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PART I  
FINANCIAL INFORMATION  

ITEM 1. Financial Statements  

F5 NETWORKS, INC.  
CONDENSED CONSOLIDATED BALANCE SHEETS  

(in thousands, except per share data)  

 

The accompanying notes are an integral part of these consolidated financial statements.  
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                                                                 JUNE 30,     SEPTEMBER 30,  
                                                                   2000           1999 
                                                                 ---------    -------------  
                                                                (unaudited) 
                         ASSETS 
Current assets: 
  Cash and cash equivalents........................ ............  $  56,225      $  24,797 
  Restricted cash.................................. ............      6,086          3,013 
  Accounts receivable, net of allowances of $1,502 and $826....     26,912         10,353 
  Inventories...................................... ............      1,630            618 
  Other current assets............................. ............      3,134            981 
  Deferred income taxes ........................... ............      1,386 
                                                                 ---------      --------- 
    Total current assets........................... ............     95,373         39,762 
                                                                 ---------      --------- 
 
Property and equipment, net ....................... ............      9,211          2,834 
Other assets, net ................................. ............        446            250 
Deferred income taxes.............................. ............      1,096 
                                                                 ---------      --------- 
    Total assets................................... ............  $ 106,126      $  42,846 
                                                                 =========      ========= 
 
            LIABILITIES AND SHAREHOLDERS' EQUITY 
 
Current liabilities: 
    Accounts payable............................... ............  $   4,664      $   2,700 
    Accrued liabilities............................ ............      5,850          3,808 
    Deferred revenue............................... ............     12,185          4,365 
                                                                 ---------      --------- 
      Total current liabilities.................... ............     22,699         10,873 
                                                                 ---------      --------- 
 
Commitments and Contingencies 
Shareholders' equity 
    Common stock, no par value; 100,000,000 shares authorized 
    21,489,000 and 18,161,000 shares issued and out standing....     83,504         45,760 
Note receivable from shareholder .................. ............       (516)          (750) 
Accumulated other comprehensive loss............... ............       (208)            (3) 
Unearned compensation ............................. ............     (1,785)        (3,232) 
Retained earnings (deficit)........................ ............      2,432         (9,802) 
                                                                 ---------      --------- 
    Total shareholders' equity..................... ............     83,427         31,973 
                                                                 ---------      --------- 
      Total liabilities and shareholders' equity... ............  $ 106,126      $  42,846 
                                                                 =========      ========= 



F5 NETWORKS, INC.  
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS  

(unaudited, in thousands, except per share amounts)  

 

The accompanying notes are an integral part of these consolidated financial statements.  
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                                                     THREE MONTHS ENDED                  NINE MONTHS E NDED 
                                                          JUNE 30,                           JUNE 30, 
                                                  - ------------------------          ----------------- -------- 
                                                    2000             1999              2000             1999 
                                                  - -------         --------          --------         -------- 
Net revenues: 
    Products                                      $  23,834         $  6,444          $ 58,648         $ 11,872 
    Services                                         5,387            1,161            13,350            2,190 
                                                  - -------         --------          --------         -------- 
        Total net revenues                          29,221            7,605            71,998           14,062 
                                                  - -------         --------          --------         -------- 
 
Cost of net revenues: 
    Products                                         6,032            1,636            15,709            3,085 
    Services                                         2,238              396             5,089              976 
                                                  - -------         --------          --------         -------- 
        Total cost of net revenues                   8,270            2,032            20,798            4,061 
                                                  - -------         --------          --------         -------- 
    Gross profit                                    20,951            5,573            51,200           10,001 
                                                  - -------         --------          --------         -------- 
 
Operating expenses: 
    Sales and marketing                             10,575            4,010            24,769            9,113 
    Research and development                         3,422            1,466             8,408            3,810 
    General and administrative                       2,222              954             5,448            2,145 
    Amortization of unearned compensation              434              759             1,447            1,797 
                                                  - -------         --------          --------         -------- 
        Total operating expenses                    16,653            7,189            40,072           16,865 
                                                  - -------         --------          --------         -------- 
 
Income (loss) from operations                        4,298           (1,616)           11,128           (6,864)  
Interest income, net                                   855               97             2,414              186 
                                                  - -------         --------          --------         -------- 
Income (loss) before income taxes                    5,153           (1,519)           13,542           (6,678)  
 
Provision for income taxes                           1,308                              1,308 
                                                  - -------         --------          --------         -------- 
    Net income (loss)                             $   3,845         $ (1,519)         $ 12,234         $ (6,678)  
                                                  = =======         ========          ========         ======== 
 
Net income (loss) per share - basic               $    0.18         $  (0.15)         $   0.58         $  (0.88)  
                                                  = =======         ========          ========         ======== 
Weighted average shares - basic                     21,354           10,149            20,994            7,582 
                                                  = =======         ========          ========         ======== 
 
Net income (loss) per share - diluted             $    0.17         $  (0.15)         $   0.53         $  (0.88)  
                                                  = =======         ========          ========         ======== 
Weighted average shares - diluted                   23,004           10,149            22,933            7,582 
                                                  = =======         ========          ========         ======== 



F5 NETWORKS, INC.  
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS  

(unaudited, in thousands)  

 

The accompanying notes are an integral part of these consolidated financial statements.  
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                                                                       NINE MONTHS ENDED 
                                                                            JUNE 30, 
                                                                   -------------------------- 
                                                                     2000              1999 
                                                                   --------          -------- 
CASH FLOWS FROM OPERATING ACTIVITIES: 
  Net income (loss)                                                $ 12,234          $ (6,678)  
  Adjustments to reconcile net income (loss) to net  cash 
  provided by (used in) operating activities: 
    Unrealized gain on marketable securities                            131                -- 
    Amortization of unearned compensation                             1,447             1,797 
    Provision for doubtful accounts and sales retur ns                 2,004             1,078 
    Depreciation and amortization                                     1,552               364 
    Deferred income taxes                                            (2,482)               -- 
    Tax benefit from exercise of stock options                        3,267                -- 
    Changes in operating assets and liabilities: 
      Accounts receivable                                           (18,838)           (4,904)  
      Inventories                                                    (1,139)             (611)  
      Other assets                                                   (2,377)             (708)  
      Accounts payable and accrued liabilities                        3,877             4,083 
      Deferred revenue                                                7,843             1,674 
                                                                   --------          -------- 
       Net cash provided by (used in) operating act ivities            7,519            (3,905)  
                                                                   --------          -------- 
CASH FLOWS FROM INVESTING ACTIVITIES: 
  Increase in restricted cash                                        (3,073)               -- 
  Purchases of property and equipment                                (7,802)           (1,531)  
                                                                   --------          -------- 
       Net cash used in investing activities                        (10,875)           (1,531)  
                                                                   --------          -------- 
CASH FLOWS FROM FINANCING ACTIVITIES: 
  Proceeds from secondary public offering, net of 
  issuance costs                                                     31,475                -- 
  Proceeds from initial public offering, net of iss uance 
  costs                                                                  --            25,549 
  Proceeds from option and warrant exercises                          3,002               629 
  Proceeds from payments on shareholder loan                            234 
                                                                   --------          -------- 
       Net cash provided by financing activities                     34,711            26,178 
                                                                   --------          -------- 
       Net increase in cash and cash equivalents                     31,355            20,742 
      Effect of exchange rate changes on cash and c ash 
           equivalents                                                   73                -- 
                                                                   --------          -------- 
  Cash and cash equivalents, at beginning of period                   24,797             6,206 
                                                                   --------          -------- 
  Cash and cash equivalents, at end of period                      $ 56,225          $ 26,948 
                                                                   ========          ======== 



F5 NETWORKS, INC.  

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENT S  
(unaudited)  

1. THE COMPANY AND BASIS OF PRESENTATION  

F5 Networks, Inc. ("F5" or the "Company") was incorporated on February 26, 1996 in the State of Washington.  

F5 is a leading provider of integrated Internet traffic and content management solutions designed to improve the availability and performance 
of mission-critical Internet-based servers and applications. F5's proprietary software-based solutions monitor and manage local and 
geographically dispersed servers and intelligently direct traffic to the server best able to handle a user's request. The Company operates in one 
industry segment.  

The accompanying unaudited condensed consolidated financial statements have been prepared by F5 in accordance with the rules and 
regulations of the Securities and Exchange Commission for interim financial statements. Accordingly, certain information and footnote 
disclosures, normally included in financial statements prepared in accordance with generally accepted accounting principles, have been 
condensed or omitted pursuant to such rules and regulations. In the opinion of management of the Company, the unaudited financial statements 
reflect all adjustments, consisting only of normal recurring adjustments, necessary for a fair statement of the Company's financial position at 
June 30, 2000, its operating results for the three and nine months ended June 30, 2000 and 1999 and cash flows for the nine months ended June 
30, 2000 and 1999.  

The condensed consolidated balance sheet at September 30, 1999 has been derived from the Company's audited consolidated financial 
statements as of that date. These financial statements and the notes should be read in conjunction with the Company's audited consolidated 
financial statements and notes thereto contained in the Company's annual report on Form 10-K filed with the Securities and Exchange 
Commission on December 28, 1999.  

The results of operations for the three and nine months ended June 30, 2000 are not necessarily indicative of the results that may be expected 
for future quarters or the year ending September 30, 2000.  

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  

PRINCIPLES OF CONSOLIDATION  

The financial statements consolidate the accounts of F5 Networks, Inc. and its wholly owned subsidiaries F5 Networks, Ltd. and F5 Networks, 
Japan K.K. All intercompany transactions have been eliminated.  

USE OF ESTIMATES  

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make estimates 
and assumptions that affect the reported amounts of assets and liabilities and disclosures of assets and liabilities as of the date of the financial 
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could materially differ from these 
estimates.  
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CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS  

Cash equivalents are highly liquid investments, consisting of investments in money market funds and marketable securities which are readily 
convertible to cash without penalty and subject to insignificant risk of changes in value. The Company's cash and cash equivalents balance 
consists of the following:  

 

Restricted cash represent a restricted escrow account established in connection with a lease agreement for the Company's corporate 
headquarters. Under the terms of the lease, a $6 million standby letter of credit is required through November 2012, unless the lease is 
terminated before then. The Company intends to take occupancy of the new facilities during the quarter ended September 30, 2000.  

CONCENTRATION OF CREDIT RISK  

The Company places its temporary cash investments with major financial institutions. As of June 30, 2000, all of the Company's temporary 
cash investments were placed with four institutions. Cash balances may, at times, exceed federally insured limits.  

The Company's customers represent diverse industries and are located across the US and in a number of international locations. Net revenues 
from international customers are denominated in US Dollars, and were approximately $5.9 million for the three months ended June 30, 2000, 
and $12.5 million for the nine months ended June 30, 2000. A single customer accounted for 13% of the Company's net revenues for the three 
months ended June 30, 2000, and for 17% of the Company's net revenues for the nine months ended June 30, 2000. This customer also 
accounted for 6% of the Company's account receivable balance at June 30, 2000, as compared to 29% at June 30, 1999.  

INVENTORIES  

Inventories consist of hardware, software and related component parts and are recorded at the lower of cost or market (as determined by the 
first-in, first-out method). Inventories are comprised of the following:  
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                              JUNE 30,     SEPTEMBE R 30,  
                               2000             199 9 
                              -------         ----- -- 
                                  (IN THOUSANDS) 
Cash                          $22,084         $15,6 71 
Marketable securities          34,141           9,1 26 
                              $56,225         $24,7 97 
                              =======         ===== == 
Restricted cash               $ 6,086         $ 3,0 13 
                              -------         ----- -- 

                       JUNE 30,     SEPTEMBER 30,  
                        2000           1999 
                       ------         ------ 
                           (IN THOUSANDS) 
Finished goods         $  855         $  420 
Raw materials             775            198 
                       ------         ------ 
                       $1,630         $  618 
                       ======         ====== 



INCOME TAXES  

At June 30, 2000 the Company had net operating loss carryforwards of approximately $4.7 million, which begin to expire in 2011. Until June 
30, 2000, the Company had provided a full valuation allowance against deferred tax assets. Based upon available evidence, which include a 
review of historical operating performance and forecasted profitability, the Company determined that certain of these deferred tax assets are 
more likely than not realizable and therefore has reduced the valuation allowance related to those deferred tax assets to approximately $4.7 
million. These remaining net operating loss carryforwards primarily relate to the tax benefits associated with stock option plans. The portion of 
the deferred tax asset created by operating losses that primarily relate to the tax benefits associated with the stock option plans are still fully 
reserved. The recognition of net operating loss carryforwards related to stock option plan benefits will be offset against shareholders equity.  

The difference between the income tax expense per the statement of operations and the amount calculated based upon the statutory rate of 34% 
and the state apportioned rate, is primarily due to the reversal of a portion of the valuation allowance.  

COMPREHENSIVE INCOME (LOSS)  

The Financial Accounting Standards Board issued Statement of Financial Accounting Standards No. 130, "Reporting Comprehensive Income," 
in June 1997. This statement established new standards for reporting and displaying comprehensive income in the financial statements and was 
adopted by the Company during the quarter ended September 30, 1999. In addition to net income, comprehensive income includes charges or 
credits to equity that are not the result of transactions with shareholders.  

The following table sets forth a reconciliation of net income (loss) to comprehensive income (loss), net of tax:  

 

REVENUE RECOGNITION  

The Company recognizes software revenue under Statement of Position 97-2, "Software Revenue Recognition," and SOP 98-9 "Modification 
of SOP 97-2, Software Revenue Recognition, with Respect to Certain Transactions."  

The Company sells products through resellers, original equipment manufacturers and other channel partners, as well as to end users, under 
similar terms. The Company generally combines software license, hardware, installation and customer support elements into a package with a 
single "bundled" price. The Company allocates a portion of the sales price to each element of the bundled package based on their respective fair 
values when the individual elements are sold separately. Revenues from the license of software, net of an allowance for estimated returns, are 
recognized when the product has been shipped and the customer is obligated to pay for the product. Installation revenue is recognized when the 
product has been installed at the customer's site. Revenues for customer support are recognized on a straight-line basis over the service contract 
term. Estimated sales returns are based on historical experience by product and are recorded at the time revenues are recognized. Additionally, 
the Company offers extended payment terms. For these arrangements, revenue is recognized ratably over the terms of the arrangement.  
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                                                    THREE MONTHS ENDED                 NINE MONTHS END ED 
                                                         JUNE 30,                            JUNE 30, 
                                                --- -----------------------          ------------------ -------- 
                                                  2 000              1999              2000             1999 
                                                --- -----          --------          --------          -------- 
Net income (loss)                               $  3,845          $ (1,519)         $ 12,234          $ (6,678)  
Unrealized gain on investments                        44                                 131 
Foreign currency translation adjustment             (329)                               (336) 
                                                --- -----          --------          --------          -------- 
Comprehensive income (loss)                     $  3,560          $ (1,519)         $ 12,029          $ (6,678)  
                                                === =====          ========          ========          ======== 



NET INCOME (LOSS) PER SHARE  

In accordance with SFAS No. 128, basic net income (loss) per share has been computed using the weighted-average number of shares of 
common stock outstanding during the period, except that pursuant to Securities and Exchange Commission Staff Accounting Bulletin No. 98, if 
applicable, common shares issued in each of the periods presented for nominal consideration have been included in the calculation as if they 
were outstanding for all periods presented.  

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

The following table sets forth the computation of basic and diluted net income (loss) per share for the three and nine months ended June 30:  

 

NEW ACCOUNTING PRONOUNCEMENTS  

In December 1999, SEC Staff Accounting Bulletin No. 101 ("SAB 101"), "Revenue Recognition in Financial Statements," was issued. This 
pronouncement summarizes certain of the SEC staff's views in applying generally accepted accounting principles to revenue recognition. SAB 
101, as amended, is required to be adopted by the Company beginning July 1, 2001. The Company is currently reviewing the requirements of 
SAB 101 and assessing its potential impact on the Company's financial statements.  
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                                                                       THREE MONTHS ENDED               NINE MONTHS ENDED 
                                                                            JUNE 30,                         JUNE 30, 
                                                                  -------------------------          - ------------------------ 
                                                                    2000             1999              2000             1999 
                                                                  --------         --------          - -------         -------- 
                                                                        (unaudited, in thousands excep t for per share data) 
Numerator: 
      Net income (loss)                                           $  3,845         $ (1,519)         $  12,234         $ (6,678)  
                                                                  ========         ========          = =======         ======== 
 
Denominator: 
      Weighted average shares outstanding - basic                   21,354           10,149            20,994            7,582 
 
      Dilutive effect of common shares from stock o ptions            1,640               --             1,922               -- 
 
      Dilutive effect of common shares from warrant s                    10               --                17               -- 
                                                                  --------         --------          - -------         -------- 
 
      Weighted average shares outstanding - diluted                  23,004           10,149            22,933            7,582 
                                                                  ========         ========          = =======         ======== 
 
 
Basic net income (loss) per share                                 $   0.18         $  (0.15)         $    0.58         $  (0.88)  
                                                                  ========         ========          = =======         ======== 
 
Diluted net income (loss) per share                               $   0.17         $  (0.15)         $    0.53         $  (0.88)  
                                                                  ========         ========          = =======         ======== 



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

Statements in this report concerning future events or future performance, financial results or achievements of F5, or other statements which are 
not statements of historical facts are forward-looking statements. These statements may be identified by terminology such as "may," "will," 
"should," "expects," "plans," "anticipates," "believes," "estimates," "predicts", "potential" or "continue" or the negative of such terms or 
comparable terms. These statements are subject to a number of known and unknown risks, uncertainties and other factors which may cause our 
actual results, performance or achievements to differ from those expressed or implied by those statements. Relevant risks and uncertainties 
include among others: our limited operating history; variability of our operating results; market acceptance of our Internet traffic and content 
management products; our timely development of new products and features; our ability to manage our growth; our ability to maintain and 
develop distribution relationships; competition in the Internet traffic and content management market; our ability to expand in the international 
markets; unpredictability of our sales cycle and other risk factors referenced in our public filings with the Securities and Exchange 
Commission, and in particular, those set forth under the heading "Risk Factors" in our Annual Report on Form 10-K filed with the SEC on 
December 28, 1999. These forward-looking statements speak only as of the date of this report. We expressly disclaim any obligation or 
undertaking to release publicly any updates or revisions to any forward-looking statements contained in this report to reflect any change in our 
expectations with regard to such statements or any change in events, conditions or circumstances on which any statement is based.  

The following information should be read in conjunction with the "Management's Discussion and Analysis of Financial Condition and Results 
of Operations" on pages 15 through 27 of our Annual Report on Form 10-K.  

OVERVIEW  

F5 is a leading provider of integrated Internet traffic and content management solutions designed to improve the availability and performance 
of mission-critical Internet-based servers and applications. Our products monitor and manage an organization's geographically dispersed 
servers and intelligently direct traffic to the server best able to handle a user's request, preventing system failure and providing timely responses 
and optimal data flow.  

We were incorporated on February 26, 1996 and began operations in April 1996. During the period from February 26, 1996 through September 
30, 1996, we were a development stage enterprise and had no product revenues. Our operating activities during this period related primarily to 
developing our initial product, recruiting personnel, building our corporate infrastructure and raising capital.  

In July 1997, we released our first version of our BIG-IP(R) Local Traffic Controller and began to expand our operations. We continue to 
commit a significant amount of resources to research and development, marketing programs, domestic and international sales channels, 
customer support and services and our general and administrative infrastructure. Some of our key milestones, as of June 30, 2000 include:  

- hired more than 370 employees;  

- expanded international operations into Canada, Europe and Asia Pacific;  

- established a customer base of over 2,000 businesses; and  

- expanded our suite of products to include 3-DNS(R) Distributed Traffic Controller, SEE-IT(TM) Network Manager and GLOBAL-SITE(TM) 
Content Controller.  

Our net revenues grew from $7.6 million for the three months ended June 30, 1999 to $29.2 million for the three months ended June 30, 2000. 
Currently, we derive approximately 69% of our net revenues from sales of our BIG-IP. We expect to continue to derive a significant portion of 
our net revenues from sales of BIG-IP in the future. One of our resellers accounted for 13% of our net revenues for the three months ended 
June 30, 2000, and for 17% of  
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the Company's net revenues for the nine months ended June 30, 2000. This reseller accounted for 6% of our accounts receivable balance at 
June 30, 2000.  

Net revenues derived from customers located outside of the United States were $677,000 and $5.9 million for the three months ended June 30, 
1999 and 2000, respectively, and $1.0 million, and $12.5 million for the nine months ended June 30, 1999 and 2000, respectively. We plan to 
continue expanding our international operations significantly, particularly in selected countries in the European and Asia Pacific markets, 
because we believe international markets represent a significant growth opportunity.  

Customers who purchase our products generally receive installation services and an initial customer support contract, typically covering a 12-
month period. We generally combine the software license, hardware, installation, and customer support elements of our products into a package 
for a single price. We allocate a portion of the sales price to each element of the bundled package based on their respective fair values when the 
individual elements are sold separately. Revenues from the license of software are recognized, net of allowances for estimated returns, when 
the product has been shipped and the customer is obligated to pay for the product. Installation revenue is recognized when the product has been 
installed at the customer's site. Revenues for customer support are recognized on a straight-line basis over the service contract term. Our 
ordinary payment terms to our customers are net 30 days, but we have extended payment terms beyond net 30 days to some customers. For 
extended payment term arrangements, revenue is recognized ratably over the term of the arrangement. Estimated sales returns are based on 
historical experience by product and are recorded at the time revenues are recognized. Customers may also purchase consulting services and 
renew their initial customer support contract. Consulting services are customarily billed at fixed rates, plus out-of-pocket expenses. Based on 
our limited operating history, it is difficult to predict what our rate of renewals will be in the future.  

Our success in growing net revenues depends on increasing our customer base and expanding our product line as well as continued growth of 
the emerging Internet traffic and content management market. Accordingly, we plan to continue investing heavily in sales and marketing, 
promotion of the F5 brand, customer service and support, research and development, operating infrastructure and general and administrative 
staff to support our growth. As a result of these investments, we expect that our operating expenses will continue to increase significantly. As a 
result of growing revenues, we have begun to generate profits during our four most recent quarters ended September 30, 1999 to June 30, 2000. 

We have recorded a total of $6.2 million of unearned compensation costs since our inception through June 30, 2000. These charges represent 
the difference between the exercise price and the estimated fair value of certain stock options granted to our employees and outside directors. 
These options generally vest ratably over a four-year period. We are amortizing these costs over the vesting period of the options. We have 
recorded unearned compensation charges of $759,000 and $434,000 for the three months ended June 30, 1999 and 2000, respectively and $1.8 
million and $1.4 million for the nine months ended June 30, 1999 and 2000, respectively.  

We expect to recognize amortization expense related to unearned compensation of approximately $1.8 million, $965,000, $411,000 and 
$60,000 during the years ended September 30, 2000, 2001, 2002 and 2003, respectively. We cannot guarantee, however, that we will not 
accrue additional unearned compensation costs in the future.  

In view of the rapidly changing nature of our business and our limited operating history, we believe that period-to-period comparisons of net 
revenues and operating results are not necessarily meaningful and should not be relied upon as indications of future performance. To maintain 
profitability we will need to increase our net revenues significantly. Although we have experienced rapid growth in net revenues in recent 
periods, we may not be able to sustain these growth rates to maintain profitability.  
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RESULTS OF OPERATIONS  

The following table sets forth financial data as a percentage of total net revenues for the periods indicated.  

 

NET REVENUES:  

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

Product revenues. Product revenues increased by 270% from $6.4 million for the three months ended June 30, 1999 to $23.8 million for the 
three months ended June 30, 2000. Product revenues increased 394% from $11.9 million for the nine months ended June 30, 1999 to $58.6 
million for the nine months ended June 30, 2000. The increases in product revenues were due primarily to an increase in the quantity of our 
products sold which was the result of expansion into new and existing international markets and an increase in the number of our customers.  

Service revenues. Service revenues increased by 364% from $1.2 million for the three months ended June 30, 1999 to $5.4 million for the three 
months ended June 30, 2000. Service revenues increased 510% from $2.2 million for the nine months ended June 30, 1999 to $13.4 million for 
the nine months ended June 30, 2000. The increases in service revenues were due primarily to an increase in the installed base of our products 
and the renewal of service contracts.  

International revenues represented 9% of net revenues for the three months ended June 30, 1999 and 20% of net revenues for the three months 
ended June 30, 2000. International revenues represented 7% of net revenues for the nine months ended June 30, 1999 and 17% of net revenues 
for the nine months ended June 30, 2000.  
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                                                    THREE MONTHS ENDED             NINE MONTHS ENDED 
                                                          JUNE 30,                      JUNE 30, 
                                                   --------------------           --------------------  
                                                    2000           1999            2000           1999  
STATEMENT OF OPERATIONS DATA: 
Net revenues: 
    Products                                        81.6%          84.7%           81.5%          84.4 % 
    Services                                        18.4           15.3            18.5           15.6  
                                                   -----          -----           -----          -----  
        Total net revenues                         100.0          100.0           100.0          100.0  
                                                   -----          -----           -----          -----  
Cost of net revenues: 
    Products                                        20.6           21.5            21.8           21.9  
    Services                                         7.7            5.2             7.1            7.0  
                                                   -----          -----           -----          -----  
        Total cost of net revenues                  28.3           26.7            28.9           28.9  
                                                   -----          -----           -----          -----  
        Gross margin                                71.7           73.3            71.1           71.1  
                                                   -----          -----           -----          -----  
Operating expenses: 
    Sales and marketing                             36.2           52.7            34.4           64.8  
    Research and development                        11.7           19.3            11.7           27.1  
    General and administrative                       7.6           12.5             7.6           15.3  
    Amortization of unearned compensation            1.5           10.0             2.0           12.8  
                                                   -----          -----           -----          -----  
        Total operating expenses                    57.0           94.5            55.7          120.0  
                                                   -----          -----           -----          -----  
 
Income (loss) from operations                       14.7          (21.2)           15.4          (48.9 ) 
Interest income, net                                 2.9            1.3             3.3            1.3  
                                                   -----          -----           -----          -----  
Income (loss) before income taxes                   17.6          (20.0)           18.7          (47.6 ) 
Provision for income taxes                           4.4             --             1.8             --  
                                                   -----          -----           -----          -----  
Net income (loss)                                   13.2%         (19.9)%          16.9%         (47.6 )% 
                                                   =====          =====           =====          =====  



As our net revenue base increases, we may not be able to sustain the percentage growth rates of net revenues that we have experienced 
historically.  

COST OF NET REVENUES:  

Cost of net revenues consists primarily of outsourced hardware components and manufacturing, fees for third-party software products 
integrated into our products, manufacturing and service and support personnel and an allocation of our facilities and depreciation expenses.  

Cost of product revenues. Cost of product revenues increased 269%, from $1.6 million for the three months ended June 30, 1999 to $6.0 
million for the three months ended June 30, 2000 and remained consistent as a percentage of product revenues at 25%, compared to the same 
period last year. Cost of product revenues increased 409% from $3.1 million for the nine months ended June 30, 1999 to $15.7 million for the 
nine months ended June 30, 2000 and increased as a percentage of product revenues to 27% from 26%. The increases in absolute dollars were 
due primarily to higher sales volume during these periods.  

Cost of service revenues. Cost of service revenues increased 465%, from $396,000 for the three months ended June 30, 1999 to $2.2 million for 
the three months ended June 30, 2000 and increased as a percentage of service revenues to 42% from 34%. Cost of service revenues increased 
421% from $976,000 for the nine months ended June 30, 1999 to $5.1 million for the nine months ended June 30, 2000 and decreased as a 
percentage of service revenues to 38% from 45%. The increases in cost of service revenues in absolute dollars were due primarily to increased 
personnel costs, related to hiring.  

Sales and marketing. Our sales and marketing expenses consist primarily of salaries, commissions and related benefits to our sales and 
marketing staff, costs of our marketing programs, including public relations, advertising and trade shows and an allocation of our facilities and 
depreciation expenses. Sales and marketing expenses increased 164%, from $4.0 million for the three months ended June 30, 1999 to $10.6 
million for the three months ended June 30, 2000, but decreased as a percentage of net revenues to 36% from 53%. Sales and marketing 
expenses increased 172% from $9.1 million for the nine months ended June 30, 1999 to $24.8 million for the nine months ended June 30, 2000, 
but decreased as a percentage of net revenues to 34% from 65%. The increases in absolute dollars were due to the expansion of sales and 
marketing personnel from 67 to 222, between June 30, 1999 and June 30, 2000, as well as increased commissions, and increased advertising 
and promotional activities over the three and nine month periods ending June 30, 2000. We expect to continue increasing sales and marketing 
expenses in order to grow net revenues and expand our brand awareness.  

Research and development. Our research and development expenses consist primarily of salaries and related benefits for our product 
development personnel and an allocation of our facilities and depreciation expenses. Research and development expenses increased 133% from 
$1.5 million for the three months ended June 30, 1999 to $3.4 million for the three months ended June 30, 2000, but decreased as a percentage 
of net revenues to 12% from 19%. Research and development expenses increased 121% from $3.8 million for the nine months ended June 30, 
1999 to $8.4 million for the nine months ended June 30, 2000, but decreased as a percentage of net revenues to 12% from 27%. These increases 
in absolute dollars were due to an increase in product development personnel from 54 to 101, between June 30, 1999 to June 30, 2000.  

Our future success is dependent in large part on the continued enhancement of our current products and our ability to develop new, 
technologically advanced products that meet the sophisticated needs of our customers. We expect research and development expenses to 
increase in absolute dollars in future periods.  

General and administrative. Our general and administrative expenses consist primarily of salaries, benefits and related costs of our executive, 
finance, information technology, human resource and legal personnel, third-party professional service fees, and an allocation of our facilities 
and depreciation expenses. General and administrative expenses increased 133% from $954,000 for the three months ended June 30, 1999 to 
$2.2 million for the three months ended June 30, 2000, but expenses decreased as a percentage of net revenues to 8% from 13%. General and 
administrative expenses increased 154% from $2.1 million for the nine months ended June 30, 1999 to $5.4 million  
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for the nine months ended June 30, 2000, but decreased as a percentage of net revenues from 15% to 8%. These increases in absolute dollars 
were due primarily to an increase in general and administrative personnel from 30 to 54, between June 30, 1999 to June 30, 2000. We expect 
general and administrative expenses to increase in absolute dollars as we expand our staff in order to manage our growth.  

Amortization of unearned compensation. We recorded amortization expense of unearned compensation of $759,000 and $434,000 for the three 
months ended June 30, 1999 and 2000, respectively. For the nine months ended June 30, 1999 and 2000, we recorded amortization of unearned 
compensation charges of $1.8 million and $1.4 million, respectively. Unearned compensation charges represent the difference between the 
exercise price and the estimated fair value of certain stock options granted to our employees and the outside directors and are amortized over 
the vesting period of the option.  

Interest income, net. Interest income consists of earnings on our cash and cash equivalent balances. Interest income, net was $97,000 for the 
three months ended June 30, 1999 and $855,000 for the three months ended June 30, 2000. For the nine months ended June 30, 1999 and 2000, 
interest income, net was $186,000 and $2.4 million, respectively. These increases were due primarily to the investment of proceeds received 
from our initial and secondary public offerings in June and October 1999.  

Income taxes. FASB Statement No. 109 provides for the recognition of deferred tax assets if realization is more likely than not. Based on 
available evidence, which includes our historical operating performance and the reported cumulative net losses in all prior years, we 
historically provided for a full valuation allowance against our net deferred tax assets. Based on our operating performance, we have recently 
determined that certain of these assets are more likely than not realizable. As a result the valuation allowance has been partially reversed 
against our net deferred assets. We have maintained a valuation allowance on our remaining net operating loss carryforwards as of June 30, 
2000 (approximately $4.7 million). These remaining net operating loss carryforwards primarily relate to the tax benefits associated with our 
stock option plans. The recognition of net operating loss carryforwards related to stock option plan benefits will be offset against shareholders' 
equity.  

We have recorded a provision for income taxes of $1.3 million for the three months ended June 30, 2000. The effective tax rate for the three 
months ended June 30, 2000 was 25%, which is lower than the federal statutory rate due to the tax benefit received from the reversal of the 
valuation allowance. The effective tax rate for the remainder of the fiscal year 2000 is estimated to be 36%.  

As of September 30, 1999, we had approximately $7.8 million of net operating loss carryforwards for federal income tax purposes. 
Accordingly, there was no provision for federal or state income taxes for any prior period. Utilization of the net operating loss carryforwards 
may be subject to annual limitations due to the ownership change limitations contained in the Internal Revenue Code of 1986 and similar state 
provisions. Annual limitations may result in the expiration of the net operating losses before we can utilize them. The federal net operating loss 
carryforwards will expire at various dates beginning in 2011 through 2019 if we do not use them.  

LIQUIDITY AND CAPITAL RESOURCES  

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

Cash provided by (used in) our operating activities was $(3.9) million for the nine months ended June 30, 1999 and $7.5 million for the nine 
months ended June 30, 2000. As of June 30, 2000, we had $56.2 million in cash and cash equivalents and $6.1 million in restricted cash. We 
expect that accounts receivable and inventories will continue to increase to the extent our revenues continue to increase. Any such increases can 
be expected to reduce cash and cash equivalents. We have provided extended payment terms to one of our resellers and expect to offer 
financing programs to other resellers in the future.  
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Cash used in investing activities was $1.5 million for the nine months ended June 30, 1999 and $10.9 million for the nine months ended June 
30, 2000, substantially all of which was used for the purchase of property and equipment. We expect capital expenditures to continue to 
increase through the end of 2000, due to the costs of expansion and expenditures for information systems and test equipment.  

In April 2000, we entered into a lease agreement on two buildings for a new corporate headquarters. The lease commenced in July 2000 on the 
first building; and the lease on the second building will commence in October 2000. The lease for both buildings expires in 2012 with an option 
for renewal. We will begin taking occupancy of the new facilities in the quarter ending September 30, 2000.  

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK  

Interest Rate Risk. We do not hold derivative financial instruments or equity securities in our investment portfolio. Our cash equivalents consist 
of high-quality securities, as specified in our investment policy guidelines. The policy limits the amount of credit exposure to any one issue or 
issuer to a maximum of 20% of the total portfolio with the exception of treasury securities, commercial paper and money market funds, which 
are exempt from size limitation. The policy limits all short-term investments to those that mature in two years or less, with the average maturity 
being one year or less. These securities are subject to interest rate risk and will decrease in value if interest rates increase.  

Foreign Currency Risk. Currently the majority of our sales and expenses are denominated in U.S. dollars and as a result, we have not 
experienced significant foreign exchange gains and losses to date. While we have conducted some transactions in foreign currencies during the 
fiscal year ended September 30, 1999 and the three and nine months ended June 30, 2000 and expect to continue to do so, we do not anticipate 
that foreign exchange gains and losses will be significant. We have not engaged in foreign currency hedging to date, however we may do so in 
the future.  
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PART II  
OTHER INFORMATION  

ITEM 2. CHANGES IN SECURITIES AND USE OF PROCEEDS  

Our registration statement (No. 333-75817) under the Securities Act of 1933, as amended, for our initial public offering of common stock 
became effective on June 4, 1999. Offering proceeds to the Company, net of aggregate expenses of approximately $1.0 million, were 
approximately $25.5 million. From the time of receipt through June 30, 2000, the proceeds were applied as follows:  

- $8,500,000 was applied toward lease obligations for new office space secured by an irrevocable standby letter of credit;  

- $500,000 was applied to purchase inventory on credit secured by an irrevocable standby letter of credit; and  

- Approximately $4,000,000 was applied toward working capital expenditures, including expenditures to sales and marketing, research and 
development and professional services.  

The remaining proceeds are being held as cash, cash equivalents and short-term investments.  

ITEM 5. OTHER INFORMATION  

On July 19, 2000, F5 issued a press release relating to the appointment of John McAdam as President, Chief Executive Officer and a member 
of F5's board of directors. Mr. McAdam assumed these roles on July 24, 2000. Jeff Hussey, who had previously held the position of President 
and Chief Executive Officer, will continue to serve as the Chair of F5's board of directors and will assume the new role of Chief Strategist for 
the Company. The July 19, 2000 press release is attached to this report at Exhibit 99.1.  

ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K  

(a) Exhibits:  

10.1 Amended and Restated Lease Agreement dated April 3, 2000 between F5 Networks, Inc. and Koehler McFayden and Co.  

27.1 Financial Data Schedule (filed only with the electronic submission of Form 10-Q in accordance with the Edgar requirements).  

99.1 Press Release issued by the Company on July 19, 2000.  

(b) Reports on Form 8-K:  

No reports on Form 8-K were filed by the Company during the period ended June 30, 2000.  
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SIGNATURES  

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by the 
undersigned, thereunto duly authorized on this 10th day of August, 2000.  

F5 Networks, Inc.  
(Registrant)  

 

(Duly Authorized Officer and Principal Financial and Accounting Officer)  
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By: /s/ Robert J. Chamberlain 
------------------------------------ 
Robert J. Chamberlain 
Chief Financial Officer 



EXHIBIT INDEX  
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EXHIBIT 10.1  

401 ELLIOTT WEST  

AMENDED AND RESTATED  
OFFICE LEASE AGREEMENT  

Between  

401 Elliott West LLC  

and  

F5 Networks, Inc.  



This Amended and Restated Office Lease Agreement reflects the agreements of the Parties as set forth in that certain Lease dated July 31, 1999 
for premises located at 401 Elliott West, Seattle, Washington, as amended by Lease Amendment I dated October 26, 1999, and as further 
amended by Lease Amendment II dated April 3, 2000.  

1. BASIC LEASE TERMS  

Section 1 represents a summary of the basic terms of this Office Space Lease for 401 Elliott West.  
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a.     DATE OF LEASE:                                     July 31, 1999 
 
b.     TENANT:                                            F5 Networks, Inc. 
 
       ADDRESS OF LEASED PREMISES:                        401 Elliott Avenue West 
                                                          Seattle, WA 98119 
 
 
       ADDRESS FOR BILLING AND NOTICES:                   Prior to Commencement Date: 
 
                                                          200 First Avenue West, Suite 500 
                                                          Seattle, WA 98119 
                                                          Phone: (206) 505 0800 
                                                          Fax:  (206) 505 0897 
                                                          Attn: Joann Reiter, General Counsel 
 
                                                          Same as above except the address shall be th e same 
                                                          as Premises after commencement of the 
                                                          Lease. 
 
c.     LANDLORD:                                          401 Elliott West L.L.C. 
 
       ADDRESS FOR NOTICES:                               c/o Koehler McFadyen & Company 
                                                          1601 Fifth Avenue, Suite 2210 
                                                          Seattle, WA  98101 
                                                          Phone: (206) 682 2680 
                                                          Fax:  (206) 467 5975 
                                                          Attn: Steve Koehler 
 
                                                          or such other place as 
                                                          Landlord may from time to time 
                                                          designate by notice to Tenant 
 
d.     PREMISES AREA:                                     84,765 rentable square feet, 
                                                          Floors 1 through 4 of Building Two 
 
                                                          110,111 rentable square feet, 
                                                          Floors 1 through 4 of Building Three 
 
e.     BUILDING AREA OF BUILDING TWO:                     85,446 rentable square feet 
       TENANT'S PERCENTAGE OF                             99.20% 
       BUILDING TWO: 
 
       BUILDING AREA OF BUILDING THREE:                   110,111 rentable square feet 
       TENANT'S PERCENTAGE OF                             100% 
       BUILDING THREE: 
 
f.     PROJECT AREA:                                      299,643 rentable square feet 
       TENANT'S PERCENTAGE OF PROJECT:                    65.04% 
 
g.     TERM OF LEASE:                                     This Lease shall commence on July 25, 2000 a s it 
                                                          relates to all of Building Two, September 1,  2000 as it 
                                                          relates  to  the  first  floor  of  Building   Three,  and  
                                                          October 1, 2000 as it relates to floors 2 th rough 4 of 
                                                          Building Three, or such earlier or later dat es as may be 
                                                          provided in Section 3 (the "Commencement Dat es") 
                                                          and shall terminate on the last day of the o ne hundred 
                                                          and forty-fourth (144th) full calendar month  after the 
                                                          Commencement  Date  for  the  Premises  in  Building 
                                                          Two.  Landlord shall use reasonable efforts to obtain 
                                                          early occupancy of the first floor of Buildi ng Three 
                                                          under  a  certificate  of  occupancy,  or  t emporary 
                                                          certificate of occupancy, so that Tenant can  occupy 
                                                          the first floor of Building Three as close a s possible to  
                                                          the Commencement Date of Building Two. 
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h.     BASE MONTHLY RENT:                                 $167,764.06 Building Two 
                                                          $214,818.75 Building Two + Floor 1, Building  Three 
                                                          $394,074.89 Building Two and Building Three 
 
i.     PARKING:                                           Initial Monthly Charge of $100.00 per month for each 
                                                          Parking Permit. 
 
                                                          Number of parking permits allocated to Tenan t: 370 
                                                          spaces. 
 
j.     RENT ADJUSTMENT(S):                                   MONTHS         BASE MONTHLY RENT 
                                                             ------         ----------------- 
                                                            61 - 72             $413,176.92 
                                                            73 - 84             $423,691.84 
                                                            85 - 96             $434,206.76 
                                                            97 - 108            $444,721.68 
                                                           109 - 144            $455,236.58 
 
k.     ADDITIONAL RENT - ESTIMATED INITIAL 
       TENANT'S SHARE OF EXPENSES:                        $ 47,680.31        Building Two 
                                                          $ 61,053.75        Building Two + Floor 1, B uilding 
                                                                             Three 
                                                          $109,617.75        Building Two and Building  Three 
 
l.     SECURITY DEPOSIT:                                  $6,000,000 in the form of a Letter of Credit  as further  
                                                          described in Section 6 and Exhibit H. 
 
m.     NON-REFUNDABLE CLEANING FEE                        N/A 
 
n.     PREPAID RENT                                       N/A 
 
o.     TENANT'S USE OF PREMISES:                          General  Purpose  R&D  Office  with,  Shippi ng/Light 
                                                          Manufacturing Facility & Storage Space on th e First 
                                                          Floor of Building Three 
 
p.     BROKERS:                                           Douglas Hanafin, Washington Partners, Inc. 
       TO BE PAID BY:                                     Landlord 
 
q.     GUARANTOR(S):                                      N/A 
 
r.     ADDITIONAL TERMS:                                  Sections 29 to 42 
 
s.     EXHIBIT(S):                      Exhibit A -        The Premises 
                                        Exhibit B -        Tenant's Buildings and the Project 
                                        Exhibit C -        Building Shell and Core Outline Specificatio ns 
                                        Exhibit D -        Signage Criteria 
                                        Exhibit E -        Janitorial Specifications 
                                        Exhibit F -        Tenant Work Letter 
                                        Exhibit G -        [intentionally omitted] 
                                        Exhibit H -        Form of Letter of Credit 



2. PREMISES/COMMON AREAS/PROJECT.  

a. PREMISES. Landlord leases to Tenant the premises described in  
Section 1 and in Exhibit A (the "Premises"), located in the buildings described on Exhibit B. The buildings are part of a larger, multi-building 
development shown on Exhibit B (the "Project"). As used herein, Buildings Two and Three may be referred to as "Tenant's Buildings", and all 
buildings in the Project are referred to collectively as the "Buildings"). Upon completion of the Tenant Improvements to the Premises, Landlord 
shall cause the rentable square footage of the Premises to be measured by Landlord's architect using the BOMA American National Standard 
Institute Publication, ANSI Z65.1-1996 standards (the "Rentable Square Footage"), which measurement shall govern with respect to the 
Premises Area of Section 1(d). Tenant shall have the right to have a Washington-licensed surveyor approved by Landlord and jointly 
responsible to Landlord and Tenant verify the Premises Net Rentable Area determined by Landlord's Architect, if it does so within twenty  
(20) days after receipt of the notice from Landlord's Architect. If based on such verification Tenant disagrees with the Net Rentable Area 
determined by Landlord's Architect it shall advise Landlord and its Architect of the deviation within ten (10) days thereafter or be deemed to 
have accepted Landlord's Architect's determination. If Tenant gives a timely notification of disagreement, then the parties shall jointly select a 
Washington-licensed surveyor to review the calculations of Landlord's architect and the Tenant selected surveyor and make the determination 
of Premises Net Rentable Area, which determination shall be final and binding on the parties. Landlord shall cause each building within the 
Project to be similarly measured for the purposes of Sections 1(e) and 1(f) upon completion of the interior improvements of such building(s). 
Each building shall be deemed added to the Project for the purposes of such computation upon the completion of the Building Shell and Core 
improvements, as defined in Exhibit C, to such building and the computations of Section 1, if delayed pending final measurement of Rentable 
Square Footage, shall be deemed retroactive to such date.  

b. COMMON AREAS. As used in this Lease, "Common Areas" shall mean all portions of the Project not leased or demised for lease to 
specific tenants. During the Lease Term, Tenant and its licensees, invitees, customers and employees shall have the non-exclusive right to use 
the public portions of the Common Areas, including all parking areas, landscaped areas, entrances, lobbies, elevators, stairs, corridors, and 
public restrooms in common with Landlord, other Project tenants and their respective licensees, invitees, customers and employees. Landlord 
shall be entitled to create limited Common Areas within specified Buildings for exclusive use of the tenants within such Buildings. Landlord 
shall at all times have exclusive control and management of the Common Areas and no diminution thereof shall be deemed a constructive or 
actual eviction or entitle Tenant to compensation or a reduction or abatement of rent. Landlord in its discretion may increase, decrease or 
change the number, locations and dimensions of any Common Areas and other improvements shown on Exhibit B, and/or designate such areas 
limited Common Areas assigned to particular buildings within the Project.  

c. PROJECT. Landlord reserves the right in its sole discretion to modify or alter the configuration or number of buildings in the Project, so long 
as such modification or alteration does not materially modify or alter Tenant's Premises and provided only that upon such modification or 
alteration, the Project Area as set forth in Section 1(e) shall be adjusted to reflect such modification or alteration using the BOMA American 
National Standard Institute Publication, ANSI Z65.1-1996.  

3. TERM. For the purposes of calculating Commencement Date and effects of construction delay under this Section 3, all of Building Two is 
referred to as "Phase I", Floor 1 of Building Three is referred to as "Phase II"; and Floors 2, 3 and 4 of Building Three are referred to as "Phase 
III". The Commencement Dates listed in Section 1 of this Lease for Phases I, II and III represent an estimate of the actual Commencement 
Dates. The actual Commencement Dates for each such Phase shall be the first to occur of the following events: (i) the date Tenant has 
substantially commenced the use and occupancy of that Phase or any portion thereof for purposes other than completion of the Tenant Work (as 
defined in Exhibit  
F), or (ii) one hundred twenty (120) days (the "Tenant Work Period") after the Delivery Date for that Phase as defined in Exhibit F. The 
scheduled Delivery Date for all of Building Two is March 25, 2000 and for all of Building Three is May 31, 2000. As used herein, "Unexcused 
Delay" means the failure to meet an applicable deadline when caused by delays other than Tenant Delay or Force Majeure. "Day(s) of 
Unexcused Delay" means the number of days of delay past the applicable deadline caused by Unexcused Delay (excluding the effect of Tenant 
Delay or Force Majeure).  

The Tenant Work Period shall be extended by the amount of any Unexcused Delay. If on September 25, 2000 with respect to all of Building 
Two, and December 1, 2000 with respect to all of Building Three, as a result of Unexcused Delay either (w) the Tenant Work is not yet 
substantially complete or (x) Tenant cannot occupy the Premises because the condition of the Building Shell and Core prevents issuance of 
such building permit sign offs as are necessary for beneficial occupancy of the Premises, then in addition to any extension of the Tenant Work 
Period as specified above, Tenant shall receive a credit against Base Rent that first becomes due under this Lease for the affected building, in 
an amount equal to one (1) day of Base Rent for each such Day of Unexcused Delay. If, on November 25, 2000 with respect to all of Building 
Two, and February 1, 2001, with respect to all of Building Three, as a result of Unexcused Delay either (y) the Tenant Work is not yet 
substantially complete or (z) Tenant cannot occupy the Premises because the condition of the Building Shell and Core prevents issuance of 
such building permit sign offs as are necessary for beneficial occupancy of the Premises, and Landlord does not substantially complete the 
Building Shell and Core so that (subject to the completion of the Tenant Work), building permit sign offs can be issued allowing Tenant to use 
and occupy the Premises for its intended purposes within thirty (30) days after written notice from Tenant of Tenant's intention to terminate this 
Lease as provided in this sentence, then  

4  



Tenant may terminate this Lease with respect to the affected building by written notice given to Landlord at any time after the end of such 
thirty (30) day period and prior to the date the Building Shell and Core for such building is substantially complete. If the Commencement Date 
for either building is later than the estimated Commencement Date specified in Section 1 above, then, except as otherwise provided in this  
Section 3, this Lease shall not be void or voidable and Landlord shall not be liable to Tenant for such delay. Following the Commencement 
Date for each building, Landlord shall confirm such date to Tenant in writing. Any dispute between Landlord and Tenant with respect to the 
terms and application of this Section 3 and Exhibits C and F attached shall be subject to binding arbitration in accordance with Section 39 of 
this Lease. All provisions of this Lease, other than those relating to the commencement of the Lease Term, the payment of Base Rent and 
Additional Rent, shall become effective on the date Tenant or its contractor or employees are first present on the Premises for construction, 
installation, move-in or other purposes.  

4. RENT  

a. BASE MONTHLY RENT. Tenant shall pay Landlord monthly base rent in the initial amount in Section 1 which shall be payable monthly in 
advance on the first day of each and every calendar month of the Term of the Lease ("Base Monthly Rent") provided, however, the first 
month's Base Monthly Rent and Tenant's Share of Expenses, including any adjustments for Rent Abatement as described in Section 30 below, 
is due and payable, with respect to Building Two, upon the earlier occurrence of (a) February 1, 2000 or (b) the Commencement Date of 
Building Two and with respect to Building Three, upon the earlier occurrence of (x) seven (7) business days after mutual execution of this 
Amended and Restated Lease or (y) the Commencement Date of Building Three.  

For purposes of Section 467 of the Internal Revenue Code, the parties to this Lease hereby agree to allocate the stated Rents, provided herein, 
to the periods which correspond to the actual Rent payments as provided under the terms and conditions of this agreement.  

b. RENT ADJUSTMENT.  

1) Base Monthly Rent shall be increased periodically to the amounts and at the times set forth in Section 1(j), and the months referenced therein 
shall be lease months calculated in reference to the Commencement Date of Phase I (Building Two).  

c. EXPENSES. The purpose of this Section 4(c) is to ensure that Tenant bears its proportionate share of all actual Expenses related to the use, 
maintenance, ownership, repair or replacement, and insurance of the Tenant's Buildings and associated Common Areas. Accordingly, 
beginning on the Commencement Dates per Section 1(g.) above, Tenant shall each month pay to Landlord one-twelfth (1/12) of Tenant's Share 
of Expenses related to Tenant's Buildings and Associated Common Areas. As used in this Lease, "Tenant's Share" shall mean the Premises 
Area, as defined in Section 1(d), divided by the total Building Area then under lease to Tenant, as defined in Section  
1(e), and "Tenant's Share of Expenses" shall mean total Expenses for Tenant's Buildings and associated Common Areas, multiplied by Tenant's 
Share, provided that Landlord may specially allocate individual expenses where and in the manner necessary, in Landlord's discretion, to 
appropriately reflect the consumption of the expense or service. For example where some but not all premises in a building have HVAC, 
Landlord may reallocate Building Expenses for HVAC to all premises utilizing HVAC to be apportioned on a per square foot basis, or could 
allocate to each premises utilizing HVAC the cost of maintaining that space's individual unit. In the event the average occupancy level of a 
building or the Project for any year is less than ninety five percent (95%), the actual Expenses for the building or the Project for such year shall 
be proportionately adjusted to reflect those costs which Landlord estimates would have been incurred, had the building or Project, as 
applicable, been ninety five percent (95%) occupied during such year, such that Tenant's Share of Expenses more accurately reflects Tenant's 
actual usage. Tenant's Buildings are part of a larger, multi-building project described on Exhibit B hereto. In the event any Expenses are billed 
on a multi-building basis, Tenant's Share of such Expenses shall be charged based on the ratio of the Premises Area, as defined in Section 1(d) 
divided by the Project Area, defined in Section 1(f). The intent of the parties is to make rental payable by Tenant and other tenants in the 
Project absolutely net to Landlord assuming at least 95% occupancy, except for items expressly excluded in Section  
4(c)(1)(f).  

1) EXPENSES DEFINED. The term "Expenses" shall mean all costs and expenses of the ownership, operation, maintenance, repair or 
replacement, and insurance of the Project (allocated on a building-by-building basis, to the extent so provided above), including without 
limitation, the following costs:  

(a) All supplies, materials, labor, equipment, and utilities used in or related to the operation and maintenance of the Project,  

(b) All maintenance, management, janitorial, legal, accounting, insurance, and service agreement costs related to the Project. If the Building is 
managed by an affiliate of Landlord, building management fees in excess of management fees charged by independent property managers for 
comparable buildings in the Building's geographic market area shall be excluded from defined expenses.  

(c) All maintenance, replacement and repair costs relating to the areas within or around the Project, including, without limitation, air 
conditioning systems, sidewalks, landscaping, service areas, driveways, parking Areas (including resurfacing and restriping parking areas), 
walkways, building exteriors (including  
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painting), signs and directories, repairing and replacing roofs, walls, etc. These costs may be included either based on actual expenditures or the 
use of an accounting reserve based on past cost experience for the Project.  

(d) Amortization (along with reasonable financing charges) of capital betterments made to the Project which may be required by any 
government authority or which will improve the operating efficiency of the Project (provided, however, that the amount of such amortization 
for improvements not mandated by government authority shall not exceed in any year the amount of costs reasonably determined by Landlord 
in its sole discretion to have been saved by the expenditure either through the reduction or minimization of increases which would have 
otherwise occurred).  

(e) Real Property Taxes including all taxes, assessments (general and special) and other impositions or charges which may be taxed, charged, 
levied, assessed or imposed upon all or any portion of or in relation to the Project or any portion thereof, any leasehold estate in the Premises or 
measured by Rent from the Premises, including any increase caused by the transfer, sale or encumbrance of the Project or any portion thereof. 
"Real Property Taxes" shall also include any form of assessment, levy, penalty, charge or tax (other than estate, inheritance, net income, or 
franchise taxes) imposed by any authority having a direct or indirect power to tax or charge, including, without limitation, any city, county, 
state federal or any improvement or other district, whether such tax is (1) determined by the value of the Project or the Rent or other sums 
payable under this Lease; (2) upon or with respect to any legal or equitable interest of Landlord in the Project or any part thereof; (3) upon this 
transaction or any document to which Tenant is a party creating a transfer in any interest in the Project, (4) in lieu of or as a direct substitute in 
whole or in part of or in addition to any real property taxes on the Project, (5) based on any parking spaces or parking facilities provided in the 
Project, or (6) in consideration for services, such as police protection, fire protection, street, sidewalk and roadway maintenance, refuse 
removal or other services that may be provided by any governmental or quasi-governmental agency from time to time which were formerly 
provided without charge or with less charge to property owners or occupants.  

(f) Landlord agrees that Expenses as defined in  
Section 4(c) shall not include the following:  
(i) the cost of any special services rendered to individual tenants for which a separate charge is billed; (ii) costs of capital betterments except as 
provided in subsection 4(c)(1)(d) above; (iii) Legal fees, brokerage commissions, advertising costs, or other related expenses incurred by 
Landlord in an effort to generate rental income; (iv) Repairs, alterations, additions, improvements or replacements made to rectify or correct 
any defect in the original design, materials or workmanship of Building or common areas (but not including repairs, alterations, additions, 
improvements or replacements made as a result of ordinary wear and tear); (v) Damage and repairs attributable to fire or other casualty for 
which Landlord is reimbursed from insurance proceeds; (vi) (a) Executive Salaries or (b) Salaries of service personnel for performance of 
services except to the extent incurred directly in connection with the management, operation, repair or maintenance of the Building; (viii) 
Landlord's general overhead expenses not related to the Building, provided that Landlord shall be allowed to include the value of any rent-free 
or rent-reduced occupancy in the Building if such is given to the managing entity in lieu of a higher management fee; (ix) Legal fees, 
accountants' fees and other expenses incurred in connection with disputes with tenants or other occupants of the Building or associated with the 
enforcement of the terms of any leases with other tenants or otherwise incurred for any reason other than for the general benefit of all tenants in 
the Building; (x) Costs (including permit, license and inspection fees) incurred in renovating or otherwise improving, decorating, painting or 
altering (a) vacant space (excluding common areas) in the Building, or (b) space for tenants or other occupants in the Building, or  
(c) costs incurred in supplying any improvement item specifically for, or specific services to, other tenants in the Building; (xi) Principal and/or 
interest payments called for under any debt secured by a mortgage or deed of trust on the Building; (e) Landlord shall not attempt to collect in 
excess of one hundred percent (100%) of Operating Expenses and shall not recover any item of cost more than once; (xiii) Any bad debt loss, 
rent loss, or reserves for bad debts or rent loss; (xiv) All items and services for which Tenant or any other tenant in the Building otherwise 
reimburses Landlord; (xv) Electric power costs for which any tenant directly contracts with the local public service company;  
(xvi) Costs arising from Landlord's political or charitable contributions; (xvii) Costs, other than those incurred in ordinary maintenance, for the 
purchase and installation of sculpture, paintings or other objects of art; (xviii) Tax penalties incurred as a result of Landlord's negligence, 
inability or unwillingness to make payments when due; (xix) Costs incurred due to a violation by Landlord or any other tenant of the Building 
of the terms and conditions of any lease; (xx) Costs and expenses incurred in complying with hazardous waste and environmental laws where 
the lack of compliance is caused by hazardous waste brought into the Project by  
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Landlord, its employees, agents or contractors or other tenants; (xxi) Costs or expenses which would be capitalized under generally accepted 
accounting principals, and which relate to the initial completion of the Premises, load bearing walls and other structural elements of the 
Building or the Project, or during the initial Lease Term related to the replacement of the heating and air conditioning and other Building and 
Project systems; and (xxii) direct costs of managing the Garage paid to third party garage operators such as management fees, attendants, 
cashiers and maintenance of ticket dispensing equipment.  

2) ANNUAL ESTIMATE OF EXPENSES, TENANT'S SHARE. When Tenant takes possession of the Premises, Landlord shall estimate 
Tenant's share of Expenses for the remainder of the calendar year, and at the commencement of each calendar year thereafter, Landlord shall 
estimate Tenant's Share of Expenses for the coming year by multiplying the appropriate estimated annual Building or Project Expenses by 
Tenant's Share.  

3) MONTHLY PAYMENT OF EXPENSES. Tenant shall pay to Landlord, monthly in advance, as Additional Rent, one-twelfth (1/12) of the 
Annual Estimate of Tenant's Share of Expenses beginning on the date Tenant takes possession of the Premises. As soon as practical following 
each calendar year, Landlord shall prepare an accounting of actual Expenses incurred during the prior calendar year and such accounting shall 
reflect Tenant's Share of Expenses. If the Additional Rent paid by Tenant under this Section 4(c)(3) during the preceding calendar year was less 
than the actual amount of Tenant's Share of Expenses, Landlord shall so notify Tenant and Tenant shall pay such amount to Landlord within 30 
days of receipt of such notice. Such amount shall be deemed to have accrued during the prior calendar year and shall be due and payable from 
Tenant even though the term of this Lease has expired or this Lease has been terminated prior to Tenant's receipt of this notice. Tenant shall 
have thirty (30) days from receipt of such notice to contest the amount due, failure to so notify Landlord shall represent final determination of 
Tenant's Share of Expenses. If Tenant's payments were greater than the actual amount, then such overpayment shall be credited by Landlord to 
Tenant's Share of Expenses due under this  
Section 4(c)(3). If such overpayment is determined after termination of this Lease, then such overpayment shall be paid by Landlord to Tenant 
within thirty (30) days after the annual expense statement is completed with deduction of any remaining sums owed by Tenant to Landlord.  

4) RENT WITHOUT OFFSET AND LATE CHARGE. As used herein, "Rent" shall mean all monetary sums due from Tenant to Landlord. All 
Base Monthly Rent shall be paid by Tenant to Landlord without prior notice or demand in advance on the first day of every calendar month, at 
the address shown in Section 1, or such other place as Landlord may designate in writing from time to time. Whether or not so designated, all 
other sums due from Tenant under this Lease shall constitute Additional Rent, payable without prior notice or demand when specified in this 
Lease, but if not specified, then within thirty (30) days of demand, during which time the parties will work to resolve any good faith 
disagreements on the amount due. All Rent shall be paid without any deduction or offset whatsoever except as otherwise specifically provided 
herein. All Rent shall be paid in lawful currency of the United States of America. Proration of Rent due for any partial month shall be 
calculated by dividing the number of days in the month for which Rent is due by the actual number of days in that month and multiplying by 
the applicable monthly rate. Tenant acknowledges that late payment by Tenant to Landlord of any Rent, Additional Rent or other sums due 
under this Lease will cause Landlord to incur costs not contemplated by this Lease, the exact amount of such cost being extremely difficult and 
impracticable to ascertain. Such costs include, without limitation, processing and accounting charges and late charges that may be imposed on 
Landlord by the terms of any encumbrance or note secured by the Premises. Therefore, if any Rent or other sum due from Tenant is not 
received within five (5) business days of the date due, Tenant shall pay to Landlord an additional sum equal to 5% of such overdue payment. 
Landlord and Tenant hereby agree that such late charge represents a fair and reasonable estimate of the costs that Landlord will incur by reason 
of any such late payment and that the late charge is in addition to any and all remedies available to the Landlord and that the assessment and/or 
collection of the late charge shall not be deemed a waiver of any other default. Additionally, all such delinquent Rent or other sums, plus this 
late charge, which are more than thirty (30) days past due, shall bear interest at the rate of 15 percent per annum. If the interest rate specified in 
this Lease is higher than the rate permitted by law, the interest rate is hereby decreased to the maximum legal interest rate permitted by law. 
Any payments of any kind returned for insufficient funds will be subject to an additional handling charge of $25.00, and thereafter, Landlord 
may require Tenant to pay all future payments of Rent or other sums due by money order or cashier's check.  

5) REVIEW AND AUDIT RIGHT. Tenant shall have the right (no more frequently than once per calendar year) to review Landlord's books 
and records pertaining to Expenses for the prior year. Tenant may cause an audit of Landlord's books and records which will be conducted by 
an independent certified public accountant designated by Tenant. If any such audit discloses Tenant overpaid its share of Expenses for any 
calendar year, Landlord shall pay Tenant the amount of the overpayment within thirty  
(30) days after the results of the audit have been disclosed to both parties. If any such audit discloses that Tenant underpaid its share of 
Expenses during any calendar year, Tenant shall pay  
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Landlord the amount of the underpayment within thirty  
(30) days after the results of the audit have been disclosed to both parties. All costs and expenses of the audit shall be paid by Tenant; however, 
if the audit shows Landlord overstated Tenant's share of expenses for the subject calendar year by more than five percent (5%) of the amount 
actually payable by Tenant, Landlord shall reimburse Tenant for the reasonable costs and expenses of the audit within thirty (30) days of 
receipt of Tenant's notice of the amount due. Any review or audit of Landlord's books and records pertaining to Expenses shall occur at the 
office of the Building manager or at such other location in the Seattle Metropolitan Area as Landlord or its Building manager may designate 
and shall occur during the normal business hours of the Building manager, unless otherwise agreed by Landlord and Tenant. The results of the 
audit and any information obtained by Tenant from the audit or Tenant's review of Landlord's books and records shall be kept confidential and 
not disclosed to any other person or entity, including any other tenant of the Buildings or the Project, except as required by court order or 
applicable law.  

5. PREPAID RENT. Tenant shall, in addition to the payment of the first month's Rent as set forth in Section 4(a), pay to Landlord the prepaid 
Rent set forth in Section 1(n), and if Tenant is not in default of any provisions of this Lease, such prepaid Rent shall be applied toward Base 
Monthly Rent for the months set forth in Section 1(n). Landlord's obligations with respect to the prepaid Rent are those of a debtor and not of a 
trustee, and Landlord can commingle the prepaid Rent with Landlord's general funds. Landlord shall not be required to pay Tenant interest on 
the prepaid Rent. Landlord shall be entitled to immediately endorse and cash Tenant's prepaid Rent; however, such endorsement and cashing 
shall not constitute Landlord's acceptance of this Lease. In the event Landlord does not accept this Lease, Landlord shall return said prepaid 
Rent.  

6. DEPOSIT. Upon execution of this Lease, Tenant shall deposit a security deposit as set forth in Section 1(l) with Landlord in the form of an 
irrevocable, unconditional letter of credit from an acceptable financial institution. The form of the Letter of Credit and the terms under which it 
shall be extinguished is provided in Exhibit H, Form of Letter of Credit. If Tenant is in default, Landlord can use the Letter of Credit or any 
portion of it to cure the default or to compensate Landlord for any damages sustained by Landlord resulting from Tenant's default. Upon 
demand, Tenant shall immediately restore the Letter of Credit to its full amount. In no event will Tenant have the right to apply any part of the 
security deposit to any Rent or other sums due under this Lease. If Tenant is not in default at the expiration or termination of this Lease, 
Landlord shall return the Letter of Credit to Tenant. Landlord shall not be required to pay Tenant interest on the security deposit.  

7. USE OF PREMISES AND PROJECT FACILITIES. Tenant shall use the Premises solely for the purposes set forth in Section 1 and for no 
other purpose without obtaining the prior written consent of Landlord, which consent shall not be unreasonably withheld, delayed or 
conditioned. Tenant acknowledges that neither Landlord nor any agent of Landlord has made any representation or warranty with respect to the 
Premises or with respect to the suitability of the Premises or the Project for the conduct of Tenant's business, nor has Landlord agreed to 
undertake any modification, alteration or improvement to the Premises or the Project, except as provided in writing in this Lease. Tenant 
acknowledges that Landlord may from time to time, at its sole discretion, make such modifications, alterations, deletions or improvements to 
the Project as Landlord may deem necessary or desirable, without compensation or notice to Tenant as long as such modifications, alterations, 
deletions or improvements do not materially alter Tenant's use of its Premises. Tenant shall promptly comply with all laws, ordinances, orders 
and regulations affecting the Premises and the Project, including, without limitation, any rules and regulations that may be attached to this 
Lease and to any reasonable modifications to these rules and regulations as Landlord may adopt from time to time. Tenant acknowledges that, 
except for Landlord's obligations pursuant to Section 13, Tenant is solely responsible for ensuring that the Premises comply with any and all 
governmental regulations applicable to Tenant's conduct of business on the Premises, and that Tenant is solely responsible for any alterations or 
improvements that may be required by such regulations, now existing or hereafter adopted. Tenant shall not do or permit anything to be done in 
or about the Premises or bring or keep anything in the Premises that will in any way increase the premiums paid by Landlord on its insurance 
related to the Project or which will in any way increase the premiums for fire or casualty insurance carried by other tenants in the Project. 
Tenant will not perform any act or carry on any practices that may injure the Premises or the Project; that may be a nuisance or menace to other 
tenants in the Project; or that shall in any way interfere with the quiet enjoyment of such other tenants. Tenant shall not use the Premises for 
sleeping, washing clothes, cooking or the preparation, manufacture or mixing of anything that might emit any objectionable odor, noises, 
vibrations or lights onto such other tenants. If sound insulation is required to muffle noise produced by Tenant on the Premises, Tenant at its 
own cost shall provide all necessary insulation. Tenant shall not do anything on the premises which will overload any existing parking or 
service to the Premises. Pets and/or animals of any type shall not be kept on the Premises.  

8. HAZARDOUS SUBSTANCES; DISRUPTIVE ACTIVITIES  

a. HAZARDOUS SUBSTANCES.  

(1) Presence and Use of Hazardous Substances. Tenant shall not, without Landlord's prior written consent, keep on or around the Premises, 
Common Areas or Building, for use, disposal, treatment, generation, storage or sale, any substances designated as, or containing components 
designated as hazardous, dangerous, toxic or harmful, and/or is subject to regulation, statute or ordinance (collectively referred to as 
"Hazardous Substances"). Notwithstanding the preceding sentence, Tenant may keep, use, store and dispose of, in, on and from the Premises, 
materials and supplies otherwise constituting  
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Hazardous Substances which are customarily used for the purposes set forth in Section 1, provided such materials and supplies are used, 
handled and disposed of in accordance with all applicable governmental rules, regulations, laws and requirements, and in accordance with 
prudent business practices. With respect to any such Hazardous Substance, Tenant shall:  

(i) Comply promptly, timely, and completely with all governmental requirements for reporting, keeping, and submitting manifests, and 
obtaining and keeping current identification numbers;  

(ii) Submit to Landlord true and correct copies of all reports, manifests, and identification numbers at the same time as they are required to be 
and/or are submitted to the appropriate governmental authorities;  

(iii) Within five (5) days of Landlord's request, submit written reports to Landlord regarding Tenant's use, storage, treatment, transportation, 
generation, disposal or sale of Hazardous Substances and provide evidence satisfactory to Landlord of Tenant's compliance with the applicable 
government regulations;  

(iv) Allow Landlord or Landlord's agent or representative to come on the Premises at reasonable times, with at least twenty four (24) hours 
prior notice to Tenant (except in an emergency, when no notice is required), to check Tenant's compliance with all applicable governmental 
regulations regarding Hazardous Substances;  

(v) Comply with minimum levels, standards or other performance standards or requirements which may be set forth or established for certain 
Hazardous Substances (if minimum standards or levels are applicable to Hazardous Substances present on the Premises, such levels or 
standards shall be established by an on-site inspection by the appropriate governmental authorities and shall be set forth in an addendum to this 
Lease); and  

(vi) Comply with all applicable governmental rules, regulations and requirements regarding the proper and lawful use, sale, transportation, 
generation, treatment, and disposal of Hazardous Substances.  

(2) If Tenant violates any provisions of this section, then any and all costs incurred by Landlord and associated with Landlord's monitoring of 
Tenant's compliance with this Section 8, including Landlord's attorneys' fees and costs, shall be Additional Rent and shall be due and payable 
to Landlord immediately upon demand by Landlord.  

b. CLEANUP COSTS, DEFAULT AND INDEMNIFICATION.  

(1) Tenant shall be fully and completely liable to Landlord for any and all cleanup costs, and any and all other charges, fees, penalties (civil and 
criminal) imposed by any governmental authority with respect to Tenant's use, disposal, transportation, generation and/or sale of Hazardous 
Substances, in or about the Premises, Common Areas, or Building.  

(2) Tenant shall indemnify, defend and save Landlord and Landlord's lender, if any, harmless from any and all of the costs, fees, penalties and 
charges assessed against or imposed upon Landlord (as well as Landlord's and Landlord's lender's attorneys' fees and costs) as a result of 
Tenant's use, disposal, transportation, generation and/or sale of Hazardous Substances.  

(3) Upon Tenant's default under this Section 8, in addition to the rights and remedies set forth elsewhere in this Lease, Landlord shall be 
entitled to the following rights and remedies:  

(i) At Landlord's option, to terminate this Lease immediately; and/or  

(ii) To recover any and all damages associated with the default, including, but not limited to cleanup costs and charges, civil and criminal 
penalties and fees, loss of business and sales by Landlord and other tenants of the Buildings, any and all damages and claims asserted by third 
parties and Landlord's attorneys' fees and costs.  

c. DISPOSAL OF WASTE  

(1) REFUSE DISPOSAL. Tenant shall not keep any trash, garbage, waste or other refuse on the Premises except in sanitary containers and 
shall regularly and frequently remove same from the Premises. Tenant shall keep all incinerators, containers or other equipment used for 
storage or disposal of such materials in a clean and sanitary condition.  

(2) SEWAGE DISPOSAL. Tenant shall properly dispose of all sanitary sewage and shall not use the sewage disposal system (a) for the 
disposal of anything except sanitary sewage or (b) in excess of the lesser amount (i) reasonably contemplated by the uses permitted under this 
Lease or (ii) permitted by any governmental entity. Tenant shall keep the sewage  

9  



disposal system free of all obstructions and in good operating condition.  

(3) DISPOSAL OF OTHER WASTE. Tenant shall properly dispose of all other waste or other matter delivered to, stored upon, located upon or 
within, used on, or removed from, the Premises in such a manner that it does not, and will not, adversely affect the (a) health or safety of 
persons, wherever located, whether on the Premises or elsewhere (b) condition, use or enjoyment of the Premises or any other real or personal 
property, wherever located, whether on the Premises or anywhere else, or (c) Premises or any of the improvements thereto or thereon including 
buildings, foundations, pipes, utility lines, landscaping or parking areas.  

d. DISRUPTIVE ACTIVITIES. Tenant shall not:  

(1) Produce, or permit to be produced, any intense glare, light or heat except within an enclosed or screened area and then only in such manner 
that the glare, light or heat shall not, outside the Premises, be materially different from the light or heat from other sources outside the 
Premises;  

(2) Create, or permit to be created, any sound pressure level which will interfere with the quiet enjoyment of any real property outside the 
Premises, or which will create a nuisance or violate any governmental law, rule, regulation or requirement;  

(3) Create, or permit to be created, any ground vibration that is materially discernible outside the Premises;  

(4) Transmit, receive or permit to be transmitted or received, any electromagnetic, microwave or other radiation which is harmful or hazardous 
to any person or property in, or about the Project; or  

(5) Create, or permit to be created, any noxious odor that is disruptive to the business operations of any other tenant in the Project.  

9. SIGNAGE. All signing shall comply with rules and regulations set forth by Landlord as may be modified from time to time. Tenant shall 
place no window covering (e.g., shades, blinds, curtains, drapes, screens, or tinting materials) other than those installed per Exhibit C, stickers, 
signs, lettering, banners or advertising or display material on or near exterior windows or doors if such materials are visible from the exterior of 
the Premises, without Landlord's prior written consent. Similarly, Tenant may not install any alarm boxes, foil protection tape or other security 
equipment on the Premises without Landlord's prior written consent. Any material violating this provision may be destroyed by Landlord 
without compensation to Tenant. Allowed tenant signage is provided for in Section 39, Tenant Signage, and Exhibit D, Signage Criteria.  

10. PERSONAL PROPERTY TAXES. Tenant shall pay before delinquency all taxes, assessments, license fees and public charges levied, 
assessed or imposed upon its business operations as well as upon all trade fixtures, leasehold improvements, merchandise and other personal 
property in or about the Premises.  

11. BUILDING PARKING GARAGE.  

a. GRANT OF NON-EXCLUSIVE RIGHT. Landlord grants to Tenant and Tenant's customers, suppliers, employees and invitees, a non-
exclusive license to use up to 1.9 parking spaces per 1,000 rentable square feet of the Premises. The estimated number of parking spaces is set 
forth in Section 1(i). This number shall be phased in based on rentable square footage under lease according to the phased Commencement 
Dates of Buildings Two and Three as provided in Sections 1 and 3. Landlord reserves the right at any time to grant similar non-exclusive use to 
other tenants, to promulgate rules and regulations relating to the use of such parking areas, including reasonable restrictions on parking by 
tenants and employees, to designate specific spaces for the use of any tenant, to make changes in the parking layout from time to time, and to 
establish reasonable time limits on parking.  

b. LOCATION AND DESIGNATION. There shall exist within the Project a garage and surface parking area (collectively the "Garage"). 
Landlord shall issue to Tenant parking stickers, tags, or access cards (collectively referred to herein as a "Parking Permit") in a number equal to 
the number of allocated parking spaces specified in Section 11 (a) above. Each Parking Permit will authorize parking in the Garage for one (1) 
car, twenty-four  
(24) hours a day, seven days a week subject to modification as provided in this Section 11. Landlord may designate, subject to change from 
time to time, certain areas within the Garage within which each car may be parked, and Tenant shall observe such designations. Tenant shall 
observe all reasonable rules and regulations promulgated by Landlord from time to time concerning the use of the Garage and shall supply such 
additional information relating to persons authorized to use the Garage as may be reasonably requested by Landlord from time to time, 
including automobile license numbers related to each Parking Permit. All such rules and regulations will apply fairly and equally to all tenants.  

c. OPERATIONS. Landlord may maintain, at it's sole discretion, within the Garage or surface parking area, an area designated "visitor 
parking" which may be made accessible on an exclusive basis to visitors, clients and other invitees of Building tenants, including Tenant, on an 
hourly charge basis. Upon the Commencement of this Lease, the Garage shall be open to the general public during the hours of 7:00 a.m. 
through 7:00 p.m., Monday through Friday, excluding Building  

10  



holidays. Landlord shall provide an access system to the enclosed portion of the Garage for use by Tenant during the periods the Garage is not 
open to the general public. Hours during which the general public will have access to the Garage shall be determined at Landlord's sole 
discretion and may be adjusted from time to time.  

d. CHARGES. The initial monthly charge for the Parking Permits to be provided Tenant by Landlord shall be the amount set forth in  
Section 1(i) of the Lease. Such rate shall be in effect upon the Commencement Date of the Lease, subject to adjustment during each year of the 
Lease term based upon comparable parking rates for similar buildings in the Lower Queen Anne area (reflecting any applicable federal, state 
and local taxes and levies), however, in no event shall the rate set forth in Section 1(i) be increased for Tenant's allocated Parking Permits 
during the initial twelve (12) months of the Lease term and the rate during the second twelve (12) months of the lease term shall not be 
increased more than 5% above the rate set forth in Section 1(i). Landlord shall maintain a parking validation system for use by tenant 
customers, clients and invitees. Tenant's monthly parking charge for all Parking Permits and the charges for all validated parking, if any, shall 
be billed to Tenant and shall be due as Additional Rent within ten (10) days after such billing. All hourly parking shall be priced comparably to 
the hourly parking rates charged by similar office buildings located in the area (reflecting any applicable federal, state and local taxes and 
levies).  

e. HOV. Parking stalls required by the City of Seattle for Vanpool, carpool and other high occupancy vehicle or transportation management 
programs established under a required transportation management plan for the Buildings will be allocated to each tenant based upon the 
proportionate share of Parking Permits assigned that tenant for the Buildings, and any such HOV Parking Permits shall be counted against 
Tenant's total Permit allocation pursuant to Section 11(a).  

12. UTILITIES/SERVICES  

a. UTILITIES/SERVICES. Landlord shall cause public utilities to furnish electricity, gas, water and sewer utilized in operating all normal 
facilities serving the Premises; and to furnish Tenant during Tenant's occupancy of the Premises:  

(1) Hot and cold water at those points of supply provided for general use of Tenant in the Building; central heating and air conditioning in 
season and at such temperatures and in such amounts as are reasonably considered by Landlord to be standard for comparable buildings in the 
Lower Queen Anne area. Tenant shall set operating hours for the Building, subject to the reasonable approval of Landlord. For purposes of this 
Lease in determining the estimated amount in Section  
1(k), normal business hours for the Building, Common Areas and the Garage of the Project are estimated to be 7:00 AM to 6:00 PM Monday 
through Friday and 7:00 AM to 1:00 PM Saturdays, excluding holidays. Routine maintenance, painting and electric lighting service for all 
public areas and special service areas of the Building shall be provided as reasonably requested by Tenant. During other than normal business 
hours for the Building such services shall be provided upon request of Tenant, and if reasonably available, Tenant shall bear the entire cost 
thereof as Additional Rent. Tenant shall have access to the Premises twenty four (24) hours per day, seven (7) days per week, including 
holidays and weekends, subject to Building security systems and procedures.  

(2) Janitorial service on a five (5) day week basis in accordance with the janitorial specifications attached hereto as Exhibit E (which standards 
shall be subject to reasonable modification by Landlord from time to time to reflect changes in the industry). If Tenant requires janitorial 
service in excess of such established standards, and Landlord provides such service, Tenant shall pay any additional cost attributable thereto as 
Additional Rent.  

(3) Electrical facilities to provide sufficient capacity to serve the electrical power needs of Landlord's equipment servicing the Building and 
including up to 3.0 watts per square foot of Tenant's Premises for convenience outlet loads and Tenant's miscellaneous equipment loads. In the 
event Tenant requires electrical service (e.g. the supply of power in a specific voltage or amperage configuration) other than what is provided 
by the Building to serve Tenant's equipment, and should the installation of such equipment require additional air conditioning capacity above 
that provided by the Building's standard system, then the cost of the installation and operation of the additional electrical service and air 
conditioning equipment, if any, shall be paid by Tenant.  

In the event Tenant desires any of the aforementioned services in amounts in excess of those required to be provided by Landlord pursuant to 
the terms of Section 12(a) above, Tenant shall pay Landlord as Additional Rent hereunder the cost of providing such additional quantities.  

b. INTERRUPTION. Failure by Landlord to any extent to furnish any service, or any cessation thereof, shall not render Landlord liable in any 
respect for damages to either person or property, nor be construed as an eviction of Tenant, nor work an abatement of rent, nor relieve Tenant 
from fulfillment of any covenant or agreement hereof. Notwithstanding the foregoing, however, if an interruption of services for causes within 
Landlord's reasonable control materially impairs Tenant's ability to effectively use the Premises and if such interruption continues for more 
than three (3) consecutive days or ten (10) days out of twenty (20) day period, Tenant shall thereafter be entitled to abate rent as to that portion 
of the Premises which cannot be used, until the service is restored. Should any of the equipment or machinery utilized in supplying the services 
described herein break  
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down, or for any cause cease to function properly, Landlord shall use reasonable diligence to repair same promptly, but Tenant shall have no 
right to terminate this Lease, and shall have no claim for rebate or abatement of rent or damages, on account of any interruption in service 
occasioned thereby or resulting therefrom. If any interruption of services resulting from causes within the reasonable control of Landlord 
continues for thirty (30) consecutive days or more, Tenant may terminate this Lease by written notice given to Landlord at any time prior to the 
date on which the services are restored or the interference ceases to the extent Tenant can reasonably use and occupy the Premises for its 
intended purposes. With respect to an interruption of services which results from causes outside the reasonable control of Landlord, if such 
interruption of services continues for more than thirty (30) consecutive days, unless the interruption is caused by Tenant, or by repairs or 
alterations requested by Tenant or necessary because of acts or omissions of Tenant (or its agents or employees), the Base Rent and Additional 
Rent shall equitably abate in proportion to the extent of the interference with Tenant's use of the Premises, commencing on the last day of such 
thirty (30) day period until the services are restored or the interference ceases to the extent Tenant can again reasonably use and occupy the 
Premises for its intended purposes, and if such interruption of services continues for more than one hundred eighty (180) consecutive days, 
Tenant may terminate this Lease by written notice given to Landlord at any time prior to the date on which the services are restored or the 
interference ceases to the extent Tenant can again reasonably use and occupy the Premises for its intended purposes.  

13. MAINTENANCE. Landlord shall maintain, in good condition, the structural parts of the Premises, which shall include only the 
foundations, bearing and exterior walls (excluding glass), subflooring and roof (excluding skylights), the unexposed electrical, plumbing and 
sewerage systems, including those portions of the systems lying outside the Premises, gutters and downspouts on the Building and the heating, 
ventilating and air conditioning system servicing the Premises; provided, however, the cost of all such maintenance shall be considered 
"Expenses" for purposes of Section 4(c). Except as provided above, Tenant shall maintain and repair the Premises in good condition, including, 
without limitation, maintaining and repairing all walls, storefronts, floors, ceilings, interior and exterior doors, exterior and interior windows 
and fixtures and interior plumbing as well as damage caused by Tenant, its agents, employees or invitees. Upon expiration or termination of 
this Lease, Tenant shall surrender the Premises to Landlord in the same condition as existed at the commencement of the term, except for 
reasonable wear and tear or damage caused by fire or other casualty for which Landlord has received all funds necessary for restoration of the 
Premises from insurance proceeds.  

14. ALTERATIONS. Tenant shall not make any alterations to the Premises other than Tenant's initial Tenant Improvements per Exhibit F, or 
to the Project, including any changes to the existing landscaping, without Landlord's prior written consent, which shall not be unreasonably 
withheld, delayed or conditioned for alterations not affecting structural elements or materially altering Building systems. If Landlord gives its 
consent to such alterations, Landlord may post notices in accordance with the laws of the state in which the premises are located. Any 
alterations made shall remain on and be surrendered with the Premises upon expiration or termination of this Lease, except that Landlord may, 
on or before expiration of the term, elect to require Tenant to remove any alterations which Tenant may have made to the Premises. At the time 
Tenant submits plans for alterations to Landlord for Landlord's approval, Tenant may request that Landlord elect whether such alterations shall 
be removed at the termination of this Lease, and if so requested, Landlord shall make such election simultaneous with its approval of the 
alterations. If Landlord elects to require removal of the alterations, then at its own cost Tenant shall restore the Premises to the condition 
designated by Landlord in its election, before the last day of the term or within 30 days after notice of its election is given, whichever is later.  

Should Landlord consent in writing to Tenant's alteration of the Premises, Tenant shall contract with a contractor reasonably approved by 
Landlord for the construction of such alterations, shall secure all appropriate governmental approvals and permits, and shall complete such 
alterations with due diligence in compliance with plans and specifications reasonably approved by Landlord. All work performed shall be done 
in workmanlike manner and with material (when not specifically described in the plans and specifications) of the quality and appearance 
customary in the trade for first-class construction of the type in which the Premises are located. All such construction shall be performed in a 
manner which will not interfere with the quiet enjoyment of other tenants of the Project. Tenant shall pay all costs for such construction and 
shall keep the Premises and the Project free and clear of all mechanics' liens which may result from construction by Tenant. If requested by 
Landlord, Tenant shall post a bond or other security reasonably satisfactory to Landlord to protect against liens. Tenant will pay directly or 
reimburse Landlord for any reasonable cost incurred by Landlord in reviewing plans and/or monitoring construction.  

15. RELEASE AND INDEMNITY.  

a. INDEMNITY. Tenant shall indemnify, defend (using legal counsel reasonably acceptable to Landlord) and save Landlord and its property 
manager harmless from all claims, suits, losses, damages, fines, penalties, liabilities and expenses (including Landlord's personnel and 
overhead costs and attorneys fees and other costs incurred in connection with claims, regardless of whether such claims involve litigation, but 
excluding consequential damages such as lost profits) resulting from any actual or alleged injury (including death) of any person or from any 
actual or alleged loss of or damage to, any property to the extent caused by (i) Tenant's occupation, use or improvement of the Premises, or that 
of its employees, agents or contractors, or (ii) any act or omission of Tenant or any subtenant, licensee, assignee or concessionaire of Tenant, or 
of any officer, agent, employee, guest or invitee of Tenant, or of any such entity in or about the Premises. Tenant agrees that the foregoing 
indemnity specifically covers actions brought by its own employees. This  
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indemnity with respect to acts or omissions during the term of this Lease shall survive termination or expiration of this Lease. The foregoing 
indemnity is specifically and expressly intended to, constitute a waiver of Tenant's immunity under Washington's Industrial Insurance Act, 
RCW Title 51, to the extent necessary to provide Landlord with a full and complete indemnity from claims made by Tenant and its employees, 
to the extent provided herein. Tenant shall promptly notify Landlord of casualties or accidents occurring in or about the Premises.  
LANDLORD AND TENANT ACKNOWLEDGE THAT THE INDEMNIFICATION PROVISIONS OF SECTION 8.b AND THIS SECTION 
15 WERE SPECIFICALLY NEGOTIATED AND AGREED UPON BY THEM.  

b. LANDLORD INDEMNITY. Except as otherwise provided in this Section 15 or Section 16, Landlord shall indemnify, defend (using legal 
counsel reasonably acceptable to Tenant) and save Tenant harmless from all claims, suits, losses, fines, penalties, liabilities and expenses 
(including Tenant's personnel and overhead costs and attorneys' fees and other costs incurred in connection with claims, regardless of whether 
such claims involve litigation, but excluding consequential damages such as lost profits) resulting from any actual or alleged injury (including 
death) of any person or from any actual or alleged loss of or damage to, any property to the extent caused by the intentional misconduct or 
negligence of Landlord or of any employee or agent of Landlord in the Common Areas. Landlord agrees that the foregoing indemnity 
specifically covers actions brought by its own employees. This indemnity with respect to actions or omissions during the term of this Lease 
shall survive termination or expiration of this Lease. The foregoing indemnity is specifically and expressly intended to constitute a waiver of 
Landlord's immunity under Washington's Industrial Insurance Act, RCW Title 51, to the extent necessary to provide Tenant with a full and 
complete indemnity from claims made by Landlord and its employees to the extent of their negligence. LANDLORD AND TENANT 
ACKNOWLEDGE THAT THE INDEMNIFICATION PROVISIONS OF SECTION 15 WERE SPECIFICALLY NEGOTIATED AND 
AGREED UPON BY THEM.  

c. RELEASE. Tenant hereby fully and completely waives and releases all claims against Landlord for any losses or other damages sustained by 
Tenant or any person claiming through Tenant resulting from any accident or occurrence in or upon the Premises, including but not limited to: 
any defect in or failure of Project equipment; any failure to make repairs; any defect, failure, surge in, or interruption of Project facilities or 
services; any defect in or failure of Common Areas; broken glass; water leakage; the collapse of any Building component; or any act, omission 
or negligence of co-tenants, licensees or any other persons or occupants of the Building, provided only that the release contained in this Section 
15.b shall not apply to claims for actual damage to persons or property (excluding consequential damages such as lost profits) resulting directly 
from Landlord's breach of its express obligations under this Lease which Landlord has not cured within a reasonable time after receipt of 
written notice of such breach from Tenant or any of Landlord's negligent or willfull misconduct.  

d. LIMITATION ON INDEMNITY. In compliance with RCW 4.24.115 as in effect on the date of this Lease, all provisions of this Lease 
pursuant to which Landlord or Tenant (the "Indemnitor") agrees to indemnify the other (the "Indemnitee") against liability for damages arising 
out of bodily injury to Persons or damage to property relative to the construction, alteration, repair, addition to, subtraction from, improvement 
to, or maintenance of, any building, road, or other structure, project, development, or improvement attached to real estate, including the 
Premises, (i) shall not apply to damages caused by or resulting from the sole negligence of the Indemnitee, its agents or employees, and (ii) to 
the extent caused by or resulting from the concurrent negligence of (a) the Indemnitee or the Indemnitee's agents or employees, and (b) the 
Indemnitor or the Indemnitor's agents or employees, shall apply only to the extent of the Indemnitor's negligence; PROVIDED, HOWEVER, 
the limitations on indemnity set forth in this Section shall automatically and without further act by either Landlord or Tenant be deemed 
amended so as to remove any of the restrictions contained in this Section no longer required by then applicable law.  

e. DEFINITIONS. As used in any Section establishing indemnity or release of Landlord, "Landlord" shall include Landlord, its partners, 
officers, agents, employees and contractors, and "Tenant" shall include Tenant and any person or entity claiming through Tenant.  

16. INSURANCE. Tenant, at its cost, shall maintain commercial general liability and property damage insurance and products liability 
insurance with a single combined liability limit of $2,000,000, insuring against all liability of Tenant and its representatives, employees, 
invitees, and agents arising out of or in connection with Tenant's use or occupancy of the Premises. Landlord may, from time to time, require 
modifications of the insurance coverages hereunder to reflect insurance coverages commonly provided in similar projects in the area. 
Commercial general liability insurance, products liability insurance and property damage insurance shall insure performance by Tenant of the 
indemnity provisions of Section 15. Landlord and its management contractor shall be named as additional insured and the policy shall contain 
cross-liability endorsements. On all its personal property, at its cost, Tenant shall maintain a policy of standard fire and extended coverage 
insurance with vandalism and malicious mischief endorsements and "all risk" coverage on all Tenant's improvements and alterations, including 
without limitation, all items of Tenant responsibility described in  
Section 13 in or about the Premises, to the extent of at least 90% of their full replacement value. The proceeds from any such policy shall be 
used by Tenant for the replacement of personal property and the restoration of Tenant's improvements or alterations. All insurance required to 
be provided by Tenant under this Lease: (a) shall be issued by Insurance companies authorized to do business in the state in which the Premises 
are located with a financial rating of at least an A IX status as rated in the most recent edition of Best's Insurance Reports;  
(b) shall be issued as a primary policy; shall be on an occurrence basis; and (d)  
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shall contain an endorsement requiring at least 30 days prior written notice of cancellation to Landlord and Landlord's lender, before 
cancellation or change in coverage, scope or amount of any policy. Tenant shall deliver a certificate or copy of such policy together with 
evidence of payment of all current premiums to Landlord within 30 days of execution of this Lease. If Tenant fails at any time to maintain the 
insurance required by this Lease, and fails to cure such default within five (5) business days of written notice from Landlord then, in addition to 
all other remedies available under this Lease and applicable law, Landlord may purchase such insurance on Tenant's behalf and the cost of such 
insurance shall be Additional Rent due within ten (10) days of written invoice from Landlord to Tenant.  

Landlord and Tenant release and relieve the other, and waive their entire right of recovery for loss or damage to property located within or 
constituting a part or all of the Building or the Project to the extent that the loss or damage is covered by (a) the injured party's insurance, or (b) 
the insurance the injured party is required to carry under this Article 16, whichever is greater. This waiver applies whether or not the loss is due 
to the negligent acts or omissions of Landlord or Tenant, or their respective officers, directors, employees, agents, contractors, or invitees. Each 
of Landlord and Tenant shall have their respective property insurers endorse the applicable insurance policies to reflect the foregoing waiver of 
claims, provided however, that the endorsement shall not be required if the applicable policy of insurance permits the named insured to waive 
rights of subrogation on a blanket basis, in which case the blanket waiver shall be acceptable.  

17. DESTRUCTION. If during the term, more than 25% of the Premises or more than 10% of either of Tenant's Buildings are destroyed from 
any cause, or rendered inaccessible or unusable from any cause, Landlord may, in its sole discretion, terminate this Lease as to the affected 
Building(s) by delivery of notice to Tenant within 30 days of such event without compensation to Tenant. If in Landlord's estimation, the 
Premises cannot be restored within 120 days following such destruction, the Landlord shall notify Tenant and Tenant may terminate this Lease 
by delivery of notice to Landlord within 30 days of receipt of Landlord's notice. If neither Landlord nor Tenant terminates this Lease as 
provided above, then Landlord shall commence to restore the Premises in compliance with then existing laws and shall complete such 
restoration with due diligence. In such event, this Lease shall remain in full force and effect, but there shall be an abatement of Base Monthly 
Rent and Tenant's Share of Expenses between the date of destruction and the date of completion of restoration, based on the extent to which 
destruction interferes with Tenant's use of the Premises.  

18. CONDEMNATION.  

a. TAKING. If all of the Premises are taken by Eminent Domain, this Lease shall terminate as of the date Tenant is required to vacate the 
Premises and all Base and Additional Rent shall be paid to that date. The term "Eminent Domain" shall include the taking or damaging of 
property by, through or under any governmental or statutory authority, and any purchase or acquisition in lieu thereof, whether the damaging or 
taking is by government or any other person. If, in the reasonable judgment of Landlord, a taking of any part of the Premises by Eminent 
Domain renders the remainder thereof unusable for the business of Tenant (or the cost of restoration of the Premises is not commercially 
reasonable), the Lease may, at the option of either party, be terminated by written notice given to the other party not more than thirty (30) days 
after Landlord gives Tenant written notice of the taking, and such termination shall be effective as of the date when Tenant is required to vacate 
the portion of the Premises so taken. If this Lease is so terminated, all Base and Additional Rent shall be paid to the date of termination. 
Whenever any portion of the Premises is taken by Eminent Domain and this Lease is not terminated, Landlord shall at its expense proceed with 
all reasonable dispatch to restore, to the extent of available proceeds issued from the taking governmental authority and to the extent it is 
reasonably prudent to do so, the remainder of the Premises to the condition they were in immediately prior to such taking, and Tenant shall at 
its expense proceed with all reasonable dispatch to restore its personal property and all improvements made by it to the Premises to the same 
condition they were in immediately prior to such taking. The Base and Additional Rent payable hereunder shall be reduced from the date 
Tenant is required to partially vacate the Premises in the same proportion that the Rentable Area taken bears to the total Rentable Area of the 
Premises prior to taking.  

b. AWARD. Landlord reserves all right to the entire damage award or payment for any taking by Eminent Domain, and Tenant waives all 
claim whatsoever against Landlord for damages for termination of its leasehold interest in the Premises or for interference with its business. 
Tenant hereby grants and assigns to Landlord any right Tenant may now have or hereafter acquire to such damages and agrees to execute and 
deliver such further instruments of assignment as Landlord may from time to time request. Tenant shall, however, have the right to claim from 
the condemning authority and keep all compensation that may be recoverable by Tenant on account of any loss incurred by Tenant in moving 
Tenant's merchandise, furniture, trade fixtures and equipment, provided, however, that Tenant may claim and keep such damages only if they 
are awarded separately in the eminent domain proceeding and not out of or as part of Landlord's damages.  

19. ASSIGNMENT OR SUBLEASE. Tenant shall not assign or encumber its interest in this Lease or the Premises or sublease all or any part 
of the Premises or allow any other person or entity (except Tenant's authorized representatives, employees, invitees, or guests) to occupy or use 
all or any part of the Premises without first obtaining Landlord's consent, which shall not be unreasonably withheld, delayed or conditioned. In 
determining whether to consent to a proposed assignment or subletting, Landlord may consider any commercially reasonable basis for 
approving or disapproving the proposed subletting or assignment, including without limitation any of the following: (i) whether the clientele, 
personnel or foot traffic which will be generated by the business of the proposed assignee or sublessee is consistent in  
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Landlord's reasonable opinion with the businesses of other tenants of the Building or the Project, (ii) whether the proposed assignee has a net 
worth and financial strength and credit record reasonably satisfactory to Landlord, and (iii) whether the use of the Premises by the proposed 
assignee or sublessee will violate or create any potential violation of any laws or a breach or violation of any other lease or agreement by which 
Landlord is bound. No assignment or sublease shall release Tenant from the obligation to perform all obligations under this Lease unless 
otherwise agreed in writing by Landlord. Any assignment, encumbrance or sublease without Landlord's written consent shall be voidable and at 
Landlord's election, shall constitute a default. If Tenant is a partnership, a withdrawal or change, voluntary, involuntary or by operation of law 
of any partner, or the dissolution of the partnership, shall be deemed a voluntary assignment. If Tenant consists of more than one person, a 
purported assignment, voluntary or involuntary or by operation of law from one person to the other shall be deemed a voluntary assignment. If 
Tenant is a corporation, any dissolution, merger, consolidation or other reorganization of Tenant, or sale or other transfer of a controlling 
percentage of the capital stock of Tenant, or the sale of at least 25% of the value of the assets of Tenant shall be deemed a voluntary 
assignment. The phrase "controlling percentage" means ownership of and right to vote stock possessing at least 25% of the total combined 
voting power of all classes of Tenant's capital stock issued, outstanding and entitled to vote for election of directors. The two proceeding 
sentences shall not apply to corporations the stock of which is traded through an exchange or over the counter. One half (1/2) of any rent 
received by Tenant from its subtenants or assignees in excess of the Rent payable by Tenant to Landlord under this Lease and of any sums to 
be paid by an assignee to Tenant in which is attributable to the leasehold interest, prepayment of rent or "buying down" rent (less the costs and 
expenses incurred by Tenant in connection with any such sublease or assignment) shall be paid to Landlord. If at the time of the proposed 
assignment or subletting, the Project is more than 15% vacant, then Tenant shall not charge less on the proposed assignment or subletting than 
95% of the rents being charged by Landlord for similar spaces in the Project. For purposes of this Section 19, the term "similar spaces in the 
Project" shall mean similar as to (i) location of the floors(s) within the Project, (ii) views, (iii) types of tenant improvements and (iv) use. If 
Tenant requests Landlord to consent to a proposed assignment or subletting, Tenant shall pay to Landlord, whether or not consent is ultimately 
given, $100 or Landlord's reasonable out of pocket attorney's fees incurred in connection with such request, whichever is greater.  

Notwithstanding any other provision of this Section 19, Tenant may sublet all or part of the Premises to its parent corporation, if any; any 
subsidiary corporation of Tenant or its parent corporation; or any corporation or other entity owned or controlled by Tenant, its parent 
corporation of any subsidiary of Tenant (each an "Affiliate"). Furthermore, Tenant may assign this Lease to any Affiliates, or to any entity 
resulting from a merger or consolidation with Tenant, provided the assignee's financial condition (i.e., net worth and liquidity) is comparable to 
that of Tenant immediately preceding the date of the assignment.  

No interest of Tenant in this Lease shall be assignable by involuntary assignment through operation of law (including without limitation the 
transfer of this Lease by testacy or intestacy). Each of the following acts shall be considered an involuntary assignment: (a) if Tenant is or 
becomes bankrupt or insolvent, makes an assignment for the benefit of creditors, or institutes proceedings under the Bankruptcy Act in which 
Tenant is the bankrupt party; or if Tenant is a partnership or consists of more than one person or entity, if any partner of the partnership or other 
person or entity is or becomes bankrupt or insolvent, or makes an assignment for the benefit of creditors; or (b) if a writ of attachment or 
execution is levied on this Lease; or (c) if in any proceeding or action to which Tenant is a party, a receiver is appointed with authority to take 
possession of the Premises. An involuntary assignment shall constitute a default by Tenant and Landlord shall have the right to elect to 
terminate this Lease, in which case this Lease shall not be treated as an asset of Tenant.  

20. TENANT DEFAULT.  

a. EVENTS OF DEFAULT. The occurrence of any of the following shall constitute a default by Tenant: (i) a failure to pay Rent, Additional 
Rent or other charge when due, provided that Landlord shall not exercise any of its rights under this Section 20(a)(i) until Landlord has given 
Tenant notice of such default and a cure period of five (5) business days from receipt of such notice, and Tenant has failed to pay such Rent, 
Additional Rent or other charge within such cure period provided that, with respect to sums due other than Rent and Additional Rent; (ii) 
abandonment and vacation of the Premises (failure to occupy and operate the Premises for ten consecutive days while in monetary default 
under this Lease shall be conclusively deemed an abandonment and vacation); (iii) failure to perform any other material provision of this Lease, 
provided that Landlord shall not exercise any of its rights under this Section 20(a)(iii) until Landlord has given Tenant notice of such default 
and a cure period of thirty (30) days from receipt of such notice, and Tenant has failed to cure such default within such cure period, provided 
further that if more than thirty (30) days are required to complete such performance, the cure period shall not be deemed to have run so long as 
Tenant commences to cure such default within the thirty (30) day period and thereafter diligently pursues its completion; or (iv) the making by 
Tenant of any general assignment or general arrangement for the benefit of creditors or the filing by or against Tenant of a petition in 
bankruptcy, including reorganization or arrangement, unless in the case of a petition filed against Tenant and the same is dismissed within 
thirty (30) days, or the appointment of a trustee or receiver to take possession of substantially all of Tenant's assets located at the Premises or of 
Tenant's interest in this Lease. The notices required by this Section 20 are intended to satisfy any and all notice requirements imposed by law 
on Landlord and are not in addition to any such requirement.  

b. LANDLORD'S REMEDIES. Landlord shall have the following remedies if Tenant is in default. (These remedies are not exclusive; they are 
cumulative and in addition to any remedies now or later allowed by law): Landlord may terminate Tenant's right to possession of the Premises 
at any time.  
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No act by Landlord other than giving notice to Tenant shall terminate this Lease. Acts of maintenance, efforts to relet the Premises, or the 
appointment of a receiver on Landlord's initiative to protect Landlord's interest under this Lease shall not constitute a termination of Tenant's 
right to possession. Upon termination of Tenant's right to possession, Landlord has the right to recover from Tenant: (1) the worth of the unpaid 
Rent that had been earned at the time of termination of Tenant's right to possession; (2) the worth of the amount of the unpaid Rent that would 
have been earned after the date of termination of Tenant's right to possession; (3) any other amount, including but not limited to, expenses 
incurred to relet the Premises, court, attorney and collection costs, necessary to compensate Landlord for all detriment caused by Tenant's 
default. "The Worth," as used for Item (1) in this Paragraph 21 is to be computed by allowing interest at the rate of 15 percent per annum. If the 
interest rate specified in this Lease is higher than the rate permitted by law, the interest rate is hereby decreased to the maximum legal interest 
rate permitted by law. "The Worth" as used for Item (2) in this Paragraph 21 is to be computed by discounting the amount at the discount rate 
of the Federal Reserve Bank of San Francisco at the time of termination of Tenant's right of possession.  

21. LANDLORD DEFAULT. Landlord shall not be in default unless Landlord fails to perform its obligations within thirty (30) days after 
notice by Tenant, specifying wherein Landlord has failed to perform; provided, that if the nature of Landlord's obligation is such that more than 
thirty (30) days are required for performance, Landlord shall not be in default if Landlord commences performance within thirty (30) days of 
Tenant's notice and thereafter diligently completes performance within a reasonable time. Tenant's rights under this Lease shall be limited to 
actions for damages and/or specific performance, and no default by Landlord shall entitle Tenant to withhold or offset rent, terminate this Lease 
or to engage in self-help remedies, provided only as follows: If Landlord is in default under this Lease, and such default materially adversely 
affects Tenant's ability to do business from the Premises, and Landlord fails to cure such default within a commercially reasonable time for 
emergencies and otherwise within thirty (30) days after written notice from Tenant (provided that if such default cannot be cured with 30 days, 
then if Landlord fails to commence to cure with 30 days and diligently pursue such cure to completion), then Tenant shall, upon two  
(2) business days prior written notice to Landlord of Tenant's intent to cure the default, be entitled to cure the default and the reasonable cost of 
cure shall be reimbursed by Landlord to Tenant with thirty (30) days of invoice therefor. If Landlord fails to make such reimbursement, then 
any issues relating to such default and cure shall, at either party's election, be resolved by a single-arbitrator before the American Arbitration 
Association ("AAA") under the Arbitration Rules of the AAA modified as follows: (i) the total time from date of demand for arbitration to final 
award shall not exceed 25 days; (ii) the arbitrator shall be chosen by the AAA without submittal of lists and subject to challenge only for good 
cause shown; (iii) all notices may be by telephone or other electronic communication with later confirmation in writing; (iv) the time, date, and 
place of the hearing shall be set by the arbitrator in his or her sole discretion, provided that there be at least 3 days prior notice of the hearing; 
(v) there shall be no post-hearing briefs; (vi) there shall be no discovery except by order of the arbitrator; and (vii) the arbitrator shall issue his 
or her award within 7 days after the close of the hearing. The arbitration shall be held in the county in which the Premises is located. The 
decision of the arbitrator shall be final and binding on the parties and judgment on the award rendered by the arbitrator may be entered in any 
court of competent jurisdiction. The fees and expenses of the arbitrator shall be paid half by Landlord and half by Tenant unless the arbitrator 
decides otherwise in its discretion. The parties shall each hold harmless and indemnify the arbitrator from any claims arising in connection with 
the arbitration.  

22. ENTRY ON PREMISES. Landlord and its authorized representatives shall have the right to enter the Premises at all reasonable times, with 
reasonable notice given to Tenant except in the case of an emergency, for any of the following purposes: (a) to determine whether the Premises 
are in good condition and whether Tenant is complying with its obligations under this Lease; (b) to do any necessary maintenance and to make 
any restoration to the Premises or the Project that Landlord has the right or obligation to perform; (c) to post "for sale" signs at any time during 
the term, to post "for rent" or "for lease" signs during the last 90 days of the term, or during any period while Tenant is in default; (d) to show 
the Premises to prospective brokers, agents, buyers, tenants or persons interested in leasing or purchasing the Premises, at any time during the 
term; or (e) to repair, maintain or improve the Project and to erect scaffolding and protective barricades around and about the Premises but not 
so as to prevent entry to the Premises and to do any other act or thing necessary for the safety or preservation of the Premises or the Project. 
Landlord shall not be liable in any manner for any inconvenience, disturbance, loss of business, nuisance or other damage arising out of 
Landlord's entry onto the Premises as provided in this Section 22. Tenant shall not be entitled to an abatement or reduction of Rent if Landlord 
exercises any rights reserved in this Section 22. Landlord shall conduct his activities on the Premises as provided herein in a commercially 
reasonable manner so as to limit inconvenience, annoyance or disturbance to Tenant to the maximum extent practicable and to execute 
confidentiality agreements relating to entering areas Tenant keeps secure for intellectual property reasons. For each of these purposes, Landlord 
shall at all times have and retain a key with which to unlock all the doors in, upon and about the Premises, excluding Tenant's vaults and safes. 
Tenant shall not alter any lock or install a new or additional lock or bolt on any door of the Premises without prior written consent of Landlord. 
If Landlord gives its consent, Tenant shall furnish Landlord with a key for any such lock.  

23. SUBORDINATION. Without the necessity of any additional document being executed by Tenant for the purpose of effecting a 
subordination, and at the election of Landlord or any mortgagee or any beneficiary of a Deed of Trust with a lien on the Project or any ground 
lessor with respect to the Project, this Lease shall be subject and subordinate at all times to  
(a) all ground leases or underlying leases which may now exist or hereafter be executed affecting the Project, and (b) the lien of any mortgage 
or deed of trust which may now exist or hereafter be executed in any amount for which the Project, ground leases or underlying leases, or 
Landlord's interest or estate in any of said items is specified as security. This subordination shall be self operative, provided that so long as 
Tenant is not in default hereunder beyond the applicable Section 20 cure  
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period, Tenant shall have continued enjoyment of the Premises free from any disturbance or interruption by reason of any foreclosure of 
Lender's deed of trust or mortgage. In the event that any ground lease or underlying lease terminates for any reason or any mortgage or Deed of 
Trust is foreclosed or a conveyance in lieu of foreclosure is made for any reason, Tenant shall, notwithstanding any subordination, attorn to and 
become the Tenant of the successor in interest to Landlord, at the option of such successor in interest. Tenant covenants and agrees to execute 
and deliver, upon demand by Landlord and in the form requested by Landlord any additional documents evidencing the priority or 
subordination of this Lease with respect to any such ground lease or underlying leases or the lien of any such mortgage or Deed of Trust, 
subject to the non-disturbance provisions contained herein. If Tenant fails to deliver such subordination document as required herein, then 
Tenant hereby irrevocably appoints Landlord as attorney-in-fact of Tenant to execute, deliver and record any such document in the name and 
on behalf of Tenant.  

Tenant, within ten days from notice from Landlord, shall execute and deliver to Landlord, in recordable form, certificates stating that this Lease 
is not in default, is unmodified and in full force and effect, or in full force and effect as modified, and stating the modifications. This certificate 
should also state the amount of current monthly Rent, the dates to which Rent has been paid in advance, and the amount of any security deposit 
and prepaid Rent. Failure to deliver this certificate to Landlord within ten days shall be conclusive upon Tenant that this Lease is in full force 
and effect and has not been modified except as may be represented by Landlord.  

24. NOTICE. Any notice, demand or request required hereunder shall be given in writing to the party's facsimile number or address set forth in  
Section 1 hereof by any of the following means: (a) personal service;  
(b) electronic communication, whether by telex, telegram or facsimile;  
(c) overnight courier; or (d) registered or certified, first class mail, return receipt requested. Such addresses may be changed by notice to the 
other parties given in the same manner as above provided. Any notice, demand or request sent pursuant to either subsection (a) or (b) hereof 
shall be deemed received upon such personal service or upon dispatch by electronic means with electronic confirmation of receipt. Any notice, 
demand or request sent pursuant to subsection (c) hereof shall be deemed received on the business day immediately following deposit with the 
overnight courier and, if sent pursuant to subsection (d), shall be deemed received forty-eight (48) hours following deposit in the U.S. mail.  

25. WAIVER. No delay or omission in the exercise of any right or remedy by Landlord shall impair such right or remedy or be construed as a 
waiver. No act or conduct of Landlord, including without limitation, acceptance of the keys to the Premises, shall constitute an acceptance of 
the surrender of the Premises by Tenant before the expiration of the term. Only written notice from Landlord to Tenant shall constitute 
acceptance of the surrender of the Premises and accomplish termination of the Lease. Landlord's consent to or approval of any act by Tenant 
requiring Landlord's consent or approval shall not be deemed to waive or render unnecessary Landlord's consent to or approval of any 
subsequent act by Tenant. Any waiver by Landlord of any default must be in writing and shall not be a waiver of any other default concerning 
the same or any other provision of the Lease. TENANT SPECIFICALLY ACKNOWLEDGES AND AGREES THAT, WHERE TENANT 
HAS RECEIVED A NOTICE TO CURE DEFAULT (WHETHER RENT OR NON-RENT), NO ACCEPTANCE BY LANDLORD OF RENT 
SHALL BE DEEMED A WAIVER OF SUCH NOTICE, AND, INCLUDING BUT WITHOUT LIMITATION, NO ACCEPTANCE BY 
LANDLORD OF PARTIAL RENT SHALL BE DEEMED TO WAIVE OR CURE ANY RENT DEFAULT. LANDLORD MAY, IN ITS 
DISCRETION, AFTER RECEIPT OF PARTIAL PAYMENT OF RENT, REFUND SAME AND CONTINUE ANY PENDING ACTION TO 
COLLECT THE FULL AMOUNT DUE, OR MAY MODIFY ITS DEMAND TO THE UNPAID PORTION. IN EITHER EVENT THE 
DEFAULT SHALL BE DEEMED UNCURED UNTIL THE FULL AMOUNT IS PAID IN GOOD FUNDS.  

26. SURRENDER OF PREMISES; HOLDING OVER. Upon expiration of the term, Tenant shall surrender to Landlord the Premises and all 
Tenant improvements and alterations in good condition, except for ordinary wear and tear and alterations Tenant has the right or is obligated to 
remove under the provisions of Section 14 herein. Tenant shall remove all personal property including, without limitation, all data and phone 
wires and other improvements which Landlord has required Tenant to remove pursuant to Section 14 or Exhibit F of this Lease. Landlord can 
elect to retain or dispose of in any manner Tenant's personal property not removed from the Premises by Tenant prior to the expiration of the 
term. Tenant waives all claims against Landlord for any damage to Tenant resulting from Landlord's retention or disposition of Tenant's 
personal property. Tenant shall be liable to Landlord for Landlord's cost for storage, removal or disposal of Tenant's personal property.  

If Tenant, with Landlord's consent, remains in possession of the Premises after expiration or termination of the term, or after the date in any 
notice given by Landlord to Tenant terminating this Lease, such possession by Tenant shall be deemed to be a month-to-month tenancy 
terminable as provided under Washington law, by either party. All provisions of this Lease, except those pertaining to term and Rent, shall 
apply to the month-to-month tenancy. During any holdover term, Tenant shall pay Base Monthly Rent in an amount equal to 150% of Base 
Monthly Rent for the last full calendar month during the regular term plus 100% of Tenant's share of Expenses pursuant to Section 4(c)(3).  

27. LIMITATION OF LANDLORD'S LIABILITY. In consideration of the benefits accruing hereunder, Tenant agrees that, in the event of any 
actual or alleged failure, breach or default of this Lease by Landlord, Landlord's liability under this Lease shall be limited to, and Tenant shall 
look only to Landlord's interest in the Project and the rents and proceeds thereof.  

28. MISCELLANEOUS PROVISIONS.  

a. TIME OF ESSENCE. Time is of the essence of each provision of this Lease.  
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b. AUTHORITY. If Tenant is a corporation, Tenant will deliver to Landlord, contemporaneously with this Lease, an authorizing resolution by 
Tenant's Board of Directors, authorizing the person(s) executing this Lease to do so, or other evidence of such person(s) authority as is 
reasonably satisfactory to Landlord.  

c. SUCCESSORS. This Lease shall be binding on and inure to the benefit of the parties and their successors, except as provided in Section 19 
herein.  

d. LANDLORD'S CONSENT. Except as otherwise specifically provided herein, any consent required by Landlord under this Lease must be 
granted in writing and may be withheld by Landlord in its sole and absolute discretion unless otherwise provided herein.  

e. COMMISSIONS. Each party represents that it has not had dealings with any real estate broker, finder or other person with respect to this 
Lease in any manner, except for the broker identified in  
Section 1(p), who shall be compensated by the party identified in Section 1(p). Landlord and Tenant recognize that it is possible that they may 
hereafter make additional agreements regarding further extension or renewal of this Lease or a new lease or leases for all or one or more parts 
of the Premises or other space in the Project for a term or terms commencing after the Commencement Date of this Lease. Landlord and Tenant 
recognize that it is also possible that they may hereafter modify this Lease to add additional space or to substitute space as part of the Premises. 
If any such additional agreements, new leases or modifications to this Lease are made (except for the space leased in Buildings Two and Three 
per the terms of this Amended and Restated Lease), unless otherwise agreed in writing by Landlord, Landlord shall not have any obligation to 
pay any compensation to any real estate broker or to any other third person engaged by Tenant to render services to Tenant in connection with 
negotiating such matters, regardless of whether under the circumstances such person is or is not regarded by the law as an agent of Landlord.  

f. OTHER CHARGES. If either party commences any litigation against the other party or files an appeal of a decision arising out of or in 
connection with the Lease, the prevailing party shall be entitled to recover from the other party reasonable attorney's fees and costs of suit. If 
Landlord employs a collection agency to recover delinquent charges, Tenant agrees to pay all collection agency and attorneys' fees charged to 
Landlord in addition to Rent, late charges, interest and other sums payable under this Lease. Tenant shall pay a charge of $75 to Landlord for 
preparation of a demand for delinquent Rent.  

g. FORCE MAJEURE. Neither party shall be deemed in default hereof nor liable for damages arising from its failure to perform its duties or 
obligations hereunder if such is due to causes beyond its reasonable control, including, but not limited to, acts of God, acts of civil or military 
authorities, fires, floods, windstorms, earthquakes, strikes or labor disturbances, civil commotion, delays in transportation, governmental delays 
or war, provided nothing in this subparagraph shall limit or otherwise modify or waive Tenant's obligation to pay Base Rent and Additional 
Rent as and when due pursuant to the terms of this Lease, or Landlord's obligation to timely make any payments which Landlord is required to 
make to Tenant pursuant to this Lease.  

h. RULES AND REGULATIONS. Tenant shall faithfully observe and comply with such commercially reasonable, non-discriminatory "Rules 
and Regulations" as Landlord may from time to time adopt by written notice. Landlord shall not be responsible to Tenant for the violation or 
non-performance by any other tenant or occupant of the buildings or Project of said tenant or occupant's lease or of any of said Rules and 
Regulations.  

i. LANDLORD'S SUCCESSORS. In the event of a sale or conveyance by Landlord of the Project, the same shall operate to release Landlord 
from any liability under this Lease from and after the date of the sale or conveyance, and in such event Landlord's successor in interest shall be 
solely responsible for all obligations of Landlord under this Lease.  

j. INTERPRETATION. This Lease shall be construed and interpreted in accordance with the laws of the state in which the Premises are 
located. This Lease constitutes the entire agreement between the parties with respect to the Premises and the Project, except for such guarantees 
or modifications as may be executed in writing by the parties from time to time. When required by the context of this Lease, the singular shall 
include the plural, and the masculine shall include the feminine and/or neuter. "Party" shall mean Landlord or Tenant. If more than one person 
or entity constitutes Landlord or Tenant, the obligations imposed upon that party shall be joint and several. The enforceability, invalidity or 
illegality of any provision shall not render the other provisions unenforceable, invalid or illegal.  

k. CLEAN AIR ACT. Tenant acknowledges that Landlord has not made any portion of the Premises or Tenant's Buildings accessible for 
smoking in compliance with WAC 296-62-12000. If Tenant wishes to make any portion of the Premises accessible for smoking, Tenant shall 
make all improvements necessary to comply with all applicable governmental rules and regulations. Tenant acknowledges that the indemnity 
contained in Section 15 of the Lease includes, but is not limited to claims based on the presence of tobacco smoke as a result of the activities of 
Tenant, its employees, agents, or guests.  

29. OPTION TO EXTEND. So long as Tenant is not in material default under the terms of the Lease, Tenant shall have the right to extend the 
term of the Lease for two (2) additional terms of five (5) years each (the  
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"Extension Terms"). Tenant agrees to notify Landlord in writing of Tenant's intent to renew not more than twenty-four (24) and not less than 
eighteen (18) months prior to the termination of the then current lease term. The rental rate during the Extension Terms shall be equal to the 
then Fair Market Rental Rate (adjusted for lease concessions) for comparable space located in Lower Queen Anne, Seattle, Washington.  

Within thirty (30) days following Tenant's notice to Landlord of Tenant's desire to extend the Lease, Landlord shall notify Tenant of the 
proposed Extended Term Base Rent, which shall be equal to the then Fair Market Rental Rate of the Premises. Fair Market Rental Rate shall be 
defined as the annual Base Rent (projected in reference to the date of the commencement of the payment of annual rental to which it applies) 
which Tenant would expect to pay and Landlord would expect to receive under leases of space of comparable size and quality to the Premises 
and as provided for in and on terms and conditions comparable to, this Lease covering premises similar to the Premises. Tenant shall have 
thirty (30) days following receipt of Landlord's notice of the proposed Extended Term Base Rent, in which to accept such determination; or to 
agree with Landlord on a stipulated Fair Market Rental Rate.  

If Tenant notifies Landlord, within the aforesaid thirty (30) day period, that Tenant disputes the Prevailing Market Rate quoted by Landlord, 
the parties shall, during the following thirty (30) days, negotiate in good faith to determine the Annual Base Rent for the renewal Term. If 
within said thirty-day period the parties are unable to agree on the Annual Base Rent, then within ten (10) days thereafter, each party shall 
select a qualified appraiser experienced in appraising commercial rental properties in the vicinity of Tenant's Buildings, who shall submit 
appraisals for the Premises within thirty (30) days of their appointment. If the difference between the appraisals is five percent (5%) or less, the 
Prevailing Market Rate shall be determined to be the average of the two appraisals. If the difference is greater than five percent (5%), then the 
two appraisers shall select a third qualified appraiser who shall submit an appraisal within the thirty (30) days following the submission of the 
first appraisals. The Prevailing Market Rate shall then be the average of the two (2) closest appraisals. The fees of each appraiser shall be paid 
by the party appointing the appraiser and the fees of the third appraiser, if any, shall be shared equally by the parties.  

The option shall be void if, at the time of exercise of such option, Tenant is not in possession of the Premises or is in default under this Lease or 
if Tenant fails to deliver the requisite notice thereof within the time period specified above. The option granted herein shall not be severed from 
this Lease, separately sold, assigned, or transferred.  

30. RENT ABATEMENT. Notwithstanding anything to the contrary contained herein, Tenant shall not be liable for the payment of Annual 
Base Rent or Tenant's Share of Operating Costs for that 28,741 square feet of rentable area of the Premises identified as Floor 3 of Building 
Three (Rental Abatement Space), for the period commencing with the Commencement Date applicable to such floor and ending on the earlier 
of  
(a) the commencement of month thirteen (13) after said Commencement Date or (b) the date that Tenant takes beneficial occupancy of the 
Rental Abatement Space. Should Tenant occupy less than the full floor prior to the commencement of month thirteen (13), then the Annual 
Base Rent and Tenant's Share of Operating Costs set forth for the Rental Abatement Space shall be charged only for that portion of the Rental 
Abatement Space being occupied. Tenant covenants and agrees to notify Landlord immediately at such time as Tenant occupies the Rental 
Abatement Space. As used herein, "occupancy" means any use of the floor by Tenant for other than installation of furniture, fixtures and 
equipment; "occupancy" shall include use of the floor for storage or any other business use. Upon commencement of the thirteenth (13th) 
month after the lease Commencement Date for the Rental Abatement Space, the full rent as provided for in this Amended and Restated Lease, 
shall be due and payable no matter how much of the Rental Abatement Space is occupied.  

Tenant shall be permitted to sublease the Rental Abatement Space per the terms and conditions of Section 19, Assignment or Sublease, and 
such a sublease shall not constitute occupancy of the Rental Abatement Space as used within this Section 30. If the Rental Abatement Space is 
subleased, the rental abatement with respect to the subleased area shall provide only for abatement of Annual Base Rent and Tenant shall be 
responsible for Tenant's Share of Operating Costs.  

It is anticipated that Tenant will complete its tenant improvements per the terms of Section 31, Tenant Improvement Allowance, and Exhibit F, 
Tenant Work Letter, for its entire Premises in a continuous fashion. However, Tenant may elect to delay the improvements to the Rental 
Abatement Space. If Tenant does delay said improvements, Tenant shall provide Landlord six (6) months prior written notice of the desired 
occupancy date in order to allow for the completion of tenant improvements of the Rental Abatement Space.  

31. TENANT IMPROVEMENT ALLOWANCE. Landlord shall provide Tenant with an allowance (the "Tenant Improvement Allowance") of 
up to Thirty Dollars ($30.00) per Rentable Square Foot of the Premises. The Tenant Improvement Allowance may be used only for actual out-
of-pocket costs of labor and materials (including Washington State Sales Tax), and for all professional design services necessary for the design 
and permitting of the Tenant Work, provided by qualified third party contractors approved by Landlord for construction of the Tenant Work, 
which approval will not be unreasonably withheld, delayed or conditioned. The Tenant Work and method of payment is set forth in Exhibit F 
hereto.  

32. ARCHITECTURAL AND ENGINEERING SERVICES. Landlord shall provide Tenant with an allowance for schematic space plans 
performed by an approved space planner up to a maximum amount of $.12 per rentable square foot of the Premises. This design allowance 
shall be paid by Landlord within twenty (20) days after invoice by Tenant with reasonable documentation showing costs actually incurred.  

33. [Intentionally Deleted]  
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34. RIGHT OF FIRST OFFER. So long as Tenant is not in material default under the terms of the lease, then during the term of this Lease and 
any extensions thereof, Tenant shall have a Right of First Offer (ROFO) to lease additional space as follows:  

This ROFO shall be subject to expansion and extension rights of other tenants of the Project existing as of March 30, 2000, and to the right of 
any tenant to renew its lease for its then-existing premises. Except as provided in the preceding sentence, this ROFO shall apply (i) to any 
space coming vacant in the Project, and, (ii) if Landlord, in its sole discretion develops any additional buildings in the Project, to any space in 
such new buildings (collectively "ROFO Space").  

At such time as Landlord intends to offer ROFO Space for lease, Landlord shall so notify Tenant, which notice shall include the description of 
the ROFO Space, and the terms (rate, term, etc.) on which Landlord intends to offer the ROFO Space. Tenant shall have ten (10) business days 
from receipt of such notice to notify Landlord that Tenant agrees to enter into a lease for the ROFO Space on the terms stated in Landlord's 
notice or to enter into a lease for the ROFO Space on such other terms as may be mutually agreeable to Landlord and Tenant in their sole 
discretion. Unless otherwise agreed between Landlord and Tenant, Tenant's lease must be of the entire ROFO Space being offered. If Tenant 
does not enter into a lease for the ROFO Space as provided above, this Right of First Offer shall immediately and without further action by 
Landlord terminate as to the ROFO Space being offered. This Right of First Offer shall be personal to Tenant and shall not be exercisable by 
any assignee or sublessee, except an assignee/successor to Tenant's business by merger or acquisition. Tenant shall be free during any ongoing 
period in which the ROFO Space remains unleased to request that Landlord re-open discussions with Tenant, which Landlord shall do, subject 
to any ongoing discussions that Landlord may then or thereafter engage in with other prospective tenants.  

35. RIGHT TO TERMINATE AS TO BUILDING TWO. So long as Tenant is not in material default under the terms of this Lease, Tenant 
shall have a one time right (the "Early Termination Right") to terminate the Lease as to Building Two effective on July 31, 2007 (the "Early 
Termination Date") subject to the conditions contained in this Section. In order to exercise its Early Termination Right, Tenant shall provide 
Landlord with written notice ("the Notice") by July 31, 2006 (at least twelve (12) months' notice). If Tenant exercises its Early Termination 
Right, Tenant shall, within thirty (30) days of delivery of the Notice to Landlord, pay to Landlord Landlord's unamortized costs (based upon a 
twelve (12) year amortization period and an interest rate of eight percent (8%) per annum) including, but not limited to, the Tenant 
Improvement Allowance, Schematic Space Plan Allowance and real estate commissions in connection with the initial lease of Building Two to 
Tenant (the "Unamortized Costs"). If Tenant exercises its Early Termination Right, it shall be obligated to perform all obligations under the 
Lease and pay all amounts due under the Lease through the Early Termination Date, provided only that if during the period between the Notice 
and the Early Termination Date, Landlord enters into a lease with a third party for all or a portion of Building 2 and Landlord and Tenant agree 
on an earlier termination of the Lease with respect to such space such that the third party lease can commence prior to the Early Termination 
Date, then the Early Termination Date with respect to such space shall be accelerated to the date agreed between Landlord and Tenant, and 
Tenant's obligations for the period between such accelerated Early Termination Date and the originally-scheduled Early Termination Date with 
respect to such space shall be the amounts that would have been due from Tenant during such period reduced by the amount of base monthly 
rent and additional rent actually paid to Landlord by the third party tenant net of Landlord's amortization (over the term of the new lease) of 
Landlord's costs of obtaining the new lease, including but not limited to new tenant improvements, commission, and space planning. On the 
Early Termination Date (or Dates, if there is additional acceleration due to releasing as provided above) the Lease shall terminate with respect 
to the affected spaces (and ultimately all of Building Two) as by expiration of its term, and those terms of the Lease dependent on the leasing of 
Building Two (e.g. Base Monthly Rent, Tenant's Share of Expenses, Parking) shall be adjusted to reflect the deletion from the Lease of the 
applicable rentable Square Footage of Building Two.  

Tenant may exercise its Early Termination Right under any of the following conditions:  

a. CONTRACTION OF THE PREMISES. If Tenant wishes to occupy a smaller premises within Building Two, Tenant shall submit a written 
request to Landlord, within thirty (30) days of the Notice, to have the size of the Premises within Building Two reduced to the size specified by 
Tenant. Landlord will notify Tenant of its decision whether to grant Tenant's request within sixty (60) days of receipt of such request. If 
Landlord elects to reduce the size of the Premises, Tenant will be required to pay Landlord's Unamortized Costs, as described above, within 
thirty (30) days of Landlord's notice that it will allow the size of the Premises within Building Two to be reduced, provided that the amount of 
such Unamortized Costs shall be prorated based on the size of the reduced Premises within Building Two. If Landlord declines Tenant's request 
so to reduce the Premises, then Tenant may exercise its Early Termination Right as described above.  

b. CESSATION OF BUSINESS. Tenant or any successor entity ceases having its main administrative offices in the Seattle-Bellevue 
Metropolitan area.  

Tenant and Landlord agree that this Early Termination Right is not to be used to facilitate the move of Tenant from 401 Elliott West to another 
building in the Seattle-Bellevue Metropolitan area prior to the end of the initial Lease term except as stated in this Section.  

36. EARLY POSSESSION. Tenant shall have the non-exclusive right to possess the Premises thirty (30) days prior to the Commencement 
Date for each applicable Phase for the purpose of the installation of Tenant's furniture, fixtures and equipment. Tenant shall not be charged 
base monthly rent or operating expense charges for such Phase during said Early Possession period. Tenant shall coordinate its move-in 
activities  
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with the contractor's working on the site so as not to impede the final completion of the Shell & Core Improvements, including punch list type 
activities. Tenant shall be responsible for the removal and disposal of Tenant's furniture and fixture vendor's cartons and trash.  

37. TENANT SIGNAGE. Tenant shall have the right, at Tenant's expense, to install dominant building signage on Tenant's Buildings as long 
as it leases in excess of fifty percent (50%) of the rentable area of each of Tenant's Buildings. Tenant's signage shall be subject to all 
governmental codes and Landlord's prior written approval, which approval will not be unreasonably withheld, delayed or conditioned for 
signage consistent with the Landlord's architectural principles for the Project. Landlord shall have the right to withhold its approval of any sign
(s) which in its reasonable judgment are not harmonious with the design standard of the Buildings. A signage exhibit, providing more detail to 
size and location, is further detailed in Exhibit D. Tenant shall have the following signage opportunities:  

a. Install one sign on the Building Two marquee above the entry on the south side of the Building.  

b. Install two exclusive, back lighted, pin-mounted signs on the top parapet of each of Tenant's Buildings; one sign per wall, on the South, West 
or East elevations (i.e. 2 of those three walls).  

c. Install identity graphics on the exterior walls of the Building Two garage elevator lobby.  

38. FIBER OPTICS. Tenant shall have the right to install satellite dishes, fiber optics and related equipment for Tenants sole use at Tenant's 
sole cost, expense and liability, subject to Landlord's approval of the location and method of installation, which shall not be unreasonably 
withheld or delayed for installations that do not interfere with other electronic installations on the Buildings. Tenant's rights pursuant to this 
Section shall include the right to make reasonable replacements, upgrades and additions subject to the terms of this Section.  

39. USE OF THE ROOF FOR BUSINESS PURPOSES. Tenant shall have the right to enter on the roof of Tenant's Buildings from time to 
time, in accordance with the provisions of this Section and with the prior approval of Landlord, for the purpose of installing and maintaining, at 
Tenant's sole cost and expense, equipment in connection with Tenant's use of the Premises (the "Tenant's Equipment") at locations, designated 
by Landlord. Tenant shall submit drawings, specifications, and installation data for Tenant's Equipment to Landlord for its approval prior to 
installation.  

Installation of Tenant's Equipment shall be accomplished under the direct supervision of Landlord and in accordance with reasonable rules and 
regulations prescribed by Landlord. Tenant's Equipment shall be grounded in accordance with Underwriters Laboratories, Inc. requirements.  

Tenant shall make no penetration of Tenant's Buildings' roof during installation or removal of Tenant's Equipment without the prior written 
consent of Landlord. Tenant shall be responsible for the cost of repairing all damages to Landlord's property caused by the installation, 
operation, repair, or removal of Tenant's Equipment, except to the extent caused by Landlord, its contractors, or employees. Furthermore, in the 
event Landlord determines that either of Tenant's Buildings roof must be repaired or resealed as a direct or indirect result of the installation, 
maintenance, repair, or removal of Tenant's Equipment, except to the extent caused by Landlord, its contractors, or employees, all such 
repairing and/or resealing shall be performed by Landlord's designated contractor at Tenant's sole cost and expense.  

Upon termination of this Lease, Tenant, at its sole cost, shall remove Tenant's Equipment from the roof of Tenant's Buildings, subject to the 
provisions of this Section. Removal of Tenant's Equipment shall be done in a manner satisfactory to Landlord.  

If access to Tenant's Buildings roof is required by Tenant at times other than normal business hours, Landlord reserves the right to charge 
Tenant any actual costs incurred by Landlord for overtime wages to Landlord's employees or contractors.  

Tenant shall obtain and maintain all necessary FCC licenses, if any, and all other governmental approvals, licenses, and permits required to 
operate Tenant's Equipment, which operation shall not interfere with the quiet enjoyment of the tenants within Tenant's Buildings.  

Tenant agrees that Landlord hereafter shall have the right to install and to grant others the right to install transmitting equipment, satellite 
dishes, antennae, and similar equipment on the roof of Tenant's Buildings, so long as neither the installation nor operation of such equipment 
interferes with the operation of Tenant's Equipment.  

Tenant agrees that transmissions from Tenant's Equipment shall not cause interference with transmissions of other persons currently operating 
communications equipment in the Business Community. Upon written notification from Landlord of such interference, Tenant shall 
immediately stop operation of Tenant's Equipment and not resume operation until such interference is cured. Any future agreement granting 
another tenant of Tenant's Buildings or any other person the right to make rooftop installations shall contain a covenant by such other tenant or 
person that its installation and operation of rooftop equipment will not interfere with the operation of Tenant's Equipment, and that if such 
interference occurs, such other tenant or other user shall cease installation or operation of its equipment until such interference is cured.  

40. [INTENTIONALLY DELETED].  

41. TENANT PARKING. Notwithstanding the provisions of Section 11.a designating parking as non-exclusive,  
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four (4) parking spaces located under the footprint of Building Two and five (5) parking spaces located under the footprint of Building Three, 
all reasonably close to the respective Building's elevator may be reserved by Tenant to be designated as F5 Network spaces and shall be 
counted against the parking stalls allocated to Tenant pursuant to  
Section 11.a.  

42. EMERGENCY POWER GENERATOR. The Premises shall include an electrical generator pad located by Landlord at the exterior of 
Building Three west of the loading dock area (the "Generator Pad"). The Generator Pad shall be constructed by Tenant in accordance with 
plans approved in advance by Landlord, which approval will not be unreasonably withheld, delayed or conditioned, and which plans shall 
include fencing and such curbing as is necessary to contain any fuel spill. Tenant may install on the Generator Pad a backup generator and fuel 
tank (collectively the "Generator"), the make, model and design of which shall be subject to Landlord's prior approval, which approval will not 
be unreasonably withheld, delayed or conditioned. The design and operation of the Generator and Generator Pad shall be such as to avoid 
material interference with other tenants (whether due to vibration, noise, fumes, or otherwise) resulting from operation of the Generator. The 
Generator shall be used only for periodic testing and in the event Tenant's primary electrical service is interrupted for any reason. All testing 
shall take place at times reasonably selected to minimize interference with other tenants. The Generator shall be used only for backup power, 
and may not be used as a primary power source, nor may it be used by any occupant of any other premises. The Generator Pad and the 
Generator shall be subject to all terms and conditions of this Lease, including but not limited to Sections 8, 15, and 16, provided only that the 
square footage of the Generator Pad shall not be utilized in calculating the Premises Rentable Area for the purpose of calculating Base Rent or 
allocating Expenses between the Premises and any larger parcel. Upon expiration or earlier termination of this Lease, Tenant shall remove all 
improvements and equipment from the Generator Pad and shall restore same to a clean, paved condition, and shall provide such studies or other 
information as is necessary to demonstrate to Landlord's reasonable satisfaction that there has been no environmental contamination on the 
Generator Pad as a result of the storage and operation of the generator and fuel tank thereon.  

IN WITNESS WHEREOF, Landlord and Tenant have executed this Lease as of the day and year first above written.  

Landlord: 401 ELLIOTT WEST L.L.C.  

By: CHERLIN L.L.C.,  
Its: Manager and Member  

 

By: KMC-ONE, L.L.C.  

Its: Member  
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By: /s/ RICHARD L. CARSON 
   ------------------------------ 
        Richard L. Carson 
Its:  Managing Member 

                  By: /s/ STEPHEN K. KOEHLER 
                     ------------------------------ 
                       Stephen K. Koehler, President, Koehler McFadyen & Company 
                  Its: Managing Member 
 
 
Tenant:           F5 NETWORKS, INC. 
 
 
                  By:  /s/ ROBERT J. CHAMBERLAIN 
                     ------------------------------ 
                  Its: VP FINANCE - CFO 
                      ----------------------------- 
 
 
                  By: 
                     ------------------------------ 
                  Its: 
                      ----------------------------- 



 

I certify that I know or have satisfactory evidence that RICHARD L. CARSON and STEPHEN K. KOEHLER are the persons who appeared 
before me, and said persons acknowledged that they signed this instrument, on oath stated that they were authorized to execute the instrument 
and acknowledged it as the Managing Member on behalf of CHERLIN LLC and KMC-ONE LLC and Member of 401 ELLIOTT WEST LLC 
to be the free and voluntary act of such party for the uses and purposes mentioned in the instrument.  

 
Polly P. Hutchinson  

(Print Name)  
 

Notary Public, in and for the State  
of Washington, residing at Carnation  

My Commission Expires 6-01-01  
 

 

I certify that I know or have satisfactory evidence that ROBERT J. CHAMBERLAIN is the person who appeared before me, and said persons 
acknowledged that they signed this instrument, on oath stated that they were authorized to execute the instrument and acknowledged it as the 
CFO and V.P. FINANCE of F5 NETWORKS, INC. to be the free and voluntary act of such party for the uses and purposes mentioned in the 
instrument.  

 
Brian R. Dixon  

(Print Name)  
 

Notary Public, in and for the State  
of Washington, residing at Seattle, WA.  

My Commission Expires 07-01-00  
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STATE OF WASHINGTON         ) 
                            )ss.  
COUNTY OF KING              ) 

Dated: 6-01-01 
 
 
                      /s/ POLLY P. HUTCHINSON 
                     --------------------------------------- 
                     (Signature) 

STATE OF WASHINGTON         ) 
                            )ss.  
COUNTY OF KING              ) 

Dated: 04/03/00 
 
 
                      /s/ BRIAN R. DIXON 
                     --------------------------------------- 
                     (Signature) 



 
 

ARTICLE 5 
THIS SCHEDULE CONTAINS SUMMARY FINANCIAL INFORMATION EXTRACTED FROM THE CONDENSED BALANCE 
SHEET AS OF JUNE 30, 2000 AND THE RELATED CONDENSED STATEMENTS OF OPERATIONS FOR THE NINE MONTH 
PERIOD ENDED JUNE 30, 2000 AND IS QUALIFIED IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS. 

PERIOD TYPE 9 MOS 
FISCAL YEAR END SEP 30 2000 
PERIOD END JUN 30 2000 
CASH 56,225 
SECURITIES 0 
RECEIVABLES 28,414 
ALLOWANCES (1,502) 
INVENTORY 1,630 
CURRENT ASSETS 95,373 
PP&E 11,532 
DEPRECIATION (2,321) 
TOTAL ASSETS 106,126 
CURRENT LIABILITIES 22,699 
BONDS 0 
PREFERRED MANDATORY 0 
PREFERRED 0 
COMMON 83,504 
OTHER SE (77) 
TOTAL LIABILITY AND EQUITY 106,126 
SALES 71,998 
TOTAL REVENUES 71,998 
CGS 20,798 
TOTAL COSTS 40,072 
OTHER EXPENSES 0 
LOSS PROVISION 0 
INTEREST EXPENSE (2,414) 
INCOME PRETAX 13,542 
INCOME TAX 1,308 
INCOME CONTINUING 12,234 
DISCONTINUED 0 
EXTRAORDINARY 0 
CHANGES 0 
NET INCOME 12,234 
EPS BASIC 0.58 
EPS DILUTED 0.53 



EXHIBIT 99.1  

JOHN MCADAM JOINS F5 NETWORKS AS PRESIDENT AND CEO  

MCADAM BRINGS NEARLY 30 YEARS OF MANAGEMENT EXPERIE NCE TO F5  

SEATTLE, WA, July 19, 2000 -- F5 Networks, Inc. (NASDAQ: FFIV), the leading provider of Internet traffic and content management 
(iTCM) products, announced today the appointment of John McAdam as President, Chief Executive Officer and a member of F5's board of 
directors. Mr. McAdam will assume these roles on Monday, July 24, 2000.  

John McAdam is currently the General Manager of IBM's multi-billion dollar worldwide web server sales business unit. Prior to his position 
with IBM, Mr. McAdam spent ten years at Sequent Computer where he grew the European sales division from $8,000,000 to $300,000,000, 
before moving into the position of President and Chief Operating Officer. Mr. McAdam led the sale of Sequent Computer to IBM in September 
1999.  

Jeff Hussey will continue to serve as the Chair of the F5 board of directors, and will assume the new role of Chief Strategist for the company. 
"We are incredible "to have someone of John McAdam's caliber and experience to lead the company as we capitalize on the many opportunities 
to extend our leadership position in the rapidly growing internet traffic and content management market. This is the right time for the change, 
and John is the right person for the job."  

ABOUT F5 NETWORKS  

F5 Networks is the leader in Internet Traffic and Content Management (iTCM). Our award winning integrated suite of high-performance best 
of breed products provide an end-to-end solution for automatically and intelligently managing Internet content and traffic - globally. The 
company is headquartered in Seattle, Washington, and has offices in Atlanta, Boston, Chicago, Dallas, Los Angeles, New York, Phoenix, San 
Diego, San Francisco, Toronto, Washington, D.C., Australia, China, Hong Kong, Japan, Korea, Germany, Singapore, Sweden and the United 
Kingdom. F5 Networks is located on the web at www.f5.com.  

This press release may contain forward looking statements relating to future events or future financial performance that involve risks and 
uncertainties. Such statements can be identified by terminology such as "may," "will," "should," "expects," "plans," "anticipates," "believes," 
"estimates," "predicts", "potential" or "continue" or the negative of such terms or comparable terms. These statements are only predictions and 
actual results could differ materially from those anticipated in these statements based upon a number  

of factors including those identified in the Company's filings with the SEC.  
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