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E5 Networks

El Nino Investments




Overview

F5 Networks (FFIV)
Application Software Industry
Headquarters: Seattle, WA
Market Cap: 6.86 B

PE: 19x Earnings

PEG: 1.07

Gross Margin: 83%

Net Margin: 19%




History & Acquisitions

1996 - F5 emerged (BIG-IP)

1999 - IPO (NASDAQ)

2003 - uRoam ($25M)

2004 - Magnifire WebSystems ($29M)

2005 - Swan Labs ($43M)

2007 - Acopia Networks ($210M)

2011 - Crescendo Networks” DPI Intellectual Property
2012 - Traffix Systems

2013 - LineRate Systems & Versafe

2014 - Defense.Net



Business

Leading developer & provider of software-defined application services

Application Delivery Networking (ADN)

You Proxy Server niennek



Application Delivery Network (ADN)
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Full proxy software platform that supports industry’s broadest
array of application services

Inspect and modify content of IP flows between users & apps

iControl - “the translator”
iRules - “the principal”

iCall - “the scientist”

TMOS
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Suite of Application Services (Modules)

Legacy Products Products through Acquisitions
Local Traffic Manager Application Security Manager
BIG-IP DNS & Link Controller Application Acceleration Manager
Access Policy Manager
New Products End-User Protection Products
Advanced Firewall Manager WebSafe
Carrier Grade Network Address Translation MobileSafe

Policy Enforcement Manager

The software modules deployed on
the platform that deliver Software SOFTWARE

m m m m m Defined Application Services The brains that

make the platform

BIG-IP SOFTWARE (TMOS) o e




Integrated Solutions (Hardware)

Purpose-built hardware servers designed to optimize performance
of modules

BIG-IP appliances
VIPRION products

Massive performance and scalability to allow consolidation

*Cost efficient* —— m=

VIPRION Hardware BIG-IP Hardware
Platform Platform



Virtual Editions (Software)

Software-only editions of modules
Industry’s largest mix of software-only offerings

Greater flexibility to deploy a mix of integrated app services
2
Tend to have lower performance than hardware (—

Virtual
Machines




Common Attributes between H & S f5

Deployed in Hybrid Infrastructures

Data Center and Private
Multiple Data Centers

Data Center and Public

Modules can be sold individually in both forms

Support all modules



Subscription Services

“14 Cloud-Based (Silverline) - Saa$S platform

DDoS protection
Web Application Firewall

Very Customizable

End-User Protection Modules -:-
WebSafe Cloud
Servers

MobileSafe




Diameter Signaling and Routing

Acquired Traffix in 2012

Consolidates signals for service providers from legacy
infrastructures to 4G/LTE

“Helps upgrade signals” more efficiently with little lag time
CGNAT module
PEM module



Services for our Services

Consulting

Training

Installation

Maintenance

Other technical support



Revenues

. an

®m Products = Services

Total Revenues increased mUS = Other Americas  EMEA mJapan ® Asia Pacific
10.8% in 2015



Sales by Distributors

14%

Westcon Group ® Ingram Micro = Avnet Tech Solutions = Arrow ECS = Others



Employees

® Product Development = Sales Professional Services & Tech Support = Adminstration



Partners

¥

T
= piA L, — # bluemedora

fran]e a3 Gold Microsoft . H
Cisco ORACLE Partner Partner Network

Preferred

Solution

Partner vinware

|» FORCEPOINT *C!% FirekEye

openstack




Customers

i E I * 49 of the Fortune 50 companies

* 20 of the top 20 U.S. commercial banks

PHILLIPS 15 of the 15 executive departments of the

U.S. cabinet

» 10 of the top 10 largest global insurance

companies
m * 10 of the top 10 U.S. telecommunications

companies

‘ * 10 of the top 10 "best" U.S. retail companies

* 10 of the top 10 "best" global brands

walmart LA BERKSHIRE

HATHAWAY InC.

10 of the top 10 global Telecom operators
YCVvs

10 of the top 10 global automotive companies Health

10 of the top 10 world's "most admired"
companies

9 of the Fortune 10 companies

7 of the top 10 global oil and gas companies

10 of the 10 largest mobile operators

6 of the top 6 U.S. securities companies

WELLS

FARGO




Growing competition

Failure to precisely research & develop

Continuing innovation

Reliant on Supplier & Distributor relationships for products and sales



Competitive Advantage

Network Effect

Switching Costs

Brand Recognition

Product Mix



Buffettology




Qualitative Review

What type of business is this: Competitive Advantage
commodity or sustained competitive

advantage?

Can you easily explain what the Yes

business does?
Is it heavily unionized? No

Does it require heavy capital infusion? No

Does it require lots of research and Yes
development?

Can inventory become obsolete? Yes
Are there chronic “one time” write- No
offs?

Is the company able to raise its price Yes

to offset inflation?

Will the company be able to sell more Yes
in the future?

If 1 gave you $1 billion could you No
develop a competitor? If the answeris

“no” your business has a sustained
competitive advantage.



Interpretation of Financial Statements

Towe Theeshota

Gross Profit Margin 82.61% >20% _
% SGA 46.58% <80% Yes
% R&D 19.15% <10% (No ]
% Depreciation 3.30% <10% _
Interest % of O % <15% _
Net Profit Margin 18.79% >10% Yes
Current Ratio 1.5 >1 _
Obligation Ratio -1.67 years < 5 years _
Adj. Debt to 0.83 <038 _
Shareholder Equity

Return on Equity 28.98% >15% _
Return on Capital 28.98 % >15% _
Dividend Payout %6 <60% _
Ratio

Preferred Stock None None _
Capital Expenditures 19.67% <25% _
Net Earning Trend Stable Up _
Retained Earnings Up Up _
Trend



Revenues

$2,500.00

$2,000.00 - $1,920.00 $1,947.00
-é $1,481.0
= $1,500.00 - $1,377.00
g
g
&
é $1,000.00 $882.00 500% increase in
>
& $650.00  $653.00 10 years

$526.00
$500.00 - $394.00
$000 T T T T T
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 TT™M

Year



Gross Profit Margin
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Net Profit Margin (%)
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Return on Equity (%)
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Return on Capital (%)
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Working Capital

$500.00 -

$450.00 - $433.00
$392.00

$405.00
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Total Shares Outstanding

90.00

85.00

80.00

75.00

70.00

65.00

Total Shares Outstanding

Bought back 16% of
shares at an average
price of $82.41 per

share

85.10

83.00 83.40

2011 2013 2014 2015 TT™M

Year

2006 2007 2008 2009 2010 2012



Quantitative Review

increasing trends? |

Sales per share

Cashflow per share

Earnings per share

Dividends declared per share
Capital Spending per share
Book Value per share
Revenues (Sales)

Gross Profit Margin
Operating Profit Margin

Net Profit

Net Profit Margin

Working Capital
Shareholder’s Equity

Return on Total Capital
Return on Shareholder’s Equity
Common Shares Outstanding
Long-Term Debt

Increasing
Increasing
Increasing
N/A
Increasing
Increasing
Increasing
Increasing
Increasing
Increasing
Increasing
Increasing
Increasing
Increasing
Increasing
Decreasing
N/A



Value Bands




Price/Sales
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Price/Earnings
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Price/Earnings Less Cash
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Price/Cashflow
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Price/Free Cashflow
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Enterprise Value/Revenue
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Enterprise Value/EBITDA
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Enterprise Value/EBIT
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Intra-Portfolio Evaluations




Intra-Portfolio Evaluations - Current

Ticker a Price / Ticker 4 Price Ticker | & PJE Adjusted Ticker & Price ] Ticker 4 Price/ Ticker 4 52-wk Range Ticker « PEG
Sales Earnings Book Free Cash Flow Forward
WMT 05 | » | BBAY 101 W BBBY N7 e  AG 0.7 jW » BBBY 105 MG 550,20‘ 6403 -  BRKEB
BBBY 07 | 1 IBM 1020, 1B 134 BRKB 13 16 105 UNP $67.06 [ 511866 Ml - AIG 0.7
CHRW 08 Wl v BRKB 141, BRKB us ;.  Qcom 26 [ |FFV 1130 BBBY S84 7310 Ml  QCOM 11
WBA 08 @ WuT 142 @, acom 166 [l | WMT 28 @ ORCL 149 | | Frv $86.03 | 513520 . | WBA 13
AlG v 12 @5 | UNP 143 W ORCL 73 | WBA 20 M WMT 150 B NSRGY | S68.00 ‘ 57999 WM. |FFIV 13
BRK B 16 Qcom 1751, IFFN 1?.?| b | UNP 32 CHRW 55y ocom | s 57409 | | 1BM 14
IBM 1.7 @ »  ORCL 184 Wy WNT 179 | » | BBBY 33 @ Qcom 167 | WBA TS0 50730 B | UNP 16
PEP 24 @ v | FrV 1050, NP 12l > | ORCL 35 [ ) MSFT 175 | 1BM S1690[ | 517630 Jl > | ORCL 18
NSRGY 25l »  WBA 195 [l ; | CHRW 215 | NSRGY 35 @ PEP 189, ORCL | SB[ s4524 W | MSFT 20
UNP 31 @ v CHRW 204 @y WA 23 MSFT >3y WBA A3 T $56.30__i 5390 W >  CHRW 24
Qcom 35 @l b NSRGY 217 @) NSRGY x1 8 | FFV 5418 | BRKB 208) BRKB | 51355 1514857 | » | BBBY 24
FFIV 3.7I ; PEP 1l PEP 317 @ | CHRW 89 ) | AG 24188, MSFT 307 {15685 M p | PEP 33
ORCL 4S @b NG M5 W | MSFT N8R | IEM 9.4 B8 ) NSRGY 238, CHRW | sso71 I ]s7618 |8 | NSRGY 45

MSFT 48 B p | MSFT 68 N p  AG 44 B . | PEP 12.1 i UNP 253 M | PEP 576.43 ‘ §103.44 B | WMT 705



Intra-Portfolio Evaluations - 5 Year Historical

Ticker & 5Year Price / Sales Range Ticker | & 5-Year Price / Eamings Range Ticker 4 5-Year Price / Book Range Ticker a 5-Year Price / Ticker & 5-Year Price Range
Cash Flow Range
5 NSRGY s NSRGY 5 NSRGY b NSRGY b IBM 5116.90 [ 5215.90
v | FFV 32§ 94 Wi 17004 508 b IBM 791 145 » | FRV 89 | %3 b | BBBY $41.26[_§ $80.82
»  BeBY 08 19 b UNP 12504 20 |y QcoM 21 41 b | CHRW 1254 15 M Qcow | s $81.97
> QCOM 29 B » | BRKB 27 CIO PR 27 50 b QCOM 7| 9 My |FFV $6753 | §139.45
» | CHRW 060 14 ,  BBBY B30 187 » | ORCL 290 | 50 » | BBBY 61| 150 5 UNP 533.87 i 512452
b 1BM 140 24 b IBM 87 160 b W 23 38 b | IBM 68| 128 b | WNT $48.31 i $90.97
b WM 040§ 06 b | T {11 — FFIV 38 EY b | WNT 68| 123 » | ORCL 52472 154671
> | UNP 249 » QoM %5 [y uwe 21 54 b UNP 69} 166 [y CHRW | 85021 188261
b ORCL 36 i 154 b CHRW 139 135 b VIBA 17 149 b | ORCL 96 1187 b | NSRGY | ss2m2 | 138065
» BRKB 11 120 » | ORCL 133 YN » BRKB 10 116 b BRKB 78 114 b | AG 519.18 56493
b WBA 04 112 b WBA 100 1436 b | CHRW 57 112 b | PEP 1.1 1166 b | WBA 52853 1597.30
b MSFT 29 5.1 b AlG 21 - b | AIG 04 08 b | MSFT 71 i116.1 » | BRKB $65.35 | 1515294
b PEP 15 j24 b MSFT 88 jj395 b | MSFT 31 is7 b | WBA 6.4 11195 b | MSFT 52365 J556.85

b AG 01 i 14 b | PEP 151 i274 b PEP 40 123 b | AIG 03 i- b | PEP §58.50 §15103.44



Industry Breakdown




Industry Overview

BROCADE= riverbed citrRix

Juniper @ Chectpoin 5

@ IIVIPERNA msandVine PROCERA



Industry Breakdown

Information from FFIV 10-K

Network Firewall

F5 Networks

<

Juniper

Y

Cisco™

Checkpoint  Imperva

Y

Citrix

Allot

Riverbed Oracle® IBM*

Akamai

Blue

Coat

Web Application
Firewall

Carrier Grade NAT

Deep Packet
Inspection

Wide Area Network

Diameter Signaling

End-User Protection

Cloud-Based

Protection

Malware Protection

< < < < < < < <



Industry Breakdown

F5 Juniper Checkpomnt  Brocade Citrix Riverbed

9.66 B 15.40 B 4.16 B

Market Cap 6.86 B

Gross Profit Margin

Net Profit Margin

Obligation Ratio

Return on Equity

Return on Capital

Return on Assets

Patents




DuPont Analysis - 5 year

Total Asset Turnover F1nanc1al'Le.verage Net Profit Margin Return on Equity
Multiplier
F 5 Networks
TTM 0.84 1.83 18.79% 28.89%
2015 0.83 1.76 19.01% 27.77%
2014 0.79 1.59 17.97% 22.57%
2013 0.66 1.44 18.72% 17.80%

2012 0.72 1.43 19.98% 20.57%



Competitor DuPont Analysis

Total Asset Financial Leverage | Net Profit Margin | Return on Equity
Using TTM Data Turnover Multiplier

F5 Networks 0.84 1.83 18.79% 28.89%
Juniper Networks 0.56 1.88 13.05% 13.72%
Checkpoint 0.32 1.44 42.08% 19.39%
Software

Brocade 0.57 1.56 15.33% 13.63%
Citrix 0.59 2.77 9.75% 15.94%

Riverbed 0.56 2.29 6.54% 8.38%



Total Returns since Inception

M FFIN Total Return
m MDAS Total Return 2 25K
m CHEP Total Return
W MPR Total Return
W SE&F 500 Total Return Level % Change

1.75K%

1.25K%

T50.0%

'306.8%

361.8%
167.2%
o 147.7%

.

-250%

2004 2006 2002 2010 2012 2014 2016

Mar 11 2016, 2 28AMEST. Powered by T G HARTS




Discounted Cash Flows




Discounted Cash Flows - Default

Earnings Per Share : § Q DCF | Reverse DCF ™=
Growth Rate Inthe Next: (10 |Years:20  [% @ Tangible Book Value: $ (] Add to Fair Value @
Business Predictabilty Wir W' U W0 W Growth Value: $ 76.16 “
Terminal Growth Rate: D % Q # Terminal Value: § 69.32 @
Years of Terminal Growth: (7] = Fair Value: $ 145.47 7
Discount Rate: % 7]
Price:
Margin Of Safety: 31%

Annual Rates (per share) 10yrs Syrs 12 months
Revenue Growth (%) 21.80 18.50 14.30
EBITDA Grawrth (%) 26.40 19.60 12.50
EBIT Grawth (%) 27.30 19.30 12.00
EPS without NRI Growth (%) 2540 18.50 15.30
Free Cash Flow Growth (%) 24.70 16.50 20.80

Book Value Growth (%) 12.80 9.10 -1.60



Discounted Cash Flows - Kill it

Earnings Per Share : § 9 DCF | Reverse DCF MNews

Growth Rate In the Next: [10  |vears:[1429 |% @ Tangible Book Value: $ (] Add to Fair Value @

Business Predictability g " " I, ."'-'?-' Growth Value: $ 57.21 ﬂ'

] I —— EI 3 : * Terminal Value: $ 42.57 (7]
= Fair Value: $ 99.78 @

© Years of Terminal Growth:

090

- ] -
M| | =

Discount Rate:

___________________________________________________________ Price:

Margin OF Safety: 0%

/

DCE Reverse DCF HEWE /

= Growth Rate:| 14.29%

Revenue Growth Rate: 21.80%(10y) 18.50%(5y) 14.30%(1y)

EBITDA Growth Rate: 26.40%(10y) 19.60%(5y) 12.50%(1y)

Earnings Growth Rate: 25.40%(10y) 18.50%(5y) 15.30%(1y)

Free Cash Flow Growth Rate: 24.70%(10y) 16.50%(5y) 20.80%(1y}
Book Value Growth Rate: 12.80%(10y) 9.10%(5y) -1.60%(1y)




Discounted Cash Flows - Valueline Estimates

Earnings Per Share : § (7]

ANNUALRATES Past  Past Est'd'13-'15
ofchange (persh)  10¥s.  5Yms.  to'18-2
Revenues 240% 205% 17.5%
| “Cash Flow" 260% 250% 120
Eamings 265% 265% 11.5%
Dividends -- -- I
Book Value 16.5% 125% 13.5%
2015 [2016 | ©VALUELINE PUB.LLC|18-20
2137 | 21.35 |Revenues persh A 50.00
5.95 | 5.95 |"Cash Flow" per sh 740

Nil | Div'ds Decl'd per sh

503|530 Eamingspersh®® | 60|

il

Growth Rate In the Next: Years 115 % @

Business Predictability "y W W W
Terminal Growth Rate: D %
Years of Terminal Growth:
: Discount Rate: %

______________________________________________________________

______________________________________________________________

Earnings Per Share : 5 |5.50 (7]
[ 7]

Growth Rate In the Next: "r’ears : %
S|

Business Predictability - 7 o F 0
! Terminal Growth Rate: D Yo

Years of Terminal Growth:

Discount Rate: %

______________________________________________________________

DCF | Reverse DCF ™"
Tangible Book Value: $(10.28 [ add to Fair Value @
Growth Value: $ 49,86 (7]
Terminal Value: $ 33.25 (7]
= Fair Value: $ 83.11 7]

Price:

\ Margin Of Safety: -20%

DCF | Reverse DCF "=¥%
Tangible Book Value: $|10.28 [ Add to Fair Value @
Growth Value: $ 63.43 7]
Terminal Value: $ 42.29 (7]
= Fair Value: $ 105.72 (7]

Price:

\ Margin Of Safety: 6%




Conscious Investor




Conscious Investor - 3 years

9/08 9/07 9/08 9/03 9110 911 9112 9113 9114 9115 EPSttm  Years HGROWTH STAEGR?
EPS($) 0795 0904 0891 1143 1865 293 3449 | 35304  40%0 5.0 ‘m 3 19.62% 99.24% [l
SPS(§) 4832 6230 8220 82537 10976 14553 17497 18969 23601 27372 3 20.12% 96.93% [l
Price EPSttm PIE Ratio HGrowth Payout STRET® Req Retumn TARG®

Default 25.32 19.82% 0.0% 20.51% -10.00%
Safety [ $5.110 ) 16.37 14.13% 0.0% 10.39% -10.00% [ $1.68K ]




Conscious Investor - 6 years

906 907 908 %08 | 810 AN M2 93 94 9M5  EPSttm  Years HGROWTH  STAEGR®

EPS(S) 0795 0904 0891 1143 |1865 2963 3449 3504 4090 5031 m b 17.98% 90.50% [l
SPS(§) 4832 6230 8220 8257 10976 14583 17497 18969 23601 27.372 b 18.91% 96.48% [l
Price EPSttm PJE Ratio HGrowth Payout STRET® Req Return TARG®
Default 25.32 17.98% 0.0% 18.72% -10.00%

Safety 16.37 13.28% 0.0% 9.63% -10.00%



Conscious Investor - 10 years

906 9107 9108 908 910 911 gz 9d 914 915  EPSttm  Years HGROWTH  STAEGR®

EPS(S) | 0795 0904 0891 1143 1865 2963 3449 3504 4090  5.031 10 23.70% 83.35% [l

SPS(S) 4832 6230 8220 8257 10976 14553 17497 18969 23601 27.372 10 2112% 94.38% [l

- Price EPSttm P/E Ratio HGrowth Payout STRET® Req Return TARG® -
Default 25.32 25.70% 0.0% 26.27% -10.00%

Safety 16.37 14.71% 0.0% 10.91% -10.00%



Conscious Investor - Safety & Kill It

P/E Ratio

Default ; 25.32

Safety ; 16 27

= saved . 16.37

P/E Ratio
Default ; [ $5.110 ] 25.32
Safety 100.87 16.37

< saved 99.77 13.50
Cut P/E by 17.5%

Cut growth rate by 32%

HGrowth

25.70%

14.71%

11.50%

HGrowth

25.70%

14.71%

10.00%

0.0%

0.0%

STRET®

26.2T%

10.91%

8.16%

STRET®

26 27 %

10.91%

5.04 %




Conscious Investor - Kill It Again

P/E Ratio HGrowth STRET®

Default 25.32 25.70% 26.27%

Safety 1637 14.71% 10.91%

10.00 7.00% 0.05%

= Saved

Cut P/E by 39%
Cut growth rate by 52.4%



Conclusion

Strong Financials
No Long-Term Debt
High Margins
Moaty-Business

Product Mix

Customers & Partners
Undervalued & Predictable

Comfortable Margin of Safety



Recommendation

Limit Order at $95.50

BIDNESS




