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PART | — FINANCIAL INFORMATION
Item 1. Financial Statements (unaudited)
F5 NETWORKS, INC.

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

Three months ended Six months ended
March 31, March 31,
2003 2002 2003 2002
Net revenue:
Products $20,33¢ $20,78: $39,83¢ $41,44(
Services 7,67¢ 6,31¢ 15,23 12,68t¢
Total 28,017 27,10: 55,07: 54,12¢
Cost of net revenue
Products 4,20: 5,157 8,26( 11,11
Services 2,27¢ 2,68( 4,43¢ 5,37¢
Total 6,47¢ 7,831 12,69¢ 16,48¢
Gross profi 21,53¢ 19,27( 42,37 37,63¢
Operating expense
Sales and marketir 13,06: 11,82 25,82( 24,26
Research and developmt 4,88¢ 4,751 9,281 8,88¢
General and administratiy 2,90( 4,52¢ 6,25( 8,56¢
Amortization of unearned compensat 5 114 71 247
Total 20,85: 21,21 41,42 41,967
Income (loss) from operatiol 7 (1,947) 95t (4,32¢
Other income, ne 31z 273 774 77¢
Income (loss) before income tax 99¢ (1,66¢ 1,72¢ (3,55))
Provision for income taxe 184 101 394 29C
Net income (loss $ 81t $(1,770) $ 1,33 $(3,84))
| | | |
Net income (loss) per sha- basic $ 0.0¢ $ (0.09) $ 0.0t $ (0.15)
| I | I
Weighted average shar- basic 26,16+ 25,20: 26,02: 25,04:
| I | I
Net income (loss) per she- diluted $ 0.0¢ $ (0.07) $ 0.0 $ (0.1%)
| | | |
Weighted average shar- diluted 27,49 25,20: 27,23( 25,04:
| I | I

The accompanying notes are an integral part oktheasolidated financial statements.
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Current assetl
Cash and cash equivalel
Shor-term investment

F5 NETWORKS, INC.

CONSOLIDATED BALANCE SHEETS
(unaudited, in thousands)

ASSETS

Accounts receivable, net of allowances of $4,32Y $ 452

Inventories
Other current asse

Total current asse
Restricted cas
Property and equipment, r
Long-term investment
Other assets, n

Total asset

LIABILITIES AND SHAREHOLDERS ’ EQUITY

Current liabilities
Accounts payabl
Accrued liabilities
Deferred revenu

Total current liabilities
Long-term liabilities

Commitments and contingenci
Shareholder equity

Preferred stock, no par value; 10,000 shares a@m#fthmo shares outstanding Common stock,
par value; 100,000 shares authorized, 26,357 ajf@Shares issued and outstanc

Accumulated other comprehensive inca
Unearned compensatit
Accumulated defici

Total shareholde’ equity

Total liabilities and sharehold¢ equity

The accompanying notes are an integral part oktheasolidated financial statements.
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March 31, September 30,
2003 2002
$ 13,52( $ 20,80:
49,63¢ 59,53:
20,55( 20,40«
49€ 34¢
4,62¢ 4,71
88,83: 105,79¢
6,00( 6,00(
11,071 12,21:
26,92¢ 1,34¢
944 93¢
$133,77- $126,28¢
— —
$ 4,15¢ $ 3,68t
13,38 13,54¢
15,73: 14,05¢
33,27: 31,28¢
1,43¢ 1,31¢
133,25( 128,87t
52 454
(22) (99
(34,217 (35,557
99,06: 93,68t
$133,77- $126,28¢
— —
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F5 NETWORKS, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

Six months ended

Operating activities
Net income (loss
Adjustments to reconcile net income (loss) to rehcprovided by operating
activities:
Provision for asset write dow!
Provision for inventory write dowr
Realized (gain) loss on sale of as
Realized gain on sale of investme
Amortization of unearned compensat
Provision for doubtful accounts and sales reti
Depreciation and amortizatic
Changes in operating assets and liabilit
Accounts receivabl
Inventories
Other asset
Accounts payable and accrued liabilit
Deferred revenu

Net cash provided by operating activit
Investing activities
Purchase of investmer
Sale of investment
Proceeds from sale of property and equipn
Purchase of property and equipm
Net cash (used in) provided by investing activi

Financing activities
Proceeds from the exercise of stock options andants

Net cash provided by financing activiti

Net (decrease) increase in cash and cash equis
Effect of exchange rate changes on cash and cashatnts

Cash and cash equivalents, at beginning of pt

Cash and cash equivalents, at end of pe

The accompanying notes are an integral part oktheasolidated financial statements.
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March 31,

2003 2002
$ 1,33t $ (3,84))
— 551
— (13)

(10) 95

(1) —

71 247

37¢ 3,64¢
2,62¢ 2,82¢
(614) (1,679
(147) 1,67(

4 72¢

282 431
1,64¢ 592
5,57¢ 5,25¢
(84,889 (41,049
69,07: 43,98¢
10 —
(1,309 (1,525
(17,109 1,41F
4,217 3,48¢
4,217 3,48¢
(7,319 10,15¢
37 (77)
20,80! 18,32
$ 13,52( $ 28,40:
—— ——
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F5 NETWORKS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Description of Business

F5 Networks provides integrated products and sesvioc manage, control and optimize Internet trafiar core products, the BIG-IP®
Controller, 3-DNS® Controller, and the BIG-IP Liontroller, help manage traffic to servers and oekvwdevices in a way that maximizes
availability and throughput. Our unique iControl™cAitecture integrates our products and also allowscustomers to integrate them with
other third party products. Our solutions addreasyrelements required for successful Internet atrdrnet business applications, including
high availability, high performance, intelligenld balancing, fault tolerance, security and stregedlmanageability. By enhancing Internet
performance and availability, our solutions enahle customers and partners to maximize the udeeofiternet in their business.

2. Basis of Presentation

In the opinion of management, the unaudited codat#d financial statements reflect all adjustmesdasisting only of normal recurring
adjustments, necessary for their fair presentati@monformity with accounting principles generadlgcepted in the United States of America.
The consolidated balance sheet as of Septemb&08@,has been derived from the audited consolidzdéahce sheet as of that date, but does
not include all disclosures required by generatlyeppted accounting principles for complete finalhstatements. The information included in
this Form 10-Q should be read in conjunction witarfdgement’s Discussion and Analysis of Financialditaon and Results of Operations
and financial statements and notes thereto inclid#éte Company’s Annual Report on Form 10-K fae flscal year ended September 30,
2002.

3. Short-Term and Long-Term Investments

Investments in securities with maturities of ldssnt one year or where management’s intent is tohesgvestments to fund current
operations are classified as short-term investmé&¥iésconsider our securities as available-for-satéch are reported at fair value with the
related unrealized gains and losses included asn@@nent of shareholders’ equity. Realized gaimslasses and declines in value of
securities judged to be other than temporary a@ded in other income (expense). The cost of imrests for purposes of computing
realized and unrealized gains and losses is bas#teaspecific identification method.

Long-term investments consist of securities withuriies of greater than one year and an investimeAttel Solutions Group Holdings
Limited (“Artel.”) All long-term investments are a$sified as available-for-sale and are carriediat/flue, with unrealized gains and losses
reflected as a component of comprehensive incorsecban changes in the fair value of investmenBdonember of 2001, we purchased, fi
a third-party, approximately 16 million shares ofranon stock of Artel, which represents an approi@&b6 ownership percentage. At
March 31, 2003, the cost basis of our investmewtriel was $1.3 million and the fair market valuasa$1.2 million.

4. Inventories

Inventories consist of hardware and related compioparts and are recorded at the lower of costarket (as determined by the first-in, first-
out method). We outsource the manufacturing ofpwarconfigured hardware platforms to a contractufeaeturer who assembles each
product to our specifications. Our agreement withdontract manufacturer allows them to procurepmrent inventory on our behalf based
upon a rolling production forecast. We are contralty obligated to purchase the component invenitogccordance with the forecast, unless
we give natice of order cancellation outside oflegable lead times. For any product inventory by the contract manufacturer beyond
30 days, the contract manufacturer will charge o®athly carrying fee of 1.5% of the inventory’smgang value. We have the option to
purchase inventory held by the contract manufactuegond 30 days to avoid incurring the relatedyiag charges. As of March 31, 2003,
we were committed to purchase approximately $0IBamiof inventory. As protection against componshbrtages and to provide
replacement parts for our service teams, we atsrkdimited supplies of certain key componentsdor products.
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F5 NETWORKS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

5. Comprehensive Income (Loss)

The following reconciles net income (loss) to coatpmsive income (loss) (in thousands):

Three months ended Six months ended
March 31, March 31,

2003 2002 2003 2002
Net income (loss $ 81t $(1,770)  $1,33¢ $(3,847)
Unrealized gain (loss) on investme (102) 14¢& (129 19€
Foreign currency translation adjustm (35€) 13 (280) ()
Comprehensive income (los $ 357 $(1,612) $ 931 $(3,81¢)
| | | |

6. NetIncome (Loss) Per Share

Basic net income (loss) per share has been compuytdiliding the net income (loss) by the weightegrage number of common shares
outstanding during the period. Diluted net incomess) per share is computed by dividing net incdimes) by the weighted average number
of common and dilutive common stock equivalent eearutstanding during the period.

The following sets forth the computation of bagid ailuted net income (loss) per share (in thousaexicept per share data):

Three months ended Six months ended
March 31, March 31,
2003 2002 2003 2002
Numerator
Net income (loss $ 81t $(1,770 $ 1,33t $(3,84))
| I | |
Denominator
Weighted average shar- basic 26,16« 25,20: 26,02: 25,04
Dilutive effect of common shares from stock optir 1,33( — 1,20¢ —
Weighted average shar- diluted 27,49¢ 25,20: 27,23( 25,04
| I | |
Net income (loss) per she- basic $ 0.02 $ (0.09) $ 0.0 $ (0.19
| I | |
Net income (loss) per she- diluted $ 0.02 $ (0.09) $ 0.0t $ (0.19
| | | |

For the three months ended March 31, 2003, appwieiyn 3.9 million shares attributable to outstagdétock options were excluded from the
calculation of diluted earnings per share becadusetfect was antidilutive. For the three monthdeehMarch 31, 2002, in which we incurred
a net loss, dilutive common stock equivalent sharesxcluded from the calculation as their impamtild have been antidilutive. Diluted
earnings per share would have been reduced byatbelated effect of approximately 2.3 million owatstling stock options for the three
months ended March 31, 2002.

For the six months ended March 31, 2003, approxiin&t.0 million shares attributable to outstandstock options were excluded from the
calculation of diluted earnings per share becausetfect was antidilutive. For the six months eharch 31, 2002, in which we incurred a
net loss, dilutive common stock equivalent sharesacluded from the calculation as their impactiddave been antidilutive. Diluted
earnings per share would have been reduced byatbelated effect of approximately 2.2 million oatstling stock options for the six months
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F5 NETWORKS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

ended March 31, 2002.
7. Stock-Based Compensation

We account for stock-based employee compensatiangagments in accordance with the provisions ofofinting Principles Board Opinion
No. 25 “APB No. 25”), “Accounting for Stock Issued to Enogkes,” FASB Interpretation No. 44 (“FIN No. 44’A¢counting for Certain
Transactions Involving Stock Compensation,” andtesl interpretations and complies with the disaleswovisions of Statement of Financial
Accounting Standards No. 123 (“SFAS No. 123"), “Aaating for Stock-Based Compensatiodrider APB No. 25, compensation expens
based on the difference, if any, on the date ofjtlamt, between the deemed fair value of our sémakthe exercise price of the option. The
unearned compensation is being amortized in acnoedaith Financial Accounting Standards Board ftetation No. 28 on an accelerated
basis over the vesting period of the individuaiiapus.

Pro forma information regarding net income (lossieiquired by SFAS No. 123, and has been determsisédve had accounted for our stock
options under the minimum value method of thaestent for all periods prior to us becoming a publitity and fair value method of that
statement for all periods subsequent to us becomimgplic entity. For purposes of pro forma disates, the estimated fair value of the
options is amortized over the options’ vesting @eriOur net income (loss) and net income (losskpare would have been adjusted to the
pro forma amounts indicated below (in thousandsepikper share data):

Three months ended Six months ended
March 31, March 31,
2003 2002 2003 2002
Net income (loss), as report $ 81t $(1,770) $ 1,33t $(3,84))
Add : Stock-based employee compensation
expense under APB No. 25 included in reported
net income (loss 5 114 71 247
Deduct : Total stock-based employee
compensation expense determined under fai
value based methoi 5,87( 7,47 13,08( (3,972
Pro forma net los $(5,050 $(9,12¢) $(11,679) $ 37¢

Net income (loss) per shar
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F5 NETWORKS, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

8. Restructuring Charge

During the third quarter of fiscal 2002, we recatdestructuring charges of approximately $3.3 anillin connection with management’s
decision to exit the cache appliance business. st of discontinuing this line of business aider changes in the overall business, we
wrote-down certain assets, consolidated operations,eantrtated 47 employees throughout all divisionthefcompany. As of September

2002, total cash payments and wiifiés of approximately $2.2 million had been recatd€he following summarizes our restructuring clea
(in thousands):

Balance at Balance at

September 30, Additional Cash Payment March 31,
2002 Charges and Write-offs 2003
Excess facilities $1,00( $— $ — $1,00(
Other 76 — — 76
$1,07¢ $— $ — $1,07¢
| | | |

9. Recent Accounting Pronouncements

In July 2002, the FASB issued SFAS No. 146, Accmgtor Costs Associated with Exit or Disposal Adttes (“SFAS 146"). SFAS 146
requires that a liability for costs associated veixiit or disposal activities be recognized and mesbat fair value when the liability is

incurred. SFAS 146 is effective for exit or displasetivities that are initiated after December 2002. The adoption of this standard did not
have an impact on our financial statements.

In December 2002, the FASB issued SFAS No. 148 88oting for Stock-Based Compensation—Transition Risttlosure,” which provides
guidance for transition to the fair value basedhoédtof accounting for stock-based employee comgiemsand the required financial
statement disclosure. The adoption of SFAS No.did& 1ot have a material impact on our financialesteents and the additional disclosures
required are included in the notes to the consm@itiéinancial statements.

Item 2. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The following Managemerg’ Discussion and Analysis of Financial Conditiod &esults of Operations should be read in conjanatiith oul
consolidated financial statements and notes thewitained in the Company’s Annual Report on FoéaKifiled with the Securities and
Exchange Commission on December 19, 2002. Our shfmu may contain forward-looking statements, waithie meaning of the Private
Securities Litigation Reform Act of 1995, based mparrent expectations. These forward-looking stetes include, but are not limited to,
statements about our plans, objectives, expectatiad intentions and other statements that arbisiotrical facts. Because these forward-
looking statements involve risks and uncertainties,actual results and the timing of certain eseaiuld differ materially from those
anticipated in these forward-looking statementa eesult of certain factors, including those sethfonder “Risk Factors” and “Business” in
the Company’s Annual Report on Form 10-K for tiseéil year ended September 30, 2002, and elsewh#is ireport.
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Three months ended Six months ended
March 31, March 31,
2003 2002 2003 2002
Net Revenues (unaudited, in thousands)
Net revenue:
Products $20,33¢ $20,78: $39,83¢ $41,44(
Services 7,67¢ 6,31¢ 15,23¢ 12,68¢
Total $28,01° $27,101 $55,07: $54,12¢
| | | |
Percentage of net revent
Products 72.€% 76.7% 72.%% 76.€%
Services 27.2 23.2 27.7 23.4
Total 100.(% 100.(% 100.(% 100.(%
| | | |

Net revenues. Total net revenues increased by 3.4% to $28.0aniflor the three months ended March 31, 2003 fr@ih Bmillion for the
same period in the prior year. Total net revennereased by 1.7% to $55.1 million for the six marghded March 31, 2003 from

$54.1 million for the same period in the prior yeEne overall increase for the three and six moatided March 31, 2003, is primarily due to
the growth in service revenues partially offseidwer product revenues.

Product revenues decreased by 2.1% to $20.3 mftiothe three months ended March 31, 2003 from&gdllion for the same period in the
prior year. For the six months ended March 31, 2@88duct revenues decreased by 3.9% to $39.8miliom $41.4 million for the same
period in the prior year. The decrease in prodextnues for the three and six months ended MarcB®IB, is primarily due to weakness in
the Japan and Asia markets.

Services revenues increased by 21.5% to $7.7 miliothe three months ended March 31, 2003 fror8 #éllion for the same period in the
prior year. For the six months ended March 31, 2868vices revenues increased by 20.1% to $15IBmitom $12.7 million for the same
period in the prior year. The increase in servaenues for the three and six months ended MarcB®B, is primarily due to growth in the
number of customers renewing their original serwi@@ntenance contracts. We expect services revemilleontinue to represent a
significant portion of total net revenues.

International revenues represented 37.4% and 306f38tal net revenues for the three months endetivial, 2003 and 2002, respectively
and 33.9% and 37.2% of total net revenues forithenenths ended March 31, 2003 and 2002, respédgtiVee decrease in international
revenues is primarily due to lower sales in theadiggnd Asia markets. We expect international reesmill continue to represent a signific
portion of net revenues, although we cannot proaigkrance that international revenues as a pageenf total net revenues will remain at
current levels.

Sales of our BIG-IP products represented 82.9%8&n@% of product revenues (excluding service regsghtor the three months ended
March 31, 2003 and 2002, respectively and 82.6%8&na% of product revenues for the six months erdarcth 31, 2003 and 2002,
respectively. The decreased percentage of BIGu@ruge is primarily attributed to an increase infhecentage of revenues generated from
the sale of additional hardware options such as&ds and licenses. We expect to derive a sigmifiportion of our product revenues from
sales of BIG-IP in the future.

Our BIG-IP products are currently manufacturedwa lines of systems: server appliances and IP egupdin switches. Server appliances
were our original products and as of the end affigear 2002, accounted for a little more thai dlabur systems revenues. However, with
the introduction of our new IP application switdskd products including the BIG-IP 5100 and the-B*@400, the percentage of revenues
derived from IP application switches has incredsadell over half of total systems revenue for tinee and six months ended
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March 31, 2003. Going forward, we expect the pewagn of BIG-IP sales derived from IP applicatioritshes to continue to increase as a
percentage of total systems sales.

One of our distributors accounted for 11.7% of mtial net revenues and 14.8% of our accounts rab&for the three months ended
March 31, 2003. For the six months ended Marct2803, this customer accounted for 12.0% of oull twtarevenues. No individual
customer represented more than 10% of our totalewehues or accounts receivable for the threesinghonth periods ended March 31,
2002.

Three months ended Six months ended
March 31, March 31,
2003 2002 2003 2002
Gross margin (unaudited, in thousands
Cost of net revenue
Products $ 4,20: $ 5,151 $ 8,26( $11,11¢
Services 2,27t 2,68( 4,43¢ 5,37¢
Total $ 6,47¢ $ 7,831 $12,69¢ $16,48¢
| | | |
Gross margir $21,53¢ $19,27( $42,37" $37,63¢
Cost of net revenues (as a percentage of relatediue)
Products 20.7% 24.8% 20.7% 26.£%
Services 29.€ 42.4 29.1 42.4
Total 23.1 28.¢ 23.1 30.t
Gross margir 76.% 71.1% 76.% 69.5%

Cost of product revenues . Cost of product revenues decreased by 18.4%.®rdlion for the three months ended March 31,260m

$5.2 million for the same period in the prior yaad decreased as a percentage of product reven@8s7€6 from 24.8% for the same peric
For the six months ended March 31, 2003, costadyet revenues decreased by 25.7% to $8.3 milimm $11.1 million for the same period
in the prior year and decreased as a percentgg®adict revenues to 20.7% from 26.8% for the saem®@s. The decrease in cost of product
revenues is primarily due to lower manufacturing ammrranty costs, component costs, and overallnaht®osts resulting from engineering
improvements in the design of our products. Cemdiour 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

Cost of service revenues . Cost of service revenues decreased by 15.1%.8r8#lion for the three months ended March 31,2G0om

$2.7 million for the same period in the prior ye@ost of service revenues decreased as a percasftagerice revenues to 29.6% from 42.4%
for the same periods. For the six months ended IMat¢ 2003, cost of service revenues decreased.byidlto $4.4 million from $5.4 million
for the same period in the prior year. Cost of mervevenues decreased as a percentage of sexvimeues to 29.1% from 42.4% for the same
periods. The decrease in cost of service reversuasmarily the result of improved operational eiffncies and a reduction in personnel and
related costs. In the future we expect to increasecost of service revenues to support new cus®marg the increasing install base of our
application traffic management products.

11




Table of Contents

Three months ended Six months ended
March 31, March 31,
2003 2002 2003 2002
Operating expenses (unaudited, in thousands)
Sales and marketir $13,06: $11,82: $25,82( $24,26:
Research and developmt 4,88¢ 4,751 9,281 8,88¢
General and administrati\ 2,90C 4,52¢ 6,25( 8,56¢
Amortization of unearned compensat 5 114 71 247
Total operating expens $20,85: $21,21: $41,42: $41,96"
| | | |
Operating expenses (as a percentage of reveni
Sales and marketir 46.€% 43.€% 46.% 44.£%
Research and developmt 17.¢ 17.5 16.€ 16.4
General and administrati\ 10.¢ 16.7 11.:2 15.¢
Amortization of unearned compensat — 0.4 0.1 0.5
Total operating expens 74.£% 78.2% 75.2% 77.5%
| | | |

Sales and marketing. Sales and marketing expenses consist primarilglafies, commissions and related benefits of oessand marketing
staff, costs of our marketing programs, includindplc relations, advertising and trade shows andlkxeation of our facilities and
depreciation expenses. Sales and marketing experseased by 10.5% to $13.1 million for the thmeenths ended March 31, 2003, from
$11.8 million for the same period in the prior ye@or the six months ended March 31, 2003, saldsvaarketing expenses increased by 6.4%
to $25.8 million from $24.3 million for the samerjoal in the prior year. The increase in sales aadketing expenses is primarily due to
higher payroll and related personnel costs.

Research and development . Research and development expenses consist dsirohsalaries and related benefits for our prodiestelopment
personnel and an allocation of our facilities apgréciation expenses. Research and developmenisegmcreased by 2.8% to $4.9 million
for the three months ended March 31, 2003, fror8 $illion for the same period in the prior yearr fite six months ended March 31, 2003,
research and development expenses increased bytd 943 million from $8.9 million for the same [t in the prior year. The increase in
research and development expenses is primarilyalae increase in payroll and related costs anérmesgs related to the development of new
products. We expect to continue to increase rekeard development expenses as our future succdspasident on the continued
enhancement of our current products and our atdiyevelop new, technologically advanced prodties meet the changing needs of our
customers.

General and administrative . General and administrative expenses consist pitintd salaries, benefits and related costs ofexecutive,
finance, information technology, human resourcelagdl personnel, third-party professional serf@as, bad debt charges, and an allocation
of our facilities and depreciation expenses. Gdrard administrative expenses decreased by 35.982.8omillion for the three months enc
March 31, 2003, from $4.5 million for the same pdrin the prior year. For the six months ended M&t, 2003, general and administrative
expenses decreased by 27.1% to $6.3 million froré B8llion for the same period in the prior yeaheldecrease in general and
administrative expenses is primarily due to reaundiin professional service fees, facilities comits] bad debt expenses, partially offset by
increased personnel related costs compared tathe period in the prior year.

Amortization of unearned compensation. We have recorded $8.3 million of stock compensatists since our inception through March 31,
2003. These compensation costs represent theatifferbetween the exercise price and the deemevhfag of certain stock options granted
to our employees and outside directors. These siptikns generally vest ratably over a four-yeaiqee We are amortizing these
compensation costs using an accelerated methossriped by FASB interpretation No. 28 (“FIN N&"Rand recorded stock compensa
charges of $71,000 for the six months ended Maigt2G03 and $247,000 for the same period in ther ygar. As of March 31, 2003, the
remaining balance of unearned compensation totgdpdoximately $22,000.
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Three months ended Six months ended
March 31, March 31,
2003 2002 2003 2002
Other income and income taxes (unaudited, in thousuls)
Income (loss) from operatiol $687 $(1,947) $ 95t $(4,329)
Other income, ne 31z 27:% 774 77¢
Income (loss) before income tax 99¢ (1,669 1,72¢ (3,55))
Provision for income taxe 184 101 394 29C
Net income (loss $81¢ $(1,770) $1,33¢ $(3,847)
| | | |
Other income and income taxes (as a percentage @venue)
Income (loss) from operatiol 2.5% (7.29% 1.7% (8.00%
Otherincome, ne 11 1.C 14 14
Income (loss) before income tax 3.€ (6.2) 3.1 (6.€)
Provision for income taxe 0.7 0.4 0.7 0.5
Net income (loss 2.5% (6.€0% 2.4% (7.)%
| | | |

Other income, net. Other income, net, consists primarily of interestome and foreign currency transaction gains assek Other income,
net, increased 14.3% to $312,000 for the three hsoeded March 31, 2003 from $273,000 for the gaenied in the prior year. This
increase is primarily due to lower foreign currethagses realized in the current quarter compardldet@ame period in the prior year. For the
six months ended March 31, 2003 other income,wees, $774,000 consistent with the $778,000 for #mesperiod in the prior year.

Income taxes . The provision for income tax for the three andmbnths ended March 31, 2003 and 2002, primagiigtes to foreign income
taxes associated with our international operatigvis.have a valuation allowance to offset U.S. defktax assets in accordance with the
provisions of FAS 109. We reported net income dythre first half of fiscal 2003. In the event weintain profitability in future reporting
periods management will continue to evaluate thézability of our U.S. deferred tax assets. isiletermined that it is more likely than not
that the U.S. deferred tax assets are recoverthiglealuation allowance will be reversed in a fatueporting period.

Financial Condition

Cash and cash equivalents, short-term investmendttoag-term investments increased 10.3% to $9@liomas of March 31, 2003 from
$81.7 million at the end of the fiscal year. Workicepital was $55.6 million as of March 31, 200@npared to $74.5 million as of
September 30, 2002. The decrease in working capéalprimarily the result of a transfer of cash ahdrt-term investments to long-term
investments. During the first half of fiscal 2008 invested approximately $25.6 million in secestivith maturities greater than one year,
which are classified as long-term investments. @bast with our investment policy, the average migtwf our investments is less than one
year with no individual security having a maturityceeding two year

Cash flow from operations was $5.6 million for gie months ended March 31, 2003 compared to $5l®mfor the same period in the pri
year. Cash flow from operations in the first hdlfiscal 2003 resulted primarily from net incomerfr operations combined with change:
operating assets and liabilities, as adjusted &oious non-cash changes including a provision éadful accounts, and depreciation and
amortization charges. Cash used in investing digts/ivas $17.1 million for the six months ended ¢ha81, 2002 compared to cash provided
of $1.4 million for the same period in the priolayeCash used in investing activities in the firalf of fiscal 2003 was primarily due to the
purchase of investments and capital equipmentgiigraffset by the sale of investments. Cash preditly investing activities for the same
period in the prior year was primarily due to tladesof investments partially offset by the purchakmvestments and capital equipment. C
provided by financing activities for the six mont#rsded March 31, 2003 was $4.2 million compare®Btd million for the same period in the
prior year. Our financing activities relate to casbeived from the exercise of employee stock ogtand purchases under the stock purchase
plan. We believe that our existing cash and investrbalances together with cash generated from
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operations should be sufficient to meet our opegatequirements.

As of March 31, 2003, our principal commitments sisted of obligations outstanding under operatiagés. In 2000, we entered into lease
agreements on two buildings for our corporate headqrs. The lease agreements expire in 2012 witiption for renewal. The lease for the
second building has been fully subleased throud!2 20/e established a restricted escrow accourdrinection with this lease agreement.
Under the terms of this lease, a $6.0 million kettecredit is required through November 2012, aslthe lease is terminated before then. The
letter of credit is fully collateralized by a $éilllion certificate of deposit that has been in@ddn our balance sheet as a component of
restricted cash.

We outsource the manufacturing of our pre-configurardware platforms to a contract manufacturer agsembles each product to our
specifications. Our agreement with the contractufesturer allows them to procure component invgntar our behalf based upon a rolling
production forecast. We are contractually obligategurchase the component inventory in accordariitethe forecast, unless we give not
of order cancellation outside of applicable leadets. As of March 31, 2003, we were committed tclpase approximately $0.8 million of
such inventory.

Critical Accounting Policies and Estimates

The following critical accounting policies relatethe more significant judgments and estimates irséte preparation of our consolidated
financial statements.

Revenue Recognition. We recognize revenue in accordance with the guelanavided under Statement of Financial AccounStandards
(SFAS) No. 48, “Revenue Recognition When Right eflRn Exists,” SEC Staff Accounting Bulleting (SARD. 101, “Revenue Recognition
in Financial Statements,” Statement of PositiorOF3) No. 97-2, “Software Revenue Recognition,” &@P No. 98-9 “Modification of SOP
No. 9%-2, Software Revenue Recognition, with Respectdddh Transactions.”

We sell products through resellers, original equeptrmanufacturers (“OEM”) and other channel pagnas well as directly to end users,
under similar terms. We recognize product reverpgnwshipment, net of estimated returns, provideti ¢bllection is determined to be
probable and no significant obligations remain.deiai revenues from OEM agreements are recognizeetban reporting of sales from the
OEM partner. Whenever a software license, hardwasgllation and post-contract customer suppdS”) elements are combined into a
package with a single “bundled” price, a portiorita# sales price is allocated to each elementeobtimdled package based on their respective
fair values as determined when the individual eletsiare sold separately. Revenues from the licehseftware are recognized when the
software has been shipped and the customer isabitigo pay for the software. When rights of retan@ present and we cannot estimate
returns, we recognize revenue when such righteldpsvenues for PCS are recognized on a straigdblsis over the service contract term.
PCS includes rights to upgrades, when and if avigila limited period of telephone support, updadesl bug fixes. Installation revenue is
recognized when the product has been installdaeatustomer’s site. Consulting services are cugtignidlled at fixed rates, plus out-of-
pocket expenses, and revenues are recognized Wwheonsulting has been completed. Training revéntecognized when the training has
been completed.

Our ordinary payment terms to our domestic custsraeg net 30 days. Our ordinary payment terms tdndernational customers are net 30
to 90 days based on normal and customary tradéigeadn the individual markets. We have offereteaged payment terms beyond ordin
terms to some customers. For these arrangemewtsiue is generally recognized when payments bechae

Reserve for Doubtful Accounts. Estimates are used in determining our allowanc®d#ordebts and are based on our historical cadlecti
experience, current trends, credit policy, speddfantification and a percentage of our accountsiv@ble by aging category. In determining
these percentages, we evaluate historical write-affbur receivables, current trends in the cregdatlity of our customer base, as well as
changes in the credit policies. We perform ongaireglit evaluations of our customers’ financial dtiod and generally do not require any
collateral. If there is a deterioration of a majastomer’s credit worthiness or actual defaultshégber than our historical experience,
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the recoverability of amounts due could be advgrafected.

Reserve for Product Returns . Sales returns are estimated based on histosiparience by type of product and are recordedeatithe

revenues are recognized. In some instances, proelemue from distributors is subject to agreemalsving limited rights of return.
Accordingly, we reduce revenue recognized for estiitl future returns at the time the related revémuecorded. When rights of return are
present and we cannot estimate returns, revermeeagnized when such rights lapse. The estimataefiorns are adjusted periodically based
upon changes in historical rates of returns, inmgnin the distribution channel, and other reldtators. It is possible that these estimates will
change in the future or that the actual amountsdocary from our estimates and that the amoun&uoh changes could seriously harm our
business.

Reserve for Obsolete/Excess Inventory. We currently reduce the carrying value of inventfmyestimated obsolescence or unmarketable
inventory equal to the difference between the obstventory and the estimated market value baget assumptions about future demand
and market conditions. If actual market conditians less favorable than those projected by managemawditional inventory write-downs
may be required.

Reserve for Warranties. Our warranty reserve is established based on storfgal experience and an estimate of the ammetsssary to
settle future and existing claims on products salaf the balance sheet date. While we believeotinaivarranty reserve is adequate and that
the judgment applied is appropriate, such amoustisated to be due and payable could differ mdtgrfiam what will actually transpire in
the future.

Item 3. Quantitative and Qualitative Disclosures Alout Market Risk

Interest Rate Risk. The primary objective of our investment activitisgo preserve principal, while at the same timeimée the income we
receive from our investments without significaritigreasing risk. Some of the securities that weehiavested in may be subject to market
risk. This means that a change in prevailing irgierates may cause the principal amount of thestmvent to fluctuate. For example, if we
hold a security that was issued with a fixed irgerate at the then-prevailing rate and the pragaihterest rate later rises, the principal
amount of our investment will probably decline. Mmimize this risk, we maintain our portfolio ofstaequivalents and investments in a
variety of securities, including commercial papggyernment securities and money market funds.

The following table presents the amounts of ouh@agiivalents, short-term investments and long-iexastments that are subject to market
risk by range of expected maturity and weightedrage interest rates as of March 31, 2003.

Maturing in (in thousands)

Three months or Three months to one Greater than one

less year year Total Fair value
March 31, 2003
Included in cash and cash equivale $ 5,20¢ — — $ 5,20¢ $ 5,20¢
Weighted average interest ri 1.2% — — — —
Included in sho-term investment $27,45¢ $22,18¢ — $49,63¢ $49,63¢
Weighted average interest ra 1.8% 2.2% — — —
Included in lon-term investment — — $25,77: $25,77. $25,77:
Weighted average interest ra — — 2.1% — —
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Our investment in Artel is subject to market fluations. A future decline in the market value cduddre an adverse impact on our financial
results. The following sensitivity analysis presechanges in our investment in Artel arising fraetested hypothetical changes in the stock
price of Artel (in thousands).

Valuation Given Percentage Valuation Given Percentage
Increase in Price Decrease in Price
Fair Value at
Investment March 31, 2003 15% 35% 50% 15% 35% 50%
Artel $1,15¢ $1,32¢ $1,55¢ $1,73¢ $982 $751 $57¢
— — — — — — —

Foreign Currency Risk. The majority of our sales and expenses are dendediria U.S. dollars and as a result, we have np¢éenced
significant foreign currency transaction gains fsses to date. While we have conducted some tthosa in foreign currencies during the
fiscal year ended September 30, 2002 and the thoe¢hs ended March 31, 2003 and expect to contmde so, we do not anticipate that
foreign currency transaction gains or losses vélbignificant. We have not engaged in foreign awryehedging to date, however we may do
so in the future.

Item 4. Disclosure Controls and Procedures

Under the supervision and with the participatiomof management, including our Chief Executive €ffiand Chief Financial Officer, we
evaluated the effectiveness of the design and tiperaf our disclosure controls and proceduresyamsto Exchange Act Rule 13a-14(c)
within 90 days of the filing date of this reportagd on this evaluation, our Chief Executive Offamed Chief Financial Officer concluded t
our disclosure controls and procedures are effeclihere were no significant changes in our inferoatrols or in other factors that could
significantly affect these controls subsequenhtdate of their evaluation.

PART Il — OTHER INFORMATION
Item 1. Legal Proceedings

We are subject to legal proceedings, claims, dightion arising in the ordinary course of busind¥ile the outcome of these matters is
currently not determinable, management does natatpat the ultimate costs to resolve these nzattdl have a material adverse effect on
our financial statements.

Reference is made to Item 3, Legal Proceedingsiirhanual Report on Form 10-K for the year endegt&aber 30, 2002, filed
December 19, 2002, for descriptions of our legatpedings. We continue to believe that the resoiutf these legal proceedings will not
have a material adverse effect on us and there lbeet no material developments since our 10-Kgfilin

Item 4. Submission of Matters to a Vote of Securityolders

We held our Annual Meeting of Shareholders on Fafyrdi3, 2003, to elect two class | directors anémanour 1998 Equity Incentive Plan to
increase the number of shares issuable by an addliiti,000,000 shares. At the Annual Meeting, thieWing nominees were elected as
follows:

Votes

For Withheld
Karl D. Guelich 20,091,01 2,373,74.
Keith D. Grinsteir 19,989,10 2,475,64.

The shareholders voted in favor of amending thé8IR§uity Incentive Plan to increase the numbeihafas issuable by an additional
1,000,000 shares, with voting as follows: 12,428 8%, 10,007,592 against, and 31,209 abstain.
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Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits:
Exhibit
Number Exhibit Description
3.1 - Second Amended and Restated Articles of Incorfmoratf the Registration (1
3.2 - Amended and Restated Bylaws of the Registrar
4.1 - Specimen Common Stock Certificate
99.1* - Certification Pursuant to Section 906 of the Saek-Oxley Act of 2002

* Filed herewith
(1) Incorporated by reference from Registratioat&nent on Form S-1, File No. 333-75817.
(b) Reports on Form 8-K:

On April 23, 2003, we filed our earnings releasetifie three months ended March 31, 2003, on FoKknr@porting under Item 9.
Regulation FD Disclosure.
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the Registrant has duly causisdeport to be signed on its behalf by
undersigned, thereunto duly authorized on this tiahof May, 2003.

F5 NETWORKS, INC

By: /s/ STEVEN B. COBURNM

Steven B. Coburn

Chief Financial Officer

(Duly Authorized Officer and

Principal Financial and Accounting Office

18




Table of Contents

CERTIFICATIONS

I, John McAdam, certify that:

1)

2)

3)

4)

5)

6)

I have reviewed this quarterly report on Forn-Q of F5 Networks, Inc

Based on my knowledge, this quarterly report da®scontain any untrue statement of a materialdaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

Based on my knowledge, the financial statememtd,other financial information included in thisagierly report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report

The registrant’s other certifying officers andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedaressure that material information relating to tégistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this quarterly
report is being prepare

b) evaluated the effectiveness of the registrangslasure controls and procedures as of a datenadth days prior to the filing date
of this quarterly report (th“Evaluation Dat”); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure cantintl procedures based on our
evaluation as of the Evaluation Da

The registrant’s other certifying officers anldave disclosed, based on our most recent evalyatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thewedent functions)

a) all significant deficiencies in the design or ggi®n of internal controls which could adverseffieet the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audigmmg material weaknesses in
internal controls; an

b) any fraud, whether or not material, that involmesnagement or other employees who have a sigmifioée in the registrant’s
internal controls; an

The registrant’s other certifying officers anldave indicated in this quarterly report whether¢hgere significant changes in internal
controls or in other factors that could signifidgraffect internal controls subsequent to the dditeur most recent evaluation, including
any corrective actions with regard to significaaficiencies and material weakness

Date: May 12, 2003

/sl JOHN MCADAM

John McAdam
Chief Executive Officer and President
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CERTIFICATIONS

I, Steven B. Coburn, certify that:

1)

2)

3)

4)

5)

6)

I have reviewed this quarterly report on Forn-Q of F5 Networks, Inc

Based on my knowledge, this quarterly report da®scontain any untrue statement of a materialdaomit to state a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this quarterlpre

Based on my knowledge, the financial statememtd,other financial information included in thisagierly report, fairly present in all
material respects the financial condition, resoftsperations and cash flows of the registrantfaara for, the periods presented in this
quarterly report

The registrant’s other certifying officers andre responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules -14 and 15-14) for the registrant and ha\

a) designed such disclosure controls and procedaressure that material information relating to tégistrant, including its
consolidated subsidiaries, is made known to ustbgre within those entities, particularly during tberiod in which this quarterly
report is being prepare

b) evaluated the effectiveness of the registrangslasure controls and procedures as of a datenadth days prior to the filing date
of this quarterly report (th“Evaluation Dat”); and

c) presented in this quarterly report our conclusiabout the effectiveness of the disclosure cantintl procedures based on our
evaluation as of the Evaluation Da

The registrant’s other certifying officers anldave disclosed, based on our most recent evalyatidhe registrant’s auditors and the
audit committee of registre’s board of directors (or persons performing thewedent functions)

d) all significant deficiencies in the design or ggi®n of internal controls which could adverseffieet the registrant’s ability to
record, process, summarize and report financia datl have identified for the registrant’s audigmmg material weaknesses in
internal controls; an

e) any fraud, whether or not material, that involwesnagement or other employees who have a sigmifiote in the registrant’s
internal controls; an

The registrant’s other certifying officers anldave indicated in this quarterly report whether¢hgere significant changes in internal
controls or in other factors that could signifidgraffect internal controls subsequent to the dditeur most recent evaluation, including
any corrective actions with regard to significaaficiencies and material weakness

Date: May 12, 2003

/sl STEVEN B. COBURN

Steven B. Coburn
Senior Vice President, Chief Financial Officer
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EXHIBIT INDEX
Exhibit
Number Exhibit Description
3.1 - Second Amended and Restated Articles of Incorpmradf the Registration (;
3.2 - Amended and Restated Bylaws of the Registrar
4.1 - Specimen Common Stock Certificate
99.1* - Certification Pursuant to Section 906 of the Saek-Oxley Act of 200z

* Filed herewith
(1) Incorporated by reference from Registratioat&nent on Form S-1, File No. 333-75817.
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Exhibit 99.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of F5 Netthg) Inc. (the “Company”) on Form 10-Q for the jperiending March 31, 2003 as filed
with the Securities and Exchange Commission ord#te hereof (the “Report”), we, John McAdam, Presicand Chief Executive Officer
and Steven Coburn, Senior Vice President and Gtinefncial Officer of the Company, certify, pursugmtl8 U.S.C. § 1350, as adopted
pursuant to 8 906 of the Sarbanes-Oxley Act of 2€t&:

(1) The Report fully complies with the reaarirents of section 13(a) or 15(d) of the Securleshange Act of 1934; and

(2) The information contained in the Repaitly presents, in all material respects, the faiaihcondition and result of operations of the
Company.

Date: May 12, 2003

/s/ JOHN MCADAM

John McAdam

/sl STEVEN B. COBURN

Steven B. Coburn
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