revenue in thedeable future.

General and administrativeOur general and administrative expenses consiabply of salaries, benefits and related costswfexecutive,
finance, information technology, human resourcelagdl personnel, third-party professional serviés, and an allocation of our facilities
and depreciation expenses. General and admini&ratipenses decreased by 13.7% to $4.0 milliothéothree months ended December 31,
2001 from $4.7 million for
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the three months ended December 31, 2000. Thigasemwas due primarily to a decrease in bad deleiher attributable to the
implementation of a policy to evaluate customerstd worthiness prior to extending them credit.

Other Income and Taxes:

Three months ended
December 31,

2001 2000
(unaudited)
Other Income and Taxe
Loss from operation $(2,387) $(11,56%)
Other income, ne 50¢& 19¢
Loss before income tax (1,882 (11,369
Income tax provision (benefi 18¢ (2,437
Net loss $(2,077) $ (8,93))
| L]
Percentage of net revent
Loss from operation (8.9% (46.8%
Other income, ne 1.8 0.8
Loss before income tax (7.0 (46.0)
Income tax provisiol 0.7 (9.9
Net loss (7.1% (36.0)%
| L]

Other income, neBther income, net, consists primarily of interestome, interest expense, and foreign currency exgehgains and losses.
Other income, net was $505,000 for the three moerided December 31, 2001 and $199,000 for the thoeths ended December 31, 2000.
This increase in other income, net, is primarilg do an increase in interest income related tmarease in the average cash equivalents and
investments balance during the period ended Dece®ihe001 as compared to the period ended Decegih@000.

Income taxe. Income tax expense of $189,000 for the three hwoahded December 31, 2001 primarily relates tidarincome taxes
associated with our international operations.

In the fourth quarter of fiscal 2001, the changethe economic environment caused us to re-evathateeed for a full valuation allowance.
Based upon the weight of all of the available pesiand negative evidence, we have recorded adilllation allowance to completely offset
our deferred tax assets.

Liquidity and Capital Resources

Three months ended
December 31,

2001 2000

(unaudited)
Working capital $73,36" $52,72(
Cash and cash equivalel 13,68( 12,43
Cash provided by (used in) operating activi 3,34¢ (11,664
Cash used in investing activiti (9,18¢) (407)
Cash provided by (used in) financing activit 1,251 (10€)

14




Table of Contents

Cash and cash equivalents increased to $13.7 méli@ecember 31, 2001 from $12.4 million at Decen#d, 2000, an increase of

$1.3 million. Cash provided by operating activitieéas $3.3 million for the three months ended Decan3i, 2001 as compared to cash used
in operating activities of $11.7 million for therée months ended December 31, 2000. This increge@marily the result of a reduction in
operating loss and inventory management. Inventaagagement remains an area of focus as we bala@ceed to maintain strategic
inventory levels with the need to ensure competitead times. In the future we may also requirgrger inventory of products in order to
provide better availability to customers and actipurchasing efficiencies. Any such increase caexipected to reduce cash, cash
equivalents and investments.

Cash used in investing activities was $9.2 milfionthe three months ended December 31, 2001 cadpar$407,000 for the same period in
the prior year. The decrease in investing actisiti@s primarily the result of cash investment pasels, including the $1.3 million investment
in Artel during the three months ended DecembefB01. Cash provided by financing activities fae three months ended December 31,

2001 was $1.2 million due to stock option exerceesompared to cash used in financing activitie&l06,000 for the same period last year.

We expect that our existing cash balances andfoaishoperations will be sufficient to meet our afgated working capital and capital
expenditures for the foreseeable future.

As of December 31, 2001, our principal commitmemtssisted of obligations outstanding under opegdtases. In April 2000, we entered
into a lease agreement on two buildings for a nerparate headquarters. The lease commenced ir200 on the first building; and the
lease on the second building commenced in Octdb@®.2The lease for both buildings expires in 201than option for renewal. We
established a restricted escrow account in cororeutith this lease agreement. Under the term ofghse, a $6.0 million irrevocable standby
letter of credit is required through November 201r2ess the lease is terminated before then. Thimuat has been included on our balance
sheet as of December 31, 2001 as a componenttoéted cash. We have surplus office space of apprately 14,000 square feet, which is
subleased until 2003 and approximately 110,000rscfiegt, which is subleased until 2012.

Item 3. Quantitative and Qualitative Disclosure About Mark®&isk

Interest Rate RislWe do not hold derivative financial instrumentoir investment portfolio. The Board of Directorstarized one
transaction to purchase and sell publicly tradedpany options in fiscal 2001. Our cash equivalentssist of high-quality securities, as
specified in our investment policy guidelines. Twdicy limits the amount of credit exposure to ame issue or issuer to a maximum of 20%
of the total portfolio with the exception of treagsecurities, commercial paper and money marked$uwhich are exempt from size
limitation. The policy limits all short-term invesents to mature in two years or less, with the ayematurity being one year or less. These
securities are subject to interest rate risk addarease in interest rates could have an advegsiron earnings for our investment portfolio.
We do not currently hedge against these interéstengposures.

As of December 31, 2001, our cash equivalents raatithin three months and our short-term investsmiemture, on average, within one
year. Therefore, as of December 31, 2001, we kelie® reported amounts of cash equivalents and-term investments to be reasonable
approximations of fair value and the market riskiag from our holdings to be minimal. We maintaimestment portfolio holdings of vario
issuers, types, and maturities, the majority ofolikdre corporate bonds and government securitiesselTsecurities are generally classified as
available for sale and, consequently, are recootietthe balance sheet at fair value with unrealgagds or losses reported as a separate
component of accumulated other comprehensive income
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Maturing in
Three months or Three months ta Greater than
December 31, 2001: less one year one year Total Fair value

(in thousands)

Included in cash and cash equivale $ 1,322 — — $ 1,327 $ 1,32%
Weighted average interest r: 2.425% — — — —
Included in investment — $ 15,05( $ 43,68¢ $ 58,73¢ $ 58,73¢
Weighted average interest ra — 2.45(% 3.35%% — —

The following sensitivity analysis presents hypaita changes of our investment in Artel Soluti@®up Holdings Limited (“Artel”),
classified as “Available for Sale” as of Decembgy 3001. This modeling technique measures the hgtical change in fair values arising
from selected hypothetical changes in the stoatepof Artel. We selected stock price fluctuatiohplos or minus 15%, 35%, and 50% based
on the historical fluctuation of the common stock.

Valuation of Security Give X% Increase Valuation of Security Give X% Decrease
Fair Value at in Securities Price in Securities Price
12/31/2001 (in thousands) (in thousands)
Security (in thousands’ 15% 35% 50% 15% 35% 50%
Artel $ 1,30z $  1,49% $ 1,75¢ $ 1,95 $ 1,107 $ 84€ $ 651

Foreign Currency RiskThe majority of our sales and expenses are dendadina U.S. dollars and as a result, we have np¢genced
significant foreign exchange gains and losses te. d&hile we have conducted some transactionsrgidgo currencies during the fiscal year
ended September 31, 2001 and the three months Emteanber 31, 2001 and expect to continue to davsao not 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.

The Artel investment is considered “Available f@l& and is included in the investments in the bedasheet. Subsequent changes in the fair
value of the common stock will be reflected as mpgonent of comprehensive income in the balancetshkis investment is subject to
foreign currency exchange rate risk.

PART Il — OTHER INFORMATION
ltem 1. Legal Proceeding:

Reference is made to Item 3, Legal Proceedingsiirhanual Report on Form 10-K for the year endegt&aber 30, 2001, filed
December 28, 2001 for descriptions of our legatpealings. We continue to believe that the resaluticthese legal proceedings will not
have a material, adverse effect on us and there b@on no material developments since our 10-idfili

ltem 6.  Exhibits and Reports on Form-K

() Exhibits:
3.1 — Second Amended and Restated Articles of Incorpmraif the Registration(]
3.2 — Amended and Restated Bylaws of the Registral

(1) Incorporated by reference from Registratstatement on Form S-1, File No. 333-75817.
(b) Reports on Form 8-K:
No reports on Form 8-K were filed during tivstfquarter of fiscal 2002.
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Pursuant to the requirements of the Securities &xgh Act of 1934, the Registrant has duly causeddiport to be signed on its behalf by
undersigned, thereunto duly authorized on this tléthof February, 2002.

F5 Networks, Inc.
(Registrant)

By: /s/ Steven Coburn

Steven Coburn
Chief Financial Officer

(Duly Authorized Officer and
Principal Financial and Accounting Office
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