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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K

(Mark one)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF EFSECURITIES EXCHANGE ACT OF 192

For the fiscal year ended July 26, 2003
OR
O TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(dy ®HE SECURITIES EXCHANGE ACT OF 19:

For the transition period from to

Commission file number 0-18225

CISCO SYSTEMS, INC.

(Exact name of Registrant as specified in its @nart

California 77-0059951
(State or other jurisdiction (IRS Employer
of incorporation or organizatiol Identification No.)

170 West Tasman Drive
San Jose, California 95134-1706

(Address of principal executive office (Zip Code)
Registrant’s telephone number, including area c6t#8) 526-4000
Securities registered pursuant to Section 12(thefAct: None

Securities registered pursuant to Section 12(gheRct:

Common stock, $0.001 par value
Preferred Stock Purchase Rights

Indicate by check mark whether the registrant € filed all reports required to be filed by Seeti or 15(d) of the Securities Exchange
of 1934 during the preceding 12 months (or for sstobrter period that the registrant was requirdilésuch reports), and (2) has been
subject to such filing requirements for the past@@s. Yesxl No O

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K i¢ oontained herein, and will not be
contained to the best of registrant’s knowledgeldfinitive proxy or information statements incorgied by reference in Part IIl of this Form
10-K or any amendment to this Form 10-K

Indicate by check mark whether the registrant ineselerated filer (as defined in Exchange Act RiZl-2). Yes No O

Aggregate market value of registrant’s common stwelk by non-affiliates of the registrant, basedmnthe closing price of a share of the
registrant’s common stock on January 24, 2003 garted by the Nasdaq National Market on that ds&&;202,096,519

Number of shares of the registr's common stock outstanding as of September 8,:280033,996,891
DOCUMENTS INCORPORATED BY REFERENCE

(1) Portions of the registrant’'s Annual Repor&twareholders for its fiscal year ended July 26 328@ incorporated by reference into Part |
and Part Il of this Annual Report on Form 10-K wderdicated.

(2) Portions of the registrant’'s Proxy Statemeidting to the registrant’s 2003 Annual Meetingsbfareholders, to be held on November 11,
2003, are incorporated by reference into Partflthts Annual Report on Form 10-K where indicated.




Table of Contents

Item 1

Iltem 2
Item 3
Item 4

Item 5
Item 6
Iltem 7
Item 7A
Item 8
Item 9
Item 9A

Item 10
Item 11
Item 12
Item 13
Item 14

Item 15

PART |

Business

Genera

Products and Servic

Customers and Marke

Sales Overviev

Acquisitions, Investments, and Allianc

Backlog

Competition

Research and Developme

Manufacturing

Patents, Intellectual Property, and Licens

Employees

Risk Factors

Executive Officers of the Registra

Properties
Legal Proceeding
Submission of Matters to a Vote of Security Holc

PART Il

Market for Registra’s Common Equity and Related Stockholder Mat

Selected Financial Da

Managemer's Discussion and Analysis of Financial Conditiod &esults of Operatior
Quantitative and Qualitative Disclosures About MarRisk

Financial Statements and Supplementary |

Changes in and Disagreements With Accountants @moudting and Financial Disclosu
Controls and Procedur

PART 1lI

Directors and Executive Officers of the Registl

Executive Compensatic

Security Ownership of Certain Beneficial Owners dMahagement and Related Stockholder Mai
Certain Relationships and Related Transact

Principal Accountant Fees and Servi

PART IV
Exhibits, Financial Statement Schedules, and Reort~orm -K

Signatures

Page

34
34
34
34
34
35
35

36

36
37
37

37
42



Table of Contents

This Annual Report on Form 10-K, including the “May@ment’s Discussion and Analysis of Financial Good and Results of Operations,”
which is incorporated by reference from our 200314al Report to Shareholders, contains forwéwdking statements regarding future evt
and our future results that are based on currenqeetations, estimates, forecasts, and projectidrmiaithe industries in which we operate
and the beliefs and assumptions of our manageniémtds such as “expects,” “anticipates,” “targets,'goals,” “projects,” “intends,”
“plans,” “believes,” “seeks,” “estimates,” variatims of such words, and similar expressions are ohterto identify such forward-looking
statements. In addition, any statements that ref@rojections of our future financial performanaceir anticipated growth and trends in our
businesses, and other characterizations of futuents or circumstances, are forward-looking statetfieReaders are cautioned that these
forward-looking statements are only predictions and argestttio risks, uncertainties, and assumptions #ratdifficult to predict. Therefort
actual results may differ materially and adversiem those expressed in any forward-looking statemdreaders are referred to the risks
and uncertainties identified below, under “Risk Eas,” and elsewhere and in the 2003 Annual Repm&hareholders. We undertake no
obligation to revise or update any forward-lookisigitements for any reason.

PART |

ITEM 1. Business
General

We manufacture and sell networking and communinatfiroducts and provide services associated wathettjuipment and its use. Our
products are installed at corporations, publicitagbns, and telecommunication companies, and ceroial businesses, and are also found in
personal residences. We provide a broad line afymts for transporting data, voice, and video withiildings, across campuses, and around
the world. We conduct our business globally andnaaeaged geographically in four segments: the AcasriEurope, the Middle East, and
Africa (EMEA); Asia Pacific; and Japan. For infortiom regarding these segments and our revenuestkeiiveach segment, see Note 12 to
the Consolidated Financial Statements in our 2008ual Report to Shareholders, which is incorporatemthis report by reference.

We were incorporated in California in December 138% our headquarters is in San Jose. The maitidgess of our headquarters is 170
West Tasman Drive, San Jose, California, 95134-1306 our telephone number at that location is 4@8-4000. Our Website is
www.cisco.com. Through a link on our Investor Rielas section of our Websitave make available the following filings as soon as
reasonably practicable after they are electronidda#id with or furnished to the SEC: our Annualg®et on Form 10-K, Quarterly Reports on
Form 10-Q, Current Reports on Form 8-K and any amemts to those reports filed or furnished purst@section 13(a) or 15(d) of the
Securities Exchange Act of 1934. All such filings available free of charge.
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Products and Services

We sell scalable, standards-based networking ptedhat cover a wide range of customearetworking needs. Our products and services
customers build their own network infrastructurdslavproviding tools to allow them to communicatighakey stakeholders, including
customers, prospects, business partners, supatidremployees.

Our products are used individually or in combinasi®o connect computing devices to networks or agermetworks with each other—
whether they are within a building, across a campuaround the world. Our breadth of product aedise offerings enables us to offer a
wide range of products and services to meet custoegeirements. We also provide products and seswicat allow customers to transition
their various networks to a single multiservicead&bice and video network.

We refer to some of our products and technologie&dvanced Technologies, and we believe some sktAelvanced Technologies may
grow over time to become material contributorsuo averall business. We have currently identifiedAdvanced Technologies for particular
focus: IP telephony, security, optical networkistprage area networking, wireless technology, amdehnetworking, although over time,
additional Advanced Technologies may be identif@docus and investment. In addition, investmeangs/ be curtailed or eliminated in some
presently identified Advanced Technologies depemdim market developments and resource allocatioisides.

Over time, we believe that the Internet and théowsrnetworks associated with it, including but lwited to corporate intranets, cable,
broadband and dialup networks, and voice and vigdworks, will converge into a “network of networke that environment, we believe
successful vendors will be capable of providingead-to-end spectrum of products aimed not at acpéat technology platform but at
solutions to networking problems that span allgagments that currently define the industry. Adisatany of our strategic initiatives and
investments are aimed at meeting the requirembatstich a network of networks would demand. Fdiseussion of the risks associated
with that strategy, please see the section ofrégert entitled “Risk Factors,” including but notlted to the risk factor entitled, “We depend
upon the development of new products and enhandsrteexisting products, and if we fail to predicid respond to emerging technological
trends and customers’ changing needs, our openasudts and market share may suffer.” For inforamategarding sales of our major
products and services, see Note 12 to the Consatiddnancial Statements in our 2003 Annual Refgo&hareholders, which is incorporated
into this report by reference.

Our offerings fall into several categories:

Routing

Routing is a foundation technology for computemreking. Routers interconnect computer networks moge information from one
network to another. Our routing products offer fieas to increase security of transmissions anease efficiency in use of transmission
capacity. We offer a broad range of routers, framedackbone infrastructure at large telecommuioicat
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companies to small and home office deployments.r@uiers are also used to interconnect storageanksthat can be shared and managed
globally.

Switching

Switching is another integral networking technoldiggt is used in both local-area networks (LANS]) aide-area networks (WANSs). Our
switching products are designed to help users i@dram traditional shared LANs to fully switchedtworks. Our solutions employ several
widely used switching technologies, including Ettretr Gigabit Ethernet, Token Ring, and Asynchronbusfer Mode (ATM).

Access

Our access products give remotely located grougsratividuals similar levels of connectivity andanmation access to achieve seamless
connections for users whether they are locateccatrgpany’s head office, at home, or traveling. Adyonous and integrated services digital
network (ISDN) remoteccess routers, dialup access servers, wirelessosw, digital subscriber line (DSL) technologiaed cable univers
broadband routers provide telecommuters, mobil&ersr students and other users with remote netacekss.

We offer a broad line of in-building wireless LAM@building-to-building wireless bridging solutioriBhese solutions include access points,
wireless LAN client adapters, bridges, antennasamgssories. Our wireless products are designeabtade high-performance, secure,
manageable, and reliable wireless LANs that enaidoleility and increase productivity.

Other Products

IP Telephony

We provide IP telephony products for transmittirggce communications over a network using an opamdsirdsased Internet Protocol (1
Our IP telephony products use a single networlasifucture for the transmission of data, voice,daddo traffic to deliver IP voice and fully
integrated communications. IP telephony produatsige a seamless migration to full IP communicaibg interoperating with existing
systems.

Security

We provide a broad range of security products andices to protect critical information systemsnfranauthorized use, defend against
attack, and minimize the effect of Internet-borre@mvs and viruses. As part of our defense-in-deétegy, we offer numerous network
security technologies within our family of routensd switches, in standalone appliances, and asbhssd software. Our network security
offerings are designed to help ensure the integfithe information network, simplify operationsdalower total cost of ownership.
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Optical Networking

We provide optical networking products for both gmerprise and service provider markets. Our aptietworking products provide a
variety of functions: service interfaces with aigty of bit rates and options; scaling of custorneesitral offices to switch higher-bandwidth
services; providing the core of the network wheieémental, high-bandwidth channel capacity is ireguto connect multiple metropolitan
markets; and enabling service providers to contauapid transition from legacy products to nextegation products. Advances in next-
generation Synchronous Optical Network/Synchroridigital Hierarchy (SONET/SDH) provide an evolutiopgath for telecommunications
carriers from their existing infrastructures, adlwae giving newer carriers and enterprises thelbdity to deploy cost-effective, multiservice
networks. We also use optical technologies suaease wave division multiplexing and coarse wavesitin multiplexing to scale optical
bandwidth as high-bandwidth applications, such @=ldt Ethernet and storage, become more commoaplac

Storage Area Networking

We provide storage networking products that delstandards-based storage connectivity with intefitghetworking features such as multi-
protocol/multi-transport integration, virtual stgeaarea networks, advanced security, and sophetickebug/analysis tools, as well as
intelligent storage services, such as network-basaghlization.

Home Networkint

Home networking solutions and functionality attertipteplicate the efficiency of enterprise netwatkin a lower-cost, easy-to-use
environment and allow users to share broadbandsaco®isic, movies and games throughout the homewardhe Internet. The products i
solutions include routers, network cards, USB aglapand other products that enable customers toydaptworking in their home or small
office environment.

Network Management Softwe

Our network management offerings are built arourst@Vorks software, a family of management applicet based on Internet standards.
These applications are designed to enable custdméetter secure, monitor and manage large, conmgavorks. For service providers,
Cisco Internet OSS is a foundation and framewosigieed for next-generation, IP-based services aclqt network infrastructure. Cisco
Internet OSS provides management enablement diigete network services.

Cisco AVVID (Architecture for Voice, Video and Irgeated Data) and Cisco IFSoftware are offered in conjunction with many of ou
product offerings. Cisco AVVID provides an inteligt network infrastructure for Internet businedsitsans and consists of several
architectural building blocks for key Internet sees. Cisco IOS Software is a common networkingvemfe platform deployed across a broad
spectrum of our products.
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Service
In addition to our product offerings, we provideraad range of service offerings, including techhs&upport services and advanced services.

Technical support services are designed to helpreribat our products operate efficiently, remaghly available, and benefit from the most
up-to-date system software. These services enabterners to protect their network investments amimize downtime for systems running
mission-critical applications.

Advanced services is a comprehensive program toatdes responsive, preventive, and consultatiygstt of our technologies for specific
networking needs. The advanced services prograposiggnetworking devices, applications and complgtastructures, allowing large
organizations and service providers to realizepthtential of a multi-service network.

Customers and Markets

Our customers’ networking needs are influencedlmerous factors, including the size of an orgaiirahumber and types of computer
systems, geographic location, and the applicatiegairing communications. Our customer base isootentrated in any particular industry.
In each of the past three fiscal years, no sing&amer has accounted for 10 percent or more ofieusales. Our customers are primarily in
the following markets:

Large Enterprise Business

Large enterprise businesses are generally definedganizations with 500 or more employees, locatedultiple locations or branch offices,
with complex networking needs within a multi-veneéwoivironment for computer systems and IT suppdrastructure. Our large enterprise
customers span all major industries, including:egament, education, retail, finance, health cammufacturing and transportation. We have
developed industry-focused solutions to addressifipeustomer requirements. These solutions ineladull range of our core products and
advanced technology solutions such as: enterpiging, switching, security, IP telephony, mobilégd storage. In addition, we offer a br
range of value-added services including servicesaibort packages, financing and managed serviegrafs through our service provider
partners.

Service Providers

Service providers offer data, voice, and/or videmmunication services to businesses, governmetiltSes and consumers. They include
regional, national and international telecommundce carriers, as well as Internet, cable and ed#®kervice providers. Many service
providers resell our products to their own resid#gnénterprise or commercial customers. Additibnalervice providers use a variety of our
switching, routing and network management prodincteeir own core networks. Compared to other esel-gustomers, service provider
customers are more likely to require network designvices, and their business is characterizediy dlesign cycles.
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Commercial

Commercial customers, primarily small and medisized businesses, have fewer than 500 employees a@eld for networks of their own,
well as connection to the Internet and to busipestiers. However, these customers generally liaved resources and expertise in
networking technology. Therefore, we attempt tovjate products that are affordable and easy tolirestd use. The commercial market
remains an area of potential growth for networkmidm and deployment of intelligent network solutgo The emerging technologies, which
include network security, mobility and convergedceoand data solutions, are of specific interesint@ll and medium-sized businesses.

Consumer

We participate in the consumer and small office/bafiice (SOHO) market through our recent acquiritf the business of The Linksys
Group, Inc (“Linksys”). Linksys offers several stbns including routers, network cards, USB adap#erd other products that enable
customers to deploy networking in their homes oalsoffice environments.

Sales Overview

At the end of fiscal 2003, our worldwide sales amatketing organization consisted of approximatéy0Q0 individuals, including managers,
sales representatives and technical support peesdive have field sales offices in more than 60ntoes and sell our products and services
both directly and through channel partners withpgupfrom our sales force. Channel partners inckalaeadded resellers, system integra
and service providers. These partners sell diréotBnd customers and often provide system insitadiatechnical support, professional
services and support services in addition to the/ork equipment sale. We also have distributor cedpartners who typically sell to smaller
value-added resellers. We refer to this as a temostistem of sales to the end customer. Many bligtis also offer service and support to
their customers. For more information regarding channel partners, please see the section ofgh@trentitled “Risk Factorsjhcluding bu
not limited to the risk factors entitled, “Disrugti of or changes in the mix of our product and iserdistribution model or customer base
could harm our sales and margins” and “Our inventanagement relating to our sales to distributoc®mplex, and excess finished goods
may harm our gross margins.”

Our service offerings complement our products viarage of consulting, technical, project, qualitylanaintenance support-level services
including 24-hour online and telephone supportubfotechnical assistance centers.

Cisco Systems Capital Corporation facilitates araViges lease and other financing to certain geali€ustomers for the purchase of
equipment and other needs. For additional inforomatégarding Cisco Systems Capital Corporatiomarfting activities, see Note 6 to the
Consolidated Financial Statements in our 2003 AhRegort to Shareholders, which is incorporated this report by reference.

8



Table of Contents

Acquisitions, Investments and Alliances

The markets in which we compete require a wideetaiof technologies, products and capabilities. @dmbination of technological
complexity and rapid change within our markets miakiifficult for a single company to develop adichnological solutions that it desires to
offer within its family of product and services.rblagh acquisitions, investments and alliances weahte to deliver a broader range of
products and services to customers in target nmrket

We employ the following strategies to satisfy tleed for new or enhanced networking products andisak: we develop new technologies
and products internally; we enter into joint-deymteent efforts with other companies; we resell ottenpanies’ products; and we acquire all
or part of other companies.

Acquisitions

Since 1993, we have acquired several companiesvarekpect to make future acquisitions. Mergersaglisitions of high-technology
companies are inherently risky, especially if noduct has been shipped by the acquired compangsblarance can be given that our
previous or future acquisitions will be successhulill not materially adversely affect our finaattondition or operating results. Prior
acquisitions have resulted in a wide range of autes) from successful introduction of new produais chnologies to an inability to do so.
The risks associated with acquisitions are motg fliscussed in the section of this report entitieisk Factors,” including but not limited to
the risk factor entitled, “We have made and expecontinue to make acquisitions that could disauptoperations and harm our operating
results.”

Investments in Privately Held Compan

We make minority investments in privately held c@mies that develop technology or provide servibasdre complementary to our prodi

or provide strategic value. By investing in new tugas, we strengthen our relationships with suchpamies. The risks associated with these
investments are more fully discussed in the seaifdhe report entitled “Risk Factors,” includingtinot limited to the risk factor entitled,
“We are exposed to fluctuations in the market valoieour portfolio investments and in interest satmpairment of our investments could
harm our earnings.”

Strategic Alliances

We pursue strategic alliances with other compainieseas where collaboration can produce indugstriaacement and acceleration of new
markets. The objectives and goals for a stratdtiamae can include one or more of the followingchnology exchange, product and solution
development, joint sales and marketing, or new-eiackeation. Currently, we have strategic alliangdgh AT&T, BearingPoint, Bell South,
Cap Gemini/Ernst & Young, EDS, Hewlett-Packard, IBktel, Italtel, Microsoft, Motorola, SBC and Spti among others.
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Backlog

Our backlog at July 26, 2003 was approximately $2ldn, compared with a backlog of approximat&.3 billion at July 27, 2002. Our
backlog at September 8, 2003 was approximately Killién, compared with a backlog of approximat8y.4 billion at September 9, 2002.
Backlog includes orders confirmed with a purchaskeofor products scheduled to be shipped withinl&gs to customers with approved
credit status. Because of the generally short dyetereen order and shipment and occasional custcinagiges in delivery schedules or
cancellation of orders (which are made without Sigant penalty), we do not believe that our bagklas of any particular date, is necessarily
indicative of actual net sales for any future perio

Competition

We compete in the networking and communicationspagent markets, providing products and servicedriorsporting data, voice and video
traffic across intranets, extranets, and the leterhhese markets are characterized by rapid chaogeerging technologies, and a migration
to networking solutions that offer superior advgeta These market factors represent both an opyigrand a competitive threat to us. We
compete with numerous vendors in each product oageghe overall number of our competitors provglitiche product solutions may
increase. Also, the composition of competitors riagnge as we increase our activity in our advateethology markets.

Our competitors include 3Com, Alcatel, Avaya, AyiCheck Point Software, Ciena, Dell, Ericsson, Easggs, Extreme Networks, Foundry
Networks, Fujitsu, Huawei, Juniper, Lucent, Net®&oreNokia, Nortel Networks, Redback Networks, Rstene, Siemens AG and Sycam
Networks, among others. Some of these companiep&@nacross many of our product lines, while otheesprimarily focused in a speci
product area. Barriers to entry are relatively lawgd new ventures to create products that do dd @mmpete with our products are regularly
formed. In addition, several of our competitors rhaye greater resources, including technical agiheering resources, than we do. As we
expand into new markets, we will face competitiah anly from our existing competitors but from atltempetitors as well, including
existing companies with strong technological, ménkeand sales positions in those markets. We sdstetimes face competition from
resellers and distributors of our products.

The principal competitive factors in the marketsvinich we presently compete and may compete ifiufuee include:
. The ability to provide a broad range of networkprgducts and services;

. Product performance;

. Price;

. The ability to provide new products;

. The ability to provide value-added features suckeasirity, reliability and investment protection;

. Conformance to standards;

. Market presence; and

. The ability to provide financing.
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We also face competition from customers to whonlieense or supply technology and suppliers from mvhvee transfer technology. The
inherent nature of networking requires interopditgbiAs such, we must cooperate and at the same tiompete with many companies. Any
inability to effectively manage these complicatethtionships with customers and suppliers coulcchamaterial adverse effect on our
business, operating results, and financial comigiod accordingly affect our chances of success.

Research and Development

We regularly seek to introduce new products antlifea in areas including, among others, data, yaicd video over IP; advanced access
aggregation technologies such as cable, wireles®trer broadband technologies; advanced enterpaitehing; optical transport; storage
networking; content networking; security; networkmagement; and advanced core and edge routingolediies.

The industry in which we compete is subject todapchnological developments, evolving industryndeads, changes in customer
requirements, and new product introductions andueodéments. As a result, our success, in part, depgyon our ability, on a cost-effective
and timely basis, to continue to enhance our exjgproducts and to develop and introduce new ptsdhat improve performance and red
total cost of ownership. In order to achieve thalgiectives, our management and engineering persammk with customers to identify and
respond to customer needs, as well as with otlmavettors of internetworking products, includinguersities, laboratories, and corporations.
We also expect to continue to make acquisitionsiavestments where appropriate to provide us wétteas to new technologies. We intend
to continue developing products that meet key itrghutandards and to support important protocaiddads as they emerge. Still, there ca
no assurance that we will be able to successfeilyelbp products to address new customer requirenaeat technological changes, or that
such products will achieve market acceptance.

Our research and development expenditures werelfiBah, $3.4 billion and $3.9 billion in fiscal@®3, 2002 and 2001, respectively. All of
our expenditures for research and development,castsell as in-process research and developmé ofillion, $65 million and $855
million in fiscal 2003, 2002 and 2001, respectivéigve been expensed as incurred.

Manufacturing

We primarily employ an outsourced manufacturingtsyy that relies on contract manufacturers forufasturing services. Our
manufacturing operations primarily consist of giyadissurance of materials and components, subaBsenilmal assembly and testing of
products. We presently use a variety of indepenttért-party companies to provide services relategrinted circuit board assembly, in-
circuit test, and product repair as well as proégissembly. Proprietary software on electronicalygpammable memory chips is installed in
our systems in order to configure products to austoneeds and to maintain quality control and sgcurhe manufacturing process enables
us to configure the hardware and software in un@prabinations to meet a wide variety of individaaktomer requirements. We also use
automated testing equipment and burn-in procedaregiell as comprehensive inspection,
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testing, and statistical process control that asghed to help ensure the quality and reliabdftpur products. The manufacturing processes
and procedures are generally ISO 9001 or ISO 9é@i#ied.

Our arrangements with contract manufacturers géyemavide for quality, cost and delivery requirents, as well as manufacturing process
terms, such as continuity of supply, inventory ngemaent, flexibility regarding capacity, quality acalst management, oversight of
manufacturing and conditions for use of our intl@l property. We have not entered into any sicguift long-term contracts with any
manufacturing service provider. We generally hdngedption to renew arrangements on an as needix pasarily annually. These
arrangements generally do not commit us to purchagearticular amount, or any quantities beyorth@® amounts covered by orders or
forecasts that we submit covering discrete peraidsne.

Patents, Intellectual Property, and Licensing

We seek to establish and maintain our proprietafyts in our technology and products through theeafgpatents, copyrights, trademarks, and
trade secret laws. We have a program to file agfiins for and obtain patents, copyrights, andemzatks in the United States and in selected
foreign countries where we believe filing for suymotection is appropriate. We also seek to mairtaintrade secrets and confidential
information by non-disclosure policies and throdlyé use of appropriate confidentiality agreemes.have obtained a substantial number
of patents and trademarks in the United Statesraather countries. There can be no assurance,\ferwhat these patents are valid or cal
enforced against competitive products in everyspligtion. Although we believe the protection affeddby our patents, patent applications,
copyrights, trademarks and trade secrets has vhieeapidly changing technology in the networkimdustry and uncertainties in the legal
process make our future success dependent prinaerillge innovative skills, technological expertiargd management abilities of our
employees rather than on the protection affordegddtgnt, copyright, trademark, and trade secres.law

Many of our products are designed to include sakvea other intellectual property licensed fronrdhparties. While it may be necessary in
the future to seek or renew licenses relating t@ua aspects of our products, we believe, based ppst experience and standard industry
practice that such licenses generally could beimbddaon commercially reasonable terms. Nonethetkesge can be no assurance that the
necessary licenses would be available on acceptiadohes, if at all. Our inability to obtain certdinenses or other rights or to obtain such
licenses or rights on favorable terms, or the rieehgage in litigation regarding these mattersjccbave a material adverse effect on our
business, operating results, and financial cormlitidoreover, inclusion in our products of softwareother intellectual property licensed fr
third parties on a non-exclusive basis can limitalility to protect our proprietary rights in goroducts.

The industry in which we compete is characterizgddpidly changing technology, a large number dépts, and frequent claims and related
litigation regarding patent and other intellectpedperty rights. There can be no assurance thgpatents and other proprietary rights will not
be challenged, invalidated or circumvented, thaer will not assert intellectual property righlaséchnologies that are relevant to us, or that
our rights will give us a competitive
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advantage. In addition, the laws of some foreigitides may not protect our proprietary rightshe same extent as the laws of the United
States. The risks associated with patents anddnteal property are more fully discussed in thetiea of this report entitled “Risk Factors,”
including but not limited to the risk factors efgd, “Our proprietary rights may prove difficult émforce,” “We may be found to infringe on
intellectual property rights of others” and “Weyen the availability of third-party licenses.”

Employees

As of July 26, 2003, we had approximately 34,00@leyees, including 6,000 in manufacturing and seryvll2,000 in engineering; 13,000 in
sales and marketing; and 3,000 in finance and adtration. Approximately 9,000 employees are iralimns outside the United States. We
consider the relationships with our employees tpdstive. Competition for technical personneltie tndustry in which we compete is
intense. We believe that our future success depenuirt on our continued ability to hire, assirtélsand retain qualified personnel. To date,
we believe that we have been successful in rengugualified employees, but there is no assurdmevte will continue to be successful in
the future.
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Risk Factors

Set forth below and elsewhere in this report anotler documents we file with the SEC are risks amckrtainties that could cause actual
results to differ materially from the results canfgdated by the forward-looking statements containgtiis report.

OUR OPERATING RESULTS MAY FLUCTUATE IN FUTURE PERIO DS, WHICH MAY ADVERSELY AFFECT OUR STOCK
PRICE

Our operating results have been in the past, alhdevitinue to be, subject to quarterly and anfilugtuations as a result of a number of
factors. These factors include:

Fluctuations in demand for our products and sesyisech as has occurred in the last three yearsciedly with respect to Internet
businesses and telecommunications service provi

Changes in sales and implementation cycles fopoaotucts and reduced visibility into our customeending plans and associated
revenue

Our ability to maintain appropriate inventory lev@nd purchase commitments;

Price and product competition in the communicatiang networking industries, which can change rgpidle to technological
innovation;

The overall trend toward industry consolidationthamong our competitors and our customers;

The introduction and market acceptance of new t&ldgies and products and our success in new mai®tgell as the adoption of new
networking standard:

Variations in sales channels, product costs, orghproducts sold;

The timing and size of orders from customers;

Manufacturing lead times;

Fluctuations in our gross margins, and the fadtoas contribute to this as described below;

Our ability to achieve targeted cost reductions;

The ability of our customers, channel partners sugpliers to obtain financing or to fund capitaperditures;
The timing and amount of employer payroll tax topaéd on employees’ gains on stock options exetgise

Actual events, circumstances, outcomes, and amdiffesing from judgments, assumptions, and est@saised in determining the val
of certain assets (including the amounts of relagddation allowances), liabilities and other iterafiected in our Consolidated Financial
Statements

How well we execute on our strategy and operatiagg) and

Changes in accounting rules, such as recordingnsgsefor employee stock option grants.

As a consequence, operating results for a partitutare period are difficult to predict, and thieme, prior results are not necessarily
indicative of results to be expected in future pasi Any of the foregoing factors, or any othetdas discussed elsewhere herein, could hi
material adverse effect on our business, resultgefations, and financial condition that couldexgdely affect our stock price.
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OUR OPERATING RESULTS MAY BE ADVERSELY AFFECTED BY THE UNCERTAIN GEOPOLITICAL ENVIRONMENT
AND UNFAVORABLE ECONOMIC AND MARKET CONDITIONS

Adverse economic conditions worldwide have contelduo slowdowns in the communications and netwaykndustries and may continue
impact our business, resulting in:

» Reduced demand for our products as a result ofragd constraints on information technolagyated capital spending by our custorr
particularly service provider:

* Increased price competition for our products, mdy drom our competitors but also as a consequefcestomers disposing of unutiliz
products;

* Increased risk of excess and obsolete inventories;
» Excess facilities and manufacturing capacity; and

» Higher overhead costs as a percentage of revenues.

Recent turmoil in the geopolitical environment iamy parts of the world, including terrorist actieg and military actions, particularly the
aftermath of the war in Irag, may continue to pigigsure on global economic conditions. If the eagin@nd market conditions in the United
States and globally do not improve, or if they derate further, we may continue to experience migtadverse impacts on our business,
operating results, and financial condition as aseguence of the above factors or otherwise. Wentlexpect the trend of lower capital
spending among service providers to reverse itselfe near term.

OUR REVENUES FOR A PARTICULAR PERIOD ARE DIFFICULT TO PREDICT, AND A SHORTFALL IN REVENUES MAY
HARM OUR OPERATING RESULTS

As a result of a variety of factors discussed ia thport, our revenues for a particular quarterdafficult to predict. Our net sales may grov
a slower rate than in past periods and, in padigpériods, may decline. Our ability to meet finahexpectations could also be adversely
affected if the nonlinear sales pattern seen inesohour past quarters recurs in future periods héates experienced periods of time during
which shipments exceeded net bookings, leadingmdimearity in shipping patterns. This can increassts, as irregular shipment patterns
result in periods of underutilized capacity andgds when overtime expenses may be incurred, dsasédading to additional costs arising
out of inventory management.

In addition, to improve customer satisfaction, wetinue to attempt to reduce our manufacturing téads, which may result in
corresponding reductions in order backlog. A declimbacklog levels could result in more variabibind less predictability in our quarter-to-
guarter net sales and operating results. Long naaturing lead times have caused our customeripdkt to place the same order multiple
times within our various sales channels and caheetiuplicative orders when the product is receieeglace orders with other vendors with
shorter manufacturing lead times. Such multipleedrdy (along with other factors) may cause diffiguh predicting our sales and, as a result,
could impair our ability to manage parts inventefiectively.
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We plan our operating expense levels based priynaifforecasted revenue levels. These expensetharnpact of long-term commitments
are relatively fixed in the short-term. A shortfedlrevenue could lead to operating results be&lgw expectations as we may not be able to
quickly reduce these fixed expenses in responshdd-term business changes.

Any of the above factors could have a material estvémpact on our operations and financial results.

WE EXPECT THAT GROSS MARGIN VARIABILITY AND OUR REC ENT LEVEL OF PRODUCT GROSS MARGIN MAY NOT
BE SUSTAINABLE

Although we have experienced increasing producsggmargins, our recent level of product gross margiay not be sustainable and may be
adversely affected in the future by numerous factioicluding but not limited to:

» Changes in customer, geographic or product mixudieg mix of configurations within each producbgp;
* Increases in material or labor costs;

* Excess inventory;

» Obsolescence charges;

» Changes in shipment volume;

» Loss of cost savings due to changes in compon@ib@ror charges incurred due to inventory holdiegiods if parts ordering does not
correctly anticipate product demat

» Increased price competition;

e Changes in distribution channels;

* Increased warranty costs;

* How well we execute on our strategy and operatlagg and

* Introduction of new products or entering new maskand different pricing and cost structures of meavkets.

Changes in service gross margin may result froriomarfactors such as changes in the mix betwedmieal support services and advanced
services, as well as the timing of technical suppervice contract initiations and renewals.

DISRUPTION OF OR CHANGES IN THE MIX OF OUR PRODUCTS AND SERVICES DISTRIBUTION MODEL OR
CUSTOMER BASE COULD HARM OUR SALES AND MARGINS

If we fail to manage distribution of our productsdaservices properly, or if our distributors’ firaal condition or operations weaken, our
revenues and gross margins could be adverselytedfeleurthermore, a change in the mix of our custsrbetween service provider and
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enterprise, or a change in the mix of direct amtiréct sales, could adversely affect our revenmelsgaoss margins.

We use a variety of channels to bring our prodaots services to our end-user customers, includieem integrators, two-tier distributors
and direct sales. System integrators integratg@mducts and services into an overall network smhuthat they typically resell to an end user.
Two-tier distributors stock inventory and sell &sellers who may themselves be system integrddinect sales occur to both enterprise
accounts and service providers. A substantial o our products and services is distributedubboour channel partners and the remaii

is distributed through direct sales. If sales tigloindirect channels increase, this may lead tatgraifficulty in forecasting the mix of our
products, and to a certain degree, the timing déx& from our customers.

Historically, we have seen fluctuations in our grasargins based on changes in the balance of suwibdition channels. Although variability
to date has not been significant, because eadiibdisvn channel has a unique profile, there candassurance that changes in the balan
our distribution model in future periods would matve an adverse effect on our gross margins arfiigtniéity .

For example:

*  We could compete with our channel partners thraugtdirect sales, which may lead these channehgerto use other suppliers that do
not directly sell their own products, which couldlvarsely affect our distribution mod:

e Some of our system integrators may demand thatbserha a greater share of the risks that their custe may ask them to bear, which
may affect our gross margi

» Some of our channel partners may have insuffidieancial resources and may not be able to witltstdnanges in business conditions,
including the current economic downturn. Revenuesifindirect sales could suffer if our distributdisancial condition or operations
weaken,

» Service provider customers may demand rigorouspaanee testing or prime contracting. As we devefmpe solution oriented products,
enterprise customers may demand similar terms andittons. Such terms and conditions can lowergrargin and defer revenue
recognition.

OUR INVENTORY MANAGEMENT RELATING TO OUR SALES TO D ISTRIBUTORS IS COMPLEX, AND EXCESS FINISHED
GOODS MAY HARM OUR GROSS MARGINS

We must manage our inventory relating to salesutadéstributors effectively. With respect to finesth goods, inventory held by our two-tier
distributors could affect our results of operatiddsstributors may increase orders during periodsroduct shortages, cancel orders if their
inventory is too high, or delay orders in anticipatof new products. Distributors also may adjuiit orders in response to the supply of our
products and the products of our competitors thataailable to the distributor and in responsse@sonal fluctuations in end-user demand.
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If we have excess inventory, we may have to redueceprices and write down inventory, which in twould result in lower gross margins.
Our two-tier distribution channels, in contrasoia one-tier distributors, are given business tefrasallow them to return a portion of
inventory and participate in various cooperativakating programs. We recognize revenue to twodistributors based on a sell-through
method utilizing information provided by our digtnitors, and we also maintain accruals and allowsafareall cooperative marketing and
other programs.

SALES TO THE SERVICE PROVIDER MARKET ARE ESPECIALLY VOLATILE, AND CONTINUED DECLINES OR DELAYS
IN SALES ORDERS FROM THIS INDUSTRY MAY HARM OUR OPE RATING RESULTS AND FINANCIAL CONDITION

Sales to the service provider market have beeracteized by large and often sporadic purchaséslaniger sales cycles. Although we
continue to invest in development of new produdtsed at this market segment, we have experiencmifisant decreases in sales to service
providers as market conditions have changed. Saldsty in this industry depends upon the stageasfipletion of expanding network
infrastructures, the availability of funding, aretextent that service providers are affected gulegory, economic and business condition
the country of operations. Continued declines ¢aydein orders from this industry could have a matedverse effect on our business,
operating results and financial condition. The slown in the general economy, ow@&pacity, changes in the service provider market,the
constraints on capital availability have had a makadverse effect on many of our service provitlestomers, with numerous such custor
going out of business or substantially reducingrtepansion plans. These conditions have had arnabtdverse effect on our business and
operating results, and we expect that these comditinay continue for the foreseeable future. Rmakrvice provider customers typically
have longer implementation cycles, require a broeaitgge of service including design services, dehthat vendors take on a larger share of
risks, often require acceptance provisions whighlead to a delay in revenue recognition, and exjiegncing from vendors. All these
factors can add further risk to business condusiéidservice providers.

A SHORTAGE OF ADEQUATE COMPONENT SUPPLY OR MANUFACT URING CAPACITY COULD INCREASE OUR COSTS
OR CAUSE A DELAY IN OUR ABILITY TO FULFILL ORDERS, AND OUR FAILURE TO ESTIMATE CUSTOMER DEMAND
PROPERLY MAY RESULT IN EXCESS OR OBSOLETE COMPONENT SUPPLY THAT COULD ADVERSELY AFFECT OUR
GROSS MARGINS

Our growth and ability to meet customer demand&ddpn part on our ability to obtain timely deliiess of parts from our suppliers. We have
experienced component shortages in the past thatddversely affected our operations. We may irfuhee experience a shortage of certain
component parts as a result of strong demand imthestry for those parts or problems experienceduppliers. If shortages or delays per
the price of these components may increase, axdimponents may not be available at all. We maybraible to secure enough components
at reasonable prices or of acceptable quality thl Imew products in a timely
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manner in the quantities or configurations neededordingly, our revenues and gross margins coutfsuntil other sources can be
developed. There can be no assurance that weati@nmcounter these problems in the future. Althoimgiany cases we use standard parts
and components for our products, certain comporaetpresently available only from a single soumckmited sources. We may not be able
to diversify sources in a timely manner, which cblaérm our ability to deliver products to customamsl seriously impact present and future
sales.

We believe that we may be faced with the followatigllenges going forward:
* New markets in which we participate may grow quickind thus consume significant component cape

» As we continue to acquire companies and new teolgies, we are dependent, at least initially, orammiliar supply chains or relatively
small supply partners; ar

» We face competition for certain components, whighsapply constrained, from existing competitord aoampanies in other markets.

Manufacturing capacity and component supply coimgga@ould be significant issues for us. We usess\wcontract manufacturers and
suppliers to provide manufacturing services foraducts. During the normal course of busineseyder to reduce manufacturing lead
times and ensure adequate component supply, weiett@greements with certain contract manufactuaad suppliers that allow them to
procure inventory based upon criteria as definedsyf we fail to anticipate customer demand priype@n oversupply of parts could resuli
excess or obsolete components that could adveaffelgt our gross margins. For additional informatiegarding our purchase commitments,
see Note 8 to the Consolidated Financial Statememsr 2003 Annual Report to Shareholders. A réidacor interruption in supply, a
significant increase in the price of one or mormponents, a failure to adequately authorize pronarg of inventory by our contract
manufacturers, or a decrease in demand of prodootd materially adversely affect our business rafyeg results and financial condition ¢
could materially damage customer relationshipstifemmore, as a result of binding price or purcta@samitments with suppliers, we may be
obligated to purchase components at prices thdtigher than those available in the current maikethe event that we become committe:
purchase components at prices in excess of therdumarket price when the components are actutiliyad, our gross margins could
decrease.

The fact that we do not own the bulk of our mantifeing facilities could have an adverse impacttmsupply of our products and on
operating results. Financial problems of contraghufacturers on whom we rely, or reservation of uf@cturing capacity by other
companies, inside or outside of our industry, caittler limit supply or increase costs.

THE MARKETS IN WHICH WE COMPETE ARE INTENSELY COMPE TITIVE, WHICH COULD ADVERSELY AFFECT OUR
REVENUE GROWTH

For information regarding our competition, and tis&s arising out of the competitive environmenwinich we operate, see the section
entitled “Competition” contained in Item 1 of thisport.
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WE DEPEND UPON THE DEVELOPMENT OF NEW PRODUCTS AND ENHANCEMENTS TO EXISTING PRODUCTS, AND IF
WE FAIL TO PREDICT AND RESPOND TO EMERGING TECHNOLO GICAL TRENDS AND CUSTOMERS’ CHANGING
NEEDS, OUR OPERATING RESULTS AND MARKET SHARE MAY S UFFER

The markets for our products are characterizedapidly changing technology, evolving industry stamts, new product introductions, and
evolving methods of building and operating netwof®ar operating results depend on our ability teedtep and introduce new products into
existing and emerging markets and to reduce théuat@an costs of existing products. We believelttiernet and other data, voice and video
networks are evolving into a “network of networksjich will require common technology platforms érdad end-to-end solutions for
particular applications rather than products aimggarticular market segments. In that environmargtomers will be more concerned with
overall solutions rather than with whether the 8ohuis built around a particular technology, sastrouting or switching. The process of
developing new technology is complex and uncertaid, if we fail to accurately predict customersaeging needs and emerging
technological trends, our business could be harmedmust commit significant resources to develop peducts before knowing whether
our investments will result in products the mankét accept. In particular, if the “network of netrks” model does not emerge as we believe
it will, many of our investments may prove to beheut value. Furthermore, we may not execute sgfaidgon that vision because of errors
in product planning or timing, technical hurdleattive fail to overcome in a timely fashion, or ek@f appropriate resources. This could
result in competitors providing those solutionsdoefwe do, and loss of market share, revenuesaméhgs. The success of new products is
dependent on several factors, including proper peguct definition, component costs, timely comipletand introduction of these products,
differentiation of new products from those of oonpetitors, and market acceptance of these pradlicése can be no assurance that we will
successfully identify new product opportunitiesyelep and bring new products to market in a tirranner, or achieve market acceptanc
our products, or that products and technologiegld@ed by others will not render our products cht®logies obsolete or noncompetitive.
Specifically, the products and technologies thatwaee identified as “Advanced Technologies” maypraive to have the market success we
anticipate, and we may not successfully identifg arvest in other advanced technologies that vellrbportant for our future success.

OUR BUSINESS SUBSTANTIALLY DEPENDS UPON THE CONTINUED GROWTH OF THE INTERNET AND INTERNET-
BASED SYSTEMS; CHANGES IN INDUSTRY STRUCTURE AND MARKET CONDITIONS COULD LEAD TO
DISCONTINUANCES OF CERTAIN OF OUR PRODUCTS OR BUSINESSES

A substantial portion of our business and reverapedds on growth of the Internet and on the depdm¢raf our products by customers that
depend on the continued growth of the InternetaAssult of the current economic slowdown and rédandén capital spending, which have
particularly affected telecommunications serviceviters, spending on Internet infrastructure hadimked, which has had a material adverse
effect on our business. To the extent that the @odnslowdown and reduction in capital spendingticore to adversely affect spending on
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Internet infrastructure, we could continue to eigrare material adverse effects on our businessatipg results, and financial condition.

Because of the rapid introduction of new produatg] changing customer requirements related to reagteh as cost-effectiveness and
security, we believe that there could be certaifiopmance problems with Internet communicationthim future, which could receive a high
degree of publicity and visibility. As we are adarsupplier of networking products, our businepgrating results, and financial condition
may be materially adversely affected, regardlesshafther or not these problems are due to the peéioce of our own products. Such an
event could also result in a material adverse efiache market price of our common stock indepahdédirect effects on our business.

In response to changes in industry and market tondj we may be required to strategically reabgnresources and consider restructuring,
disposing of, or otherwise exiting businesses. Aagision to limit investment in or dispose of dn@rtwise exit businesses may result in the
recording of special charges, such as inventorytaecithology related write-offs, workforce reductiowsts, charges relating to consolidation
of excess facilities, or claims from third partielso were resellers or users of discontinued pradu@ur estimates with respect to the useful
life or ultimate recoverability of our carrying iea®f assets, including purchased intangible assetdd change as a result of such
assessments and decisions. Further, our estineéding to the liabilities for excess facilitiesaffected by changes in real estate market
conditions. Additionally, we are required to perfogoodwill impairment tests on an annual basistaetdieen annual tests in certain
circumstances. There can be no assurance tha¢ fgtadwill impairment tests will not result in aache to earnings.

WE HAVE MADE AND EXPECT TO CONTINUE TO MAKE ACQUISI TIONS THAT COULD DISRUPT OUR OPERATIONS
AND HARM OUR OPERATING RESULTS

Our growth is dependent upon market growth, ouitgld enhance our existing products, and ouriighibd introduce new products on a
timely basis. We intend to continue to addresated to develop new products and enhance existodppts through acquisitions of other
companies, product lines, technologies and persoAngquisitions involve numerous risks, includidgetfollowing:

« Difficulties in integrating the operations, techogies, products and personnel of the acquired coiepa
» Diversion of management’s attention from normalydaperations of the business;
» Potential difficulties in completing projects astsded with in-process research and development;

» Difficulties in entering markets in which we have or limited direct prior experience and where cetitprs in such markets have
stronger market position

» Initial dependence on unfamiliar supply chainsedatively small supply partners;
» Insufficient revenues to offset increased expeasseciated with acquisitions; and

e The potential loss of key employees of the acquiadpanies.
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Acquisitions may also cause us to:
» Issue common stock that would dilute our curreatrsholders’ percentage ownership;

* Assume liabilities;

» Record goodwill and non-amortizable intangible ts#®at will be subject to impairment testing oregular basis and potential periodic
impairment charge:

» Incur amortization expenses related to certaimujitzle assets;
» Incur large and immediate write-offs, and restrriopand other related expenses; or

e Become subject to litigation.

Mergers and acquisitions of high-technology comesmaire inherently risky, and no assurance canvea dinat our previous or future
acquisitions will be successful and will not maaélyi adversely affect our business, operating tesulfinancial condition. Failure to manage
and successfully integrate acquisitions we makéddoarm our business and operating results in @miahtvay. Prior acquisitions have
resulted in a wide range of outcomes, from sucaoéggfoduction of new products and technologieardnability to do so. Even when an
acquired company has already developed and margeteldcts, there can be no assurance that prodbenheements will be made in a tim
fashion or that preacquisition due diligence wélb identified all possible issues that might awié respect to such products.

From time to time, we have made acquisitions testilt in in-process research and development egpdieing charged in an individual
quarter. These charges may occur in any particularter, resulting in variability in our quartedgrnings.

See also the discussion of risks related to newymtodevelopment, which also applies to acquissti@bove under the risk factor entitled,
“We depend upon the development of new productseahdncements to existing products, and if wetdgilredict and respond to emerging
technological trends and customers’ changing nerdspperating results and market share may suffer.

ENTRANCE INTO NEW OR DEVELOPING MARKETS EXPOSES US TO ADDITIONAL COMPETITION AND WILL LIKELY
INCREASE DEMANDS ON OUR SERVICE AND SUPPORT OPERATIONS

As we focus on new market opportunities, such@sge, wireless, security, transporting data, vaioel video traffic across the same
network, we will increasingly compete with largéetmommunications equipment suppliers as well asugtacompanies. Several of our
competitors may have greater resources, includiagrtical and engineering resources, than we doitidddlly, as customers in these marl
complete infrastructure deployments, they may meqgieater levels of service, support and finantiag we have provided in the past.
Demand for these types of service or financing remt$ may increase in the future. There can besaarance that we can provide products,
service, support and financing to effectively coteffer these market opportunities. Further, pravisif greater levels of services by us may
result in a delay in the timing of revenue recognit In addition, if we successfully move into athe
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markets, such as the consumer market, we will bgesuto additional risks associated with that neérincluding the effects of general mai
conditions and reduced consumer confidence.

PRODUCT QUALITY PROBLEMS COULD LEAD TO REDUCED REVE NUES, GROSS MARGINS AND NET INCOME

We produce highly complex products that incorpotedeling-edge technology, including both hardwang software. Software typically
contains bugs that can unexpectedly interfere aiihected operations. There can be no assuranceuhpte-shipment testing programs will
be adequate to detect all defects—either in ind&ighroducts or which could affect numerous shipisierwhich might interfere with
customer satisfaction, reduce sales opportunitieaffect gross margins. In the past, we have baddall certain components and provide
remediation in response to the discovery of bugzdaucts that we had shipped. While the cost ofisacalls and remediation has not been
material in the past, there can be no assurantsubh a recall or remediation, depending on tleyet involved, would not have a material
impact. An inability to cure a product defect cordgult in the failure of a product line, temporanpermanent withdrawal from a product or
market segment, damage to our reputation, inverttosys, or product reengineering expenses, anyhiafweould have a material impact on
revenues, margins and net income.

INDUSTRY CONSOLIDATION MAY LEAD TO INCREASED COMPET ITION AND MAY HARM OUR OPERATING RESULTS

There has been a trend toward industry consolidati@ur markets for several years. We expecttthisd toward industry consolidation to
continue as companies attempt to strengthen ortheldmarket positions in an evolving industry asdcompanies are acquired or are unable
to continue operations. We believe that industnysotidation may result in stronger competitors tratbetter able to compete as sole-source
vendors for customers. This could lead to morealplity in operating results and could have a mat@dverse effect on our business,
operating results, and financial condition. Furthere, particularly in the service provider markafid consolidation will lead to fewer
customers, with the effect that loss of a majotauer could have a material impact on results ntitipated in a customer marketplace
composed of more numerous participants.

DUE TO THE GLOBAL NATURE OF OUR OPERATIONS, POLITIC AL OR ECONOMIC CHANGES, OR OTHER FACTORS,
IN A SPECIFIC COUNTRY OR REGION COULD HARM OUR COST S, EXPENSES AND FINANCIAL CONDITION

We conduct significant sales and customer suppgmtagions in countries outside of the United Statesalso depend on non-U.S. operations
of our contract manufacturers and our distribupantners. For fiscal 2003, we derived 48.9% ofrewenues from sales outside the United
States. Accordingly, our future results could beanally adversely affected by a variety of uncotithle and changing factors including,
among others, foreign currency exchange ratesigalor social unrest or economic instability isecific country or region; trade protect
measures and other regulatory requirements whighafiact our ability to import or export our
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products from various countries; political consat@ms that affect service provider and governnspending patterns; difficulties in staffing
and managing international operations; and aduasseonsequences, including imposition of withhotdor other taxes on payments by
subsidiaries. In addition, if the outbreak of SevAcute Respiratory Syndrome (SARS) in Asia corg@ar recurs, this could have an adverse
impact on our Asian operations. If there is a gigant spread of SARS beyond Asia, other aspectaipbperations could be negatively
impacted. Any or all of these factors could hawveaterial adverse impact on our costs, expensefirmrttial condition.

WE ARE EXPOSED TO FLUCTUATIONS IN CURRENCY EXCHANGE RATES THAT COULD NEGATIVELY IMPACT OUR
FINANCIAL RESULTS AND CASH FLOWS

Because a significant portion of our business i®locted outside the United States, we face expdswrdverse movements in foreign
currency exchange rates. These exposures may cbaagéme as business practices evolve and catd b material adverse impact on our
financial results and cash flows. Historically, guimary exposures have related to non-dollar-denated sales in Japan, Canada, and
Australia, and certain non-dollar-denominated ofiegeexpenses in Europe, Latin America, and Asiaeng we sell primarily in U.S. dollars.
Additionally, we have exposures to emerging macketencies, which can have extreme currency vilathn increase in the value of the
dollar could increase the real cost to our custemépur products in those markets outside theddrBtates where we sell in dollars, and a
weakened dollar could increase the cost of locaetang expenses and procurement of raw mateddalsetextent we must purchase
components in foreign currencies.

Currently, we enter into foreign exchange forwandtcacts to minimize the short-term impact of fgrecurrency fluctuations on certain
foreign currency receivables, investments and pagain addition, we periodically will hedge angiated foreign currency cash flows. Our
attempts to hedge against these risks may notdmessful, resulting in an adverse impact on ouinuame.

WE ARE EXPOSED TO THE CREDIT RISK OF SOME OF OUR CUSTOMERS AND TO CREDIT EXPOSURES IN WEAKENED
MARKETS, WHICH COULD RESULT IN MATERIAL LOSSES

Most of our sales are on an open credit basis, tyfiltal payment terms of 30 days in the Unitede€itaand, because of local customs or
conditions, longer in some markets outside theddh@tates. We monitor individual customer paymapaobility in granting such open credit
arrangements, seek to limit such open credit towsntsowe believe the customers can pay, and mairgaarves we believe are adequate to
cover exposure for doubtful accounts. Beyond o@nogredit arrangements, we have also experiencedrtts for customer financing and
facilitation of leasing arrangements. We expectaedrfor customer financing to continue. We belieustomer financing is a competitive
factor in obtaining business, particularly in syppd customers involved in significant infrastruaprojects. Our loan financing
arrangements may include not only financing theuaition of our products and services but also fliog additional funds for other costs
associated with network installation and
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integration of our products and services and forkimg capital purposes. We do not recognize revaruguch loan financing arrangements
until cash payments are received.

Because of the current slowdown in the global enonmur exposure to the credit risks relating to fimancing activities described above
increased. Although we have programs in placedat@tesigned to monitor and mitigate the associ@kdincluding monitoring of particul:
risks in certain geographic areas, there can k&ssorance that such programs will be effectiveducing our credit risks. There have been
significant bankruptcies among customers both amapedit and with loan or lease financing arranges) particularly among Internet
businesses and service providers, causing us o @oonomic or financial losses. There can be sarasce that additional losses will not be
incurred. Although these losses have not been rabterdate, future losses, if incurred, could hamun business and have a material adverse
effect on our operating results and financial ctodi

A portion of our sales is derived through our riesslin two-tier distribution channels. These riesslcustomers are generally given business
terms that allow them to return a portion of inwegt receive credits for changes in selling prigas] participate in various cooperative
marketing programs. We maintain estimated accraradsallowances for such exposures. However, sigeilees tend to have more limited
financial resources than other resellers and erd-aisstomers and therefore represent potentiateswf increased credit risk because they
may be more likely to lack the reserve resourceadet payment obligations.

OUR PROPRIETARY RIGHTS MAY PROVE DIFFICULT TO ENFOR CE

We generally rely on patents, copyrights, trademaakd trade secret laws to establish and maiptajprietary rights in our technology and
products. While we have been issued a number ehpatand other patent applications are currenthgling, there can be no assurance that
any of these patents will not be challenged, imlz&d, or circumvented, or that any rights grantedier these patents will in fact provide
competitive advantages to us. Furthermore, manyakpgcts of networking technology are governedbystry-wide standards, which are
usable by all market entrants. In addition, thene loe no assurance that patents will be issued peding applications, or that claims
allowed on any patents will be sufficiently broadorotect our technology. In addition, the lawsoime foreign countries may not protect our
proprietary rights to the same extent as do the lafithe United States. The outcome of any actiaksn in these foreign countries may be
different than if such actions were determined uride laws of the United States. While we are repiethdent on any individual patents or
group of patents for particular segments of thertass for which we compete, if we are unable tdgmtoour proprietary rights to the totality
of the features (including aspects of productsguteid other than by patent rights) in a marketmag find ourselves at a competitive
disadvantage to others who need not incur the aotiat expense, time and effort required to créagdnnovative products which have
enabled us to be successful.
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WE MAY BE FOUND TO INFRINGE ON INTELLECTUAL PROPERT Y RIGHTS OF OTHERS

Third parties, including customers, have in the pasl may in the future assert claims or initigtgdtion related to exclusive patent,
copyright, trademark and other intellectual propeights to technologies and related standardsateatelevant to us. These assertions have
increased over time as a result of our growth aedgeneral increase in the pace of patent claisertaans, particularly in the United States.
Because of the existence of a large number of fmterthe networking field, the secrecy of somedieg patents and the rapid rate of
issuance of new patents, it is not economicallggical nor even possible to determine in advancetkdr a product or any of its components
infringe or will infringe the patent rights of ottse The asserted claims and/or initiated litigaticem include claims against us or our
manufacturers, suppliers, or customers, allegifringement of their proprietary rights with resp&zbur existing or future products or
components of those products. Regardless of thi afie¢hese claims, they can be time-consumingyltés costly litigation and diversion of
technical and management personnel, or require develop a non-infringing technology or enter ilitense agreements. Where claims are
made by customers, resistance even to unmeritociairas could damage customer relationships. Tbanebe no assurance that licenses will
be available on acceptable terms and conditiorad,afl, in all such circumstances, or that ouemmdification by their suppliers will be
adequate to cover their costs if a claim were binbdgectly against us or our customers. Furtheembecause of the potential for high court
awards which are not necessarily predictable,ribisunusual to find even arguably unmeritoriowsrk settled for significant funds. If any
infringement or other intellectual property clainade against us by any third party is successfuf,ve fail to develop non-infringing
technology or license the proprietary rights on omrcially reasonable terms and conditions, ourrass, operating results and financial
condition could be materially and adversely affdcte

Our exposure to risks associated with the usetefléctual property may be increased as a resutqfiisitions, as we have a lower level of
visibility into the development process with respecsuch technology or the care taken to safegagaihst infringement risks. Further, in the
past third parties have made infringement and aincilims after we have acquired technology thdtriw been asserted prior to our
acquisition.

WE RELY ON THE AVAILABILITY OF THIRD-PARTY LICENSES

Many of our products are designed to include sakvea other intellectual property licensed fronrdhparties. It may be necessary in the
future to seek or renew licenses relating to variaspects of these products. There can be no assutat the necessary licenses would be
available on acceptable terms, if at all. The iligtio obtain certain licenses or other rights@obtain such licenses or rights on favorable
terms, or the need to engage in litigation regaydirese matters, could have a material adverseteffeour business, operating results, and
financial condition. Moreover, the inclusion in qunoducts of software or other intellectual propdidensed from third parties on a non-
exclusive basis could limit our ability to protextr proprietary rights in our products.
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OUR OPERATING RESULTS AND FUTURE PROSPECTS COULD BE MATERIALLY HARMED BY UNCERTAINTIES OF
REGULATION OF THE INTERNET

Currently, few laws or regulations apply directyaccess or commerce on the Internet. We couldadterially adversely affected by
regulation of the Internet and Internet commercaniy country where we operate. Such regulationfddaalude matters such as voice over
the Internet or using Internet Protocol, encryptechnology, and access charges for Internet sepriaviders. The adoption of regulation of
the Internet and Internet commerce could decreasedd for our products, and at the same time, aseréhe cost of selling our products,
which could have a material adverse effect on ogirtess, operating results, and financial condition

OUR SUCCESS LARGELY DEPENDS ON OUR ABILITY TO RETAI N AND RECRUIT KEY PERSONNEL, AND ANY FAILURE
TO DO SO WOULD HARM OUR ABILITY TO MEET KEY OBJECTI VES

Our success has always depended in large partraaibdity to attract and retain highly skilled tetbal, managerial, sales and marketing
personnel. In spite of the economic slowdown, cditipe for these personnel is intense, especiallthe Silicon Valley area of Northern
California. Volatility or lack of positive perfornmae in our stock price may also adversely affectadnility to retain key employees, all of
whom have been granted stock options. The lossrefces of any of our key personnel, the inabiidyetain and attract qualified personne
the future, or delays in hiring required personpalticularly engineering and sales personnel,ccmake it difficult to meet key objectives,
such as timely and effective product introductidnsaddition, companies in the networking industtyose employees accept positions with
competitors frequently claim that competitors hamgaged in improper hiring practices. We have weekihese claims in the past and may
receive additional claims to this effect in theuhat

ADVERSE RESOLUTION OF LITIGATION MAY HARM OUR OPERA TING RESULTS OR FINANCIAL CONDITION

We are a party to lawsuits in the normal courseusfbusiness. Litigation can be expensive, lengthy disruptive to normal business
operations. Moreover, the results of complex lggateedings are difficult to predict. An unfavomabésolution of a particular lawsuit could
have a material adverse effect on our businessatipg results, or financial condition. For additéd information regarding certain of the
lawsuits in which we are involved, see Item 3, “aeBroceedings,” contained in Part | of this report

CHANGES IN EFFECTIVE TAX RATES OR ADVERSE OUTCOMES RESULTING FROM EXAMINATION OF OUR INCOME
TAX RETURNS COULD ADVERSELY AFFECT OUR RESULTS

Our future effective tax rates could be adverséflycted by earnings being lower than anticipatedaantries where we have lower statutory
rates, by changes in the valuation of our
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deferred tax assets and liabilities, or by charmgésx laws or interpretations thereof. In additiore are subject to the continuous examination
of our income tax returns by the Internal Revenervige and other tax authorities. We regularly ssske likelihood of adverse outcomes
resulting from these examinations to determineathexquacy of our provision for income taxes. Tharelze no assurance that the outcomes
from these continuous examinations will not havedwverse effect on our operating results and fiiaheondition.

OUR BUSINESS AND OPERATIONS ARE ESPECIALLY SUBJECT TO THE RISKS OF EARTHQUAKES, FLOODS, AND
OTHER NATURAL CATASTROPHIC EVENTS

Our corporate headquarters, including certain ofresearch and development operations and our raetowing facilities, are located in the
Silicon Valley area of Northern California, a regiknown for seismic activity. Additionally, a ceirtanumber of our facilities, including one
of our manufacturing facilities, are located neeens that have experienced flooding in the pasdighificant natural disaster, such as an
earthquake or a flood, could have a material aédvienpact on our business, operating results, arahfiial condition.

MANMADE PROBLEMS SUCH AS COMPUTER VIRUSES OR TERROR ISM MAY DISRUPT OUR OPERATIONS AND HARM
OUR OPERATING RESULTS

Despite our implementation of network security nueas, our servers are vulnerable to computer @ruseak-ins, and similar disruptions
from unauthorized tampering with our computer systeAny such event could have a material adverfsetafn our business, operating
results and financial condition. In addition, thfeets of war or acts of terrorism could have aeriat adverse effect on our business,
operating results and financial condition. The gured threat of terrorism and heightened security military action in response to this
threat, or any future acts of terrorism, may cdusther disruptions to these economies and cremthdr uncertainties. Similarly, events such
as the recent blackouts in the eastern United Statel recurrences of these blackouts, could Hmitasnegative impacts. To the extent that
such disruptions or uncertainties result in delaysancellations of customer orders, or the marnufa@r shipment of our products, our
business, operating results and financial conditamuld be materially and adversely affected.

WE ARE EXPOSED TO FLUCTUATIONS IN THE MARKET VALUES OF OUR PORTFOLIO INVESTMENTS AND IN
INTEREST RATES; IMPAIRMENT OF OUR INVESTMENTS COULD HARM OUR EARNINGS

We maintain an investment portfolio of various hofgs, types and maturities. These securities anergdly classified as available for sale
and, consequently, are recorded on the Consolidgdtahce Sheets at fair value with unrealized gairlesses reported as a separate
component of accumulated other comprehensive indtoas), net of tax. Part of this portfolio inclidequity investments in several publicly
traded companies, the values of which are subjectarket price volatility. The current economic dawn and other factors have adversely
affected the public equities market, and generahemic conditions may continue to worsen. As alteai@ may
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recognize in earnings the decline in fair valuewf publicly traded equity investments below thetdmasis when the decline is judged to be
other- than- temporary. For information regarding sensitivity of and risks associated with thekaavalue of portfolio investments and
interest rates, refer to the section titled “Quatitre and Qualitative Disclosures About MarketkRim our 2003 Annual Report to
Shareholders, which is incorporated by referendéem 7A of this report. Furthermore, our equity@stments in both publicly traded
companies and private companies are subject t@fiklss of investment capital. These investmerasréherently risky as the market for the
technologies or products they have under developarentypically in the early stages and may nevatenmalize. We could lose our entire
investment in these companies.

IF WE DO NOT SUCCESSFULLY MANAGE OUR STRATEGIC ALLI ANCES, WE MAY EXPERIENCE INCREASED
COMPETITION OR DELAYS IN PRODUCT DEVELOPMENT

We have several strategic alliances with largecmdplex organizations and other companies with whawork to offer complementary
products and services. These arrangements areafjgriienited to specific projects, the goal of whits generally to facilitate product
compatibility and adoption of industry standardsuccessful, these relationships may be mutuahekicial and result in industry growth.
However, these alliances carry an element of reddahse, in most cases, we must compete in someekasreas with a company with which
we have a strategic alliance and, at the same towgerate with that company in other businesssardao, if these companies fail to perfc
or if these relationships fail to materialize apested, we could suffer delays in product develagroe other operational difficulties.

CHANGES IN TELECOMMUNICATIONS REGULATION AND TARIFF S COULD HARM OUR PROSPECTS AND FUTURE
SALES

Changes in telecommunications requirements in thieed States or other countries could affect thessaf our products. In particular, we
believe that there may be future changes in Ul&aenmunications regulations that could slow thgagsion of the service providers’
network infrastructures and materially adversefgctfour business, operating results, and finar@atition. Future changes in tariffs by
regulatory agencies or application of tariff regaients to currently untariffed services could affbe sales of our products for certain clas

of customers. Additionally, in the United Statest products must comply with various Federal Comicetions Commission requirements
and regulations. In countries outside of the Unéates, our products must meet various requiresraribcal telecommunications authorit
Changes in tariffs or failure by us to obtain tignapproval of products could have a material adveffect on our business, operating results,
and financial condition.
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OUR STOCK PRICE MAY CONTINUE TO BE VOLATILE

Our common stock has experienced substantial patadility, particularly as a result of variatiobstween our actual financial results and the
published expectations of analysts, and as a resaltnouncements by our competitors and us. Fumibie, speculation in the press or
investment community about our strategic positforancial condition, results of operations, bussessignificant transactions can cause
changes in our stock price. In addition, the stoelkket has experienced extreme price and voluncéuitions that have affected the market
price of many technology companies, in particudad that have often been unrelated to the operpgnfgrmance of these companies. These
factors, as well as general economic and politocalditions, may materially adversely affect the keaprice of our common stock in the
future. Additionally, volatility or a lack of posite performance in our stock price may adversdigcafour ability to retain key employees, all
of whom are compensated in part based on the pesfore of our stock price.
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Executive Officers of the Registrant

The following table shows the name, age and pasifaeach of our executive officers as of AugustZ103:

Name

Larry R. Cartel

John T. Chambel

Mark Chandlel

Richard J. Justic

Mario Mazzola

Age

60

54

a7

53

56

31

Position

Senior Vice President, Office of the President, Biréctor
Mr. Carter has been a member of the Board of Directince
July 2000. He joined Cisco in January 1995 as Yimsident
of Finance and Administration, Chief Financial ©i, and
Secretary. In July 1997, he was promoted to SeVite
President of Finance and Administration, Chief Ririal
Officer, and Secretary. In May 2003 upon his retieat as
Chief Financial Officer and Secretary, he was apeal to his
current position. Before joining Cisco, he was emgpt by
Advanced Micro Devices, Inc. as the Vice Presidermt
Corporate Controller. Mr. Carter currently servestoe Board
of Directors of eSpeed, Inc. and QLogic Corporgtenmd is on
the Board of Trustees for Loyola Marymount Univirs

President, Chief Executive Officer, and Direc

Mr. Chambers has been a member of the Board ot
since November 1993. He joined Cisco as Senior Vice
President in January 1991 and was promoted to Eixecvice
President in June 1994. Mr. Chambers was promotadst
current position as of January 31, 1995. Befoneing Cisco,
he was employed by Wang Laboratories, Inc. forteyglars,
where, in his last role, he was the Senior Vicesident of U.S.
Operations

Vice President, Legal Services, General CounseSauietar
Mr. Chandler joined Cisco in July 1996, as Cisddanaging
Attorney for Europe, the Middle East and Africa anas
promoted to Vice President, Worldwide Legal Sersioe
February 2001. In October 2001, he was promotédde
President, Legal Services and General Counsel.dy 2003,
he was appointed to his current position. Befoneifig Cisco,
he was General Counsel of Stratacom, Inc. Stratacas
acquired by Cisco in July 1996. Before joining &cam, he
served as Vice President, Corporate DevelopmenGameral
Counsel of Maxtor Corporatio

Senior Vice President, Worldwide Field Operati

Mr. Justice joined Cisco in December 1996 as Seviice
President of the Americas. In February 2000, he gramoted
to his current position. Before joining Cisco, Mustice spent
22 years at Hewleffackard Company where, in his last role
was responsible for Worldwide Enterprise SalesMadketing.

Senior Vice President, Chief Development Offi

Mr. Mazzola joined Cisco in September 1993 as Woesident
and General Manager of the Workgroup Business bigitwas
promoted to Senior Vice President of the Enterprise of
Business in April 1997. In June 2000, Mr. Mazzalak on the
leadership of Cisco’s new technology developmefures as
Senior Vice President of New Business Venture@ugust
2001, he was promoted to his current position. Befoining
Cisco, he served as President and Chief Execulfffiee®of
Crescendo Communications, Inc. from 1990 until Ceeslo
was acquired by Cisco in September 1¢
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Age
Name
Randy Ponc 49
Dennis D. Powel 55
Betsy Rafae 42
James Richardsc 46

Position

Senior Vice President, Operations, Systems, anceBsg:

Mr. Pond joined Cisco in September 1993. In 1994, Rénd
assumed leadership of Ciss@®Bupply/Demand group. In 1994, he
appointed Director of Manufacturing Operations.wes promoted to
Vice President of Manufacturing in 1995. In Jun89,9Mr. Pond wa
promoted to Senior Vice President of West Coast/Assid operation:
He was promoted to Senior Vice President, Worldvitéamufacturing
Operations and Logistics in June 2001. In Augu§i2bie was
promoted to his current position. Before joining€zi, Mr. Pond held
the position of Vice President Finance, Chief FaiahOfficer and
Vice President of Operations at Crescendo Commtiaitg Inc.

Senior Vice President and Chief Financial Offi

Mr. Powell joined Cisco in January 1997 as VicesRfent, Corporat
Controller. In June 2002, he was promoted to Seviice President,
Corporate Finance. Mr. Powell was promoted to Seviice Presider
and Chief Financial Officer in May 2003. Beforenjmig Cisco, Mr.
Powell was employed by Coopers & Lybrand LLP fory2@rs, most
recently as a senior partn

Vice President, Corporate Controller and Princetounting Office
Ms. Rafael joined Cisco in April 2002 as Vice Pdesit, Corporate
Controller. In July 2003 she was also hamed taakeof Principal
Accounting Officer. Before joining Cisco, from Deuber 2000 until
March 2002, Ms. Rafael was employed by Aspect Conications
Corporation, most recently as Executive Vice PesidFinance,
Chief Financial Officer and Chief Administrative fi@er. From May
2000 until November 2000, she was employed by Bszal
Corporation as Senior Vice President and Chiefrigia Officer.
From November 1994 until May 2000, she was empldye8ilicon
Graphics, Inc., most recently as Senior Vice Pezdidnd Chief
Financial Officer.

Senior Vice President, Chief Marketing Offic

Mr. Richardson joined Cisco in May 1990, foundedddis Canadian
operations, and was promoted to Vice Presidenttef¢ontinental
Operations in June 1992. Mr. Richardson was prodhtutd/ice
President of North American Operations in June 18#84was
promoted to President of EMEA and Senior Vice P& in August
1996. In September 1999, he was promoted to S¥iterPresident,
Office of the President. In January 2000, he wasnoted to Senior
Vice President of the Enterprise Line of Businesd kternet
Communications Software Group. In August 2001, Richardson
was promoted to his current positic

32



Table of Contents

ITEM 2.  Properties

Our headquarters is located on an owned site inJ8s@, California. In addition to this site, we é&ertain owned sites in the United States,
which include facilities in the surrounding ared$an Jose, California; Boxborough, Massachusgtikem, New Hampshire; Richardson,
Texas; and Research Triangle Park, North Caroimalso own land for expansion in some of thesations. In addition, we also lease
office space in several U.S. locations.

Outside the United States, we have operations guifiyrin leased sites, in the Americas; EMEA; ABiacific; and Japan. Larger site locations
include the United Kingdom, France, Belgium, thehéelands, Singapore, Hong Kong, Australia, Japad,India. We own and lease
manufacturing facilities, which are primarily testd assembly operations, in three locations irUthieed States and none internationally. We
believe that our existing properties are in gooddition and suitable for the conduct of our busies

For additional information regarding obligationsden leases, see Note 8 to the Consolidated FirléBieitements in our 2003 Annual Report
to Shareholders, which is incorporated by referdraein. For additional information regarding pndj@s by operating segment, see Note 12
to the Consolidated Financial Statements in ouB28@nual Report to Shareholders, which is incorfettdy reference herein.

ITEM 3. Legal Proceedings

Beginning on April 20, 2001, a number of purporsbdreholder class action lawsuits were filed inUhéed States District Court for the
Northern District of California against us and eértof our officers and directors. The lawsuitsdéeen consolidated, and the consolid
action is purportedly brought on behalf of thoseovplirchased our publicly traded securities betwlaggust 10, 1999 and February 6, 2001.
Plaintiffs allege that defendants have made falsknaisleading statements, purport to assert cl&msgiolations of the federal securities la'
and seek unspecified compensatory damages andretieér We believe the claims are without meritlamtend to defend the actions
vigorously.

In addition, beginning on April 23, 2001, a numbépurported shareholder derivative lawsuits wédealfin the Superior Court of California,
County of Santa Clara and in the Superior Coufalffornia, County of San Mateo. There is a procedn place for the coordination of such
actions. Two purported derivative suits have akserbfiled in the United States District Court floe tNorthern District of California, and thc
federal court actions have been consolidated. ©healidated federal court derivative action wasniised by the court, and plaintiffs have
appealed from that decision. The complaints invimous derivative actions include claims for birea€ fiduciary duty, waste of corporate
assets, mismanagement, unjust enrichment, andiviodaof the California Corporations Code; seek pensatory and other damages,
disgorgement, and other relief; and are based senéially the same allegations as the class actions
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In addition, we are subject to legal proceedintsns, and litigation arising in the ordinary coei business. While the outcome of these
matters is currently not determinable, we do n@eex that the ultimate costs to resolve these msaiiél have a material adverse effect on
consolidated financial position, results of opemasi, or cash flows.

ITEM 4.  Submission of Matters to a Vote of Security Holder:

None.

PART Il

ITEM 5. Market for Registrant’s Common Equity and Related Stockholder Matter:

On May 7, 2003, we issued an aggregate of 773 fares of our common stock in connection with theugsition of SignalWorks, Inc. On
May 31, 2003, we issued an aggregate of 28,961sB8ies of our common stock in connection with tguasition of the business of The
Linksys Group, Inc. The offers and sales of thesmisties were effected without registration inalete on the exemption afforded by Section
3(a)(10) of the Securities Act of 1933, as amené@adh issuance was approved, after a hearing ineofaitness of the terms and conditions
of the transaction, by the California Departmen€ofporations under authority to grant such apfdrasa@xpressly authorized by the laws of
the State of California.

The remaining information required by this iteninsorporated by reference to page 63 of our 2008u&hReport to Shareholders.

ITEM 6. Selected Financial Date
The information required by this item is incorp@aby reference to page 17 of our 2003 Annual Repd@hareholders.

ITEM 7.  Management’s Discussion and Analysis of Financial@dition and Results of Operations
The information required by this item is incorp@chby reference to pages 18 to 32 of our 2003 AfReport to Shareholders.

ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk
The information required by this item is incorp@cby reference to pages 33 to 34 of our 2003 AfReport to Shareholders.

ITEM 8.  Financial Statements and Supplementary Data
The information required by this item is incorp@aby reference to pages 35 to 63 of our 2003 ArReport to Shareholders.
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ITEM 9.  Changes in and Disagreements with Accountants on Acunting and Financial Disclosures
None.

ITEM 9A. Controls and Procedures

Evaluation of disclosure controls and procedu@ased on our management’s evaluation (with thiggg@ation of our principal executive
officer and principal financial officer), as of tieed of the period covered by this report, our@pal executive officer and principal financial
officer have concluded that our disclosure contamld procedures (as defined in Rules 13a-15(el&dedl5(e) under the Securities Exchange
Act of 1934, as amended, (the “Exchange Act”))edfective to ensure that information required tadiselosed by us in reports that we file or
submit under the Exchange Act is recorded, prockssenmarized and reported within the time pergpmicified in Securities and Exchange
Commission rules and forms.

Changes in internal control over financial repgartimhere was no change in our internal control dwvemcial reporting during our fourth
fiscal quarter that has materially affected, aei@sonably likely to materially affect, our intereantrol over financial reporting.
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PART 1lI

ITEM 10. Directors and Executive Officers of the Registran

The information required by this item relating tar @lirectors and nominees, and compliance withi@edt6(a) of the Securities Act of 1934
is included under the captions “Proposal No. 1:etid@ of Directors” and “Ownership of Securitiesefen 16(a) Beneficial Ownership
Reporting Compliance” in our Proxy Statement reldtethe 2003 Annual Meeting of Shareholders anddgrporated herein by reference.

The information required by this item relating tar @xecutive officers is included under the captigrecutive Officers of the Registrant” in
Part | of this report and is incorporated by refieeeinto this section.

We have adopted a code of ethics that appliesitprincipal executive officer and all members of inance department, including the
principal financial officer and principal accourtiofficer. This code of ethics, which consiststaf tSpecial Ethics Obligations for
Employees with Financial Reporting Responsibilitiesction of our Code of Business Conduct and CatgoGovernance that applies to
employees generally, is posted on our Website.|iiteenet address for our Website is http://www.gisom, and the code of ethics may be
found as follows:

1. From our main Web page, first click “About Ciscc” and then or*Investor Relation”
2.  Next, click on“Corporate Governanc”
3. Finally, click on“Code of Business CondL”

We intend to satisfy the disclosure requirementeuttm 10 of Form 8-K regarding an amendment tayaver from, a provision of this
code of ethics by posting such information on oabsite, at the address and location specified above
ITEM 11. Executive Compensatior

The information required by this item is includeter the captions “Proposal No. 1:—Election of Bioes—Director Compensation” and
Executive Compensation and Related Informatiorgun Proxy Statement related to the 2003 Annual Mgeif Shareholders and is
incorporated herein by reference.

ITEM 12. Security Ownership of Certain Beneficial Owners andvlanagement and Related Stockholder Matter:

The information required by this item relating sxarity ownership of certain beneficial owners amehagement, and securities authorize:
issuance under equity compensation plans is indludeler the captions “Ownership of Securities” dagluity Compensation Plan
Information” in our Proxy Statement related to #83 Annual Meeting of Shareholders and is incafeat herein by reference.
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ITEM 13. Certain Relationships and Related Transaction:

The information required by this item is includetter the caption “Executive Compensation and Relattormation—Certain Relationships
and Related Transactions” in our Proxy Statemdatae to the 2003 Annual Meeting of Shareholdesianncorporated herein by reference.
ITEM 14. Principal Accountant Fees and Service

The information required by this item is includetter the captions “Proposal No. 3:—Ratificationmafependent Auditors—Principal
Accountant Fees and Services” and “—Policy on AGdilnmittee Pre-Approval of Audit and PermissiblenNkudit Services of Independent
Auditors” in our Proxy Statement related to the 2@Mhnual Meeting of Shareholders and is incorpatéterein by reference.

PART IV

ITEM 15. Exhibits, Financial Statement Schedules, and Repaton Form &K
(@ 1. Financial Statemer

The Index to Financial Statements and Financidgke8tant Schedule on Page 39 is incorporated heyeiafbrence as the list of
financial statements required as part of this repor

2. Financial Statement Schedi

The Index to Financial Statements and Financiak8tant Schedule on Page 39 is incorporated heyeieference as the list of
financial statement schedules required as patisfeport.

3. Exhibits

The exhibit list in the Index to Exhibits on pagkid incorporated herein by reference as the fisibibits required as part of this
report.
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(b) Reports on Form-K

We filed or furnished three reports on Form 8-Kidgrour fourth quarter ended July 26, 2003. Infaioraregarding the items reported on is
as follows:

Date Filed

or Furnished Item No. Description

May 6, 2003 ltems 7 and ¢ On May 6, 2003, we announced our results of opmratior our fiscal third quarter ended April 260230
(Consolidated Financial Statements for this pewede furnished with this repor

June 5, 200: Item 5 We reported the completion of our acquisition @& Business of The Linksys Group, Inc. on May 3D3%
July 18,2003 Items5and 7 On July 16, 2003, we announced the appointmentefxaboard member and appointment of an executive
officer.

* Pursuant to SEC Release No0-8216, the information required to be furnished uritlam 12 was furnished under Item
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INDEX TO FINANCIAL STATEMENTS
AND FINANCIAL STATEMENT SCHEDULE

Item 15(a)

Consolidated Statements of Operations for eacheofttree years in the period ended July 26, .
Consolidated Balance Sheets at July 26, 2003 dgJdu2002
Consolidated Statements of Cash Flows for eacheoftiree years in the period ended July 26, :
Consolidated Statements of Sharehol' Equity for each of the three years in the periodeghluly 26, 200
Notes to Consolidated Financial Statem
Report of Independent Audito
Supplementary Financial Data and Stock Market médion:

Fiscal 2003 and 2002 by quar
Financial Statement Schedu

Schedule Il Valuation and Qualifying Accoul

Report of Independent Audito
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SCHEDULE I
VALUATION AND QUALIFYING ACCOUNTS
(In millions)
Valuation
Allowance
for Deferre( Allowance Liability for
for Doubtful Allowance fol Purchase
Tax Assets Accounts Inventory Commitments
Year ended July 28, 200
Balance at beginning of fiscal ye $ 29¢ $ 43 $ 39t $ —
Charged to expenses or other acco — 26¢ 2,057 71€
Deductions 29¢ (23 (770 (127)
Balance at end of fiscal ye $ — $ 28¢ $ 1,682 $ 597
Year ended July 27, 200
Balance at beginning of fiscal ye $ — $ 28¢ $ 1,682 $ 597
Charged to expenses or other acco — 91 131 18
Deductions — (44 (1,587%) (377)
Balance at end of fiscal ye $ — $ 33t $ 22¢ $ 23¢
Year ended July 26, 200
Balance at beginning of fiscal ye $ — $ 33t $ 22¢ $ 23¢
Charged (credited) to expenses or other accc — (59 70 3
Deductions — (93 (174 (142)
Balance at end of fiscal ye $ — $ 18: $ 12z $ 99

The allowance for inventory for fiscal 2002 and 20@s been reclassified in order to conform toctiveent year presentation of allowance
inventory and liability for purchase commitmentseTliability for purchase commitments is reportedther accrued liabilities on the

Consolidated Balance Sheets.
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REPORT OF INDEPENDENT AUDITORS ON FINANCIAL STATEME NT SCHEDULE
To the Board of Directors and Shareholders of C&gstems, Inc.:

Our audits of the consolidated financial statemesfisrred to in our report dated August 5, 200peaping in the 2003 Annual Report to
Shareholders of Cisco Systems, Inc. (which repmit@nsolidated financial statements are incorpdray reference in this Annual Report
Form 10-K) also included an audit of the finansi@tement schedule listed in Item 15(a) (2) of Busm 10-K. In our opinion, this financial
statement schedule presents fairly, in all mateegpects, the information set forth therein whesadrin conjunction with the related
consolidated financial statements.

/s PRICEWATERHOUSEC OOPERY.LP

San Jose, Californi
August 5, 2003
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f{the Securities Exchange Act of 1934, the Regyigthas duly caused this Report on F
10-K to be signed on its behalf by the undersigtieeleunto duly authorized.

September 9, 20C CiscoSYsSTEMS, | NC.

/s/  JoHNT. CHAMBERS

John T. Chambers
(President and Chief Executive Offic

POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each persbose signature appears below constitutes anmrgp@ohn T. Chambers
and Dennis D. Powell, jointly and severally, hitoatey in fact, each with the full power of subdiibn, for such person, in any and all
capacities, to sign any and all amendments toAhisual Report on Form 10-K, and to file the samighall exhibits thereto and other
documents in connection therewith, with the Semgiand Exchange Commission, granting unto saadregy-infact and agent full power a
authority to do and perform each and every actthimg) requisite and necessary to be done in coiumettterewith, as fully to all intents and
purposes as he might do or could do in person keatllying and confirming all that each of saitoabeys-in-fact and agents, or his
substitute, may do or cause to be done by virtuediie

Pursuant to the requirements of the Securities &xgl Act of 1934, this Report on Form 10-K has lsgned below by the following
persons on behalf of the registrant in the capecaind on the dates indicated.

Signature Title Date

/sl JOHNT. CHAMBERS President and Chief Executive Officer (Principal September 9, 2003
Executive Officer and Director)

John T. Chambel

/sl DENNISD. PoweLL Senior Vice President and Chief Financial Officer September 9, 2003
(Principal Financial Officer)

Dennis D. Powel

/sl BETSYR AFAEL Vice President, Corporate Controller and Principal ~ September 9, 2003
Accounting Officer (Principal Accounting
Betsy Rafae Officer)
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/s/  JoHNP. M ORGRIDGE

John P. Morgridg:

/s/ DoNALD T. V ALENTINE

Donald T. Valentine

/s/ CAROLA. B ARTZ

Carol A. Bartz

/s/ LARRY R. CARTER

Larry R. Cartel

/s CaARLY FIORINA

Carly Fiorina

/s/ DR.JAMESF. GiBBONS

Dr. James F. Gibbor

/s/ DR.JoHNL. H ENNESSY

Dr. John L. Henness

/s/ RobDERICKC. M c G EARY

Roderick C. McGear

/sl JamES C. M ORGAN

James C. Morga

/s/ STEVENM. W EST

Steven M. Wes

/s/ JERRYY ANG

Jerry Yanc

Chairman of the Board and Director

Vice Chairman of the Board and Director

Director

Director

Director

Director

Director

Director

Director

Director

Director
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RIGHTS AGREEMENT

RIGHTS AGREEMENT, dated as of June 10, 1998, betm@sco Systems, Inc., a California corporatior (tGompany”), and
Bank Boston N.A., a national banking associatitwe (tRights Agent”).

WHEREAS, effective June 10, 1998 (the “Rights Dand Declaration Date”), the Board of Directors auitted and declared a
distribution of one Right (each, a “Right”) for dashare of Common Stock (as hereinafter definethefCompany outstanding as of the
Close of Business (as hereinafter defined) on 2204998 (the “Record Date”), each Right initialgpresenting the right to purchase one ten-
thousandth of a share (a “Unit”) of Preferred Stk hereinafter defined) upon the terms and stifijebe conditions herein set forth, and
has further authorized and directed the issuanoa®Right with respect to each share of CommookStat shall become outstanding
between the Record Date and the earliest of thegilition Date, the Redemption Date or the FingbiEation Date (as such terms are
hereinafter defined).

NOW, THEREFORE, in consideration of the premises thie mutual agreements herein set forth, thegsahtereby agree as
follows:

Section 1. Certain Definitions. For purposes of thjreement, the following terms have the meanindgated:

“Acquiring Person” shall mean any Person (as saah s hereinafter defined) who or which, togetivith all Affiliates and
Associates (as such terms are hereinafter defofesi)ch Person, shall be the Beneficial Owner @ab serm is hereinafter defined) of 15% or
more of the shares of Common Stock of the Compla@y butstanding, but shall not include the Company,Subsidiary (as such term is
hereinafter defined) of the Company, any employareekit plan of the Company or any Subsidiary of@wnpany, or any entity holding
shares of Common Stock for or pursuant to the terhasy such plan. Notwithstanding the foregoing:

(i) no Person shall become an “Acquiring Personthasresult of an acquisition of shares of CommtutiSby the Company
which, by reducing the number of shares outstandimgeases the proportionate number of sharedibely owned by such Person to
15% or more of the shares of Common Stock of the@my then outstanding; provided, however, thatRferson shall become the
Beneficial Owner of 15% or more of the shares om@mwn Stock of the Company then outstanding by reaéshare purchases by the
Company and shall, after such share purchasesb@dmpany, become the Beneficial Owner of any addit shares of Common
Stock of the Company (or, in the case of the membgthe Investor Group, become the Beneficial Qvafieny additional shares of
Common Stock of the Company), then such Persohishaleemed to be an “Acquiring Person” hereunaied;
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(ii) if the Board of Directors of the Company detenes (upon approval by a majority of the Contiguidirectors (as such term is
hereinafter defined)) in good faith that a Persdw wwould otherwise be an “Acquiring Person” as miedi pursuant to the foregoing
provisions of this paragraph (a), has become suativiertently, and such Person divests as promgthracticable a sufficient number
shares of Common Stock so that such Person woulchger be an “Acquiring Person” (as defined punsia the foregoing provisions
of this paragraph (a)), then such Person shalbbeateemed to be an “Acquiring Person” for any psepaf this Agreement.

“Adjustment Shares” has the meaning set forth ictiSe 11(a)(ii).

“Affiliate” and “Associate” shall have the respaaimeanings ascribed to such terms in Rule 12btReoGeneral Rules and
Regulations under the Exchange Act (as such teharisinafter defined).

A Person shall be deemed the “Beneficial Owner'aof] shall be deemed to “beneficially own,” anysgies:

(i) which such Person or any of such Person'’s iatfls or Associates beneficially owns, directlyralirectly, for purposes of
Section 13(d) of the Exchange Act and Rule 13deBahnder (or any comparable or successor law otatgn); or

(i) which such Person or any of such Person’sliégtis or Associates, directly or indirectly, ha3 the right to acquire (whether
such right is exercisable immediately or only aftex passage of time) pursuant to any agreemeatgament or understanding
(whether or not in writing, other than customaryesgnents with and between underwriters and sedliogp members with respect to a
bona fide public offering of securities), or upte exercise of conversion rights, exchange righghts (other than the Rights), warrants
or options, or otherwise; provided, however, thResson shall not be deemed the Beneficial Ownesrdb beneficially own, securities
tendered pursuant to a tender or exchange offeeradr on behalf of such Person or any of suchdpes Affiliates or Associates un
such tendered securities are accepted for puradrasehange; or (B) the right to vote pursuantrtp agreement, arrangement or
understanding; provided further, however, that s®eshall not be deemed the “Beneficial Owner'oofto “beneficially own,” any
security under this subparagraph (ii) as a refudhaagreement, arrangement or understanding oswath security if such agreement,
arrangement or understanding: (x) arises solely facrevocable proxy given in response to a pulsigyor consent solicitation made
pursuant to, and in accordance with, the applicpldgisions of the Exchange Act and the ExchangeR&gulations, and (y) is not
reportable by such Person on Schedule 13D unddfxbtleange Act (or any comparable or successor tepor

(iii) which are beneficially owned, directly or iimdctly, by any other Person (or any Affiliate osgociate thereof) with which st
Person (or any of such Person’s



Affiliates or Associates) has any agreement, amarent or understanding, (whether or not in writiotiper than customary agreements
with and between underwriters and selling group tenswith respect to a bona fide public offeringe€urities), for the purpose of
acquiring, holding, voting (except to the extemttemnplated by the proviso to subparagraph (i) isf plaragraph (e)) or disposing of any
securities of the Company; provided, however, ithaito case shall an officer or director of the Campbe deemed (A) the Beneficial
Owner of any securities beneficially owned by aerotbificer or director of the Company solely bygsea of actions undertaken by such
persons in their capacity as officers or directdrthe Company or (B) the Beneficial Owner of s@@s held of record by the trustee of
any employee benefit plan of the Company or anysiiidry of the Company for the benefit of any enyple of the Company or any
Subsidiary of the Company, other than the offigedicector, by reason of any influence that sudicef or director may have over the
voting of the securities held in the plan;

Notwithstanding anything in this definition “Beneficial Owner” and “beneficially own” to the otrary, the phrase “then outstanding,” when
used with reference to a Person who is the Bem¢fivner of securities of the Company, shall méennumber of such securities then iss
and outstanding together with the number of suchritées not then actually issued and outstandihgghvsuch Person would be deemed to
beneficially own hereunder.

“Business Day” shall mean any day other than arfay a Sunday, or a day on which banking instingiin the State of
California or the state in which the principal offiof the Rights Agent is located are authorizeditigated by law or executive order to clc

“Close of Businessbn any given date shall mean 5:00 P.M., Massactsug@ie, on such date; provided, however, thaié¢hsdate
is not a Business Day it shall mean 5:00 P.M., Melsssetts time, on the next succeeding Business Day

“Common Stock” when used with reference to the Camypshall mean the shares of common stock, paev&ll01 per share, of
the Company. “Common Stock” when used with refeegiocany Person other than the Company shall niesaaapital stock (or other equity
interest) with the greatest voting power of sudieoPerson or, if such other Person is a Subsidiayother Person, the Person or Persons
which ultimately control such first-mentioned Parso

“Company” shall have the meaning set forth in thatals to this Agreement.

“Continuing Director” shall mean a member of theaBbof Directors of the Company who is not an Adggi Person, or an
Affiliate or Associate of an Acquiring Person, oregpresentative or agent of an Acquiring Persoof @ny such Affiliate or Associate, and
who was either (i) a member of the Board of Direxfarior to the date of this Agreement, or (ii) seguently became a member of the Board
of Directors and whose election or nomination flecgon is recommended or approved by a majoritthefContinuing Directors then on the
Board of Directors.



“current per share market price” shall have themmanset forth in Section 11(d)(i) hereof.

“Current Value” shall have the meaning set fortfsection 11(a)(iii) hereof.

“Distribution Date” shall have the meaning setffiort Section 3(a) hereof.

“equivalent preferred shares” shall have the mapsét forth in Section 11(b) hereof.

“Exchange Act” shall mean the Securities Exchangeoh 1934, as amended.

“Exchange Act Regulations” shall mean the GenertdéRand Regulations under the Exchange Act.
“Exchange Ratio” shall have the meaning set fartBéction 24 hereof.

“Expiration Date” shall have the meaning set fartfsection 7(a) hereof.

“Final Expiration Date” shall have the meaningfeeth in Section 7(a) hereof.

“NASDAQ” shall have the meaning set forth in Sentitl(d) hereof.

“Person” shall mean any individual, firm, corpooatior other entity, and shall include any succefispmerger or otherwise) of
such entity.

“Preferred Stock” shall mean shares of Series AaiuParticipating Preferred Stock, no par valuethef Company having the
rights and preferences set forth in the Form ofifizate of Determination attached to this Agreetras Exhibit A.

“preferred stock equivalents” shall have the megusiet forth in Section 11(a)(iii) hereof.
“Purchase Price” shall have the meaning set fortBdction 7(b) hereof.

“Record Date” shall have the meaning set fortthimrecitals to this Agreement.
“Redemption Date” shall have the meaning set fortBection 7(a) hereof.

“Redemption Price” shall have the meaning set fortSection 23(a) hereof.

“Right” shall have the meaning set forth in theitads to this Agreement.

“Rights Agent” shall have the meaning set fortiha recitals to this Agreement.

4



“Rights Certificate” shall have the meaning settidn Section 3(a) hereof.

“Rights Dividend Declaration Date” shall have theaning set forth in the recitals to this Agreement.
“Section 11(a)(ii) Event” shall mean any event digsd in Section 11(a)(ii)(A), (B) or (C) hereof.
“Section 11(a)(ii) Trigger Date” shall have the mig set forth in Section 11(a)(iii) hereof.

“Section 13 Event” shall mean any event describedaduse (x), (y) or (z) of Section 13(a) hereof.
“Section 24(a) Exchange Ratio” has the meanindostt in Section 24(a) hereof.

“Securities Act” shall mean the Securities Act 883, as amended.

“Shares Acquisition Date” shall mean the first dat@ublic announcement (which, for purposes dof trefinition, shall include,
without limitation, a report filed pursuant to Seat13(d) of the Exchange Act) by the Company oAaquiring Person that an Acquiring
Person has become such.

“Spread” shall have the meaning set forth in Sectib(a)(iii) hereof.

“Subsidiary” of any Person shall mean any corporatir other entity of which a majority of the vaipower of the voting equity
securities or equity interest is owned, directlyralirectly, by such Person.

“Summary of Rights” shall have the meaning setifamtSection 3(b) hereof.
“Trading Day” shall have the meaning set forth acton 11(d)(i) hereof.
“Triggering Event” shall mean any Section 11(a)&ijent or any Section 13 Event.

Section 2. Appointment of Rights Agent. The Comphaseby appoints the Rights Agent to act as agerthé Company in
accordance with the terms and conditions hereaf tla@ Rights Agent hereby accepts such appointriiéiet Company may from time to time
appoint such co-Rights Agents as it may deem naogss desirable, upon ten (10) days notice taRights Agent. The Rights Agent shall
have no duty to supervise, and in no event bedifdnl, the acts or omissions of any such co-Riglgtsnt.
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Section 3. Issue of Rights Certificate.

(&) Until the earlier of (i) the Close of Businessthe Shares Acquisition Date and (ii) the ClasBusiness on the tenth Business
Day (or such later date as may be determined ligraof the Company’s Board of Directors upon appitdwy a majority of the Continuing
Directors prior to such time as any Person became&cquiring Person and of which the Company wileghe Rights Agent prompt written
notice) after the date that a tender or exchanfige by any Person (other than the Company, anyiiaing of the Company, any employee
benefit plan of the Company or of any Subsidiaryhef Company or any entity holding shares of Com@&imek for or pursuant to the terms
of any such plan) is first published or sent oregiwithin the meaning of Rule 14d-4(a) of the Exgd®Act Regulations or any successor rule
or of the first public announcement of the intentad any Person (other than the Company, any Sialbgidf the Company, any employee
benefit plan of the Company or of any Subsidiaryhef Company or any entity holding shares of Com@&imtk for or pursuant to the terms
of any such plan) to commence, a tender or exchafige if upon consummation thereof such Persounld/be the Beneficial Owner of 15%
or more of the shares of Company Common Stock dlstanding (the earlier of (i) and (ii) above lgeihe “Distribution Date”), (x) the
Rights will be evidenced (subject to the provisioh&ection 3(b) hereof) by the certificates foaiss of Common Stock registered in the
names of the holders thereof (which certificatesIsiiso be deemed to be Rights Certificate) aridyseparate Rights Certificate, and (y)
the right to receive Rights Certificate will bertsdierable only in connection with the transfer lvdies of Common Stock. As soon as
practicable after the Distribution Date, the Compuauill notify the Rights Agent thereof and the Coamy will prepare and execute, the Ri¢
Agent will countersign, and the Company will sematause to be sent (and the Rights Agent willedgfuested, send) by first-class, insured,
postage-prepaid mail, to each record holder ofeshaf Common Stock as of the Close of Businessi@bistribution Date, at the address of
such holder shown on the records of the CompaRyghts Certificate, in substantially the form oftihit B hereto (a “Rights Certificate”),
evidencing one Right for each share of Common Ssodkeld. As of the Distribution Date, the Righi#l be evidenced solely by such Rights
Certificate.

(b) On the Record Date, or as soon as practichbleafter, the Company will send a copy of a Surgro&Rights to Purchase
Preferred Stock, in substantially the form of Exh@ hereto (the “Summary of Rights”), by first-skg postage-prepaid mail, to each record
holder of shares of Common Stock as of the Clodgusfness on the Record Date, at the address bftmlder shown on the records of the
Company. With respect to certificates for share€amihmon Stock outstanding as of the Record Datti,tha Distribution Date, the Rights
will be evidenced by such certificates registerethe names of the holders thereof together witbpy of the Summary of Rights attached
thereto. Until the Distribution Date (or the Expicen Date), the surrender for transfer of any &este for shares of Common Stock
outstanding on the Record Date, with or withoubpycof the Summary of Rights attached thereto, sthed constitute the transfer of the
Rights associated with the shares of Common Stgiesented thereby.
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(c) Articles for shares of Common Stock which beeamtstanding (including, without limitation, reaidggd shares of Common
Stock referred to in the last sentence of thisgrazh (c)) after the Record Date but prior to thdier of the Distribution Date and the
Expiration Date shall have impressed on, printedaaitten on or otherwise affixed to them the feliag legend:

This certificate also evidences and entitles tHddrchereof to certain rights as set forth in aH&gAgreement between Cisco
Systems, Inc. and Bank Boston, N.A., dated as ¢ 110, 1998 (the “Rights Agreement”), the termsrbich are hereby
incorporated herein by reference and a copy of wlion file at the principal executive offices@ifco Systems, Inc. Under
certain circumstances, as set forth in the RiglggeAment, such Rights will be evidenced by sepaextéficates and will no
longer be evidenced by this certificate. Cisco &ys, Inc. will mail to the holder of this certifteaa copy of the Rights Agreeme¢
without charge after receipt of a written requéstéfor. Under certain circumstances, as set forthe Rights Agreement, Rights
issued to any Person who becomes an Acquiring Réesodefined in the Rights Agreement), whethereruly held by or on
behalf of such person or by any subsequent halay, become null and void.

With respect to such certificates containing theedoing legend, until the earlier of the DistrilmutiDate and the Expiration Date, the Rights
associated with the shares of Common Stock repiegéry such certificates shall be evidenced by sectificates alone, and the surrender
for transfer of any such certificate shall alsostdunte the transfer of the Rights associated Wighshares of Common Stock represented
thereby. In the event that the Company purchasasdarires any shares of Common Stock after theidd@ate but prior to the Distribution
Date, any Rights associated with such shares off@mntock shall be deemed cancelled and retirédagdhe Company shall not be entit
to exercise any Rights associated with the shdr€®mmon Stock which are no longer outstanding.

Section 4. Form of Rights Certificate.

(a) The Rights Certificate (and the forms of elattio purchase Units of Preferred Stock and ofyasséent to be printed on the
reverse thereof) shall be substantially the santexhgit B hereto and may have such marks of idieation or designation and such legends,
summaries or endorsements printed thereon as &ty may deem appropriate and as are not incensisith the provisions of this
Agreement, or as may be required to comply with apglicable law or with any rule or regulation magesuant thereto or with any rule or
regulation of any stock exchange or transactioontépy system on which the Rights may from timeinee be listed, or to conform to usage.
Subject to the provisions of Section 11 and Se@®hereof, the Rights Certificate shall entitle tolders thereof to purchase the number of
Units of Preferred Stock as shall be set forthdimeat the price per Unit of Preferred Stock

7



set forth therein, but the number of such Unit®iferred Stock and the Purchase Price shall jectub adjustment as provided herein.

(b) Any Rights Certificate issued pursuant herbtd tepresents Rights beneficially owned by: (iPaquiring Person or any
Associate or Affiliate of an Acquiring Person, @)transferee of an Acquiring Person (or of anynsiesociate or Affiliate) who bzecomes a
transferee after the Acquiring Person becomes suii) a transferee of an Acquiring Person (omofy such Associate or Affiliate) who
becomes a transferee prior to or concurrently wighAcquiring Person becoming such and receivels Rights pursuant to either (A) a
transfer (whether or not for consideration) frora tkequiring Person to holders of equity intereststich Acquiring Person or to any Person
with whom such Acquiring Person has any contindggeement, arrangement or understanding regardingéansferred Rights or (B) a
transfer which a majority of the Continuing Direrd@f the Company has determined is part of a @lelangement or understanding which
has as a primary purpose or effect avoidance didet(e) hereof shall contain (to the extent felithe following legend:

The Rights represented by this Rights Certificateca were beneficially owned by a Person who wasegame an Acquiring
Person or an Affiliate or Associate of an Acquiridgrson (as such terms are defined in the Rightesehgent between Cisco
Systems, Inc. and Bank Boston, N.A., as Rights Agdated as of June 10, 1998 (the “Rights Agreethefstcordingly, this
Rights Certificate and the Rights represented lyenedly become null and void in the circumstancesifipd in Section 7(e) of th
Rights Agreement.

Section 5. Countersignature and Registration.

(a) The Rights Certificate shall be executed oralfedf the Company by its Chairman of the Boarsl Rtesident, any of its Vice
Presidents, or its Chief Financial Officer, eithenually or by facsimile signature, shall havex&fi thereto the Comparsyseal or a facsimi
thereof, and shall be attested by the Secretaay @dsssistant Secretary of the Company, either mnoiaby facsimile signature. The Rights
Certificate shall be manually countersigned byRights Agent and shall not be valid for any purposkess countersigned. In case any off
of the Company who shall have signed any of thdRi@ertificate shall cease to be such officehef€ompany before countersignature by
the Rights Agent and issuance and delivery by tia@any, such Rights Certificate, nevertheless, beagountersigned by the Rights Agent
and issued and delivered by the Company with theedarce and effect as though the person who signed Rights Certificate had not
ceased to be such officer of the Company; and aglgtRCertificate may be signed on behalf of thenpany by any person who, at the ac
date of the execution of such Rights Certificalmllsbe a proper officer of the Company to signhsRéghts Certificate, although at the date
the execution of this Rights Agreement any sucl@emwas not such an officer.
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(b) Following the Distribution Date, the Rights Agewill keep or cause to be kept, at its officeigeated for such purpose, books
for registration and transfer of the Rights Cettife issued hereunder. Such books shall show theshand addresses of the respective
holders of the Rights Certificate, the number ajlRs evidenced on its face by each of the Rightsificate and the date of each of the Rights
Certificate.

Section 6. Transfer, Split-Up, Combination and Earade of Rights Certificate; Mutilated, Destroyedst.or Stolen Rights
Certificate.

(a) Subject to the provisions of Sections 4(b)) & 14 hereof, at any time after the Close ofiflass on the Distribution Date,
and at or prior to the Close of Business on theifakpn Date, any Rights Certificate or Rights @arate may be transferred, split up,
combined or exchanged for another Rights CertéicatRights Certificate, entitling the registeredder to purchase a like number of Units
Preferred Stock (or, following a Triggering Eveatther securities, cash or other assets, as thentagbe) as the Rights Certificate or Rights
Certificate surrendered then entitled such holdgrurchase. Any registered holder desiring to feansplit up, combine or exchange any
Rights Certificate or Rights Certificate shall makesh request in writing delivered to the RighteAg and shall surrender the Rights
Certificate or Rights Certificate to be transferrsplit up, combined or exchanged at the officéhefRights Agent designated for such
purpose. Neither the Rights Agent nor the Comp&ayl be obligated to take any action whatsoeven waspect to the transfer of any such
surrendered Rights Certificate until the registdreltler shall have completed and signed the ceat#i contained in the form of assignmen
the reverse side of such Rights Certificate andl Baae provided such additional evidence of theniity of the Beneficial Owner (or former
Beneficial Owner) or Affiliates or Associates thefas the Company shall reasonably request. Theretlie Rights Agent shall, subject to
Sections 4(b), 7(e) and 14 hereof, countersigndatigler to the person entitled thereto a Rightgifieate or Rights Certificate, as the case
may be, as so requested. The Company may requinegue. of a sum sufficient to cover any tax or goweental charge that may be imposed
in connection with any transfer, split up, combioator exchange of Rights Certificate.

(b) Upon receipt by the Company and the Rights Agéevidence reasonably satisfactory to them efitiss, theft, destruction or
mutilation of a Rights Certificate, and, in casdasfs, theft or destruction, of indemnity or segureasonably satisfactory to them, and, at the
Company'’s request, reimbursement to the CompanyrenRights Agent of all reasonable expenses imtidd¢hereto, and upon surrender to
the Rights Agent and cancellation of the Rightstiieate if mutilated, the Company will make andider a new Rights Certificate of like
tenor to the Rights Agent for delivery to the régried holder in lieu of the Rights Certificate eet| stolen, destroyed or mutilated.

Section 7. Exercise of Rights; Purchase Price; fakph Date of Rights.

(a) Except as provided in Sections 23(c) and Tiie)registered holder of any Rights Certificate raagrcise the Rights evidenced
thereby (except as otherwise provided



herein) in whole or in part at any time after thistBbution Date upon surrender of the Rights Giedte, with the form of election to purche
and certification on the reverse side thereof @xigcuted, to the Rights Agent at the office ofRights Agent designated for such purpose,
together with payment of the Purchase Price foh éaut of Preferred Stock as to which the Righes exercised, at or prior to the earliest of
(i) the Close of Business on the tenth anniverbargof (the “Final Expiration Date”), (ii) the tina& which the Rights are redeemed as
provided in Section 23 hereof (the “Redemption Datar (iii) the time at which such Rights are eadiged as provided in Section 24 hereof
(the earlier of (i), (ii) and (iii) being the “Extion Date”).

(b) The Purchase Price for each Unit of PrefertediSpursuant to the exercise of a Right shallahyt be $650.00, shall be
subject to adjustment from time to time as provighe8ections 11 and 13 hereof and shall be payabésvful money of the United States of
America in accordance with paragraph (c) below.

(c) Upon receipt of a Rights Certificate represamexercisable Rights, with the form of electiorptochase duly executed,
accompanied by payment of the Purchase Price éontimber of Units of Preferred Stock (or other siies or property, as the case may be)
to be purchased and an amount equal to any aplgitamsfer tax required to be paid by the holdesugh Rights Certificate in accordance
with Section 9 hereof in cash, or by certified dheccashier’s check payable to the order of thm@any, the Rights Agent shall, subject to
Section 20(k) hereof, thereupon promptly (i) (AYyuesition from any transfer agent of the Prefergdck (or make available, if the Rights
Agent is the transfer agent for the Preferred Stactertificate or certificates for the number afitd of Preferred Stock to be purchased and
the Company hereby irrevocably authorizes its fearegent to comply with all such requests or (Bheé Company shall have elected to
deposit the total number of Units of Preferred Btigsuable upon exercise of the Rights hereundtr avilepositary agent, requisition from
the depositary agent of a depositary receipt oosiégry receipts representing such number of WiiRreferred Stock as are to be purchased
(in which case certificates for the Units of PredelrStock represented by such receipt or receijti$ Ise deposited by the transfer agent with
the depositary agent) and the Company hereby dithetdepositary agent to comply with such req@styhen appropriate, requisition from
the Company the amount of cash to be paid in [feassniance of fractional shares in accordance @4tttion 14 hereof, (iii) after receipt of
such certificates or depositary receipts, caussdhee to be delivered to or upon the order ofélgéstered holder of such Rights Certificate,
registered in such name or names as may be desifbgtsuch holder and (iv) when appropriate, aéeeipt thereof, deliver such cash to or
upon the order of the registered holder of sucthRigertificate. The payment of the Purchase Resesuch amount may be reduced
(including to zero) pursuant to Section 11(a)tigreof) may be made in cash or by certified bardcklor bank draft payable to the order of
the Company. In the event that the Company is atdigjto issue other securities of the Companycpalt and/or distribute other property
pursuant to Section 11(a) hereof, the Companymalke all arrangements necessary so that suchssherities, cash and/or other property
are available for distribution by the Rights Agaehgnd when appropriate.
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(d) In case the registered holder of any Rightdiftzte shall exercise less than all the Rightislenced thereby, a new Rights
Certificate evidencing a number of Rights equivaterthe number of Rights remaining unexercised slgaissued by the Rights Agent to the
registered holder of such Rights Certificate osuoh registered holder’s duly authorized assigmngjest to the provisions of Section 14
hereof.

(e) Notwithstanding anything in this Agreementhe tontrary, from and after the first occurrenca dtiggering Event, any
Rights beneficially owned by (i) an Acquiring Pansar an Associate or Affiliate of an Acquiring Pens (ii) a transferee of an Acquiring
Person (or of any such Associate or Affiliate) wiezomes a transferee after the Acquiring Persoorbes such, (iii) a transferee of an
Acquiring Person (or of any such Associate or Adf#¢) who becomes a transferee prior to or conntlyravith the Acquiring Person
becoming such and receives such Rights pursuaititer (A) a transfer (whether or not for considierg from the Acquiring Person to
holders of equity interests in such Acquiring Parsoto any Person with whom the Acquiring Persas &ny continuing agreement,
arrangement or understanding regarding the tranesféights or (B) a transfer which the a majorityhee Continuing Directors of the
Company has determined is part of a plan, arrangearaunderstanding which has as a primary purposdfect the avoidance of this Sect
7(e) or (iv) any subsequent transferee shall becutieand void without any further action and ndd®ss of such Rights shall have any rights
whatsoever with respect to such Rights, whetheeuady provision of this Agreement or otherwisee TTompany shall use all reasonable
efforts to ensure that the provisions of this Secii(e) and Section 4(b) hereof are complied viith shall have no liability to any holder of
Rights Certificate or to any other Person as atesits failure to make any determinations wigspect to an Acquiring Person or any of <
Acquiring Person’s Affiliates, Associates or trargfes hereunder.

(f) Notwithstanding anything in this Agreement k& tcontrary, neither the Rights Agent nor the Camgphall be obligated to
undertake any action with respect to a registeoddien upon the occurrence of any purported exewrdsget forth in this Section 7 unless such
registered holder shall have (i) completed andesighe certificate contained in the form of elettio purchase set forth on the reverse sic
the Rights Certificate surrendered for such exerard (ii) provided such additional evidence ofittentity of the Beneficial Owner (or
former Beneficial Owner) or Affiliates or Associatthereof as the Company shall reasonably request.

Section 8. Cancellation and Destruction of Righgstificate. All Rights Certificate surrendered foe purpose of exercise,
transfer, split up, combination or exchange slifadlurrendered to the Company or to any of its &gdre delivered to the Rights Agent for
cancellation or in cancelled form, or, if surrerateto the Rights Agent, shall be cancelled byntl ao Rights Certificate shall be issued in
lieu thereof except as expressly permitted by driheprovisions of this Rights Agreement. The Campshall deliver to the Rights Agent
for cancellation and retirement, and the Rightsghall so cancel and retire, any other Rightgif@ete purchased or acquired by the
Company otherwise than upon the exercise therdwf.Rights Agent shall deliver all cancelled Rig@tstificate to the Company, or shall, at
the written
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request of the Company, destroy such cancelledt®i@eértificate, and in such case shall deliverréfiate of destruction thereof to the
Company.

Section 9. Reservation and Availability of Preferf&tock.

(a) The Company covenants and agrees that it séllits best efforts to cause to be reserved andakegable out of and to the
extent of its authorized and unissued Units of &refl Stock not reserved for another purpose tibevsufficient to permit the exercise in
full of all outstanding Rights. Upon the occurrendéeny events resulting in an increase in the eggpe number of shares of Preferred Stock
(or other equity securities of the Company) isseafgon exercise of all outstanding Rights aboventiveber then reserved, the Company
shall make appropriate increases in the numbenares so reserved.

(b) If the Units of Preferred Stock to be issued dalivered upon the exercise of the Rights asngttime listed on a national
securities exchange or included for quotation gnteamsaction reporting system, the Company shalhd the period from the Distribution
Date to the Expiration Date use its best effortsaiose all shares reserved for such issuancelistdé on such exchange or included for
guotation on any such transaction reporting systpan official notice of issuance upon such exercise

(c) The Company shall use its best efforts toil@) fis soon as practicable following the earligte after the first occurrence of a
Section 11(a)(ii) Event in which the consideratiorbe delivered by the Company upon exercise oRiights has been determined in
accordance with Section 11(a)(iii) hereof, or asnsas is required by law following the Distributibate, as the case may be, a registration
statement under the Securities Act, with respetitésecurities purchasable upon exercise of thhtRon an appropriate form, (ii) cause ¢
registration statement to become effective as ssqguracticable after such filing and (iii) causerstegistration statement to remain effective
(with a prospectus at all times meeting the requénets of the Securities Act) until the earlier Aj the date as of which the Rights are no
longer exercisable for such securities and (B)B&kgiration Date. The Company will also take suctiomcas may be appropriate under, or to
ensure compliance with, the securities or “blue’ $&ws of the various states in connection with éixercisability of the Rights.
Notwithstanding any provision of this Agreementhie contrary, the Rights shall not be exercisablkeny jurisdiction, unless the requis
qualification in such jurisdiction shall have besstained, or an exemption therefrom shall be allsland until a registration statement has
been declared effective.

(d) The Company covenants and agrees that itak# &ll such action as may be necessary to ertzairalt Units of Preferred
Stock (and, following the occurrence of a TrigggriEvent, any other securities that may be deliveyezh exercise of Rights) shall, at the
time of delivery of the certificates for such UnitsPreferred Stock (subject to payment of the Rase Price), be duly and validly authorized
and issued and fully paid and non-assessable.
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(e) The Company further covenants and agreestthéit pay when due and payable any and all fedenal state transfer taxes and
charges which may be payable in respect of thers=ior delivery of the Rights Certificate or of dmits of Preferred Stock upon the
exercise of Rights. The Company shall not, howeverequired to pay any transfer tax which maydpgaple in respect of any transfer or
delivery of Rights Certificate to a person othearthor the issuance or delivery of certificatesl@positary receipts for Units of Preferred
Stock in a name other than that of, the registemder of the Rights Certificate evidencing Rigstsrendered for exercise or to issue or to
deliver any certificates or depositary receiptsUaits of Preferred Stock upon the exercise of Rights until any such tax shall have been
paid (any such tax being payable by the holdeuohdRights Certificate at the time of surrenderyiiil it has been established to the
Company'’s reasonable satisfaction that no suclsteye.

Section 10. Preferred Stock Record Date. Each pénsahose name any certificate for Units of PrefdrStock (or, following the
occurrence of a Triggering Event, other securitig$sued upon the exercise of Rights shall fopalposes be deemed to have become the
holder of record of the Units of Preferred Stock {ollowing the occurrence of a Triggering Everthier securities) represented thereby on,
and such certificate shall be dated, the date wdooh the Rights Certificate evidencing such Righés duly surrendered and payment of the
Purchase Price (and any applicable transfer taxas)made; provided, however, that if the date ohsurrender and payment is a date upon
which the Preferred Stock (or, following the ocemte of a Triggering Event, other securities) ti@mnisooks of the Company are closed, s
person shall be deemed to have become the rectitertod such shares on, and such certificate $featlated, the next succeeding Business
Day on which the Preferred Stock transfer bookihefCompany are open; provided further, howevaet, iftdelivery of Units of Preferred
Stock is delayed pursuant to Section 9(c), suchdPsrshall be deemed to have become the recordrialtisuch Units of Preferred Stock
only when such Units first become deliverable. Piothe exercise of the Rights evidenced theréi®yholder of a Rights Certificate shall |
be entitled to any rights of a shareholder of thenBany with respect to securities for which thetf&gshall be exercisable, including, without
limitation, the right to vote, to receive dividenaisother distributions or to exercise any preewgtights, and shall not be entitled to receive
any notice of any proceedings of the Company, exagprovided herein. Prior to the exercise ofRights evidenced thereby, the holder of a
Rights Certificate shall not be entitled to anyhtgof a holder of a Unit of Preferred Stock forieththe Rights shall be exercisable, includ
without limitation, the right to vote, to receivevidlends or other distributions or to exercise pngemptive rights, and shall not be entitled to
receive any notice of any proceedings of the Compexcept as provided herein.

Section 11. Adjustment of Purchase Price, Numb&tares or Number of Rights. The Purchase Prieendimber and kinds of
securities covered by each Right and the numbRigiits outstanding are subject to adjustment friome to time as provided in this Section
11.

(@) (i) In the event the Company shall at any tafter the date of this Agreement (A) declare ad#inid on the Preferred Stock
payable in shares of Preferred
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Stock, (B) subdivide the outstanding shares ofd?redl Stock, (C) combine the outstanding Prefestedk into a smaller number of
shares Preferred Stock or (D) issue any shares ofpital stock in a reclassification of the Pnefé Stock (including any such
reclassification in connection with a consolidat@rmerger in which the Company is the continuingurviving corporation), except as
otherwise provided in this Section 11(a), the PasehPrice in effect at the time of the record @atsuch dividend or of the effective
date of such subdivision, combination or reclasatfon, and the number and kind of shares of dagtitek issuable on such date, shall
be proportionately adjusted so that the holdemgfRights exercised after such time shall be etitb receive the aggregate number
and kind of shares of capital stock which, if s&ights had been exercised immediately prior to slath and at a time when the
Preferred Stock transfer books of the Company wpen, such holder would have owned upon such eeearid been entitled to
receive by virtue of such dividend, subdivisionmtmnation or reclassification; provided, howevéattin no event shall the
consideration to be paid upon the exercise of dght®e less than the aggregate par value of theeshof capital stock of the Company
issuable upon exercise of one Right. If an eventiccwhich would require an adjustment under bleith $ection 11(a)(i) and Section 11
(a)(ii), the adjustment provided for in this Sentibl(a)(i) shall be in addition to, and shall bedmarior, to any adjustment required
pursuant to Section 11(a)(ii).

(i) Subject to Section 24 of this Agreement, ie #vent that (A) any Acquiring Person or any Asatacor Affiliate of any
Acquiring Person, at any time after the date of #hgreement, directly or indirectly, shall (1) merigto the Company or otherwise
combine with the Company and the Company shalhbebdntinuing or surviving corporation of such negrgr combination and shares
of Company Common Stock shall remain outstandirguarthanged, (2) in one transaction or a seriésp$actions, transfer any ass
to the Company or any of its Subsidiaries in exgeafin whole or in part) for shares of Company CamrStock, for other equity
securities of the Company or any such Subsidiarforosecurities exercisable for or convertibleishares of equity securities of the
Company or any of its Subsidiaries (whether shaf€ompany Common Stock or otherwise) or otherwis&in from the Company or
any of its Subsidiaries, with or without consid@rat any additional shares of such equity secu@ritiesecurities exercisable for or
convertible into such equity securities other tharsuant to a pro rata distribution to all holdefrshares of Company Common Stock,
(3) sell, purchase, lease, exchange, mortgageg®|ddnsfer or otherwise acquire or dispose ofni@ transaction or a series of
transactions, to, from or with the Company or ahigsoSubsidiaries or any employee benefit planntzaned by the Company or any of
its Subsidiaries or any trustee or fiduciary wigspect to such plan acting in such capacity, agsetsiding securities) on terms and
conditions less favorable to the Company or sudtsiiiary or plan than those that could have begaiodd in arm’s- length
negotiations with an unaffiliated third party, ottilean pursuant to a transaction set forth in $acti3(a) hereof, (4) sell, purchase, le:
exchange, mortgage, pledge, transfer or othervageige or dispose of, in one transaction or a sarféransactions, to, from or with the
Company or any of its Subsidiaries or any empldyereefit plan
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maintained by the Company or any of its Subsidsaoieany trustee or fiduciary with respect to spiem acting in such capacity (other
than transactions, if any, consistent with thosgaged in, as of the date hereof, by the Companysacdk Acquiring Person or such
Associate or Affiliate), assets (including secestor intangible assets) having an aggregate faiket value of more than $70,000,000
other than pursuant to a transaction set fortheictiS8n 13(a) hereof, (5) receive, or any desigagent or representative of such
Acquiring Person or any Affiliate or Associate ofch Acquiring Person shall receive, any compensdtinm the Company or any of its
Subsidiaries other than compensation for full-tengployment as a regular employee at rates in aanoedwith the Company’s (or its
Subsidiaries’) past practices, or (6) receive thedhit, directly or indirectly (except proportioet as a holder of shares of Company
Common Stock or as required by law or governmaegulation), of any loans, advances, guaranteedgpk or other financial
assistance or any tax credits or other tax advastpgpvided by the Company or any of its Subsidsaor any employee benefit plan
maintained by the Company or any of its Subsidéapieany trustee or fiduciary with respect to splam acting in such capacity; or (B)
any Person shall become an Acquiring Person, uthessvent causing the Person to become an Acgudémnson is a transaction set
forth in Section 13(a); or (C) during such timetlasre is an Acquiring Person, there shall be anlassification of securities (including
any reverse stock split), or recapitalization & @ompany, or any merger or consolidation of then@any with any of its Subsidiaries
or any other transaction or series of transactiovslving the Company or any of its Subsidiariether than a transaction or transactions
to which the provisions of Section 13(a) apply (thiee or not with or into or otherwise involving &equiring Person), which has the
effect, directly or indirectly, of increasing by neathan 1% the proportionate share of the outstanshares of any class of equity
securities of the Company or any of its Subsidgatit is directly or indirectly beneficially ownég any Acquiring Person or any
Person or any Associate or Affiliate of any AcqugriPerson;

then promptly following the occurrence of an evéescribed in Section 11(a)(ii)(A), (B) or (C) (a€@ion 11(a)(ii) Event”), proper provision
shall be made so that each holder of a Right, éxagprovided in Section 7(e) hereof, shall theezdfave the right to receive for each Right,
upon exercise thereof in accordance with the terintlsis Agreement and payment of the then-curremtirase Price, in lieu of the number of
Units of Preferred Stock for which a Right was eigable immediately prior to the first occurrenéa&ection 11(a)(ii) Event, such number
of Units of Preferred Stock as shall equal thelteshtained by multiplying the then-current Purah&sice by the then number of Units of
Preferred Stock for which a Right was exercisabtenould have been exercisable if the Distributiate had occurred) immediately prior to
the first occurrence of a Triggering Event, anddiig that product by 50% of the current per shaegket price (determined pursuant to
Section 11(d) hereof) for shares of Common Stoctherdate of occurrence of the Triggering Eventliisoumber of Units of Preferred Stock
being hereinafter referred to as the “Adjustmerdargs”).

(iii) In the event that the number of Units of Rne&d Stock which are authorized by the Compangst&ed Articles of
Incorporation but not outstanding or
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reserved for issuance for purposes other than agercise of the Rights are not sufficient to permét exercise in full of the Rights, or
if any necessary regulatory approval for such issadas not been obtained by the Company, the Gongbell, in lieu of issuing Unit
of Preferred Stock in accordance with Section XiiYddereof, upon approval by a majority of the @oning Directors: (A) determine
the excess of (1) the value of the Units of Pref#i8tock issuable upon the exercise of a Right“‘@lerent Value”) over (2) the
Purchase Price (such excess being referred t@dSpread”) and (B) with respect to each Right, emallequate provision to substitute
for such Units of Preferred Stock, upon exercisthefRights, (1) cash, (2) a reduction in the PasehPrice, (3) other equity securitie
the Company (including, without limitation, Comm8itock or shares or units of shares of any serigpsaférred stock which the Board
of Directors of the Company, upon approval by aarigj of the Continuing Directors, has deemed teehthe same value as the Unit:
Preferred Stock (such shares or units of prefesteck are herein called “preferred stock equivalghtexcept to the extent that the
Company has not obtained any necessary regulappnpe@al for such issuance, (4) debt securitiehef@ompany, except to the extent
that the Company has not obtained any necessaunlategy approval for such issuance, (5) other asse(6) any combination of the
foregoing, having an aggregate value equal to tmee@t Value, where such aggregate value has betermndined by the Board of
Directors of the Company, upon approval by a mgjaf the Continuing Directors, based upon the egldf a nationally recognized
investment banking firm selected by the Board atBlors of the Company, upon approval by a majaftthe Continuing Directors;
provided, however, if the Company shall not havelenadequate provision to deliver value pursuantaose (B) above within thirty
(30) days following the later of (x) occurrenceaoBection 11(a)(ii) Event, and (y) the date on Whie Company’s right of redemption
pursuant to Section 23(a) expires (the later ofd (y) being referred to herein as the “Sectibfa)iii) Trigger Date”), then the
Company shall be obligated to deliver, upon theeswter for exercise of a Right and without requjnrayment of the Purchase Price,
Units of Preferred Stock (to the extent availabés)gept to the extent that the Company has notr@staany necessary regulatory
approval for such issuance, and then, if necessas, which Units and/or cash have an aggregie egual to the Spread.

(b) In the event that the Company shall fix a rdadate for the issuance of rights, options or was#o all holders of Units of
Preferred Stock entitling them (for a period expirivithin 45 calendar days after such record datsybscribe for or purchase Units of
Preferred Stock (or shares having the same rightsleges and preferences as the Preferred Stegkivalent preferred stock”r securitie:
convertible into Units of Preferred Stock or eqléve preferred stock at a price per Unit of PrefdrBtock or equivalent preferred share (or
having a conversion price per share, if a secantyertible into Units of Preferred Stock or eqléve preferred stock) less than the then
current per share market price of a Unit of Pref@iBtock (as determined pursuant to Section 1bfd¥uch record date, the Purchase Price to
be in effect after such record date shall be datexdhby multiplying the Purchase Price in effecimadiately prior to such record date by a
fraction, the numerator of which shall be the numbe
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of Units of Preferred Stock outstanding on suclorédate plus the number of Units of Preferred IStekich the aggregate offering price of
the total number of Units of Preferred Stock anéfquivalent preferred stock so to be offered (anifle aggregate initial conversion price of
the convertible securities so to be offered) wquidchase at such current market price and the dieadon of which shall be the number of
Units of Preferred Stock outstanding on such redatteé plus the number of additional Units of PrefdiStock and/or equivalent preferred
stock to be offered for subscription or purchager{to which the convertible securities so to biefd are initially convertible). In case such
subscription price may be paid in a consideratiar pr all of which shall be in a form other thask, the value of such consideration sha
as determined in good faith by a majority of then@dwing Directors of the Company, whose deterniamashall be described in a statement
filed with the Rights Agent and shall be bindingtba Rights Agent and the holders of the RightstdJof Preferred Stock owned by or held
for the account of the Company shall not be deeowtstanding for the purpose of any such computasaich adjustment shall be made
successively whenever such a record date is fixed;in the event that such rights, options or wasrare not so issued, the Purchase Price
shall be adjusted to be the Purchase Price whichiditben be in effect if such record date had marbfixed.

(c) In case the Company shall fix a record dateafdistribution to all holders of Units of Prefatr8tock (including any such
distribution made in connection with a consolidatar merger in which the Company is the continuangurviving corporation) of evidences
of indebtedness, cash (other than a regular qhadash dividend) assets (other than a dividendiplayin Units of Preferred Stock but
including any dividend payable in equity securititiser than Preferred Stock) or subscription righte/arrants (excluding those referred tc
Section 11(d) hereof), the Purchase Price to ledfact after such record date shall be determiryeehtiltiplying the Purchase Price in effect
immediately prior to such record date by a fractibe numerator of which shall be the then curpemtshare market price (as determined
pursuant to Section 11(d)) of the Preferred Statkuch record date, less the fair market valuelétermined in good faith by a majority of
the Continuing Directors of the Company, whose meiteation shall be described in a statement filétth the Rights Agent and shall be
binding on the Rights Agent and the holder of ijluf the cash, assets or evidences of indebtedndgsdistributed or of such subscription
rights or warrants distributable in respect of arstof Preferred Stock and the denominator of whidll be such current per share market
price (as determined pursuant to Section 11(d3) stiare of Preferred Stock. Such adjustments Isbatiade successively whenever such a
record date is fixed; and in the event that suslkriBution is not so made, the Purchase Price slgalih be adjusted to be the Purchase Price
which would then be in effect if such record dadel Inot been fixed.

(d) (i) For the purpose of any computation hereunide “current per share market price” of any siggifa “Security” for the
purpose of this Section 11(d)(i)) on any date shalleemed to be the average of the daily closiiegpper share of such Security for
the thirty (30) consecutive Trading Days (as s@chtis hereinafter defined) immediately prior tetsulate; provided, however, that in
the event that the “current per share market pra¢ehe Security is determined during a perioddaihg the
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announcement by the issuer of such Security of(dividend or distribution on such Security payablshares of such Security or
securities convertible into such shares, or (B) sufydivision, combination or reclassification o€siBecurity and prior to the expiration
of thirty (30) Trading Days after the ex-dividendtel for such dividend or distribution, or the retdate for such subdivision,
combination or reclassification, then, and in esieth case, the “current per share market pricdf kbappropriately adjusted to reflect
the “current market price” per share equivalerswth Security. The closing price for each day dbmlihe last sale price, regular way,
or, in case no such sale takes place on such liagverage of the closing bid and asked pricesjaeway, in either case as reported in
the principal consolidated transaction reportingtasgn with respect to securities listed or admittettading on the Nasdag National
Market System (“NASDAQ?”) or, if the Security is nligted or admitted to trading on the NASDAQ, asarted in the principal
consolidated transaction reporting system with@espo securities listed on the principal natiosedurities exchange on which the
Security is listed or admitted to trading or, i€tBecurity is not listed or admitted to tradingamy national securities exchange, the last
guoted price or, if not so quoted, the averagdeftigh bid and low asked prices in the over-theater market, as reported by the
NASDAQ or such other system then in use, or, ikog such date the Security is not quoted by anly stganization, the average of the
closing bid and asked prices as furnished by aegeidnal market maker making a market in the Sgcsgiected by a majority of the
Continuing Directors. If on any such date no markaker is making a market in the Security, the fent per share market price” of
such Security on such date as determined in gatidldg the Board of Directors of the Company asvjgted for above shall be used.
The term “Trading Day” shall mean a day on which phincipal national securities exchange on whiighSecurity is listed or admitted
to trading is open for the transaction of busir@ss# the Security is not listed or admitted tading on any national securities exchange,
a Business Day.

(i) For the purpose of any computation hereunttes,“current per share market price” of the Preféi®tock shall be
determined in accordance with the method set farection 11(d)(i). If the “current per share medrgrice” of the Preferred Stock
cannot be determined in the manner provided aboifalee Preferred Stock is not publicly held atéid or traded in a manner described
in clause (i) of this Section 11(d), the “curreet ghare market price” of the Preferred Stock di@ltonclusively deemed to be an
amount equal to $10,000 (as such amount may beppately adjusted for such events as stock sglitgck dividends and
recapitalizations with respect to shares of Compamynmon Stock occurring after the date of this A&gnent) multiplied by the current
market price per share of Company Common Stodhdfes of neither the Company Common Stock noeReef Stock is publicly he
or so listed or traded, “current per share markieep of the Preferred Stock shall mean the falugger share as determined in good
faith by the Board of Directors of the Company, mgproval by a majority of the Continuing Diregowhose determination shall be
described in a statement filed with the Rights Agamd shall be binding on the Rights Agent andhiblders of the Rights.
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(e) No adjustment in the Purchase Price shall feired unless such adjustment would require areas® or decrease of at least
1% in the Purchase Price; provided, however, thataajustments which by reason of this Section 14(e not required to be made shall be
carried forward and taken into account in any sqbeat adjustment. All calculations under this Settil shall be made to the nearest cel
to the nearest one one-millionth of a share ofdé?refl Stock or one one-hundredth of any other strasecurity as the case may be.
Notwithstanding the first sentence of this Sectidfe), any adjustment required by this SectionHEll e made no later than the earlier o
three years from the date of the transaction wraguires such adjustment or (ii) the Expirationdat

(f) If as a result of an adjustment made pursua@dction 11(a)(ii) hereof, the holder of any Rigtitereafter exercised shall
become entitled to receive any shares of capitaksbf the Company other than Units of Preferreztitthereafter the number of such other
shares so receivable upon exercise of any RiglitstenPurchase Price thereof shall be subjectjtsdent from time to time in a manner
and on terms as nearly equivalent as practicalttestprovisions with respect to the Preferred Stmmktained in Section 11(a), (b), (c), (d),
(e), (9), (h), (), (), (k), () and (m), and tipeovisions of Sections 7, 9, 10, 13 and 14 witlpees to the Preferred Stock shall apply on like
terms to any such other shares.

(9) All Rights originally issued by the Company saljuent to any adjustment made to the Purchase liRefeunder shall evidence
the right to purchase, at the adjusted Purchase,Rhe number of Units of Preferred Stock purcbigsiiom time to time hereunder upon
exercise of the Rights, all subject to further attjuent as provided herein.

(h) Unless the Company shall have exercised itsieteas provided in Section 11(i), upon each ddjest of the Purchase Price
as a result of the calculations made in Sectioffls)Xdnd (c), each Right outstanding immediatelpptd the making of such adjustment shall
thereafter evidence the right to purchase, atdpested Purchase Price, that number of Units oferied Stock (calculated to the nearest one-
millionth of a share of Preferred Stock) obtaingdiividing (i) the product obtained by multiplyir{g) the number of Units of Preferred Stock
covered by a Right immediately prior to this adjusht by (y) the Purchase Price in effect immedygbeior to such adjustment of the
Purchase Price by, (ii) the Purchase Price in effemediately after such adjustment of the Purchirrsze.

(i) The Company may elect on or after the datengfadjustment of the Purchase Price to adjust tineber of Rights, in
substitution for any adjustment in the number oftt&Jof Preferred Stock purchasable upon the exedafis Right. Each of the Rights
outstanding after such adjustment of the numb®&iglits shall be exercisable for the number of UaitBreferred Stock for which a Right
was exercisable immediately prior to such adjustoieach Right held of record prior to such adjusithd the number of Rights shall becc
that number of Rights (calculated to the nearestare-millionth) obtained by dividing the Purch&#ee in effect immediately prior to
adjustment of the Purchase Price by the Purchase iRreffect immediately after adjustment of thedhase Price. The Company shall make
a public announcement of its election to adjusttlmber of Rights, indicating the record
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date for the adjustment, and, if known at the tithe,amount of the adjustment to be made. Thisrdedate may be the date on which the
Purchase Price is adjusted or any day thereaftgrifihe Rights Certificate have been issued|l $feat least ten days later than the date of
the public announcement. If Rights Certificate hagen issued, upon each adjustment of the numbrigbts pursuant to this Section 11(i),
the Company shall, as promptly as practicable,etm$e distributed to holders of record of Rigbéstificate on such record date Rights
Certificate evidencing, subject to Section 14 heréhe additional Rights to which such holders khalentitled as a result of such adjustment,
or, at the option of the Company, shall cause tdiseibuted to such holders of record in substitutnd replacement for the Rights
Certificate held by such holders prior to the dzftadjustment, and upon surrender thereof, if reguby the Company, new Rights Certific
evidencing all the Rights to which such holderdidfaentitled after such adjustment. Rights Credile to be so distributed shall be issued,
executed and countersigned in the manner provioiekdrein and shall be registered in the namelseohblders of record of Rights Certifici

on the record date specified in the public annoomes#.

(j) Irrespective of any adjustment or change inRiiechase Price or the number of Units of PrefeBtedk issuable upon the
exercise of the Rights, the Rights Certificate ¢he&fiore and thereafter issued may continue to esptee Purchase Price per Unit and the
number of Units of Preferred Stock which were egpedl in the initial Rights Certificate issued hewdar.

(k) Before taking any action that would cause gustthent reducing the Purchase Price below the paeralue of the number of
Units of Preferred Stock issuable upon exercigh®Rights, the Company shall take any corporaierawhich may, in the opinion of its
counsel, be necessary in order that the Companyaladly and legally issue fully paid and nonasséés number of Units of Preferred Stock
at such adjusted Purchase Price.

() In any case in which this Section 11 shall riegjthat an adjustment in the Purchase Price beeratidctive as of a record date
for a specified event, the Company may elect terdefitil the occurrence of such event the issuitpe holder of any Rights exercised after
such record date of that number of Units of Prefé®tock and other capital stock or securitiehef@ompany, if any, issuable upon such
exercise over and above the Units of Preferredkdad other capital stock or securities of the Canyp if any, issuable upon such exercise
on the basis of the Purchase Price in effect poi@uch adjustment; provided, however, that the @ shall deliver to such holder a due
bill or other appropriate instrument evidencinglstiolder’s right to receive such additional shdfexctional or otherwise) upon the
occurrence of the event requiring such adjustment.

(m) Anything in this Section 11 to the contrarywibhstanding, the Company shall be entitled to mslkeh reductions in the
Purchase Price, in addition to those adjustmergsessly required by this Section 11, as and teextent that it in its sole discretion shall
determine to be advisable in order that any (i)sofidation or subdivision of the Preferred Stodiy.igsuance wholly for cash of any Unit of
Preferred Stock at less than the current markeg pfiii) issuance wholly for cash of Preferredcktor securities which by their terms are
convertible
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into or exchangeable for Preferred Stock, (iv) diivids on Preferred Stock payable in Preferred Sin¢K) issuance of rights, options or
warrants referred to in this Section 11, hereaftade by the Company to holders of Units of its &refd Stock shall not be taxable to such
shareholders.

(n) The Company shall not, at any time after thstiibution Date, (i) consolidate with any other $ter (other than a Subsidiary of
the Company in a transaction which complies withti®a 11(0)), (i) merge with or into any other Ben (other than a Subsidiary of the
Company in a transaction which complies with Secfi®(0)), or (iii) sell or transfer (or permit aBybsidiary to sell or transfer), in one
transaction, or a series of transactions, assetaroing power aggregating more than 50% of thetass earning power of the Company and
its Subsidiaries (taken as a whole) to any othesdPeor Persons (other than the Company and/oofity Subsidiaries in one or more
transactions each of which complies with Sectiof})1if (x) at the time of or immediately aftercduconsolidation, merger or sale there are
any rights, warrants or other instruments or séiesroutstanding or agreements in effect which @aulbstantially diminish or otherwise
eliminate the benefits intended to be affordedHeyRights or (y) prior to, simultaneously with oxmediately after such consolidation, mel
or sale, the Person which constitutes, or wouldtitute the “Principal Party” for purposes of Sentil3(a) shall have distributed or otherwise
transferred to its shareholders or other persoftirgpan equity interest in such Person Rights ipresly owned by such Person or any of its
Affiliates and Associates; provided, however, thetion 11(n) shall not affect the ability of anybSidiary of the Company to consolidate
with, merge with or into, or sell or transfer asset earning power to, any other Subsidiary ofGoenpany.

(o) After the Distribution Date, the Company shradt, except as permitted by Section 23 or Sect&rtéke (or permit any
Subsidiary to take) any action if at the time saction is taken it is reasonably foreseeable thel siction will diminish substantially or
otherwise eliminate the benefits intended to berd#d by the Rights.

(p) In the event that, at any time after the dditihis Agreement and prior to the Distribution Datee Company shall (i) declare
pay any dividend on outstanding shares of CommonokStayable in shares of Common Stock or (ii) éféesubdivision, combination or
consolidation of the Common Stock (by reclassifaabr otherwise than by payment of dividends iarek of Common Stock) into a greater
or lesser number of shares of Common Stock, themyrsuch case the number of Units of Preferredk3tarchasable after such event upon
proper exercise of each Right shall be determiryechtltiplying the number of Units of Preferred St@o purchasable immediately prior to
such event by a fraction, the numerator of whicthésnumber of shares of Common Stock outstandimyddiately before such event and the
denominator of which is the number of shares of @om Stock outstanding immediately after such evEme. adjustments provided for in
this Section 11(p) shall be made successively wrersuch a dividend is declared or paid or sudhbaisision, combination or consolidation
is effected.
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Section 12. Articles of Adjusted Purchase PricBlomber of Shares. Whenever an adjustment is mapgeagled in Sections 11
and 13 hereof, the Company shall promptly (a) peepacertificate setting forth such adjustment, arlief statement of the facts accounting
for such adjustment, (b) file with the Rights Agentd with each transfer agent for the shares ofrf@@mStock or Units of Preferred Stock a
copy of such certificate and (c) mail a brief sumyrthereof to each holder of a Rights Certificat@ccordance with Section 25 hereof.
Notwithstanding the foregoing sentence, the faihyéhe Company to make such certification or giveh notice shall not affect the valid
of or the force or effect of the requirement foclsadjustment. The Rights Agent shall be fully pobéd in relying on any such certificate and
on any adjustment contained therein and shall eatdemed to have knowledge of such adjustmentsiales until it shall have received such
certificate.

Section 13. Consolidation, Merger or Sale or Transf Assets or Earning Power.

(a) Except as provided in Section 13(b) hereothémevent that, following a Shares Acquisition Dalieectly or indirectly, (x) the
Company shall consolidate with, or merge with artd,iany other Person (other than a Subsidiari@fXompany in a transaction which
complies with Section 11(0)), and the Company ghatllbe the continuing or surviving corporatiorsath consolidation or merger, (y) any
Person (other than a Subsidiary of the Companytiaresaction which complies with Section 11(0))lsbansolidate with the Company, or
merge with and into the Company and the Companly lsbdhe continuing or surviving corporation ofttbuconsolidation or merger and, in
connection with such consolidation or merger, alpart of the shares of Common Stock shall be chargto or exchanged for stock or other
securities of any other Person or cash or any giggerty, or (z) the Company shall sell or otheeatransfer (or one or more of its
Subsidiaries shall sell or otherwise transfer)rtg Berson or Persons (other than a Subsidiaryeo€timpany in a transaction which complies
with Section 11(0)), in one or more transactionigally or indirectly, assets or earning power aggting 50% or more of the assets or
earning power of the Company and its Subsidiatasef as a whole), (any such event being a “SedtRoBvent”), then, and in each such
case, proper provision shall be made so thata@héolder of a Right, except as provided in Sacti@), shall thereafter have the right to
receive, upon the exercise thereof at the therentiPurchase Price, such number of validly autkedrand issued, fully paid and non-
assessable shares of Common Stock of the PrirRRgréyt (as such term is hereinafter defined), wkltdéres shall not be subject to any liens,
encumbrances, rights of first refusal, transfetrigfons or other adverse claims, as shall be kguie result obtained by (1) multiplying the
then current Purchase Price by the number of WihiBreferred Stock for which a Right is exercisabienediately prior to the first occurren
of a Section 13 Event (or, if a Section 11(a)(#ebt has occurred prior to the first occurrenca &ection 13 Event, multiplying the number
of such Units of Preferred Stock for which a Riglatuld be exercisable hereunder but for the occepaf such Section 11(a)(ii) Event by
Purchase Price which would be in effect hereundéfdy such first occurrence) and (2) dividing tpabvduct (which, following the direct
occurrence of a Section 13 Event, shall be thectrase Price” for all purposes of this Agreementb@%6 of the current per share market
price (determined pursuant
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to Section 11(d)) of the shares of Common Stockuch Principal Party on the date of consummatiosuoh Section 13 Event; (ii) such
Principal Party shall thereafter be liable for, ahadll assume, by virtue of such Section 13 Eadhthe obligations and duties of the Comp
pursuant to this Agreement; (iii) the term “Compaslgall, for all purposes of this Agreement, théterabe deemed to refer to such Principal
Party, it being specifically intended that the psoans of Section 11 shall apply only to such FpatParty following the first occurrence of a
Section 13 Event; (iv) such Principal Party shallet such steps (including, but not limited to, thgervation of a sufficient number of shares
of its Common Stock) in connection with the consuation of any such transaction as may be necessanmysure that the provisions of this
Agreement shall thereafter be applicable to itseshaf Common Stock thereafter deliverable uporettezcise of the Rights; and (v) the
provisions of Section 11(a)(ii) shall be of no het effect following the first occurrence of anycéen 13 Event.

(b) “Principal Party” shall mean:

() in the case of any transaction described ins#a(x) or (y) of the first sentence of Sectiona)3(A) the Person that is the
issuer of any securities into which shares of Camgpgaommon Stock are converted in such merger csal@hation, or, if there is more
than one such issuer, the issuer of shares of Con8taxk that has the highest aggregate currentenprice (determined pursuant to
Section 11(d)) and (B) if no securities are soassithe Person that is the other party to such enengconsolidation, or, if there is more
than one such Person, the Person the Common Stedkah has the highest aggregate current markee jdetermined pursuant to
Section 11(d)); and

(i) in the case of any transaction described @ausk (z) of the first sentence of Section 13(& Rérson that is the party
receiving the largest portion of the assets oriagrpower transferred pursuant to such transacidransactions, or, if each Person that
is a party to such transaction or transactionsivesghe same portion of the assets or earning ptreresferred pursuant to such
transaction or transactions or if the Person réiegithe largest portion of the assets or earninggs@annot be determined, whichever
Person the Common Stock of which has the highegeagte current market price (determined pursua8ettion 11(d)); provided,
however, that in any such case, (1) if the CommioekSof such Person is not at such time and habe®n continuously over the
preceding twelve-month period registered underi@edi2 of the Exchange Act (“Registered Common Bjoor such Person is not a
corporation, and such Person is a direct or intdBebsidiary of another Person that has Regist&mdmon Stock outstanding,
“Principal Party” shall refer to such other Pers(®);if the Common Stock of such Person is not Reged Common Stock or such
Person is not a corporation, and such Personiiget @r indirect Subsidiary of another Personiburtot a direct or indirect Subsidiary
another Person which has Registered Common Stdskaoding, “Principal Party” shall refer to theimate parent entity of such first-
mentioned Person; (3) if the Common Stock of susfséh is not Registered Common Stock or such Pésgwot a corporation, and
such Person is directly or indirectly
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controlled by more than one Person, and one or wiosach other Persons has Registered Common Stdstanding, “Principal Party”
shall refer to whichever of such other Personkésigsuer of the Registered Common Stock havingitifeest aggregate current per
share market price (determined pursuant to Sedtidd)); and (4) if the Common Stock of such Pelisamot Registered Common Stock
or such Person is not a corporation, and such Réssdirectly or indirectly controlled by more thane Person, and none of such other
Persons has Registered Common Stock outstandinigelipal Party” shall refer to whichever ultimatarpnt entity is the corporation
having the greatest shareholders’ equity or, ifach ultimate parent entity is a corporation, stefiér to whichever ultimate parent
entity is the entity having the greatest net assets

(c) The Company shall not consummate any such tidaton, merger, sale or transfer unless the Rpaidarty shall have a
sufficient number of authorized shares of CommartiStvhich have not been issued or reserved foarsseito permit the exercise in full of
the Rights in accordance with this Section 13, @amldss prior thereto the Company and such Prin€ipaly shall have executed and delivered
to the Rights Agent a supplemental agreement piryifbr the terms set forth in paragraphs (a) ddf this Section 13 and further
providing that the Principal Party will:

(i) (A) file on an appropriate form, as soon ascficable following the execution of such agreemanggistration statement
under the Securities Act with respect to the shafé€&ommon Stock that may be acquired upon exenfisiee Rights, (B) cause such
registration statement to remain effective (anshttude a prospectus complying with the requirera@ifthe Securities Act) until the
Expiration Date, and (C) as soon as practicablevidhg the execution of such agreement take suthraas may be required to ensure
that any acquisition of such shares of Common Stpaa the exercise of the Rights complies with apglicable state securities or
“blue sky” laws; and

(i) deliver to holders of the Rights historicahdincial statements for the Principal Party and e&dis Affiliates which
comply in all respects with the requirements fgistration on Form 10 under the Exchange Act.

(d) In case the Principal Party which is to be ayp#n a transaction referred to in this Sectiorha8 a provision in any of its
authorized securities or in its Articles of Incorgition or Bylaws or other instrument governingcitsporate affairs, which provision would
have the effect of (i) causing such Principal P&stissue, in connection with, or as a consequefdhe consummation of a transaction
referred to in this Section 13, shares of CommartiSof such Principal Party at less than the thereoit market price per share (determined
pursuant to Section 11(d)) or securities exercesédn, or convertible into, shares of Common Stotkuch Principal Party at less than such
then current marker price (other than to holdemRights pursuant to this Section 13) or (ii) pronglfor any special payment, tax or similar
provisions in connection with the issuance of thares of Common Stock of such Principal Party pamsto the provisions of this Section .
then, in such event, the Company shall not consumaray such transaction unless prior thereto thag2my and such Principal
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Party shall have executed and delivered to thetRi§bent a supplemental agreement providing treptbvision in question of such
Principal Party shall have been cancelled, waiveahoended, or that the authorized securities sleatedeemed, so that the applicable
provision will have no effect in connection withr,@s a consequence of, the consummation of theopeabtransaction.

(e) The provisions of this Section 13 shall sintjlapply to successive mergers or consolidatiorsates or other transfers. In the
event that a Section 13 Event shall occur at ang ifter the occurrence of a Section 11(a)(ii) Evére Rights which have not theretofore
been exercised shall thereafter become exercigalite manner described in Section 13(a).

Section 14. Fractional Rights and Fractional Shares

(a) The Company shall not be required to issudifmas of Rights or to distribute Rights Certificatlich evidence fractional
Rights. In lieu of such fractional Rights, theralle paid to the registered holders of the Rigestificate with regard to which such
fractional Rights would otherwise be issuable, mmant in cash equal to the same fraction of theecirmarket value of a whole Right. For
the purposes of this Section 14(a), the currenkataralue of a whole Right shall be the closing@mf the Rights for the Trading Day
immediately prior to the date on which such fragtibRights would have been otherwise issuable.cléwng price for any day shall be the
last sale price, regular way, or, in case no satdtakes place on such day, the average of tisingloid and asked prices, regular way, in
either case as reported in the principal consaiiatansaction reporting system with respect tordées listed or admitted to trading on the
NASDAQ or, if the Rights are not listed or admittedrading on the NASDAQ, as reported in the gpatconsolidated transaction reporti
system with respect to securities listed on thegipal national securities exchange on which thghRiare listed or admitted to trading or, if
the Rights are not listed or admitted to tradingaag national securities exchange, the last quotied or, if not so quoted, the average of the
high bid and low asked prices in the over-the-ceuntarket, as reported by NASDAQ or such otheresyghen in use or, if on any such date
the Rights are not quoted by any such organizati@naverage of the closing bid and asked pricésrashed by a professional market me
making a market in the Rights selected by the Damsc If on any such date no such market makeraikimg a market in the Rights, the fair
value of the Rights on such date as determinedad daith by the Board of Directors of the Compamyon approval by a majority of the
Continuing Directors, shall be used.

(b) The Company shall not be required to issudifvas of Preferred Stock (other than fractions Whace integral multiples of one
ten-thousandth of a share of Preferred Stock) @xencise of the Rights or to distribute certificatéhich evidence fractional Preferred Stock
(other than fractions which are integral multiptéone ten-thousandth of a share of Preferred $téechkctions of Preferred Stock in integral
multiples of one ten-thousandth of a share of PrefeStock may, at the election of the Companyewidenced by depositary receipts,
pursuant to an appropriate agreement between thp&uy and a depositary selected

25



by it; provided, however, that such agreement giralVide that the holders of such depositary réseipall have all the rights, privileges and
preferences to which they are entitled as benéfigimers of the Preferred Stock represented by deglositary receipts. In lieu of fractional
shares of Preferred Stock that are not integratiphes of one ten-thousandth of a share of Prefieteck, the Company shall pay to the
registered holders of Rights Certificate at thestsnch Rights are exercised as herein providednaiat in cash equal to the same fraction of
the current market value of one a share of Prafe®teck as determined pursuant to Section 11(d).

(c) The holder of a Right by the acceptance ofRtght expressly waives such holder’s right to reeeiny fractional Rights or any
fractional shares upon exercise of a Right (exaspirovided above).

Section 15. Rights of Action. All rights of actiomrespect of this Agreement, excepting the rigtfitaction given to the Rights
Agent under Section 18 hereof, are vested in thpeive registered holders of the Rights Certiéi¢and, prior to the Distribution Date, the
registered holders of certificates representingeshaf Common Stock); and any registered holdangfRights Certificate (or, prior to the
Distribution Date, a certificate representing seaCommon Stock), without the consent of the Rigkgent or of the holder of any other
Rights Certificate (or, prior to the Distributiorai2, of a certificate representing shares of Com8tonk), may, in such holder’s own behalf
and for such holder’s own benefit, enforce, and imatitute and maintain any suit, action or proé¢egéegainst the Company to enforce, or
otherwise act in respect of, such holder’s rightercise the Rights evidenced by such Rights fitadti in the manner provided in such
Rights Certificate and in this Agreement. Withduatiting the foregoing or any remedies availablé¢hi® holders of Rights, it is specifically
acknowledged that the holders of Rights would rastehan adequate remedy at law for any breach @fthieement and will be entitled to
specific performance of the obligations hereunded injunctive relief against actual or threatewiethtions of the obligations of any Person
subject to this Agreement.

Section 16. Agreement of Rights Holders. Every &polaf a Right, by accepting the same, consentagrees with the Company
and the Rights Agent and with every other holdea &ight that:

(a) prior to the Distribution Date, the Rights wikk transferable only in connection with the transff shares of the Company’s
Common Stock;

(b) after the Distribution Date, the Rights Ceciifie are transferable only on the registry bookb@Rights Agent if surrendered
at the office of the Rights Agent designated farhspurpose, duly endorsed or accompanied by a phegieument of transfer;

(c) subject to Sections 6(a) and 7(f) hereof, tben@any and the Rights Agent may deem and tregid¢hson in whose name the
Rights Certificate (or, prior to the Distributiora2, the associated Common Stock certificate)gstered as the absolute owner thereof and
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of the Rights evidenced thereby (notwithstanding ramtations of ownership or writing on the Rightriificate or the associated Common
Stock certificate made by anyone other than the @y or the Rights Agent) for all purposes whatsoeand neither the Company nor the
Rights Agent shall be affected by any notice todtwetrary; and

(d) notwithstanding anything in this Agreementhe tontrary, neither the Company nor the RightsnAgball have any liability
any holder of a Right or other Person as a regiitis anability to perform any of its obligationsxder this Agreement by reason of any
preliminary or permanent injunction or other ord#cree or ruling issued by a court of competenidgdliction or by a governmental,
regulatory or administrative agency or commiss@mgny statute, rule, regulation or executive oftermulgated or enacted by any
governmental authority, prohibiting or otherwisstraining performance of such obligation; provideo\ever, the Company must use its
efforts to have any such order, decree or ruliftgdior otherwise overturned as soon as possible.

Section 17. Rights Certificate Holder Not Deemeshareholder. No holder, as such, of any Rightsii@ate shall be entitled to
vote, receive dividends or be deemed for any pwrples holder of the Units of Preferred Stock or ather securities of the Company which
may at any time be issuable upon the exercisesoRtghts represented thereby, nor shall anythimgaioed herein or in any Rights Certific
be construed to confer upon the holder of any Ridlgrtificate, as such, any of the rights of ashalder of the Company or any right to vote
for the election of directors or upon any mattesraiited to shareholders at any meeting theredfy give or withhold consent to any
corporate action, or to receive notice of meetioigsther actions affecting shareholders (excepragided in Section 25 hereof), or to rece
dividends or subscription rights, or otherwise,iltthe Right or Rights evidenced by such Rightsti@ieate shall have been exercised in
accordance with the provisions hereof.

Section 18. Concerning the Rights Agent. The Comanees to pay to the Rights Agent reasonable easgtion for all services
rendered by it hereunder and, from time to timegemand of the Rights Agent, its reasonable exgesse counsel fees and other
disbursements incurred in the administration aretetion of this Agreement and the exercise andpaidnce of its duties hereunder. The
Company also agrees to indemnify the Rights Agentand to hold it harmless against, any lossijlitgbor expense, incurred without gross
negligence, or willful misconduct on the part o tRights Agent, for any action taken, sufferedmitted by the Rights Agent in connection
with the execution, acceptance and administratidhis Agreement and the exercise and performarceumder of its duties, including the
costs and expenses of defending against and apgeaiy claim of liability in the premises. The indgty provided herein shall survive the
termination of this Agreement and the expirationha& Rights. The costs and expenses incurred or@ng this right of indemnification shall
be paid by the Company.

The Rights Agent may conclusively rely upon andidteprotected and shall incur no liability for,ia respect of any action
taken, suffered or omitted by it in connection with administration of this Agreement and the eiser and performance of its duties
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hereunder in reliance upon any Rights Certificateastificate for Units of Preferred Stock or stsaoé Common Stock or for other securities
of the Company, instrument of assignment or trapngf@wer of attorney, endorsement, affidavit, lettmtice, direction, consent, certificate,
statement, or other paper or document believed taytie genuine and to be signed, executed andewtezessary, verified or acknowledged,
by the proper person or persons, or otherwise tippadvice of counsel as set forth in Section 2@dfe

Section 19. Merger or Consolidation or Change ahNa@f Rights Agent.

(a) Any corporation into which the Rights Agentamy successor Rights Agent may be merged or wiitbhwihmay be
consolidated, or any corporation resulting from amrger or consolidation to which the Rights Agenény successor Rights Agent shall
party, or any corporation succeeding to the stomhsfer or corporate trust business of the Riglatsm or any successor Rights Agent, shall
be the successor to the Rights Agent under thigégent without the execution or filing of any papeany further act on the part of any of
the parties hereto, provided that such corporationld be eligible for appointment as a successgh®RiAgent under the provisions of
Section 21 hereof. In case at the time such suoc&ghts Agent shall succeed to the agency crdatdatis Agreement any of the Rights
Certificate shall have been countersigned but ebtered, any such successor Rights Agent may atleptountersignature of the predece
Rights Agent and deliver such Rights Certificateesontersigned; and in case at that time any oRilghts Certificate shall not have been
countersigned, any successor Rights Agent may eaigh such Rights Certificate either in the narfithe predecessor Rights Agent or in
the name of the successor Rights Agent; and isugh cases such Rights Certificate shall haveuthéfce provided in the Rights Certificate
and in this Agreement.

(b) In case at any time the name of the Rights Agkall be changed and at such time any of thetRigkrtificate shall have been
countersigned but not delivered, the Rights Ageay mdopt the countersignature under its prior nantkdeliver Rights Certificate so
countersigned; and in case at that time any oRiljats Certificate shall not have been countersigtiee Rights Agent may countersign such
Rights Certificate either in its prior name or s ¢hanged name; and in all such cases such Rightgicate shall have the full force provided
in the Rights Certificate and in this Agreement.

Section 20. Duties of Rights Agent. The Rights Agerdertakes the duties and obligations imposettigyAgreement upon the
following terms and conditions and no implied dst@ obligations shall be read into this Agreensagatinst the Rights Agent, by all of which
the Company and the holders of Rights Certifichyetheir acceptance thereof, shall be bound:

(a) Before the Rights Agent acts or refrains frantirgy, it may consult with legal counsel of its a@®(who may be legal counsel
for the Company), and the advice or opinion of stwhnsel shall be full and complete authorizatiod protection to the Rights Agent as to
any action taken, suffered or omitted by it in gdaith and in accordance with such advice or opinio
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(b) Whenever in the administration, exercise antbpmance of its duties under this Agreement thgh Agent shall deem it
necessary or desirable that any fact or matterdeep or established by the Company prior to taksudfering or omitting any action
hereunder, such fact or matter (unless other evalenrespect thereof be herein specifically pibsd) may be deemed to be conclusively
proved and established by a certificate signedrlyyome of the Chairman of the Board, the Chief Exige Officer, the President, any Vice
President, the Treasurer or the Secretary of thegaay and delivered to the Rights Agent; and siectificate shall be full authorization to
the Rights Agent for any action taken, sufferedmitted in good faith by it under the provisionglos Agreement in reliance upon such
certificate.

(c) The Rights Agent shall be liable hereundehtss@ompany and any other Person only for its owsgnegligence or willful
misconduct.

(d) The Rights Agent shall not be liable for orreyason of any of the statements of fact or recttaigained in this Agreement ol
the Rights Certificate (except its countersignathereof) or be required to verify the same, busath statements and recitals are and shi
deemed to have been made by the Company only.

(e) The Rights Agent shall not be under any lispidir responsibility in respect of the legality lidéty or enforceability of this
Agreement or the execution and delivery hereofépkthe due execution hereof by the Rights Agenif) cespect of the legality, validity or
enforceability or the execution of any Rights Cardite (except its countersignature thereof anddeaisal knowledge of such change or
adjustment); nor shall it be liable or responsfbleany breach by the Company of any covenant odition contained in this Agreement or
any Rights Certificate; nor shall it be responsibleany change in the exercisability of the Rigiteluding the Rights becoming void
pursuant to Section 11(a)(ii) hereof) or any adpesit in the terms of the Rights (including the memmethod or amount thereof) provided
for in Section 3, 11, 13, 23 or 24, or the asceitgj of the existence of facts that would requimg auch change or adjustment (except with
respect to the exercise of Rights evidenced by RiGlertificate after receipt of the certificate clésed in Section 12 hereof or has actual
knowledge of such change or adjustment); nor $hiayl any act hereunder be deemed to make anyseptation or warranty as to the
authorization or reservation of any Units of PrefdrStock to be issued pursuant to this Agreemeany Rights Certificate or as to whether
any Preferred Stock will, when issued, be validitharized and issued, fully paid and nonassessable.

(f) The Company agrees that it will perform, exeguatcknowledge and deliver or cause to be perforemestuted, acknowledged
and delivered all such further and other actsrumsénts and assurances as may reasonably be dkqyithe Rights Agent for the carrying
or performing by the Rights Agent of the provisiarighis Agreement.

(9) The Rights Agent is hereby authorized and tieto accept instructions with respect to the adstration, exercise and
performance of its duties hereunder from any on@{Chairman of the Board, the Chief Executivad@ff the President, any Vice Presidt
the Secretary or the Treasurer of the Companyt@ag@ply to such officers for advice or instruc-
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tions in connection with its duties, and it shait be responsible or liable for any action takerffesed or omitted by it in good faith in
accordance with instructions of any such officefasrany delay in acting while waiting for thosestructions. Any application by the Rights
Agent for written instructions from the Company matisthe option of the Rights Agent, set forth iriting any action proposed to be taken or
omitted by the Rights Agent under this Rights Agneat and the date on and/or after which such astiafi be taken or such omission shall
be effective. The Rights Agent shall not be ligbleany action taken by, or omission of, the Rightgent in accordance with a proposal
included in any such application on or after theedgecified in such application (which date shatl be less than five (5) Business Days after
the date any officer of the Company actually reedigsuch application, unless any such officer dtale consented in writing to an earlier
date) unless, prior to taking any such action iferdffective date in the case of an omission)Rights Agent shall have received written
instructions in response to such application sgewgifthe action to be taken or omitted.

(h) The Rights Agent and any shareholder, direcfficer or employee of the Rights Agent may buwsl| er deal in any of the
Rights or other securities of the Company or becpewminiarily interested in any transaction in which Company may be interested, or
contract with or lend money to the Company or otlig act as fully and freely as though it were Rigthts Agent under this Agreement.
Nothing herein shall preclude the Rights Agent fracting in any other capacity for the Company erdioy other legal entity

() The Rights Agent may execute and exercise dnlyeorights or powers hereby vested in it or perf@any duty hereunder either
itself or by or through its attorneys or agents] #re Rights Agent shall not be answerable or auadle for any act, default, neglect or
misconduct of any such attorneys or agents orrigri@ss to the Company resulting from any suchaefault, neglect or misconduct,
provided reasonable care was exercised in thetsrieand continued employment thereof.

() No provision of this Agreement shall requiretRights Agent to expend or risk its own funds thieowise incur any financial
liability in the performance of any of its dutiesrBunder or in the exercise of its rights if thghRs Agent in good faith believes that
repayment of such funds or adequate indemnificagmainst such risk or liability is not reasonabdgw@red to it.

(k) If, with respect to any Rights Certificate samdered to the Rights Agent for exercise, transfait up, combination or
exchange, the certification on the form of assigninaoe form of election to purchase, as the case Ibeayhat the Rights evidenced by the
Rights Certificate are not owned by an Acquiringg®e, or an Affiliate or Associate thereof, hasieitnot been completed or in any manner
indicates any other response thereto, the RigheAshall not take any further action with resgecuch requested exercise, transfer, split
up, combination or exchange, without first consgitvith the Company.

Section 21. Change of Rights Agent. The Rights Agemny successor Rights Agent may resign anddoharged from its duties
under this Agreement upon thirty (30) days’
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notice in writing mailed to the Company and to etiahsfer agent of the Common Stock or PreferrediStas to which the Rights Agent has
received prior written notice) by registered ortified mail, and the Company shall mail notice #wdrto the holders of the Rights Certificate
by first-class mail. The Company may remove thehRigh\gent or any successor Rights Agent upon tii8®y days’ notice in writing, mailed
to the Rights Agent or successor Rights Agenthasase may be, and to each transfer agent ofahmm®n Stock or Preferred Stock (as to
which the Rights Agent has received prior writt@tice) by registered or certified mail, and to Hwdders of the Rights Certificate by first-
class mail. If the Rights Agent shall resign orémoved or shall otherwise become incapable ofigcthe Company shall appoint a
successor to the Rights Agent. If the Company $hilto make such appointment within a periodtofty (30) days after giving notice of
such removal or after it has been notified in wgtof such resignation or incapacity by the resigror incapacitated Rights Agent or by the
holder of a Rights Certificate (who shall, with bumtice, submit such holder’s Rights Certificaieifispection by the Company), then the
registered holder of any Rights Certificate maylgpp any court of competent jurisdiction for thep@intment of a new Rights Agent. Any
successor Rights Agent, whether appointed by thregaay or by such a court, shall be a corporatiganized and doing business under the
laws of the United States or of any state of théddnStates, in good standing, authorized unden laws to exercise corporate trust or stock
transfer powers, and subject to supervision or éxation by federal or state authority and which agthe time of its appointment as Rights
Agent a combined capital and surplus of at leaétrfiilion. After appointment, the successor Rightent shall be vested with the same
powers, rights, duties and responsibilities ashiid been originally named as Rights Agent witlfarther act or deed; but the predecessor
Rights Agent shall deliver and transfer to the sgsor Rights Agent any property at the time held bgreunder, and execute and deliver any
further assurance, conveyance, act or deed negdssdine purpose. Not later than the effectiveedzftany such appointment the Company
shall file notice thereof in writing with the presissor Rights Agent and each transfer agent aftimemon Stock or Preferred Stock, and |

a notice thereof in writing to the registered hotdef the Rights Certificate. Failure to give amtice provided for in this Section 21, hower
or any defect therein, shall not affect the legadit validity of the resignation or removal of tRéghts Agent or the appointment of the
successor Rights Agent, as the case may be.

Section 22. Issuance of New Rights Certificate vithistanding any of the provisions of this Agreemenof the Rights to the
contrary, the Company may, at its option, issue Réghts Certificate evidencing Rights in such fammay be approved by its Board of
Directors upon approval by a majority of the Coniimg Directors, to reflect any adjustment or chaimgihe Purchase Price and the numbe
kind or class of shares or other securities or @rygpurchasable under the Rights Certificate mia@ecordance with the provisions of this
Agreement. In addition, in connection with the esce or sale of shares of Common Stock followirgRistribution Date and prior to the
Expiration Date, the Company (a) shall, with respeshares of Common Stock so issued or sold patso the exercise of stock options or
under any employee benefit plan or arrangemenpon the exercise, conversion or exchange of sézsinf the Company currently
outstanding or issued at any time in the futuréhlgyCompany and (b) may, in any other case, if @ekenecessary or appropriate by the B
of
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Directors of the Company, upon approval by a mgjaf the Continuing Directors, issue Rights Céstife representing the appropriate
number of Rights in connection with such issuarnceate; provided, however, that (i) no such Rigbestificate shall be issued and this
sentence shall be null and void ab initio if, andhte extent that, such issuance or this sentencédvereate a significant risk of or result in
material adverse tax consequences to the Compathyg éterson to whom such Rights Certificate woedssued or would create a signific
risk of or result in such options’ or employee @aor arrangements’ failing to qualify for othereiavailable special tax treatment and (ii) no
such Rights Certificate shall be issued if, antheextent that, appropriate adjustment shall attserhave been made in lieu of the issuance
thereof.

Section 23. Redemption and Termination.

(a) The Company may, at its option, upon approyal Imajority of the Continuing Directors, at anyé prior to the earlier of (i)
the Shares Acquisition Date or (ii) the Final Eapimn Date redeem all but not less than all tha thgstanding Rights at a redemption price
of $0.001 per Right, appropriately adjusted toeetflany stock split, stock dividend or similar saation occurring after the date hereof (such
redemption price being hereinafter referred tchas‘Redemption Price”), and the Company may, atptson, pay the Redemption Price
either in cash, shares of Common Stock (basedeattrent per share market price thereof (as detethpursuant to Section 11(d) hereot
the time of redemption), or any other form of colesation deemed appropriate by the Board of Dirscfmrovided, however, that,
notwithstanding anything to the contrary contaiirethis Section 23(a), the Company may not takeaartipn pursuant to this Section 23(a)
unless (x) at the time of the action of the BodrBivectors of the Company approving such redemmpéiod the form of payment of the
Redemption Price, there are then in office not thaas two Continuing Directors and (y) such aci®approved by a majority of the
Continuing Directors then in office. The redemptafrthe Rights by the Board of Directors may be enaffective at such time on such basis
and with such conditions as a majority of the Qauitig Directors in its sole discretion may estdblis

(b) Immediately upon the action of a majority of tontinuing Directors of the Company orderingrigemption of the Rights
pursuant to paragraph (a) of this Section 23, aitidbwt any further action and without any notidee tight to exercise the Rights will
terminate and the only right thereafter of the kaddbf Rights shall be to receive the RedemptiacePThe Company shall promptly give
public notice of any such redemption; provided, boer, that the failure to give, or any defect imy gauch notice shall not affect the validity
of such redemption. Within 10 days after such actiba majority of the Continuing Directors ordeyithe redemption of the Rights, the
Company shall give notice of such redemption toRfghts Agent and shall mail a notice of redemptmall the holders of the then
outstanding Rights at their last addresses asappgar upon the registry books of the Rights Agenprior to the Distribution Date, on the
registry books of the transfer agent for the Comi8totk. Any notice which is mailed in the mannereie provided shall be deemed given,
whether or not the holder receives the notice. Bacih notice of redemption will state the methodumch the payment of the Redemption
Price will be made. Neither the Company nor anigoAffiliates or Associates may redeem, acquir@unchase for value any Rights at any
time in any manner
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other than that specifically set forth in this $eet23 or in Section 24 hereof, and other thaminnection with the purchase of shares of
Common Stock prior to the Distribution Date.

(c) Notwithstanding anything contained in this Agmeent to the contrary, the Rights shall not be@sable pursuant to Section 7
(a) at any time when the Rights are redeemablaihdes.

Section 24. Exchange.

(a) The Company, at its option, upon approval lnyagority of the Continuing Directors, at any timfeea any Person becomes an
Acquiring Person, may exchange all or part of tlentoutstanding and exercisable Rights (which stwlinclude Rights that have become
void pursuant to the provisions of Section 7(eeb8rfor Units of Preferred Stock at an exchangie equal to, subject to adjustment to
reflect stock splits, stock dividends and similansactions occurring after the date hereof, thatlrer obtained by dividing the Purchase F
by the then current per share market price per &ffitreferred Stock on the earlier of (i) the datewvhich any Person becomes an Acquiring
Person and (ii) the date on which a tender or enxgpb@ffer by any Person (other than the Company Sabsidiary of the Company, any
employee benefit plan maintained by the Compargngrof its Subsidiaries or any trustee or fiduciaith respect to such plan acting in such
capacity) is first published or sent or given witliie meaning of Rule 144{a) of the Exchange Act Regulations or any sucreasse, if upor
consummation thereof such Person would be the Béaledwner of 15% or more of the shares of Comr8twck then outstanding (such
exchange ratio being hereinafter referred to asSketion 24(a) Exchange Ratio”). Notwithstandihg foregoing, the Company may not
effect such exchange at any time after any Pewitier( than the Company, any Subsidiary of the Camppany employee benefit plan
maintained by the Company or any of its Subsidsarie any trustee or fiduciary with respect to spietm acting in such capacity), together
with all Affiliates and Associates of such Persbecomes the Beneficial Owner of 50% or more ofsth@res of Common Stock then
outstanding.

(b) Immediately upon the action of the Board ofdators of the Company ordering the exchange ofRights pursuant to
subsection (a) of this Section 24 and without amher action and without any notice, the righexercise such Rights shall terminate and the
only right thereafter of a holder of such Rightalshe to receive that number of Units of Prefer&odck equal to the number of such Rights
held by such holder multiplied by the Section 2&=aghange Ratio. The Company shall promptly givelipinotice of any such exchange;
provided, however, that the failure to give, or @efect in, such notice shall not affect the v&idif such exchange. The Company promptly
shall mail a notice of any such exchange to athefholders of such Rights at their last addreasekey appear upon the registry books of the
Rights Agent. Any notice which is mailed in the manherein provided shall be deemed given, wheathaot the holder receives the notice.
Each such notice of exchange will state the mebyodhich the exchange of Units of Preferred StaakRights will be effected and, in the
event of any partial exchange, the number of Riglitieh will be exchanged. Any partial
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exchange shall be effected pro rata based on tideof Rights (other than Rights which have beceoié pursuant to the provisions of
Section 7(e) hereof) held by each holder of Rights.

(c) In the event that the number of shares of PrefleStock which are authorized by the Company'sté&ed Articles of
Incorporation but not outstanding or reserved $suance for purposes other than upon exerciseditfhts are not sufficient to permit any
exchange of Rights as contemplated in accordanitetis Section 24, the Company shall take all sagtfon as may be necessary to
authorize additional shares of Preferred Stocksswance upon exchange of the Rights or make ategu@vision to substitute (1) cash, (2)
Company Common Stock or other equity securitieh@fCompany, (3) debt securities of the Companyoiider assets, or (5) any
combination of the foregoing, having an aggregalee equal to the Adjustment Spread, where sucteggte value has been determined
majority of the Continuing Directors.

(d) The Company shall not be required to issudifvas smaller than or to distribute certificatesebhevidence fractions smaller
than one ten-thousandth of a share of PreferrezkSho lieu thereof, the Company shall pay to tbgistered holders of the Rights Certificate
with regard to which such fractional Units wouldh@twise be issuable an amount in cash equal teaime fraction of the current market v
(as determined pursuant to Section 11(d)(i) herebfne Unit of Preferred Stock.

Section 25. Notice of Certain Events.

(@) In case the Company shall propose (i) to pgydividend payable in stock of any class to thedbd$ of its Preferred Stock ot
make any other distribution to the holders of itsférred Stock (other than a regular quarterly echgidend), (ii) to offer to the holders of its
Preferred Stock rights or warrants to subscribefdo purchase any additional Units of Preferramtis or shares of stock of any class or any
other securities, rights or options, (iii) to eff@ny reclassification of its Preferred Stock (otten a reclassification involving only the
subdivision of outstanding Preferred Stock), (oveffect any consolidation or merger into or wittyather Person (other than a Subsidiary of
the Company in a transaction which complies withti®a 11(0)), or to effect any sale or other trangbr to permit one or more of its
Subsidiaries to effect any sale or other transfie®ne or more transactions, of 50% or more ofabsets or earning power of the Company
and its Subsidiaries (taken as a whole) to, angrdderson, (v) to effect the liquidation, dissauator winding up of the Company, or (vi) to
declare or pay any dividend on the Common Stoclapleyin shares of Common Stock or to effect a stision, combination or consolidatit
of the shares of Common Stock (by reclassificationtherwise than by payment of dividends in shaf€Sommon Stock), then, in each such
case, the Company shall give to each holder obhtRiCertificate, in accordance with Section 2@bg&ra notice of such proposed action,
which shall specify the record date for the purgasfesuch stock dividend, or distribution of rigbtswarrants, or the date on which such
reclassifica- tion, consolidation, merger, salengfer, liquidation, dissolution, or winding uptéstake place and the date of participation
therein by the holders of the shares of CommonkSdod/or shares of Preferred Stock, if any such @ato be fixed, and such notice shall be
so given in the case
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of any action covered by clause (i) or (ii) abovéeast ten (10) days prior to the record dated&termining holders of the shares of Preferred
Stock for purposes of such action, and in the csay such other action, at least ten (10) daiw o the date of the taking of such propo
action or the date of participation therein by iodders of the shares of Common Stock and/or stedrieéseferred Stock, whichever shall be
the earlier.

(b) In case any of the events set forth in Sectibfa)(ii) hereof shall occur, then the Company Isskoon as practicable
thereafter give to each holder of a Rights Ceditfi¢ in accordance with Section 26 hereof, a nati¢the occurrence of such event, which
notice shall describe such event and the consegearicuch event to holders of Rights under Sedtidn)(ii) hereof. In the event any Per:
becomes an Acquiring Person, the Company will pthmmotify the Rights Agent thereof.

Section 26. Notices. Notices or demands authottizeithis Agreement to be given or made by the Ridiggsnt or by the holder of
any Rights Certificate to or on the Company shalsbfficiently given or made if sent by first-classil, postage prepaid, addressed (until
another address is filed in writing with the Righigent) as follows:

Cisco Systems, Inc.
170 West Tasman Drive
San Jose, CA 95134-1706

Attention: Vice President Legal and
Governmental Affairs

Subject to the provisions of Section 21 hereof, motyjce or demand authorized by this Agreementtgikken or made by the Company or by
the holder of any Rights Certificate to or on thigh®s Agent shall be sent by registered or cedifigil and shall be deemed given upon
receipt and addressed (until another addressei ifil writing with the Company) as follows:

Bank Boston, N.A.

c/o Boston EquiServe Limited Partnership
150 Royall Street

Canton, MA 02021

Attention: Client Administration

Notices or demands authorized by this Agreemehgetgiven or made by the Company or the Rights Agetite holder of any Righ
Certificate shall be sufficiently given or madesént by first-class mail, postage prepaid, addtesssuch holder at the address of such holder
as shown on the registry books of the Company.
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Section 27. Supplements and Amendments. Prioret®thtribution Date, the Company may supplemeranoend this Agreement
in any respect, without the approval of any hold#rRights, by action of its Board of Directors,ampapproval by a majority of the
Continuing Directors, and the Rights Agent shallhe Company so directs, execute such supplemearnendment. From and after the
Distribution Date, the Company may from time todisupplement or amend this Agreement without tipecal of any holders of Rights, by
action of its Board of Directors, upon approvalémnajority of the Continuing Directors, in ordertf cure any ambiguity, (ii) to correct or
supplement any provision contained herein which bmgefective or inconsistent with any other primris herein, (iii) to shorten or lengthen
any time period hereunder or (iv) to change or Rippnt the provisions hereunder in any manner wiielCompany may deem necessar
desirable and which shall not adversely affectititerests of the holders of Rights Certificate étthan an Acquiring Person or an Affiliate
Associate of an Acquiring Person), including, withbmitation, to change the Purchase Price, theéeR®tion Price, any time periods herein
specified, and any other term hereof, any suchlsapmt or amendment to be evidenced by a writigged by the Company and the Rights
Agent; provided, however, that from and after sticte as any Person becomes an Acquiring Pers@aAtirieement shall not be amended in
any manner which would adversely affect the intsrefthe holders of Rights. Upon receipt of aifiedte from an appropriate officer of the
Company that the proposed supplement or amendiennsistent with this Section 27 and, after simk &s any Person has become an
Acquiring Person, that the proposed supplemenim@rament does not adversely affect the interedtsedfiolders of Rights, the Rights Ag
shall execute such supplement or amendment.

Section 28. Successors. All the covenants and gioms of this Agreement by or for the benefit &f @ompany or the Rights
Agent shall bind and inure to the benefit of thegpective successors and assigns hereunder.

Section 29. Determinations and Actions by the Badrirectors.

(a) For all purposes of this Agreement, any catowuteof the number of shares of Common Stock onthtey at any particular
time, including for purposes of determining thetigaitar percentage of such outstanding shares afr@on Stock of which any Person is the
Beneficial Owner, shall be made in accordance thighlast sentence of Rule 13¢)(1)(i) of the Exchange Act. The Board of Dimrst of the
Company shall have the exclusive power and authtiribdminister this Agreement and to exerciseigiiits and powers specifically granted
to the Board of Directors, or the Company, or ag imanecessary or advisable in the administratidhis Agreement, including, without
limitation, the right and power to (i) interpreetprovisions of this Agreement and (ii) make aliedinations deemed necessary or advisable
for the administration of this Agreement (includiagletermination to redeem or not redeem the Rightts amend the Agreement). All such
actions, calculations, interpretations and deteatons (including, for purposes of clause (y) belalomissions with respect to the
foregoing), which are done or made by the BoarBioéctors in good faith, shall (x) be final, consive and binding on the Company, the
Rights Agent, the holders of the Rights Certificate
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and all other parties and (y) not subject the Badi@irectors or the Continuing Directors to arghility to the holders of the Rights.

(b) Notwithstanding anything to the contrary congal in this Agreement, the concurrence of a mgjarfithe Continuing
Directors then in office shall be required to geféect to any action, calculation, interpretatiordetermination made by the Board of
Directors of the Company in the administrationto$ tAgreement and the exercise of the rights orgrewgranted to the Board of Directors of
the Company, to the Continuing Directors or to@wmpany pursuant to this Agreement and no effealt bk given to any such action,
calculation, interpretation, determination or exs@f rights or powers unless at least two ComignDirectors are then in office.

Section 30. Benefits of This Agreement. Nothinghis Agreement shall be construed to give to amggeor corporation other
than the Company, the Rights Agent and the regidtholders of the Rights Certificate (and, priottte Distribution Date, shares of Common
Stock) any legal or equitable right, remedy orrolainder this Agreement; but this Agreement shafobe¢he sole and exclusive benefit of the
Company, the Rights Agent and the registered hsldethe Rights Certificate (and, prior to the Dimition Date, shares of Common Stock).

Section 31. Severability. If any term, provisionyenant or restriction of this Agreement is heldabgourt of competent
jurisdiction or other authority to be invalid, vaid unenforceable, the remainder of the terms,ipi@vs, covenants and restrictions of 1
Agreement shall remain in full force and effect ahdll in no way be affected, impaired or inval@thtprovided, however, that
notwithstanding anything in this Agreement to tbatcary, if any such term, provision, covenantestriction is held by such court or
authority to be invalid, void or unenforceable dine Board of Directors of the Company, upon apprbyaa majority of the Continuing
Directors, determines in its good faith judgmerat thevering the invalid language from this Agreetweasuld adversely affect the purpose or
effect of this Agreement, the right of redemptie forth in Section 23 hereof shall be reinstated shall not expire until the tenth Business
Day following the date of such determination by Beard of Directors of the Company.

Section 32. Governing Law. This Agreement and dights Certificate issued hereunder shall be dedméd a contract made
under the laws of the State of California and tbparposes shall be governed by and construeddnrdance with the laws of such State
applicable to contracts to be made and performécegnwithin such State.

Section 33. Counterparts. This Agreement may bewgd in any number of counterparts and each df saanterparts shall for
all purposes be deemed to be an original, andial sounterparts shall together constitute butamtethe same instrument.

Section 34. Descriptive Headings. Descriptive hegsliof the several sections of this Agreementragerted or convenience only
and shall not control or affect the meaning or tarsion of any of the provisions hereof.
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IN WITNESS WHEREOF, the parties hereto have catisisdAgreement to be duly executed and attestédsaif the day and
year first above writter

ATTEST: CISCO SYSTEMS, INC

By /s/ DENNIS D. POWELL By /s/ JOHN T. CHAMBERS
Name: Dennis D. Powe Name: John T. Chambe
Title: Corporate Controlle Title: President and CE

BANK BOSTON, N.A,,
as Rights Agen

By /sl GEOFFREY D. ANDERSON

Name: Geoffrey D. Andersc
Title: Administration Manage
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EXHIBIT A

FORM
of
CERTIFICATE OF DETERMINATION
of
SERIES A JUNIOR PARTICIPATING PREFERRED STOCK
of
CISCO SYSTEMS, INC.

(Pursuant to Section 467 of the
California General Corporation Law)

Cisco Systems, Inc., a corporation organized aistieg under the General Corporation Law of the&Std California (hereinafter
called the “Corporation”), hereby certifies thag tlollowing resolution was adopted by the Boardogctors of the Corporation as required
by Section 401 of the General Corporation Law ieesting duly called and held on June 8, 1998.

RESOLVED, that pursuant to the authority grantedrid vested in the Board of Directors of the Coafion (hereinafter called t
“Board of Directors” or the “Board”)n accordance with the provisions of the Articlé$nzorporation, the Board of Directors hereby tesz
series of Preferred Stock, no par value (the “PrefeStock”), of the Corporation and hereby st#tesdesignation and number of shares, and
fixes the relative rights, preferences, and lintitas thereof as follows:

Series A Junior Participating Preferred Stock:

Section 1. Designation and Amount. The sharesai series shall be designated as “Series A Jumidicipating Preferred
Stock” (the “Series A Preferred Stock”) and the hemof shares constituting the Series A PrefertedkSshall be one million two hundred
thousand (1,200,000). Such number of shares maycheased or decreased by resolution of the Boaldrectors; provided, that no decre:i
shall reduce the number of shares of Series A
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Preferred Stock to a number less than the numbeharkes then outstanding plus the number of shesesved for issuance upon the exercise
of outstanding options, rights or warrants or ugfmconversion of any outstanding securities isfiyeithe Corporation convertible into Ser
A Preferred Stock.

Section 2. Dividends and Distributions.

(A) Subject to the rights of the holders of anyrelsaof any series of Preferred Stock (or any sinsilack) ranking prior and
superior to the Series A Preferred Stock with resfedividends, each holder of a share of Seri€&erred Stock, in preference to the
holders of shares of Common Stock, par value $p@dkhare (the “Common Stock”), of the Corporatammg of any other junior stock,
shall be entitled to receive, when declared byBbard of Directors out of funds legally availabte the purpose, quarterly dividends
payable in cash on the last day of March, Junete®dper and December in each year (each such datgfeéerred to herein as a
“Quarterly Dividend Payment Date”), commencing ba first Quarterly Dividend Payment Date after fin& issuance of a share or
fraction of a share Series A Preferred Stock, iamount per share (rounded to the nearest cend) &mjsubject to the provision for
adjustment hereinafter set forth, Ten Thousand)(@),times the aggregate per share amount of sitl davidends, and Ten Thousand
(10,000) times the aggregate per share amount i§fgairakind) of all non-cash dividends or othertdiitions, other than a dividend
payable in shares of Common Stock or a subdivisfahe outstanding shares of Common Stock (by ssdiaation or otherwise),
declared on the Common Stock since the immedigielgeding Quarterly Dividend Payment Date or, wétspect to the first Quarterly
Dividend Payment Date, since the first issuance stiiare or fraction of Series A Preferred Stockhénevent the Corporation shall at
any time declare or pay any dividend on the Com@tmtk payable in shares of Common Stock, or effettbdivision or combination
or consolidation of the outstanding shares of Com®mck (by reclassification or otherwise than byment of a dividend in shares of
Common Stock) into a greater or lesser number afeshof Common Stock, then in each such case thararto which holders of sha
of Series A Preferred Stock were entitled immedijgteior to such event under clause (b) of the pditg sentence shall be adjusted by
multiplying such amount by a fraction, the numeratiowhich is the number of shares of Common Stmaistanding immediately after
such event and the denominator of which is the rarrobshares of Common Stock that were outstanidingediately prior to such
event.

(B) The Corporation shall declare a dividend otréisition on the shares of Series A Preferred Saschrovided in paragraph (A)
of this Section immediately after it declares adind or distribution on the Common Stock (othemntla dividend payable in shares of
Common Stock); provided, however, that, in the ¢vendividend or distribution shall have been deslaon the Common Stock during
the period between any Quarterly Distribution Deatel the next subsequent Quarterly Dividend PayiDatg,
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a dividend of $.000001 per share of Series A PrefeBtock shall nevertheless be payable on sudegquient Quarterly Dividend
Payment Date.

(C) Dividends shall begin to accrue and be cumgatin each outstanding share of Series A Pref&@taeck from the Quarterly
Dividend Payment Date next preceding the datesofdof such share of Series A Preferred Stocksarile date of issue of such share
is prior to the record date for the first Quartddliyidend Payment Date, in which case dividendsweh share shall begin to accrue f
the date of issue of such share, or unless theoflédsue is a Quarterly Dividend Payment Datesa date after the record date for the
determination of holders of shares of Series Ad?retl Stock entitled to receive a quarterly divitland before such Quarterly Divide
Payment Date, in either of which events such divildeshall begin to accrue and be cumulative frooh €puarterly Dividend Payment
Date. Accrued but unpaid dividends shall not betarest. Dividends paid on the shares of SeriesefeRed Stock in an amount less
than the total amount of such dividends at the ttrrued and payable on such shares shall be t@tbpeo rata on a share-by-share
basis among all such shares at the time outstan@igBoard of Directors may fix a record datetfor determination of holders of
shares of Series A Preferred Stock entitled toivegegayment of a dividend or distribution declatkedreon, which record date shall be
not more than 60 days prior to the date fixed fier payment thereof.

Section 3. Voting Rights. The holders of shareSearfies A Preferred Stock shall have the followingng rights:

(A) Subiject to the provision for adjustment heréieaset forth, each share of Series A PreferrediSshall entitle the holder
thereof to Ten Thousand (10,000) votes on all mattebmitted to a vote of the shareholders of thig@ration. In the event the
Corporation shall at any time declare or pay amdénd on the Common Stock payable in shares ofr@@mStock, or effect a
subdivision or combination or consolidation of thestanding shares of Common Stock (by reclassificar otherwise than by
payment of a dividend in shares of Common Stodk) éngreater or lesser number of shares of ComntmrkShen in each such case
the number of votes per share to which holderdafes of Series A Preferred Stock were entitledédhiately prior to such event shall
be adjusted by multiplying such number by a fractibe numerator of which is the number of shafédammmon Stock outstanding
immediately after such event and the denominatevtoth is the number of shares of Common Stockuleae outstanding immediately
prior to such event.

(B) Except as otherwise provided herein, in aneotBertificate of Determination creating a serieP@ferred Stock or any
similar stock, or by law, the holders of shareSefies A Preferred Stock and the holders of shEr€®mmon Stock and any other
capital stock of the Corporation having generalngtights shall vote together as one class omatters submitted to a vote of
shareholders of the Corporation.
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(C) Except as set forth herein, or as otherwiseigea by law, holders of Series A Preferred Stdwilshave no special voting
rights and their consent shall not be requiredépkto the extent they are entitled to vote witldbas of Common Stock as set forth
herein) for taking any corporate action.

Section 4. Certain Restrictions.

(A) Whenever quarterly dividends or other divideodslistributions payable on the Series A PrefeBtatk as provided in
Section 2 are in arrears, thereafter and untd@trued and unpaid dividends and distributions tisdreor not declared, on shares of
Series A Preferred Stock outstanding shall have pe& in full, the Corporation shall not:

(i) declare or pay dividends, or make any otheirithistions, on any shares of stock ranking jun&ther as to dividends or
upon liquidation, dissolution or winding up) to tBeries A Preferred Stock;

(i) declare or pay dividends, or make any othstributions, on any shares of stock ranking onréypgeither as to dividenc
or upon liquidation, dissolution or winding up) tvithe Series A Preferred Stock, except dividends radiably on the shares of
Series A Preferred Stock and all such parity stotkvhich dividends are payable or in arrears irpprtion to the total amounts to
which the holders of all such shares are thenledtit

(iii) redeem or purchase or otherwise acquire torsideration shares of any stock ranking junighégias to dividends or
upon liquidation, dissolution or winding up) to tBeries A Preferred Stock, provided that the Cation may at any time redee
purchase or otherwise acquire shares of any sunebrjatock in exchange for shares of any stochefGorporation ranking junior
(either as to dividends or upon dissolution, liguidn or winding up) to the Series A Preferred 8tar

(iv) redeem or purchase or otherwise acquire fosimeration any shares of Series A Preferred Stackny shares of stock
ranking on a parity with the Series A Preferredc8t@xcept in accordance with a purchase offer nvadeiting or by publication
(as determined by the Board of Directors) to aldkees of such shares upon such terms as the Bé&uleztors, after
consideration of the respective annual dividendsaind other relative rights and preferences ofdbgective series and classes,
shall determine in good faith will result in faindiequitable treatment among the respective seriesses.
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(B) The Corporation shall not permit any subsidiafyhe Corporation to purchase or otherwise aegiair consideration any
shares of stock of the Corporation unless the Gatjwm could, under paragraph (A) of this Sectippyérchase or otherwise acquire
such shares at such time and in such manner.

Section 5. Reacquired Shares. Any shares of S&rtreferred Stock purchased or otherwise acquiyetthd Corporation in any
manner whatsoever shall be retired and cancellemptty after the acquisition thereof. All such gsshall upon their cancellation become
authorized but unissued shares of Preferred Stodhreay be reissued as part of a new series ofiredf&tock subject to the conditions and
restrictions on issuance set forth herein, in tiickes of Incorporation, or in any other Certifieaof Determination creating a series of
Preferred Stock or any similar stock or as otheswégjuired by law.

Section 6. Liquidation, Dissolution or Winding Up.

(A) Upon any liguidation, dissolution or winding o the Corporation, no distribution shall be mgtleto the holders of shares of
stock ranking junior (either as to dividends or mifiquidation, dissolution or winding up) to thertgs A Preferred Stock unless, prior thereto,
the holders of shares of Series A Preferred Stbak bave received Ten Thousand Dollars ($10,0@0spare, plus an amount equal to
accrued and unpaid dividends and distributionsethrerwhether or not declared, to the date of sagiment, provided that the holders of
shares of Series A Preferred Stock shall be edtidgeceive an aggregate amount per share, subjéwt provision for adjustment hereina
set forth, equal to 10,000 times the aggregate atrtobe distributed per share to holders of shaf€ommon Stock, or (2) to the holders of
shares of stock ranking on a parity (either asutmends or upon liquidation, dissolution or windinp) with the Series A Preferred Stock,
except distributions made ratably on the SeriegefdPred Stock and all such parity stock in projparto the total amounts to which the
holders of all such shares are entitled upon sgciidiation, dissolution or winding up. In the evémé Corporation shall at any time declare or
pay any dividend on the Common Stock payable imeshaf Common Stock, or effect a subdivision or boration or consolidation of the
outstanding shares of Common Stock (by reclassidicar otherwise than by payment of a dividenghares of Common Stock) into a
greater or lesser number of shares of Common Stioek,in each such case the aggregate amount ¢t \blders of shares of Series A
Preferred Stock were entitled immediately priostich event under the proviso in clause (1) of teegrling sentence shall be adjusted by
multiplying such amount by a fraction the numeratbwhich is the number of shares of Common Stagktanding immediately after such
event and the denominator of which is the numbehafes of Common Stock that were outstanding infattedg prior to such event.

(B) In the event, however, that there are not sigffit assets available to permit payment in futh® Series A Liquidation
Preference and the liquidation preferences oftakioseries of Preferred Stock, if any, which ranlka parity with the Series A Preferred
Stock, then such remaining assets shall be distribratably to the holders of such parity shargeaportion to their respective liquidation
preferences. In the event, however, that ther@atre
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sufficient assets available to permit payment Ihdtithe Common Adjustment, then such remainingeés shall be distributed ratably to the
holders of Common Stock.

(C) In the event the Corporation shall at any tafter the Rights Declaration Date (i) declare aivydénd on Common Stock
payable in shares of Common Stock, (ii) subdivitedutstanding Common Stock, or (iii) combine théstanding Common Stock into a
smaller number of shares, then in each such casédjustment Number in effect immediately priorstech event shall be adjusted by
multiplying such Adjustment Number by a fractioe thumerator of which is the number of shares of @om Stock outstanding immediate
after such event and the denominator of whicha@snilimber of shares of Common Stock that were aditg immediately prior to such
event.

Section 7. Consolidation, Merger, etc. In caseGbgporation shall enter into any consolidation, geeyr combination or other
transaction in which the shares of Common Stocleachanged for or changed into other stock or ssircash and/or any other property,
then in any such case each share of Series A RrdfBtock shall at the same time be similarly ergled or changed into an amount per
share, subject to the provision for adjustmentihafter set forth, equal to Ten Thousand (10,000%$ the aggregate amount of stock,
securities, cash and/or any other property (payiatkend), as the case may be, into which or fofoleach share of Common Stock is
changed or exchanged. In the event the Corporatiatt at any time declare or pay any dividend aGommon Stock payable in shares of
Common Stock, or effect a subdivision or combimatio consolidation of the outstanding shares of @om Stock (by reclassification or
otherwise than by payment of a dividend in shaféSoonmon Stock) into a greater or lesser numbehafes of Common Stock, then in each
such case the amount set forth in the precedingisea with respect to the exchange or change oéslud Series A Preferred Stock shall be
adjusted by multiplying such amount by a fractitne numerator of which is the number of sharesmh@on Stock outstanding immediately
after such event and the denominator of whichasnilimber of shares of Common Stock that were owdistg immediately prior to such
event.

Section 8. No Redemption. The shares of SeriesefeRed Stock shall not be redeemable.

Section 9. Rank. The Series A Preferred Stock shak, with respect to the payment of dividends teddistribution of assets,
junior to all series of any other class of the @ogpior's Preferred Stock.

Section 10. Amendment. The Restated Articles obiparation of the Corporation shall not be amendeahy manner which
would materially alter or change the powers, preriees or special rights of the Series A PrefertedkSso as to affect them adversely witk
the affirmative vote of the holders of at leasta@arity of the outstanding shares of Series A RreteStock, voting together as a single class.
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The undersigned certify under penalty of perjust tiney have read the foregoing Certificate of bateation and know the

contents thereof, and that the statements thereitrize.

Executed at San Jose, California, on June 10, 1998.
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/s/ JOHN T. CHAMBERS

Name: John T. Chambel
Title:  President and Chief Executive Offic

/s DAVID ROGAN

Name: David Roga
Title: Vice President, Treasurer, Assistantr8ecy



EXHIBIT B

Form of Rights Certificate

Article No. k- Rights
NOT EXERCISABLE AFTER JUNE 10, 2008 OR EARLIER IEREMPTION OR EXCHANGE OCCURS. THE RIGHTS
ARE SUBJECT TO REDEMPTION AT THE OPTION OF THE COKRY AT $.001 PER RIGHT AND TO EXCHANGE ON
THE TERMS SET FORTH IN THE RIGHTS AGREEMENT. UNDEEERTAIN CIRCUMSTANCES, RIGHTS
BENEFICIALLY OWNED BY AN ACQUIRING PERSON OR AN AFIEIATE OR ASSOCIATE OF AN ACQUIRING
PERSON (AS SUCH TERMS ARE DEFINED IN THE RIGHTS AGRMENT) AND ANY SUBSEQUENT HOLDER OF
SUCH RIGHTS MAY BECOME NULL AND VOID. [THE RIGHTS EPRESENTED BY THIS RIGHTS CERTIFICATE ARE
OR WERE BENEFICIALLY OWNED BY A PERSON WHO WAS OREECAME AN ACQUIRING PERSON OR AN
AFFILIATE OR ASSOCIATE OF AN ACQUIRING PERSON (ASLECH TERMS ARE DEFINED IN THE RIGHTS
AGREEMENT). ACCORDINGLY, THIS RIGHTS CERTIFICATE AN THE RIGHTS REPRESENTED HEREBY MAY
BECOME NULL AND VOID IN THE CIRCUMSTANCES SPECIFIEIN SUCH AGREEMENT.]*

Rights Certificate
CISCO SYSTEMS, INC.

This certifies that , or registered assignshésregistered owner of the number of Rights sghfabove, each of which entitles
owner thereof, subject to the terms, provisions @mitions of the Rights Agreement, dated as n€JL0, 1998 (the “Rights Agreement”),
between Cisco Systems, Inc., a California corponafihe “Company”), and Bank Boston, N.A. (the “Rigi/Agent”), to purchase from the
Company at any time after the Distribution Dateqiash term is defined in the Rights Agreement) mal to 5:00 P.M., Massachusetts time,
on June 10, 2008, at the office of the Rights Agisignated for such

* The portion of the legend in bracket shall be iteskonly if applicable and shall replace the préugdentence
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purpose, or at the office of its successor as Riglgent, one ten-thousandth (a “Unit”) of a fullgigh non-assessable share of Series A Junior
Participating Preferred Stock, no par value (therles A Preferred Stock”) of the Company, at a pase price of $650.00 per Unit of Series
A Preferred Stock (the “Purchase Priceifpon presentation and surrender of this Rightsifi@ate with the Form of Election to Purchase d
executed. The number of Rights evidenced by thghRiCertificate (and the number of Units of SeAdreferred Stock which may be
purchased upon exercise hereof) set forth abovkthenPurchase Price set forth above, are the nuamgePurchase Price as of June 22, 1998
based on the Series A Preferred Stock as constiaitsuch date. As provided in the Rights AgreentietPurchase Price and the number of
Units of Series A Preferred Stock which may be pased upon the exercise of the Rights evidencehidyights Certificate are subject to
modification and adjustment upon the happeningediain events.

This Rights Certificate is subject to all of thents, provisions and conditions of the Rights Agreatnwhich terms, provisions
and conditions are hereby incorporated herein fareace and made a part hereof and to which Rigiteement reference is hereby made
for a full description of the rights, limitation$ Bghts, obligations, duties and immunities hememof the Rights Agent, the Company and the
holders of the Rights Certificate. Copies of thghRs Agreement are on file at the principal exeeutffices of the Company.

This Rights Certificate, with or without other RigiCertificate, upon surrender at the office of Rights Agent designated for
such purpose, may be exchanged for another Rigitifi€ate or Rights Certificate of like tenor addte evidencing Rights entitling the
holder to purchase a like aggregate number of Sériereferred Stock as the Rights evidenced byrights Certificate or Rights Certificate
surrendered shall have entitled such holder tolfage. If this Rights Certificate shall be exercisepart, the holder shall be entitled to
receive upon surrender hereof another Rights @zt or Rights Certificate for the number of whBights not exercised.

Subject to the provisions of the Rights Agreemtirg,Rights evidenced by this Articles may be redsgby the Company at a
redemption price of $.001 per Right.

No fractional shares of Series A Preferred Stodkhwei issued upon the exercise of any Rights ohRigvidenced hereby (other
than fractions which are integral multiples of ame-millionth of a share of Series A Preferred 8tothich may, at the election of the
Company, be evidenced by depositary receipts)inbigu thereof a cash payment will be made, asiged in the Rights Agreement.

No holder of this Rights Certificate, as such, khalentitled to vote or receive dividends or berded for any purpose the holder
of Units of Series A Preferred Stock or of any otsecurities of the Company which may at any tiraésisuable on the exercise hereof, nor
shall anything contained in the Rights Agreemerfierein be construed to confer upon the holderdigas such, any of the rights of a
shareholder of the Company or any right to votetierelection of directors or upon any matter sutedito shareholders at any meeting
thereof, or
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to give or withhold consent to any corporate actmrto receive notice of meetings or other actiaffiscting shareholders (except as provided
in the Rights Agreement), or to receive dividendsubscription rights, or otherwise, until the Rigbr Rights evidenced by this Rights
Certificate shall have been exercised as providete Rights Agreement.

This Rights Certificate shall not be valid or olligry for any purpose until it shall have been ¢etsigned by the Rights Agent.

WITNESS the signature of the proper officers of @@mpany and its corporate seal. Dated as of JOn£9P8.

ATTEST:

Name:
Title:

Countersigned

BANK BOSTON, N.A.
as Rights Agen

By

Authorized Signator

CISCO SYSTEMS, INC

By

Name:
Title:
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Form of Reverse Side of Rights Certificate
FORM OF ASSIGNMENT
(To be executed by the registered holder if sudddralesires to transfer the Rights Certificate.)

FOR VALUE RECEIVED hereby sells, assigns and transfers unto

(Please print name and address of transferee)

this Rights Certificate, together with all rightle and interest therein, and does hereby irreblyceonstitute and appoint
Attorney, to transfer the within Rights Certificaig the books of the within-named Company, with polwer of

substitution.

Dated:

Signature

Signature Guaranteed:

Signatures must be guaranteed by a participanSecarrities Transfer Association Inc. recognizgghaiure guarantee medallion
program.
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CERTIFICATE

The undersigned hereby certifies that the Righidemced by this Rights Certificate are not benafigiowned by an Acquiring
Person or an Affiliate or Associate thereof (asrdef in the Rights Agreement).

Signature

NOTICE

The signature in the foregoing Form of Assignmensttonform to the name as written upon the fadtisfRights Certificate in
every particular, without alteration or enlargemenany change whatsoever.

In the event the certification set forth abovehia Form of Assignment is not completed, the Compand/the Rights Agent will
deem the beneficial owner of the Rights evidengethls Rights Certificate to be an Acquiring Persoran Affiliate or Associate thereof (as
defined in the Rights Agreement) and such Assignméhnot be honored.
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FORM OF ELECTION TO PURCHASE
(To be executed if holder desires to exercise tlgatR Certificate.)
To Cisco Systems, Inc.

The undersigned hereby irrevocably elects to egerRights represented by this Rights Certificaggui@hase the units of Series
Preferred Stock issuable upon the exercise of Rights and requests that certificates for sucheSeki Preferred Stock be issued in the name
of:

Please insert social security
or other identifying number

(Please print name and address)

If such number of Rights shall not be all the Rigwidenced by this Rights Certificate, a new Rigbertificate for the balance remaining of
such Rights shall be registered in the name ofdatigered to:

Please insert social security
or other identifying number

(Please print name and address)

Dated:

Signature
Signature Guaranteed:

Signatures must be guaranteed by a participanSecarrities Transfer Association Inc. recognizgghaiure guarantee medallion
program.
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CERTIFICATE

The undersigned hereby certifies that the Righidemced by this Rights Certificate are not benafigiowned by an Acquiring
Person or an Affiliate or Associate thereof (asrdef in the Rights Agreement).

Signature

NOTICE

The signature in the foregoing Form of ElectioPtochase must conform to the name as written upofece of this Rights
Certificate in every particular, without alterationenlargement or any change whatsoever.

In the event the certification set forth aboveha Form of Election to Purchase, as the case mag het completed, the Comps
and the Rights Agent will deem the beneficial owoethe Rights evidenced by this Rights Certificatdse an Acquiring Person or an
Affiliate or Associate thereof (as defined in thigiRs Agreement) and such Election to Purchasenastilbe honored.
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EXHIBIT C

CISCO SYSTEMS, INC.

SUMMARY OF RIGHTS TO PURCHASE
SHARES OF SERIES A PREFERRED STOCK

On June 10, 1998 the Board of Directors of Ciscst&ys, Inc. (the “Company”) declared a dividendmé preferred share
purchase right (a “Right”) for each outstandingrehaf Common Stock (the “Common Stock”), par vahu@01 per share, of the Company.
The dividend is payable on June 22, 1998 (the “REBate”) to the shareholders of record on tha¢ daach Right entitles the registered
holder to purchase from the Company one ten-thalibaof a share (a “Unit”) of Series A Junior Pdpating Preferred Stock, no par value
(the “Series A Preferred Stock”), of the Companwg atice of $650.00 per Unit (the “Purchase Pricelipject to adjustment. The description
and terms of the Rights are set forth in a Riglgse&ment dated as of June 10, 1998 (the “Righteégent”) between the Company and
Bank Boston, N.A., as Rights Agent (the “Rights Atjg

Until the earlier to occur of (i) a public annountnt that a person or group of affiliated or assteci persons (an “Acquiring
Person”) have acquired beneficial ownership of IB%more of the outstanding Common Stock or (iibil8iness days (or such later date as
may be determined by action of the Continuing Oiwecprior to such time as any Person becomes anifieg Person) following the
commencement of, or announcement of an intentionake, a tender offer or exchange offer the consatom of which would result in the
beneficial ownership by a person or group of 15%nore of such outstanding Common Stock (the easfisuch dates being called the
“Distribution Date”), the Rights will be evidencedlith respect to any of the Common Stock certiisabutstanding as of the Record Date, by
such Common Stock certificate with a copy of thisngnary of Rights attached thereto.

The Rights Agreement provides that, until the Glisition Date, the Rights will be transferred withdeonly with the Common
Stock. Until the Distribution Date (or earlier redgtion or expiration of the Rights), new Commoncgtoertificates issued after the Record
Date, upon transfer or new issuance of Common Skditkontain a notation incorporating the Rightgr&ement by reference. Until the
Distribution Date (or earlier redemption or expivatof the Rights), the surrender for transfer mf aertificates for Common Stock,
outstanding as of the Record Date, even without siatation or a copy of this Summary of Rights eattached thereto, will also constitute
the transfer of the Rights associated with the Com@tock represented by such certificate. As sequracticable following the Distribution
Date, separate certificates evidencing the RigRigkts Certificate”) will be mailed to holders oécord of the
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Common Stock as of the Close of Business on theiBugion Date and such separate Rights Certifieddae will evidence the Rights.

The Rights are not exercisable until the DistribntDate. The Rights will expire at the close ofibass on June 10, 2008 (the
“Final Expiration Date”), unless the Final ExpiiiDate is extended or unless the Rights are eaglikeemed or exchanged by the Company,
in each case as described below.

The Purchase Price payable, and the number of bhiRseferred Stock or other securities or propessuyable, upon exercise of
the Rights are subject to adjustment from timen@ tto prevent dilution (i) in the event of a statikidend on, or a subdivision, combination
or reclassification of, the Preferred Stock, (jjon the grant to holders of the Units of Prefei®éack of certain rights or warrants to subsc
for or purchase Units of Preferred Stock at a pricesecurities convertible into Units of Prefer@ck with a conversion price, less than the
then current market price of the Units of Prefer&alck or (iii) upon the distribution to holderstbe Units of Preferred Stock of evidences of
indebtedness or assets (excluding regular peraatib dividends paid out of earnings or retainediegs or dividends payable in Units of
Preferred Stock) or of subscription rights or watsg(other than those referred to above).

The number of outstanding Rights and the numbeélmitfs of Preferred Stock issuable upon exerciseach Right are also subject
to adjustment in the event of a stock split of @@nmon Stock or a stock dividend on the CommonlSpayable in Common Stock or
subdivisions, consolidations or combinations of @mmon Stock occurring, in any such case, prighéoDistribution Date.

Units of Preferred Stock purchasable upon exerfiske Rights will not be redeemable. Each UniPadferred Stock will be
entitled to a dividend equal to any dividend destlaper share of Common Stock. In the event ofdigtion, each Unit of Preferred Stock will
be entitled to a payment equal to any payment mpadshare of Common Stock. Each Unit of PrefertediSwill have one vote, voting
together with the Common Stock. Finally, in thergvaf any merger, consolidation or other transactiowhich shares of Common Stock are
exchanged, each Unit of Preferred Stock will bétledtto receive an amount equal to the amountivedeper share of Common Stock. These
rights are protected by customary anti-dilutionyismns.

Because of the nature of the dividend, liquidatod voting rights, the value of each Unit of PrefdrStock purchasable upon
exercise of the Rights should approximate the vafiane share of Common Stock.

In the event that, after the Rights become exdntgsghe Company is acquired in a merger or othsirtess combination
transaction with an Acquiring Person or an affditliereof, or 50% or more of its consolidated asseearning power are sold to an Acqui

C-2



Person or an affiliate thereof, proper provisiol b& made so that each holder of a Right will &adter have the right to receive, upon
exercise thereof at the then current exercise pfitke Rights, that number of shares of commoaokstd the acquiring company which at the
time of such transaction will have a market valtiernm times the exercise price of the Rights.

In the event that any person or group of affiliabeédssociated persons becomes the beneficial cfrigi% or more of the
outstanding shares of Common Stock proper provisiwll be made so that each holder of a Rightratiza Rights beneficially owned by
the Acquiring Person (which will thereafter be Voidill thereafter have the right to receive upoereise that number of shares of Common
Stock or Units of Preferred Stock (or cash, otleeusities or property) having a market value of timges the exercise price of the Rights.

At any time after the acquisition by a person augr of affiliated or associated persons of benafi@ivnership of 15% or more of
the outstanding shares of Common Stock and pritr@@cquisition by such person or group of 50%nore of the outstanding Common
Stock, the Continuing Directors of the Company regghange all or part of the Rights (other than Rigtwned by such person or group
which have become void) for Units of Preferred &tatan exchange ratio of (subject to adjustmehitkvshall equal, subject to adjustment
to reflect stock splits, stock dividends and simitansactions occurring after the date hereotf, ibenber obtained by dividing the Purchase
Price by the then current per share market pricé&Jpé of Preferred Stock on the earlier of (i) tete on which any Person becomes an
Acquiring Person and (ii) the date on which a terateexchange offer is announced by any Persarpah consummation thereof such Person
would be the Beneficial Owner of 15% or more of shares of Company Common Stock then outstanding.

With certain exceptions, no adjustment in the PasehPrice will be required until cumulative adjusins require an adjustment of
at least 1% in such Purchase Price. No fractiomales of Preferred Stock will be issued (other finactions which are integral multiples of
one ten-thousandth of a share of Preferred Stolsichamay, at the election of the Company, be ewiddrby depositary receipts) and, in lieu
thereof, an adjustment in cash will be made basetti® market price of the Units of Preferred Stookhe last trading day prior to the date of
exercise.

At any time prior to the public announcement thpeeson or group of affiliated or associated pesduas acquired beneficial
ownership of 15% or more of the outstanding Com@tmtk, the Board of Directors of the Company maleesn the Rights in whole, but r
in part, at a price of $.001 per Right (the “RedéompPrice”), upon the approval of a majority oét@ontinuing Directors. The redemption of
the rights may be made effective at such time a@h sasis and with such conditions as the Boardidibrs, upon the approval of the
Continuing Directors in its sole discretion mayaddish. Immediately upon any redemption of the Rigthe right to exercise the Rights will
terminate and the only right of the holders
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of Rights will be to receive the Redemption Pritke Rights are also redeemable under other ciramoss as specified in the Rights
Agreement.

The terms of the Rights may be amended by the Bwoiabdrectors of the Company without the consenthef holders of the Righ
upon the approval of a majority of the Continuinigedtors except that from and after a Distributidate no such amendment may adversely
affect the interests of the holders of the Rights.

Until a Right is exercised, the holder thereofsash, will have no rights as a shareholder of tam@any, including, without
limitation, the right to vote or to receive dividis

The Rights have certain anéikeover effects. The Rights will cause substaxilation to a person or group that attempts touire
the Company on terms not approved by the Compaésd of Directors, except pursuant to an offerditioned on a substantial number of
rights being acquired. The Rights should not irterfwith any merger or other business combinatgmaved by the Board of Directors
because the Rights may be redeemed by the Compémy Redemption Price prior to the occurrence DBfsdribution Date.

A copy of the Rights Agreement has been filed \lith Securities and Exchange Commission as an ExhibiRegistration
Statement on Form 8-A. A copy of the Rights Agrephig available free of charge from the Companyis Bummary description of the
Rights does not purport to be complete and is fiedlin its entirety by reference to the Rights égment, which is hereby incorporated
herein by reference.
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CISCO SYSTEMS, INC.
1997 SUPPLEMENTAL STOCK INCENTIVE PLAN
(As Amended and Restated Effective January 9, 2001)

ARTICLE ONE
GENERAL

A. This 1997 Supplemental Stock Incentive Plamisnded to promote the interests of Cisco Systéms,a California
corporation, by authorizing an additional reserf/eh@res of the Corporation’s common stock forasme through long-term option grants or
direct stock issuances to individuals in the emmibthe Corporation (or any Parent or Subsidiarkipware neither officers of the Corporation
nor members of the Board and who are not other@&észtion 16 Insiders.

B. The Plan shall become effective immediately uadaption by the Board on July 31, 1997.

C. The Plan shall supplement the authorized slesgrve under the Corporation’s 1996 Stock IncerRiaa, and share issuances
under this Plan shall not reduce or otherwise affee number of shares of the Corporation’s comstonk available for issuance under the
1996 Stock Incentive Plan. In addition, share iesea under the 1996 Stock Incentive Plan shaltethice or otherwise affect the number of
shares of the Corporation’s common stock avail&driéssuance under this Plan.

D. All share numbers in this January 9, 2001 restant reflect all splits of the Common Stock eféecthrough March 22, 2000,
including (i) the three (3)-for-two (2) split of Gonon Stock effected on December 16, 1997, (iiXtinee (3)-for-two (2) split of Common
Stock effected on September 15, 1998, (iii) the (@)efor-one (1) spilt of Common Stock effectedlame 21, 1999, and (iv) the two (2)-for-
one (1) split of Common Stock effected on MarchZIX)O0.

E. Capitalized terms shall have the meanings asdigmsuch terms in the attached Appen



I. STRUCTURE OF THE PLAN
A. The Plan shall be divided into two (2) sepaedaity programs:

(i) the Option Grant Program under which eligibe¥gpns may, at the discretion of the Plan Admiaistt be granted optio
to purchase shares of Common Stock, and

(i) the Stock Issuance Program under which elgjirsons may, at the discretion of the Plan Adstrimtior, be issued sha
of Common Stock directly, either through the imnagelipurchase of such shares or as a bonus focegméndered the Corporation (or
any Parent or Subsidiary) or the attainment ofglested performance goals.

[I. ADMINISTRATION OF THE PLAN

A. The Plan Administrator shall have full power atisicretion (subject to the express provisiondefRlan) to establish such ru
and regulations as it may deem appropriate foptbper administration of the Plan and to make sleterminations under, and issue such
interpretations of, the provisions of the Plan angl outstanding option grants or unvested stockaisses thereunder as it may deem
necessary or advisable. Decisions of the Plan Agtnittor shall be final and binding on all partigso have an interest in the Plan or any
outstanding stock option or stock issuance thereund

B. The individuals serving as Plan Administratoalskerve for such period as the Board may detezraimd shall be subject to
removal by the Board at any time.

C. Service as Plan Administrator shall constit@eice as a Board member, and each Board membéngeas Plan Administrati
shall accordingly be entitled to full indemnificani and reimbursement as a Board member for sugfteeNo individual serving as Plan
Administrator shall be liable for any act or omissimade in good faith with respect to the Plannyr@ption grant or stock issuance made
under the Plan.

[ll. ELIGIBILITY

A. The persons eligible to participate in the Pdaall be limited to those Employees who are neitifiicers of the Corporation n
members of the Board and who are not otherwisédet6 Insiders.

B. The Plan Administrator shall have full authoritydetermine (i) with respect to the Option Griarigram, which eligible
Employees are to receive option grants under tae, Bhe time or times when the grants are to besgrthd number of shares subject to each
such grant, the time or times when each granteidrof to become exercisable and the maximum temwhich the option may remain
outstanding and (ii) with respect to stock issuangsder the Stock Issuance Program, which eligibtsons are to receive stock issuance:
time or times when such issuances are to be magl@eumber of shares to be
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issued to each Participant, the vesting schediuayi) applicable to the issued shares and theideraion for such shares. All options
granted under the Plan shall be Non-Statutory @ptio



IV. STOCK SUBJECT TO THE PLAN

A. Shares of Common Stock shall be available femasce under the Plan and shall be drawn fromreitieeCorporation’s
authorized but unissued shares of Common Stocdtoor feacquired shares of Common Stock, includirsgeshrepurchased by the
Corporation on the open market. The maximum nurobshares of Common Stock reserved for issuancetbederm of the Plan shall be
limited to 9,000,000 shares, subject to adjustrfremt time to time in accordance with the provisiafisSection IV.C.

B. Should one or more outstanding options underRé&n expire or terminate for any reason priexercise in full, then the
shares subject to the portion of each option n@x&scised shall be available for subsequent issuander the Plan. Unvested shares issued
under the Plan and subsequently cancelled or reasecl by the Corporation, at the original issueeppiaid per share, pursuant to the
Corporation’s repurchase rights under the Plar sleahdded back to the number of shares of Comnmrk $eserved for issuance under the
Plan and shall accordingly be available for reisseahrough one or more subsequent option grardsent stock issuances under the Plan.
Should the exercise price of an outstanding opiiwter the Plan be paid with shares of Common Stbek, the number of shares of Comr
Stock available for issuance under the Plan skatelduced by the gross number of shares for whigloption is exercised, and not by the net
number of shares of Common Stock actually issuedednolder of such option.

C. Should any change be made to the Common Steg&lite under the Plan by reason of any stock sphitk dividend,
recapitalization, combination of shares, excharfgghares or other change affecting the outstan@mmmon Stock as a class without the
Corporation’s receipt of consideration, then appeip adjustments shall be made to (i) the maximumber and/or class of securities
issuable under the Plan, and (ii) the number ardéss of securities and price per share in effader each option outstanding under the |
Such adjustments to the outstanding securitietode effected in a manner which shall precludestilargement or dilution of rights and
benefits under such options. The adjustments datethby the Plan Administrator shall be final, birgland conclusive.
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ARTICLE TWO
OPTION GRANT PROGRAM

I. OPTION TERMS

Options granted under the Plan shall be authotizeaiction of the Plan Administrator and shall balemced by one or more
instruments in the form approved by the Plan Adstrator; provided, however, that each such instntrakall comply with the terms and
conditions specified below. All such granted opsichall be Non-Statutory Options.

A. Exercise Price.

1. The exercise price per share shall be fixechbyPlan Administrator but shall not be less tham lmndred percent
(100%) of the Fair Market Value per share of Comr8twck on the grant date.

2. Full payment of the exercise price shall becamaediately due upon exercise of the option andl slegpayable in one
or more of the forms specified below:

(i) cash or check made payable to the Corporation,

(i) shares of Common Stock held for the requipieiod necessary to avoid a charge to the Corporatearnings for
financial reporting purposes and valued at Fairkda¥alue on the Exercise Date, or

(iii) through a special sale and remittance procegwrsuant to which the Optionee shall concurygmibvide
irrevocable instructions to (a) a Corporation-deatgd brokerage firm to effect the immediate sébb® purchased shares and remit to
the Corporation, out of the sale proceeds availablthe settlement date, sufficient funds to cdkieraggregate exercise price payable
for the purchased shares plus all applicable Fédstede and local income and employment taxesiredjto be withheld by the
Corporation in connection with such purchase angYahe Corporation to deliver the certificates thee purchased shares directly to
such brokerage firm in order to complete the salesaction.

Except to the extent such sale and remittance guveds utilized, payment of the exercise pricetif@r purchased shares must be
made on the Exercise Date.
B. Term and Exercise of Options/Limited Transferability .

1. Each option shall have such term and be exdleisd such time or times, during such period amaf@ich number of
shares, as shall be determined by the Plan Admatistand set forth in the documents evidencindp syation.

5



2. During the lifetime of the Optionee, the optimay be assigned in whole or in part to one or moeenbers of the
Optionee’s immediate family or to a trust estaldislexclusively for one or more such family memtmert one or more individuals, to the
extent such assignment is in connection with thedDpe’s estate plan or pursuant to a domestitisakorder. The assigned portion may
only be exercised by the person or persons whoirgcgproprietary interest in the option pursuanthie assignment. The terms applicable to
the assigned portion shall be the same as thasféeiet for the option immediately prior to suchigasent and shall be set forth in such
documents issued to the assignee as the Plan Astratior may deem appropriate.

C. Effect of Termination of Service.
1. The following provisions shall govern the exsecof any options held by the Optionee at the tifnreessation of Service

or death:

(i) Any option outstanding at the time of the Op#@’s cessation of Service for any reason shalhireexercisable
for such period of time thereafter as shall be mieiteed by the Plan Administrator and set forthhia tocuments evidencing the option,
but no such option shall be exercisable after #pération of the option term.

(il) Any option exercisable in whole or in part the Optionee at the time of death may be subselguexdrcised by
the personal representative of the Optionee’sestaby the person or persons to whom the optitrarsferred pursuant to the
Optionee’s will or in accordance with the laws ekdent and distribution.

(iii) Should the Optionee’s Service be terminatedMisconduct, then all outstanding options heldHwy Optionee
shall terminate immediately and cease to be oudsign

(iv) During the applicable post-Service exercisequk the option may not be exercised in the agapeefpr more than
the number of shares for which the option is exsattgie on the date of Optionee’s cessation of Serdpon the expiration of the
applicable exercise period or (if earlier) upon ¢ixeiration of the option term, the option shathéate and cease to be outstanding for
any otherwise exercisable shares for which theoagias not been exercised. However, the option, sahediately upon Optionee’s
cessation of Service for any reason, terminatecaade to be outstanding with respect to any araptbtn shares for which the optior
not otherwise at the time exercisable.



2. The Plan Administrator shall have the discretmrercisable either at the time an option is gréumir at any time while
the option remains outstanding, to:

(i) extend the period of time for which the optigrto remain exercisable following Optionee’s céisseof Service or
death from the limited period otherwise in effemt that option to such greater period of time &sRkan Administrator shall deem
appropriate, but in no event beyond the expiratibtine option term, and/or

(i) permit the option to be exercised, during #pplicable post-Service exercise period, not oriti wespect to the
number of shares of Common Stock for which sucioops exercisable at the time of the Optioneessagion of Service but also with
respect to one or more additional installmentsafbich the option would have become exercisablethadptionee continued in
Service.

D. Shareholder Rights. No Optionee shall have &ayeholder rights with respect to any option sharg# such person shall have
exercised the option and paid the exercise pricéhtopurchased shares.

[I. CORPORATE TRANSACTION/CHANGE IN CONTROL

A. Each option outstanding under the Plan at the f a Corporate Transaction shall automaticalbekerate so that each such
option shall, immediately prior to the specifiefeetive date for such Corporate Transaction, becfuheexercisable with respect to the total
number of shares of Common Stock at the time stibjebat option and may be exercised for all or partion of those shares as fullgstec
shares. However, an outstanding option under the $Htall not become exercisable on such an acteddrasis if and to the extent: (i) such
option is, in connection with the Corporate Trarise to be assumed by the successor corporatiopagent thereof) or (i) such option is to
be replaced with a cash incentive program of tleessor corporation which preserves the spreatirexist the time of the Corporate
Transaction on the shares for which the optiorotsotherwise at that time exercisable and providesubsequent payout of that spread in
accordance with the same exercise/vesting schegplécable to those shares.

B. The Plan Administrator shall have the discredigrauthority to structure one or more options urtde Plan so that those
options shall immediately accelerate upon an Invaty Termination of the Optionee’s Service withidesignated period (not to exceed
eighteen (18) months) following the effective date Corporate Transaction in which those optiaesassumed by the successor corporation
and accordingly do not accelerate at the time ofi sTorporate Transaction.

C. Immediately following the consummation of ther@arate Transaction, all outstanding options urtderPlan shall terminate
and cease to remain outstanding, except to thetassumed by the successor corporation or itsipacenpany.
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D. Each outstanding option which is assumed in eotion with the Corporate Transaction shall be appately adjusted,
immediately after such Corporate Transaction, fgyapnd pertain to the number and class of seesritihich would have been issued to the
Optionee, in consummation of the Corporate Tramsachad such person exercised the option immddiptér to the Corporate Transactit
Appropriate adjustments shall also be made tostkecese price payable per share, provided the gatgesxercise price payable for such
securities shall remain the same. In additioncthss and number of securities available for isseamder the Plan following the
consummation of the Corporate Transaction shafiggropriately adjusted.

E. The Plan Administrator shall also have full powed authority to grant options under the Planciwhiill automatically
accelerate upon an Involuntary Termination of Qpig’s Service within a designated period (not teed eighteen (18) months) following
the effective date of any Change in Control.

F. The grant of options under the Plan shall invay affect the right of the Corporation to adjustlassify, reorganize or
otherwise change its capital or business struaiute merge, consolidate, dissolve, liquidate draretransfer all or any part of its business or
assets.



ARTICLE THREE
STOCK ISSUANCE PROGRAM

I. STOCK ISSUANCE TERMS

Shares of Common Stock may be issued under thé& &sgance Program through direct and immediateaisses without any
intervening option grants. Each such stock issuaha#t be evidenced by a Stock Issuance Agreemiictiveomplies with the terms specif
below. Shares of Common Stock may also be issuddrihe Stock Issuance Program pursuant to stgireaivards which entitle the
recipients to receive those shares upon the attihof designated performance goals.

A. Purchase Price.
1. The purchase price per share of Common Stogkauio direct issuance shall be fixed by the Pldministrator, but
shall not be less than one hundred percent (L00%ed-air Market Value per share of Common Stachhe issuance date.
2. Shares of Common Stock may be issued underttioik &suance Program for any of the following iseof consideratio
which the Plan Administrator may deem appropriatedach individual instance:
(i) cash or check made payable to the Corporation,
(i) past services rendered to the Corporatiorafyr Parent or Subsidiary).

B. Vesting/Issuance Provisions

1. Shares of Common Stock issued under the Stsdiahee Program may, in the discretion of the PlamiAistrator, be
fully and immediately vested upon issuance or nest in one or more installments over the Partidigaoeriod of Service or upon attainm
of specified performance objectives. Alternativehg Plan Administrator may issue share right agamtler the Stock Issuance Program
which shall entitle the recipient to receive a $fiedt number of shares of Common Stock upon tharatient of one or more performance
goals established by the Plan Administrator. Upenattainment of such performance goals, fullyegshares of Common Stock shall be
issued in satisfaction of those share right awards.

2. Any new, substituted or additional securitie®threr property (including money paid other thamasgular cash
dividend) which the Participant may have the righteceive with respect to his or her unvestedeshaf Common Stock by reason of any
stock dividend, stock split, recapitalization, candtion of shares, exchange of shares or other
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change affecting the outstanding Common Stockdass without the Corporation’s receipt of considien shall be issued subject to (i) the
same vesting requirements applicable to the Ppatitis unvested shares of Common Stock and (i) egscrow arrangements as the Plan
Administrator shall deem appropriate.

3. The Participant shall have full stockholder tggith respect to any shares of Common Stock éssmuehe Participant
under the Stock Issuance Program, whether or ed#mticipans interest in those shares is vested. AccordiriglyParticipant shall have t
right to vote such shares and to receive any regalsh dividends paid on such shares.

4. Should the Participant cease to remain in Semwiaile holding one or more unvested shares of Com8tock issued
under the Stock Issuance Program or should themesince objectives not be attained with respeoh®or more such unvested shares of
Common Stock, then those shares shall be immeglistietendered to the Corporation for cancellataord the Participant shall have no
further stockholder rights with respect to thosareh. To the extent the surrendered shares werpséy issued to the Participant for cash
consideration, the Corporation shall repay thas@®gration to the Participant at the time the share surrendered.

5. The Plan Administrator may in its discretion weathe surrender and cancellation of one or mowested shares of
Common Stock (or other assets attributable thered}h would otherwise occur upon the cessatiothefParticipant’s Service or the non-
attainment of the performance objectives applicébkhose shares. Such waiver shall result inrtiraédiate vesting of the Participant’s
interest in the shares of Common Stock as to witietwaiver applies. Such waiver may be effecteahgttime, whether before or after the
Participant’s cessation of Service or the attainnoemon-attainment of the applicable performangedives.

6. Outstanding share right awards under the Stmkalnce Program shall automatically terminate nanshares of
Common Stock shall actually be issued in satisfactif those awards, if the performance goals dasta for such awards are not attained.
The Plan Administrator, however, shall have themigonary authority to issue shares of CommoniStmeier one or more outstanding share
right awards as to which the designated performgoeds have not been attained.

Il. CORPORATE TRANSACTION/CHANGE IN CONTROL

A. All of the Corporation’s outstanding repurchaggts under the Stock Issuance Program shall tedt@iautomatically, and all
the shares of Common Stock subject to those tetednéghts shall immediately vest in full, in theeat of any Corporate Transaction, except
to the extent those repurchase rights are to lhgreeskto the successor corporation (or parent ttieie connection with such Corporate
Transaction.

10



B. The Plan Administrator shall have the discratiyrauthority, exercisable either at the time theasted shares are issued or any
time while the Corporation’s repurchase rights renoaitstanding under the Stock Issuance Prograpraeide that those rights shall
automatically terminate in whole or in part, and #hares of Common Stock subject to those terndnagbts shall immediately vest, in the
event the Participant’s Service should subsequéstiyinate by reason of an Involuntary Terminatidthin a designated period (not to
exceed eighteen (18) months) following the effextiate of any Corporate Transaction in which threperchase rights are assigned to the
successor corporation (or parent thereof).

C. The Plan Administrator shall have the discredigrauthority, exercisable either at the time theasted shares are issued or any
time while the Corporation’s repurchase rights renoaitstanding under the Stock Issuance Prograpravide that those rights shall
automatically terminate in whole or in part, and #hares of Common Stock subject to those ternairéghts shall immediately vest, in the
event the Participant’s Service should subsequéatiyinate by reason of an Involuntary Terminatidthin a designated period (not to
exceed eighteen (18) months) following the effextiate of any Change in Control.

lll. SHARE ESCROW/LEGENDS

Unvested shares may, in the Plan Administratossrdition, be held in escrow by the Corporationlting Participant’s interest in
such shares vests or may be issued directly tBdintécipant with restrictive legends on the certifes evidencing those unvested shares.
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ARTICLE FOUR
MISCELLANEOUS

I. EFFECTIVE DATE AND TERM OF PLAN

A. This Plan became effective upon approval byBbard at the July 31, 1997 Board meeting and siwlbe subject to
shareholder approval.

B. The Plan shall terminate upon the earlier ob@cember 31, 2007 or (ii) the date on which arsk available for issuance
under the Plan shall have been issued as fullyedestares pursuant to option exercises or direck sésuances under the Plan or (iii) the
termination of all outstanding options in conneetiwith a Corporate Transaction. If the date of feation is determined under clause (i)
above, then all option grants or unvested stoakaisses outstanding on such date shall thereafigince to have force and effect in
accordance with the provisions of the instrumeritdencing those grants or issuances.

. AMENDMENT OF THE PLAN

The Board has complete power and authority to anoemaodify the Plan in any or all respects whatsodowut may delegate such
authority in whole or in part to the Compensatiam@nittee of the Board, as the Board deems apptepttowever, no such amendment or
modification shall adversely affect rights and ghtions with respect to stock options or unvestecdksissuances at the time outstanding
under the Plan, unless the affected Optioneesnticipants consent to such amendment.

lll. USE OF PROCEEDS

Any cash proceeds received by the Corporation ffwersale of shares pursuant to option grants ecdstock issuances under the
Plan shall be used for general corporate purposes.

IV. REGULATORY APPROVALS

A. The implementation of the Plan, the grantinguo§ option under the Plan, and the issuance of Gomftock either upon the
exercise of the stock options granted hereundpumuant to the Stock Issuance Program shall bedtb the Corporation’s procurement of
all approvals and permits required by regulatorhatities having jurisdiction over the Plan, thecit options granted under it and the
Common Stock issued pursuant to it.

B. No shares of Common Stock or other assets bhatisued or delivered under this Plan unless atititiere shall have been
compliance with all applicable requirements of Fatland state securities laws, including the filargl effectiveness of the Form S-8
registration statement for the shares of CommonkSgsuable under the Plan, and all applicablenfistequirements of any stock exchange
(or the Nasdag National Market, if applicable) dmat the Common Stock is then listed for trading.
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V. NO EMPLOYMENT/SERVICE RIGHTS

Neither the action of the Corporation in establighthe Plan, nor any action taken by the Plan Agstrator hereunder, nor any
provision of the Plan shall be construed so asdatgany individual the right to remain in Servfoe any period of specific duration, and the
Corporation (or any Parent or Subsidiary employdngh individual) may terminate such individual's\8ee at any time and for any reason,
with or without cause.
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APPENDIX

The following definitions shall be in effect undée Plan:
A. Board shall mean the Corporation’s Board of Directors.

B. Change in Control shall mean a change in ownership or control ofGbgporation effected through either of the follogin
transactions:

(i) the acquisition, directly or indirectly by ampgrson or related group of persons (other thaiCtdrporation or a
person that directly or indirectly controls, is trmtled by, or is under common control with, ther@aration), of beneficial ownership
(within the meaning of Rule 13d-3 of the 1934 Aaftsecurities possessing more than fifty perce@¥{pof the total combined voting
power of the Corporation’s outstanding securitiesspant to a tender or exchange offer made diréatiige Corporation’s shareholders,
or

(i) a change in the composition of the Board cag@eriod of thirty-six (36) consecutive monthsesd such that a
majority of the Board members ceases, by reason@for more contested elections for Board memhgréhbe comprised of
individuals who either (A) have been Board memlgerginuously since the beginning of such perio@)rhave been elected or
nominated for election as Board members during peéctod by at least a majority of the Board memigerscribed in clause (A) who
were still in office at the time the Board approweath election or nomination.

C. Codeshall mean the Internal Revenue Code of 1986, anded.
D. Common Stockshall mean the Corporation’s common stock.

E. Corporate Transaction shall mean either of the following shareholder-appd transactions to which the Corporation is a

party:
- a merger or consolidation in which se@esipossessing more than fifty percent (50%) otdtel combined voting
power of the Corporatios’outstanding securities are transferred to a peyspersons different from the persons holdingéhsecuritie
immediately prior to such transaction; or

- the sale, transfer or other dispositioalbbr substantially all of the Corporation’s assi@ complete liquidation or
dissolution of the Corporation.

F. Corporation shall mean Cisco Systems, Inc., a California caon, and its successors.

A-1



G. Employeeshall mean an individual who is in the employ & @orporation (or any Parent or Subsidiary), sulijethe control
and direction of the employer entity as to bothwtoek to be performed and the manner and methga:dbrmance.

H. Exercise Dateshall mean the date on which the Corporation $talk received written notice of the option exercise

I. Fair Market Value per share of Common Stock on any relevant daté lsbaletermined in accordance with the following
provisions:

- If the Common Stock is at the time tradadhe Nasdaq National Market, then the Fair Maxkadtie shall be the
closing selling price per share of Common Stockhendate in question, as such price is reportetth®@MNasdaqg National Market or any
successor system. If there is no closing sellingedior the Common Stock on the date in questioen the Fair Market Value shall be
the closing selling price on the last precedingdat which such quotation exists.

- If the Common Stock is at the time listedany Stock Exchange, then the Fair Market Vahadl e the closing
selling price per share of Common Stock on the matgiestion on that Stock Exchange determinedhbyPian Administrator to be the
primary market for the Common Stock, as such gaaficially quoted in the composite tape of traasons on such exchange. If there
is no closing selling price for the Common Stockiloa date in question, then the Fair Market Vahadide the closing selling price on
the last preceding date for which such quotatidatex

J.Involuntary Termination shall mean the termination of the Service of amjvidual which occurs by reason of:
- such individual’s involuntary dismissaldischarge by the Corporation for reasons othar M&conduct, or

- such individual’s voluntary resignatiofiéaving (A) a change in his or her position wittet@orporation which
materially reduces his or her duties or resporisiéslor the level of management to which he orrgperts, (B) a reduction in his or her
level of compensation (including base salary, feihgnefits and target bonuses under corporatefpeafwe based bonus or incentive
programs) by more than fifteen percent (15%) org@location of such individual’s place of emplamhby more than fifty (50) miles,
provided and only if such change, reduction oraatmn is effected by the Corporation without thdividual’'s consent.
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K. Misconduct shall mean the commission of any act of fraud, ernleenent or dishonesty by the Optionee or Partitipany
unauthorized use or disclosure by such personmdfdential information or trade secrets of the Gogtion (or any Parent or Subsidiary), or
any other intentional misconduct by such persoreembly affecting the business or affairs of thepdeation (or any Parent or Subsidiary) |
material manner. The foregoing definition shall hetdeemed to be inclusive of all the acts or cimmsswhich the Corporation (or any Parent
or Subsidiary) may consider as grounds for the isah or discharge of any Optionee, Participardtber person in the Service of the
Corporation (or any Parent or Subsidiary).

L. 1934 Actshall mean the Securities Exchange Act of 1934nasnded.

M. Non-Statutory Option shall mean an option not intended to satisfy tiggirements of Code Section 422.

N. Option Grant Program shall mean the option grant program in effect uriderPlan.

O. Optioneeshall mean any person to whom an option is gramtegr the Plan.

P. Parent shall mean any corporation (other than the Corpmratn an unbroken chain of corporations endinthwhe
Corporation, provided each corporation in the ukbrochain (other than the Corporation) owns, atithe of the determination, stock
possessing fifty percent (50%) or more of the totahbined voting power of all classes of stockre of the other corporations in such chain.

Q. Participant shall mean any person who is issued shares of ConStoxk under the Stock Issuance Program.

R. Permanent Disability or Permanently Disabledshall mean the inability of an individual to engageny substantial gainful
activity by reason of any medically determinablggibal or mental impairment expected to resulteatti or to be of continuous duration of

twelve (12) months or more.

S.Plan shall mean the Corporation’s 1997 SupplementallStocentive Plan, as set forth in this document.

T. Plan Administrator shall mean the committee comprised of one or maer@members appointed by the Board to administer
the Plan.

U. Section 16 Insidershall mean an officer or director of the Corponatsubject to the shoswing profit restrictions of Section
of the 1934 Act.
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V. Serviceshall mean the provision of services on a peribdiis to the Corporation (or any Parent or Subsifia the capacity
of an Employee or an independent consultant orsadvexcept to the extent otherwise specificallvjated in the applicable stock option
agreement.

W. Stock Exchangeshall mean either the American Stock Exchange@iNéw York Stock Exchange.

X. Stock Issuance Agreemenshall mean the agreement entered into by the Catiparand the Participant at the time of issuance
of shares of Common Stock under the Stock IssuBnagram.

Y. Stock Issuance Progranshall mean the stock issuance program in effeceuticd Plan.

Z. Subsidiary shall mean any corporation (other than the Corpmratn an unbroken chain of corporations beginniith the
Corporation, provided each corporation (other ttienlast corporation) in the unbroken chain owhshetime of the determination, stock
possessing fifty percent (50%) or more of the totahbined voting power of all classes of stockre of the other corporations in such chain.
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CISCO SYSTEMS, INC.
NOTICE OF GRANT OF STOCK OPTION

Notice is hereby given of the following option gt#the “Option”) made to purchase shares of Cisgsté8ns, Inc. (the
“Company”) common stock (the “Common Stock”)

Optionee:

Grant Date:

Type of Option: Non-Statutory Std@ption
Grant Number:

Number of Option Shares: shares
Exercise Price: $ per

share
Vesting Commencement Date:
Expiration Date:

Exercise Schedule

The Option shall become exercisable with respe) taventy percent (20%) of the Option Shares u@mtionee’s completion of
one (1) year of Service measured from the Vestiogn@encement Date and (ii) the balance of the O@iveres in a series of forgight (48)
successive equal monthly installments upon Optisnemmpletion of each additional month of Servieemthe forty-eight (48)-month period
measured from the first anniversary of the Ves@mgnmencement Date. In no event shall the Optioorecexercisable for any additional
Option Shares after Optionee’s cessation of Service

Should Optionee request a reduction to his or lekwommitment to less than thirty (30) hours peely then the Plan
Administrator shall have the right, exercisable@mnection with the approval of that reductionextend the period over which the Option
shall thereafter vest and become exercisable &0Ofption Shares during the remainder of the oggom. The decision whether or not to
approve Optionee’s request for such reduced wamknaidment shall be at the sole discretion of thenPldministrator. In no event shall any
extension of the Exercise Schedule for the Optioar&s result in the extension of the ExpirationeDztthe Option.

Optionee understands and agrees that the Optiffei®d subject to and in accordance with the tesfitke Cisco Systems, Inc.
1997 Supplemental Stock Incentive Plan (the “Pla@tionee further agrees to be bound by the tefrttse Plan and the terms of the Option
as set forth in the Stock Option Agreement attadferdto.

No Employment or Service Contract

Nothing in this Notice or in the attached Stock iGptAgreement or in the Plan shall confer upon @pee any right to continue in
Service for any period of specific duration or nfidéee with or otherwise restrict in any way thehtig) of the Corporation (or any Parent or
Subsidiary employing or retaining Optionee) or @tiOnee, which rights are hereby expressly resebyeeiach, to terminate Optionee’s
Service at any time for any reason, with or withcautise.

Definitions

All capitalized terms in this Notice shall have theaning assigned to them in this Notice or inatteched Stock Option
Agreement



CISCO SYSTEMS, INC.
1997 SUPPLEMENTAL PLAN STOCK OPTION AGREEMENT

Recitals

A. The Board has adopted the Plan for the purpbsetaining the services of selected Employees;emaployee members of the
Board or of the board of directors of any Parersabsidiary and consultants and other independiis@s who provide services to the
Corporation (or any Parent or Subsidiary).

B. Optionee is to render valuable services to tbhg@ration (or a Parent or Subsidiary), and thise&gnent is executed pursuant
to, and is intended to carry out the purposeshefRlan in connection with the Corporation’s grafrdin option to Optionee.

C. All capitalized terms in this Agreement shalvéahe meaning assigned to them in the attache@rgip.

NOW, THEREFORE , it is hereby agreed as follows:

1. Grant of Option . The Corporation hereby grants to Optionee, ah@frant Date, an option to purchase up to thebeurof
Option Shares specified in the Grant Notice. ThédpShares shall be purchasable from time to tioméng the option term specified in
Paragraph 2 at the Exercise Price.

2.Option Term . This option shall have a maximum term of ten ({€8rs and six (6) months measured from the Grate Bnd
shall accordingly expire at the close of businesthe Expiration Date, unless sooner terminateataordance with Paragraph 5 or 6.

3. Limited Transferability . This option may, in connection with the Optioreestate plan, be assigned in whole or in parnduri
Optionee’s lifetime to one or more members of thgidhee’s immediate family or to a trust establasifar the exclusive benefit of one or
more such family members. The assigned portiorl beatxercisable only by the person or persons aduuire a proprietary interest in the
option pursuant to such assignment. The termsagipé to the assigned portion shall be the santieoae in effect for this option
immediately prior to such assignment and shalldtéasth in such documents issued to the assigad#eeaCorporation may deem appropriate.
Should the Optionee die while holding this optitiien this option shall be transferred in accordawitie Optionee’s will or the laws of
descent and distribution.

4. Dates of Exercise This option shall become exercisable for the @p8hares in one or more installments as spedifitte
Grant Notice. As the option becomes exercisablestich installments, those installments shall acdatewand the option shall remain
exercisable for the accumulated installments tinéilExpiration Date or sooner termination of théampterm under Paragraph 5 or



5. Cessation of Service The option term specified in Paragraph 2 shathileate (and this option shall cease to be out#tahd
prior to the Expiration Date should any of thedaling provisions become applicable:

(i) Should Optionee cease to remain in Servicaforreason (other than death, Permanent Disabilipisconduct) while
this option is outstanding, then Optionee shallehaeriod of three (3) months (commencing withdh of such cessation of Service)
during which to exercise this option, but in nomvehall this option be exercisable at any timerafie Expiration Date.

(i) If Optionee dies while this option is outstang, then the personal representative of Optionestate or the person or
persons to whom the option is transferred purstm@ptionee’s will or in accordance with the lawslescent and distribution shall
have the right to exercise this option. Such rijtall lapse, and this option shall cease to beanding, upon the earlier of (A) the
expiration of the twelve (12)- month period meadurem the date of Optionee’s death or (B) the Eagmn Date.

(iii) Should Optionee cease Service by reason af@aent Disability while this option is outstandjnigen Optionee shall
have a period of twelve (12) months (commencindpwie date of such cessation of Service) duringkvio exercise this option. In no
event shall this option be exercisable at any tifter the Expiration Date.

(iv) For purposes of this Agreement, Optionee’dqekof Service shall not include any period of netof termination of
employment, whether expressed or implied. Optiandate of cessation of Service shall mean thewugaia which Optionee ceases
active performance of services for the Corporatalowing the provision of such natification of taination or resignation from Service
and shall be determined solely by this Agreemedtwaithout reference to any other agreement, writtearal, including Optionee’s
contract of employment.

(v) During the limited period of post-Service exesability, this option may not be exercised in #ugregate for more than
the number of vested Option Shares for which th&®ops exercisable at the time of Optionee’s céssaf Service. Upon the
expiration of such limited exercise period or @fléer) upon the Expiration Date, this option shatininate and cease to be outstanding
for any vested Option Shares for which the optias hot been exercised. However, this option simathediately upon Optionee’s
cessation of Service for any reason, terminatecaade to be outstanding with respect to any Ojgfares in which Optionee is not
otherwise at that time vested or for which thisapis not otherwise at that time exercisable.

2




(vi) Should Optionee’s Service be terminated fosddinduct or should Optionee otherwise engage icdiduct while this
option is outstanding, then this option shall teraté immediately and cease to remain outstanding.

6. Special Acceleration of Option.

(&) This option, to the extent outstanding at theetof a Corporate Transaction but not otherwidly fxercisable, shall
automatically accelerate so that this option slralinediately prior to the effective date of the @amate Transaction, become exercisable for
all of the Option Shares at the time subject te dgtion and may be exercised for any or all o¢h@ption Shares as fully-vested shares of
Common Stock. No such acceleration of this optiawever, shall occur if and to the extent: (i) thjgion is, in connection with the
Corporate Transaction, either to be assumed bgubeessor corporation (or parent thereof) or teeptaced with a comparable option to
purchase shares of the capital stock of the suocessporation (or parent thereof) or (ii) this ioptis to be replaced with a cash incentive
program of the successor corporation which presaive spread existing on the unvested Option Slzrtbe time of the Corporate
Transaction (the excess of the Fair Market Valutho$e Option Shares over the aggregate Exercise Payable for such shares) and
provides for subsequent pay-out in accordance tivélsame option exercise/vesting schedule set ifotthe Grant Notice. The determination
of option comparability under clause (i) shall bada by the Plan Administrator, and such determonathall be final, binding and conclusi

(b) Immediately following the Corporate Transactitinis option shall terminate and cease to be aundéhg, except to the
extent assumed by the successor corporation (enptrereof) in connection with the Corporate Teation.

(c) If this option is assumed in connection witGa@rporate Transaction, then this option shall hEegriately adjusted,
immediately after such Corporate Transaction, fyaf the number and class of securities whichlddave been issuable to Optionee in
consummation of such Corporate Transaction hadptien been exercised immediately prior to suchpGrate Transaction, and appropriate
adjustments shall also be made to the Exercise Rriovided the aggregate Exercise Price shalliretha same.

(d) This Agreement shall not in any way affect tight of the Corporation to adjust, reclassify,ngamize or otherwise
change its capital or business structure or to ;jargnsolidate, dissolve, liquidate or sell or $fanall or any part of its business or assets.

7. Adjustment in Option Shares. Should any change be made to the Common Stocgaspn of any stock split, stock dividend,
recapitalization, combination of shares, excharfgghares or other change affecting the outstan@mgmon Stock as a class without the
Corporation’s receipt of consideration, appropred@istments shall be made to (i) the total nuralpelfor class of securities subject to this
option and (ii) the Exercise Price in order toeeflsuch change and thereby preclude a diluti@nlargement of benefits hereunder.
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8. Shareholder Rights. The holder of this option shall not have any shafder rights with respect to the Option Shardg such
person shall have exercised the option, paid thedise Price and become a holder of record of tihehased shares.

9. Manner of Exercising Option.
(&) In order to exercise this option with respecalt or any part of the Option Shares for whicis thption is at the time
exercisable, Optionee (or any other person or psregercising the option) must take the followictans:
(i) Pay the aggregate Exercise Price for the pwethghares in one or more of the following forms:
(A) cash or check made payable to the Corporation;

(B) to the extent the option is exercised for veé<ption Shares, through a special sale and remétprocedur
pursuant to which Optionee (or any other persgmessons exercising the option) shall concurrenthyvige irrevocable written
instructions (1) to a Corporation-designated bralgerfirm to effect the immediate sale of the puseldeshares and remit to the
Corporation, out of the sale proceeds availablthersettlement date, sufficient funds to coverapgregate Exercise Price paye
for the purchased shares plus all applicable teemgired to be withheld by the Corporation by reasbsuch exercise and (lI) to
the Corporation to deliver the certificates for thechased shares directly to such brokerage firorder to complete the sale

transaction; or
(C) shares of Common Stock held by Optionee (orathgr person or persons exercising the optionjfer
requisite period necessary to avoid a charge t&trporations earnings for financial reporting purposes andeglat Fair Marke
Value on the exercise date.
(i) Furnish to the Corporation appropriate docutaéion that the person or persons exercising thiemgif other thai
Optionee) have the right to exercise this option.
(iii) Make appropriate arrangements with the Cogpion (or Parent or Subsidiary employing or retainDptionee)
for the satisfaction of all tax withholding requinents applicable to the option exercise.

(b) As soon as practical after the Exercise Daie Qorporation shall issue to or on behalf of Qi (or any other person
or persons exercising this option) a certificatetfi@ purchased Option Shares, with the approplegiends affixed thereto.
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(c) In no event may this option be exercised for faactional shares.

(d) Notwithstanding any other provisions of therRldnis Agreement or any other agreement to théraon if at the time
this option is exercised, Optionee is indebtecheoGorporation (or any Parent or Subsidiary) for mason, the following actions shall be
taken, as deemed appropriate by the Plan Admitostra

(i) any shares of Common Stock to be issued upoh sxercise shall automatically be pledged ag&psionee’s
outstanding indebtedness; and

(i) if this option is exercised in accordance wéthbparagraph 9(a)(i)(B) above, the after tax prdseof the sale of
Optionee’s stock shall automatically be applieths outstanding balance of Optionee’s indebtedness.
10. Compliance with Laws and Regulations

(a) The exercise of this option and the issuanda@Option Shares upon such exercise shall bestioj compliance by
the Corporation and Optionee with all applicablguieements of law relating thereto and with all liggble regulations of any stock exchange
(or the Nasdag National Market, if applicable) dmet the Common Stock may be listed for tradinthattime of such exercise and issuance.

(b) The inability of the Corporation to obtain appal from any regulatory body having authority deenby the
Corporation to be necessary to the lawful issuameksale of any Common Stock pursuant to this oiall relieve the Corporation of any
liability with respect to the non-issuance or safithe Common Stock as to which such approval stwlhave been obtained. The
Corporation, however, shall use its best effortshitain all such approvals.

11. Successors and Assigns€Except to the extent otherwise provided in Paplgs 3 and 6, the provisions of this Agreement shal
inure to the benefit of, and be binding upon, tlepgdration and its successors and assigns andr@pti®ptionee’s assigns and the legal
representatives, heirs and legatees of Optionatasee

12. Notices. Any notice required to be given or deliveredhe Corporation under the terms of this Agreemeal &le in writing
and addressed to the Corporation at its principglarate offices. Any notice required to be giverlelivered to Optionee shall be in writing
and addressed to Optionee at the address indibatedd Optionee’s signature line on the Grant Notidénotices shall be deemed effective
upon personal delivery or upon deposit in the th&il, postage prepaid and properly addressed tpaltg to be notified.

13. Construction . This Agreement and the option evidenced herebyraade and granted pursuant to the Plan and atk in
respects limited by and subject to the terms oftlam. All decisions of the Plan Administrator witspect to any question or issue arising
under



the Plan or this Agreement shall be conclusivelzinding on all persons having an interest in tigigan.

14.Governing Law . The interpretation, performance and enforcemeétitis Agreement shall be governed by the lawsef t
State of California without resort to that Statedsflict-of-laws rules.

15. Leave of Absence The following provisions shall apply upon the @pee’s commencement of an authorized leave of
absence:

(a) The exercise schedule in effect under the Qyatite shall be frozen as of the first day of #tu¢horized leave, and this
option shall not become exercisable for any addiitionstallments of the Option Shares during thigopgeOptionee remains on such leave.

(b) In no event shall this option become exercis&bt any additional Option Shares or otherwiseaienoutstanding if
Optionee does not resume Employee status pritvet&xpiration Date of the option term.

16. Further Instruments . The parties agree to execute such further ingnisnand to take such further action as may be
reasonably necessary to carry out the purposemsend of this Agreement.

17. Authorization to Release Necessary Personal Inforntian.

(a) Optionee hereby authorizes and directs Optisreaployer to collect, use and transfer in eledtr@r other form, any
personal information (the “Data”) regarding Optieiseemployment, the nature and amount of Optioneaspensation and the fact and
conditions of Optionee’s participation in the P{arcluding, but not limited to, Optionee’s namentwaddress, telephone number, date of
birth, social security number (or any other sooirahational identification number), salary, natitityajob title, number of shares of Common
Stock held and the details of all options or arfyeoentitliement to shares of Common Stock awarckelled, exercised, vested, unveste
outstanding) for the purpose of implementing, adstéming and managing Optionee’s participatiorhi@ Plan. Optionee understands that the
Data may be transferred to the Corporation or dntg Gubsidiaries, or to any third parties assiin the implementation, administration and
management of the Plan, including any requisitesfier to a broker or other third party assistinthwie exercise of Options under the Pla
with whom shares of Common Stock acquired uponaiseiof this option or cash from the sale of suwraes may be deposited. Optionee
acknowledges that recipients of the Data may batéatin different countries, and those countrieg hve data privacy laws and protections
different from those in the country of Optioneegsidence. Furthermore, Optionee acknowledges amerstands that the transfer of the Data
to the Corporation or any of its Subsidiaries,amany third parties is necessary for Optionee’sigipation in the Plan.
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(b) Optionee may at any time withdraw the conshetgin, by contacting Optionee’s local human resesirepresentative
in writing. Optionee further acknowledges that wittawal of consent may affect Optionee’s abilityet@rcise or realize benefits from the
option, and Optionee’s ability to participate ire thlan.

18.No Entitlement or Claims for Compensation.

(a) The grant of options under the Plan is madbetliscretion of the Plan Administrator, and thenAmay be suspended
terminated by the Corporation at any time. The goduian option in one year or at one time doesmany way entitle Optionee to an option
grant in the future. The Plan is wholly discretinpnan nature and is not to be considered part diddpe’s normal or expected compensation
subject to severance, resignation, redundancyngfasicompensation. The value of the option is @na@rdinary item of compensation which
is outside the scope of Optionee’s employment echfif any).

(b) Optionee shall have no rights to compensatiotemages as a result of Optionee’s Cessationrefcgeor any reason
whatsoever, whether or not in breach of contrasipfar as those rights arise or may arise fromdDpt’s ceasing to have rights under or be
entitled to exercise this option as a result ohstgssation or from the loss or diminution in vad@isuch rights. If Optionee did acquire any
such rights, Optionee is deemed to have waived thewocably by accepting the option.
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Appendix

The following definitions shall be in effect undée Agreement:
A. Agreementshall mean this Stock Option Agreement.

B. Board shall mean the Corporation’s Board of Directors.
C. Codeshall mean the Internal Revenue Code of 1986, anded.
D. Common Stockshall mean the Corporation’s common stock.

E. Corporate Transaction shall mean either of the following shareholder-appd transactions to which the Corporation is a

party:
(i) a merger or consolidation in which securiti@sgessing more than fifty percent (50%) of thel tmianbined voting
power of the Corporatior’outstanding securities are transferred to a peyspersons different from the persons holding¢hsecuritie
immediately prior to such transaction, or

(i) the sale, transfer or other disposition of@llsubstantially all of the Corporatianassets in complete liquidation
dissolution of the Corporation.

F. Corporation shall mean Cisco Systems, Inc., a California cation.

G. Employeeshall mean an individual who is in the employ af @orporation (or any Parent or Subsidiary), sulijethe control
and direction of the employer entity as to bothwtoek to be performed and the manner and methga:idbrmance.

H. Exercise Dateshall mean the date on which the option shall heaen exercised in accordance with Paragraph Seof th
Agreement.

I. Exercise Priceshall mean the exercise price per share as spaifitne Grant Notice.
J.Expiration Date shall mean the date on which the option expirespasified in the Grant Notice.

K. Fair Market Value per share of Common Stock on any relevant daté Isbaletermined in accordance with the following
provisions:

(i) If the Common Stock is at the time traded oa asdaq National Market, then the Fair Market ¥alhall be the
closing selling price per share of Common Stoclthendate in question, as the price is reportechbyNational Association of Securities
Dealers on the Nasdaq National Market or any
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successor system. If there is no closing sellingedior the Common Stock on the date in questioen the Fair Market Value shall be
the closing selling price on the last precedingdat which such quotation exists.

(i) If the Common Stock is at the time listed ary&tock Exchange, then the Fair Market Value dtwlhe closing
selling price per share of Common Stock on the mfatgiestion on the Stock Exchange determined &ythn Administrator to be the
primary market for the Common Stock, as such peaficially quoted in the composite tape of traosons on such exchange. If there
is no closing selling price for the Common Stocktloa date in question, then the Fair Market Vahal$e the closing selling price on
the last preceding date for which such quotatidatex

L. Grant Date shall mean the date of grant of the option as fipddn the Grant Notice.

M. Grant Notice shall mean the Notice of Grant of Stock Option agpanying the Agreement, pursuant to which Optidmeese
been informed of the basic terms of the option evietd hereby.

N. Misconduct shall mean the commission of any act of fraud, ernleenent or dishonesty by Optionee, any unauthdnize or
disclosure by Optionee of confidential informatimmtrade secrets of the Corporation (or any PayeBubsidiary), or any other intentional
misconduct by Optionee adversely affecting thermss or affairs of the Corporation (or any Parer8ubsidiary) in a material manner. The
foregoing definition shall not be deemed to beusile of all the acts or omissions which the Caaion (or any Parent or Subsidiary) may
consider as grounds for the dismissal or dischaf@@ptionee or any other individual in the Servaéehe Corporation (or any Parent or
Subsidiary).

O. Option Sharesshall mean the number of shares of Common Stodleaiio the option as specified in the Grant Notice
P.Optioneeshall mean the person to whom the option is graasespecified in the Grant Notice.

Q. Parent shall mean any corporation (other than the Corpmrain an unbroken chain of corporations endinthwie
Corporation, provided each corporation in the ukbrochain (other than the Corporation) owns, atithe of the determination, stock
possessing fifty percent (50%) or more of the totahbined voting power of all classes of stockre of the other corporations in such chain.

R. Permanent Disability shall mean the inability of Optionee to engagerip substantial gainful activity by reason of any
medically determinable physical or mental impairinghich is expected to result in death or has thetecan be expected to last for a
continuous period of twelve (12) months or more.
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S.Plan shall mean the Corporation’s 1997 SupplementallkSiocentive Plan.

T. Plan Administrator shall mean either the Board or a committee of thar8 acting in its administrative capacity under flan

U. Serviceshall mean the Optionee’s performance of servioethi Corporation (or any Parent or Subsidiaryhancapacity of

an Employee, a non-employee member of the boadit@ftors or a consultant or independent advisor.

V. Stock Exchangeshall mean the American Stock Exchange or the Nevk Btock Exchange.
W. Subsidiary shall mean any corporation (other than the Corpmratn an unbroken chain of corporations beginnirith the

Corporation, provided each corporation (other ttienlast corporation) in the unbroken chain owhshetime of the determination, stock
possessing fifty percent (50%) or more of the totahbined voting power of all classes of stockrie of the other corporations in such chain.
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Exhibit 10.3
CISCO SYSTEMS, INC.

PROFESSIONAL AND LEADERSHIP INCENTIVE PLAN
FY 2003

I INTRODUCTION

A.

The Objective of the Professional and Leadership @&L) Incentive Plan (the “Plan”) is to provide a fully discretionary
payment to eligible employees for their contribntdo the success and profitability of Cisco Systdimc. and all of its
subsidiaries (th“Compan™).

Participants: This Plan, as determined by the ComparBbard of Directors on a fully discretionary basigplies solely to regul
employees of Cisco Systems, Inc. and all of its#liéries in salary grades 1 through 14, 083, 090, 150, 200, and 888. For
purposes of this Plan and unless otherwise prauiliyy applicable law, the term “regular employemgans an individual who is
in the employ of the Company (or any subsidiary)die unspecified period of time, subject to thetaarand direction of the
employer entity as to both the work to be perforrard the manner and method of performa

Effective Date: This Plan is only effective for the Company’s fisgaar 2003 beginning July 28, 2002, through J@lyZ003 (the
“Fiscal Year”). This Plan is limited in time andlixéxpire automatically on July 26, 2003 (“Expiti Date”). This Plan also
supersedes all prior bonus or commission incemiars, whether with Cisco Systems, Inc. or any islidry or affiliate thereof or
any written or verbal representations regardingstitgect matter of this Pla

Changes in Plan:Cisco Systems, Inc. reserves the right to modifgasrcel the Plan in total or in part, at any tikey such
change must be in writing and signed by the Presi@&O of Cisco Systems, Inc. (the “President/CE&@T) must specifically
state that it is amending this Plan. The Presi@&t® or Plan designers reserve the right to intétheePlan document as needed.
Nothing in this Plan is intended to create an kmtient to any employee for any incentive paymenginader,

Entire Agreement: This Plan, and any changes signed by the PresiZie@tspecifically stating it is an amendment to lisn

and any Compensation Committee resolutions amenta@lan, is the entire understanding betweenoCisstems, Inc. and all
of its subsidiaries and the employee regardingstliject matter of this Plan and supersedes alt pdous or commission incent
plans, or employment contracts whether with anglingl company, subsidiary, or affiliate thereof (uding Cisco Systems, Inc.)
or any written or verbal representations regardimegsubject matter of this Plan unless supersegédaichl law. All payments und
this Plan are fully discretionary payments. Pgptition in this Plan during the Fiscal Year will moinvey any entitlement to
participate in this or future plans or to the samsimilar bonus benefits. Payments under this Rferan extraordinary item of
compensation that is outside the normal or expextetpensation for the purpose of calculating anyagyenefits, termination,
severance, redundancy, end-of-service premiumsjdasn long-service awards, overtime premiums, pargiretirement benefits
or other similar paymen

II.  ELIGIBILITY AND INCENTIVE PLAN ELEMENTS

Al

Eligibility: To be eligible to receive an incentive under tHanPan individual deemed to be a participant nbestmployed by the
Company as a regular employee in an incentiveldégiosition on or before the first working daytloé last fiscal quarter of the
Fiscal Year and must be employed on the last wgrllily of the Fiscal Year. Employees deemed to kcjpants in the Plan wit
less than one year of service will be eligibledgoaive an incentive subject to prorat
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from the effective date of participation in the fPlg to and including the Expiration Date. Unleeeowise required by law, in no event
will an employee be eligible to receive an inceamtiinder this Plan unless that individual is empdogme the last working day of the
Fiscal Year.

Any exceptions to the above must be in writing apgdroved in writing by the President/CEO.

The amount of any incentive payment payable toeangloyee pursuant to this Plan shall be reduceatidwactual amount of any
outstanding debt to the Company incurred on a salesnission plan.
AND
The employees deemed to be participants may bibleligr the incentive payout if they meet the doling requirements at both the
time of calculation of such payments and at payout:

» are not concurrently on a sales incentive or corsimisplan

* have not entered into an employment terminatioeegent (including, but not limited to, any agreetnether than an
employment agreement or offer letter, in respearoémploye’s termination of employmen
e noton a Performance Improvement Plan, letter atem, work plan, etc.

» are not rated as N in their most recent performavetuation

Any payout for employees ranked in the bottom 5%hefr organization and/or for employees who haserboffered (but not accepted)
an Employment Termination Agreement is at managissretion and subject to Human Resource agreement

B. Elements of Calculation:

Incentive Target Individual Teamwork and Company
Base Salary X Percentage X Performance X Collaboration X Performance X
Factor Factor Factor
Market Share Customer . _ Total Annual
. . X Proration Factor = .
Factor Satisfaction Factor Incentive

C. The Annual Base Salanyin effect at the end of Q2 for midyear and the eh@4 for yearend represents the basis for the incel
calculations unless the employee’s salary curreheynged during the Fiscal Year. If the employealary currency changed
during the Fiscal Year, the employee’s current lgagein effect the last day before the currencyngleawill be the basis for the
incentive calculation for the period of time thatrency was in effect during the Fiscal Ye

D. Incentive Target Percentagéas a percentage of base salary determined by #edevel and may be changed at the discretion of
the President/CEO at any time during the FiscalrYiéthe target is modified impacted employeed b notified.

Incentive Target %

Grades

1-4 7%
5-7 10%
8and 9 14%
10 and 11 17%
12 30%
013, 014, 083, 084, and 090 40%
200 and 88¢ 50%

150 60%
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E.

Individual Performance Factor (IPF) is based upon the manager’'s evaluation of a ppatitis performance and contribution for
the Fiscal Year. As a factor to the incentive taggrcentage for the grade, this factor can ramga f5to 1.5 (i.e., 5 X 14% = 7'
1.0 X 14% = 14%, or, 1.5 X 14% = 21%). The assigiRfeimay also be zero, resulting in no incent

Teamwork and Collaboration Factor (TCF) is based upon the manager’s evaluation of a paatitis ability to work as a team
player and collaborate during the Fiscal Year witthie Company, with its suppliers and/or custonieng. factor can range from
0.71t01.3.

Company Performance Factoris based upon achieving an established worldwidesRee target and a worldwide Profit Before
Interest and Tax (PBIT) target per the current PhaCisco Systems, Inc. and all of its subsidiaridee PBIT achievement to
target is more heavily weighted relative to the lewide Revenue target. Eighty percent of each dbjeenust be achieved for a
incentive to be paid. Maximum payout under the BatB0% of the Incentive Target Percentage, actof of 1.9. When the
Revenue and PBIT percentages of goal fall betwiestated percentages on the matrix, the Perform@actor will be
determined using a strait-line interpolation approach. The applicable tardetshe Fiscal Year may be amended at any t

Market Share Factor is based upon achievement of market share growth firior year compared to our list of key compesito
This factor may range from 0.80 to 1.10 based erfdhowing criteria:

Market Share Point Delta Relative Market Share Factol
<0 .80
0% .80
1% .84
2% .88
3% .92
4% .96
5% 1.00
6% 1.02
7% 1.04
8% 1.06
9% 1.08

10+% 1.10

Customer Satisfaction Factoris based upon achievement of an overall worldwiggtamer satisfaction survey score drawn from
all Cisco Systems, Inc. and all of its subsidiatagether worldwide. This Factor may range fronb®1.20 based on the
following criteria:

Worldwide Satisfaction Score Customer Satisfaction Facto
<4.50 0.95
4.5(-4.53 1.05
4.54-4.57 1.10
4,5¢-4.61 1.15
+4.62 1.20

Transfers and Terminations: Employees who are participants in the Plan and trdrsferto a new position not governed by this
Plan will be eligible on a pro-rata basis for tipplicable period and paid (or not paid) as defibgdhe Plan. Employees who
transfer into the Plan from another plan will bbjsat to proration as well, and consequently wallddigible to participate in the
Plan based on their participation in this Plan miyithe Fiscal Year, applying the Proration Factefsrred to below. Any paymet
from the Plan are subject to reduction by advanaesarned commission advances, draws or proragiotsppropriate
withholdings.
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A participant must be employed as of the last waglday of the Fiscal Year to be eligible for tharend incentive. A participant
must be employed on the day of distribution to rexa partial midyear payment under paragraph Ikviless otherwise required
by law, if an employee terminatpsior to the applicable date, the employee will beteligible for such incentive or partial
payment.

K.  Proration Factor accounts for the number of calendar days durindg-tbeal Year that the employee was in the incergiigible
position. For example, the proration factor foreamployee who has been in the Plan the entire y#ldoev1.00. For an employee
who has been in the Plan for 6 months, this fagithibe 0.50. Unless otherwise provided by law, émgpes in the following
situations will have a Proration Factor of lesathe00:

. Employees in the Plan who transferred to a newtiposinot covered by the Plan.

. Employees who transferred from one incentive-elgjinsition to another incentive-eligible positi@mployees in this
situation will have their eligibility under the Pigrorated based on length of time in each posi

. Employees who have been in the Plan less than h2Zhm@such as a New Hire).

. Employees who have been on a leave of absenceydémagth during the fiscal quarter with the exceptof Emergency Call-
up Military Leave.

. Employees working less than the full-time standaodk week will be eligible to receive an incentisgbject to proration of
any such payment according to the following schex

Hours Worked Incentive Eligibility

Less than full-time as defined by standard Prorated according to the average number of
work week hours workec

Any modification to the above schedule must be aypgal by the next-level Manager and the Directo€ompensation in advance
of the year-end close date.

L.  Incentive Formula and Calculation Example:Assume an employee with a base salary of $95,888ntive target of 14%,
individual performance factor of 1.00, teamwork aotlaboration factor of 1.0, Cisco Systems, Ind all of its subsidiaries’
Company Performance Factor of 1.00, a market dhater 1.00, a customer satisfaction factor of 1a0%l a proration factor of

1.00.
Sample Calculation
Base Salary Incentive Target Individual Teamwork and Company
Percentage Performance Collaboration Performance
Factor Factor Factor
$95,000 X 0.14 X 1.0 X 1.0 X 1.0 X
Market Share Customer Proration Factor Total Annual
Factor Satisfaction Incentive
Factor
1.0 X 1.05 X 1.0 = $13,965.00*

* any advance paid
less
In this example, the total incentive equals 14.7% of batap.

M. Midyear Advance of Year-End Incentive Paymentif the Cisco Systems, Inc. and all of its subsiggirCompany Performance
Factor is at a minimum of 1.00, (measured on tregsha
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midyear revenue and PBIT), a discretionary pap@giment may be distributed to eligible employeedwaly through the Fiscal
Year. This advance will not be more than 50% ofitleentive target times current base salary, redibgeadvances, unearned
commission advances, draws, prorations, and arsfanding debts owed to the company. This advankéevieducted from the
year-end payout. Only Plan participants who havejaieexpectations, were hired on or before that firorking day of the second
quarter of the Fiscal Year and are actively employe the day of distribution will be eligible tocedve a midyear advance. In no
event, however, will any eligible participant recesuch a partial payment unless that individuahiployed by Cisco Systems,
Inc. or a participating Cisco subsidiary on therdisition date.

If Cisco Systems, Inc. and all of its subsidiari€®mpany Performance Factor is not at a minimuh@® (measured on the basis
of midyear revenue and PBIT) but is at least .B&nta partial payment may, at the sole discretidPresident/CEQ, be distributed
midway through the Fiscal Year to all or part of #tmployee population eligible for the Plan, whk actual recipients to be
determined by the President/CEO. Any such disanatip payment may be in an amount up to 25% ofriberitive target by level,
and will be deducted from the year-end payoutnif.alowever, only employees who have met job exgigxts and were hired on
or before the first day of the second quarter effiscal Year and are actively employed on theddajstribution will be eligible
for such a discretionary payment.

N. Year-End Discretionary Incentive Payment:If Cisco Systems, Inc. and all of its subsidiarigsiformance fails to achieve the
minimum revenue and PBIT targets for the Fiscalr¥seathat no year-end payout becomes due undétidme then the
President/CEO may, at his or her sole discretiath@ize a year-end payment in an amount up to @bffe incentive target to all
or a portion of the employee population coveredhayPlan, but in no event will an individual begdile for such a discretionary
payment unless he or she is employed on the Igstfdie Fiscal Year. All payments are subjecteduction by advances,
unearned commission advances, draws or proratimhguay outstanding debts owed to the comp

Ill. PROCEDURES AND PRACTICES
A. Procedure:
1. A copy of the Plan will be made available to eaahipipant.
2. Allincentive payments will be made after all remai or elected withholdings have been dedut

B. Business Conductlt is the established policy of Cisco Systems, &rdd all of its subsidiaries to conduct businesh wie highes
standards of business ethics. Employees may net, affve, solicit or receive any payment that caapgear to be a bribe, kickbz
or other irregular type of payment from anyone imed in any way with an actual or potential busggansactior

C. Employment at Will (US Only) : The employment of all Plan participants at CiSgstems, Inc. and all of its subsidiaries is fo
indefinite period of time and is terminable at dimye by either party, with or without cause or ass& notice by either party. This
Plan shall not be construed to create a contragtngfioyment for a specified period of time betw€asco Systems, Inc. and all of
its subsidiaries and any Plan participant. Any rficglion of the employment relationship inconsisterth this Section must be in
writing and signed by the President/CE

Exhibit 10.4

CISCO SYSTEMS, INC.
EMPLOYEE STOCK PURCHASE PLAN

(As Amended and Restated January 9, 2001
and
As Amended March 15, 2001 and December 13, 2001)

I. PURPOSE

The Cisco Systems, Inc. Employee Stock Purchase(ia “Plan”) is intended to provide eligible emmyptes of the Company and
one or more of its Corporate Affiliates with thepoptunity to acquire a proprietary interest in @@mpany through participation in a plan
designed to qualify as an employee stock purchiaseymnder Section 423 of the Internal Revenue Gtiae“Code”).

All share numbers in this December 2001 restatemediact all splits of the Common Stock effecterbtigh March 22, 2000,
including (i) the three (3)-for-two (2) split of Gonon Stock effected on December 16, 1997, (iiXtinee (3)-for-two (2) split of Common
Stock effected on September 15, 1998, (iii) the (@)efor-one (1) split of Common Stock effectedlame 21, 1999, and (iv) the two (2)-for-
one (1) split of Common Stock effected on MarchZIX)O0.

The Plan became effective on the designated BEffe@ate and was approved by the Compsusiiareholders in January 1990.
shareholders approved a 15,000,000-share incredise Plan on November 13, 1997. When adjustedlfdorward splits of the Common
Stock effected through March 22, 2000, such apgt@beare increase now represents 135,000,000 stfaBesnmon Stock. Forward splits of
the Common Stock have also resulted in an incrigatbe remaining number of shares of Common Stackhmsable under the Plan (as per
Section VI(b)). When combined with the 135,000,8b@re addition to the Plan (adjusted on a forwarckssplit basis), the total number of
shares of Common Stock which may be issued oveethe of the Plan has been increased to 221,40G/00@s.

Il. DEFINITIONS
For purposes of administration of the Plan, thiofaihg terms shall have the meanings indicated:

Board means the Board of Directors of the Comp:



Company means Cisco Systems, Inc., a California corporatiod any corporate successor to all or substhnéithlof the assets
or voting stock of Cisco Systems, Inc. which sbgllappropriate action adopt the Plan.

Corporate Affiliate means any company which is either the parent catjpor or a subsidiary corporation of the Comparsy (a
determined in accordance with Section 424 of théeJ,ancluding any parent or subsidiary corporatidrich becomes such after the Effec
Date.

Effective Datemeans January 1, 1990; providdtbwever, that any Corporate Affiliate which be@sa Participating Company
the Plan after January 1, 1990 shall designatéseswent Effective Date with respect to its empdelparticipants.

Eligible Earnings means (i) the regular basic earnings paid to adjaaht by one or more Participating Companie$ afity salary
deferral contributions made on behalf of the Piudict to the Company’s Code Section 401(k) PlaGade Section 125 Plan plus (iii)
overtime payments, bonuses and commissions. Thatet® excluded from the calculation of Eligiblar&ings: (1) all profit-sharing
distributions and other incentive-type payments @hall contributions (other than Code Sectiorl@ and Code Section 125 contributions)
made by the Company or its Corporate Affiliatestfor Participant’s benefit under any employee beoefvelfare plan now or hereafter
established.

Employeemeans any person who is regularly scheduled to wamie than 20 hours per week for more than 5 magmehgalendar
year in the employ of the Company or any otheri€ipgting Company for earnings considered wage&uBection 3401(a) of the Coc

International Plan means the Company’s International Employee StockHaige Plan.

Participant means any Employee of a Participating Company wlaziively participating in the Plan.

Participating Company means the Company and such Corporate Affiliatefili&es as may be designated from time to time by
the Board.

Stock means shares of the common stock of the Company.

[ll. ADMINISTRATION

The Plan shall be administered by the Board or byramittee (the “Committee”) comprised of at leagh or more Board
members appointed from time to time by the Boatee Plan Administrator (whether the Board or the @ufttee) shall have full authority to
administer the Plan, including authority to intefipand construe any provision of the Plan and epasluch rules and regulations for
administering the Plan as it may deem necessargdier to comply with the requirements of SectioB 42the Code. Decisions of the Plan
Administrator shall be final and binding on all p@s who have an interest in the Plan.
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IV. PURCHASE PERIODS

(a) Stock shall be offered for purchase under tha through a series of successive purchase peanigtdssuch time as (i) the
maximum number of shares of Stock available farasge under the Plan shall have been purchas@jithe(Plan shall have been sooner
terminated in accordance with Article IX.

(b) Under no circumstances shall any purchasegigfanted under the Plan be exercised, nor shablzares of Stock be issued
hereunder, until such time as (i) the Plan shaleHzeen approved by the Company’s shareholdergiatite Company shall have complied
with all applicable requirements of the Securifes$ of 1933 (as amended), all applicable listinguieements of any securities exchange on
which the Stock is listed and all other applicatelguirements established by law or regulation.

(c) The Plan shall be implemented in a series neoutive purchase periods, each to be of suchiclu@ot to exceed twenty-
four (24) months per purchase period) as deterntiyetie Plan Administrator prior to the commencettate of the purchase period.
Purchase periods may commence at quarterly or aamial intervals over the term of the Plan. Acaagtii, up to four (4) separate purchase
periods may commence in each calendar year ther®faains in existence. The Plan Administrator atlhounce the date each purchase
period will commence and the duration of that pasghperiod in advance of the last day of the imatelji preceding purchase period.

(d) The Participant shall be granted a separatehaise right for each purchase period in which leggsttticipates. The purchase
right shall be granted on the first day of the pas®e period and shall be automatically exercisetti@fast business day of that purchase
period or any earlier day the purchase right isge@xercised hereunder.

(e) An Employee may participate in only one purehpsriod at a time. Accordingly, an Employee whshes to join a new
purchase period must withdraw from the current pase period in which he/she is participating nerl#tian fifteen (15) days prior to the last
day of the current purchase period in which the IByge participates and must also enroll in the pavchase period no later than fifteen (
days prior to the start date of that new purchasimg.! The Plan Administrator, in its discretion, may rigguan Employee who withdraws
from one purchase period to wait one full purchzes@od before re-enrolling in a new purchase petioder the Plan.

V. ELIGIBILITY AND PARTICIPATION

(a) Each individual who is an Employee of a Pgotiting Company on the commencement date of anyhpsecperiod under the
Plan shall be eligible to participate in the Planthat purchase period.

1 The fifteen (15)-day advance enroliment requirenséat| be in effect for all purchase periods bemigron or after April 1, 2001.
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(b) In order to participate in the Plan for a partar purchase period, the Employee must comphetenroliment forms prescribed
by the Plan Administrator (including a purchasesagnent and a payroll deduction authorization) dedstich forms with the Plan
Administrator (or its designate) no later thanefifb (15) days prior to the commencement date gftihehase period.

(c) The payroll deduction authorized by a Partioigar purposes of acquiring Stock under the Play tre any multiple of 1% of
the Eligible Earnings paid to the Participant dgrihe period the purchase right remains outstandipgo a maximum of 10% per purchase
right. The deduction rate so authorized shall cautiin effect for the entire period the purchaghtriemains outstanding, unless the
Participant shall, prior to the end of the purchaeegod for which the purchase right will remaineiffiect, reduce such rate by filing the
appropriate form with the Plan Administrator (& designate). The reduced rate shall become eféeati soon as practicable following the
filing of such form. Payroll deductions, howeveill\@utomatically cease upon the termination of Baticipant’s purchase right in
accordance with Section VII(d) or (e) below.

VI. STOCK SUBJECT TO PLAN

(a) The Stock purchasable by Participants undePthe shall, solely in the Board’s discretion, bade available from either
authorized but unissued Stock or from reacquiregiStincluding shares of Stock purchased on the oparket. The total number of shares
which may be issued under the Plan and the InferratPlan in the aggregate shall not exceed 221000 shares (subject to adjustment
under subparagraph (b) below). Such share resessbden adjusted for the various forward splithefStock which have been effected since
the Effective Date and includes the 135,000,000esimereasé approved by the shareholders at the 1997 Annuatiiee

(b) In the event any change is made to the Stookhasable under the Plan by reason of (I) any mecgesolidation or
reorganization or (ll) any stock dividend, stockitsgombination of shares or other change affectire outstanding Stock as a class without
the Company’s receipt of consideration, then unéesh change occurs in connection with a Sectid(j)\ftansaction, appropriate
adjustments shall be made by the Plan Administtat@) the class and maximum number of sharesatdsuover the term of the Plan, (ii) the
class and maximum number of shares purchasablegsticipant on any one purchase date, (iii) thescbnd maximum number of shares
purchasable by any one executive officer over ¢ tof the Plan and (iv) the class and number afeshand the price per share of the Stock
subject to each purchase right at the time outstgnehder the Plan.

2 The fifteen (15)-day advance enroliment requirensératl be in effect for all purchase periods begigron or after April 1, 2001.

3 The shareholders originally approved a share irsere& 15,000,000 shares, but when recalculatedliféwrward splits of the Common Stock effected\grch 22, 2000 {.e., the
three (3)-for-two (2) split of Common Stock effedtten December 16, 1997, the three (3)-for-two (@it 8f Common Stock effected on September 15, 1888two (2)-for-one (1)
spilt of Common Stock effected on June 21, 1996, the two (2-for-one (1) split of Common Stock effected on March 21)0), that share increase represents 135,008/00@s
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VII. PURCHASE RIGHTS

An Employee who participates in the Plan for aipalar purchase period shall have the right to pase Stock upon the terms ¢
conditions set forth below and shall execute alpase agreement embodying such terms and condémmhsuch other provisions (not
inconsistent with the Plan) as the Plan Administratay deem advisable.

(a) Purchase PriceThe purchase price per share shall be the le$$pr85% of the fair market value per share ajckton the dai
on which the purchase right is granted or (ii) 88Bthe fair market value per share of Stock ondhte the purchase right is exercised. For
purposes of determining such fair market value fanall other valuation purposes under the Pl fair market value per share of Stocl
any relevant date shall be the closing sellingeppier share on such date, as officially quotecherptincipal exchange on which the Stock is
at the time traded or, if not traded on any suatharge, the closing selling price per share ofSfoek on such date, as reported on the
Nasdaq National Market. If there are no sales o€lSbn such day, then the closing selling pricettfier Stock on the next preceding day
which there does exist such quotation shall berdetative of fair market value.

(b) Number of Purchasable Shardhe number of shares purchasable by a Particigzori the exercise of an outstanding
purchase right shall be the number of whole shalégined by dividing the amount collected from Bragticipant through payroll deductions
during each purchase period the purchase rightirsnoaitstanding by the purchase price in effecttiat purchase period. Any remaining
amount in the Participant’s account shall be autarally refunded to the Participant. However, thaximum number of shares purchasable
by any Participant on any one purchase date sha#xceed 22,500 shares (subject to adjustment @wtgion VI(b)), and any amount not
applied to the purchase of Stock on behalf of didt@ant by reason of such limitation shall be refad to that Participant. In addition, should
the Employee be an executive officer of the Comparbject to the short-swing profit restrictionsttoé Federal securities laws, then the
maximum number of shares which such Employee maghaise over the term of the Plan shall not exceg204000 shares (as adjusted for
the various forward splits of the Stock effectattsithe Effective Date and subject to further adjesit under Section VI(b)). Accordingly,
such officer shall be eligible to receive purchaghts for any purchase period if the number ofrshavhich would otherwise be purchasable
by such individual for that purchase period wowduit in the issuance to such individual of shafeStock in excess of the maximum num
of shares purchasable in the aggregate by suctiduo@i over the term of the Plan.

Under no circumstances shall purchase rights b&teplaunder the Plan to any Employee if such Em@ayeuld, immediately
after the grant, own (within the meaning of Codet®a 425(d)), or hold outstanding options or othights to purchase, stock possessing 5%
or more of the total combined voting power or vadfiall classes of stock of the Company or anytoforporate Affiliates.

(c) Payment Payment for Stock purchased under the Plan bhadffected by means of the Participant’s authdrpayroll
deductions. Such deductions shall begin on thegag day coincident with or immediately followitige commencement date of the relevant
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purchase period and shall terminate with the payesiaing with or immediately prior to the last da#fythe purchase period. The amounts so
collected shall be credited to the book accounntaaed by the Company on the Participant’s belnadfer the Plan, but no interest shall be
paid on the balance from time to time outstandmglich book account. The amounts collected fromridpant may be commingled with
general assets of the Company and may be useeéfiera corporate purposes.

(d) Withdrawal from Purchase Period

(i) A Participant may, not later than fifteen (Id&gys prior to the last day of the purchase periodhich the Participant is
enrolled,*withdraw from that purchase period by filing thegeribed notification form with the Plan Adminigtra(or its designate). No
further payroll deductions shall be collected frtiva Participant with respect to that purchase peaad the Participant shall have the
following election with respect to any payroll detions for the purchase period collected prioht withdrawal date: (A) have the Company
refund the payroll deductions which the Participaaide under the Plan during that purchase perig¢B)dnave such payroll deductions held
for the purchase of shares at the end of such psecperiod. If no such election is made, then pagholl deductions shall automatically be
refunded at the end of such purchase period.

(i) The Participant’s withdrawal from a particulamrchase period shall be irrevocable and shall @guire the Participant
to re-enroll in the Plan (by making a timely filing ofn@w purchase agreement and payroll deduction am#tian) if the Participant wishes
resume participation in a subsequent purchasederio

(e) Termination of Employment/Leave of Absendka Participant ceases to remain an Employedewths/her purchase right
remains outstanding, then such purchase right shalkediately terminate and all sums previouslyexiid from the Participant during the
purchase period in which such termination occuadl &fe promptly refunded to the Participant. Howeghould the Participant die or become
permanently disabled while in Employee status oukhthe Participant cease active service by reafarleave of absence, then the
Participant (or the person or persons to whomitjtes of the deceased Participant under the Platransferred by will or by the laws of
descent and distribution) shall have the elecxercisable up until the end of the purchase penadhich the Participant dies or becomes
permanently disabled or in which the leave of abserommences, to (i) withdraw all the funds inBreeticipant’s payroll account at the time
of his/her cessation of Employee status or the ceno@ment of such leave or (ii) have such funds tolthe purchase of shares at the end of
such purchase period. If no such election is mima such funds shall automatically be held forghechase of shares at the end of such
purchase period. In no event, however, shall arthéu payroll deductions be added to the Partidipartcount following his/her cessation of
Employee status or the commencement of such I&hauld the Participant return to active servicewithin ninety (90) days following the
commencement of his/her leave of absence or

4 The fifteen (15)-day advance notice requirementidfitlhdrawal from a purchase period shall be ineffer all purchase periods beginning on or aftpriAl, 2001.
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(y) prior to the expiration of any longer period fehich such Participarg’'right to reemployment with the Corporation is igueed by statu
or contract, then his/her payroll deductions urtderPlan shall automatically resume upon his/hermeat the rate in effect at the time the
leave began, and if a new purchase period begirsgitihe period of the leave, then the Participaititautomatically be enrolled in that
purchase period at the rate of payroll deductioefiact for him/her at the time the leave commenébed payroll deductions for that purchase
period shall not actually begin until the Partigipaeturns to active service. However, an individubo returns to active employment
following a leave of absence that exceeds in domatie applicable (x) or (y) time period will beated as a new Employee for purposes of
subsequent participation in the Plan and must daagly re-enroll in the Plan (by making a timeliirfg of the prescribed enroliment forms)
on or before the start date of any subsequent peecperiod in which he or she wishes to participate

For purposes of the Plan: (a) a Participant steattdnsidered to be an Employee for so long as Badicipant remains in the
active employ of the Company or any other PartiiqgaCompany under the Plan, and (b) a Participhatl be deemed to be permanently
disabled if he/she is unable, by reason of any cadlgideterminable physical or mental impairmemexted to result in death or to be of
continuous duration of at least twelve (12) montbgngage in any substantial gainful employment.

(f) Stock PurchaseThe Stock subject to the purchase right of eagtidipant (other than Participants whose purchiggds have
previously terminated in accordance with Sectiol{d)lor (e) above) shall be automatically purchasedhe Participant’s behalf on the last
business day of the purchase period for which pucbhase right remains outstanding. The purchaaélsh effected by applying the amount
credited to each Participant’s book account orlalebusiness date of the purchase period to ttehase of whole shares of Stock (subject to
the limitations on the maximum number of purchasaihlares set forth in Section VII(b)) at the pusehgrice in effect for such purchase
period.

(9) Proration of Purchase RightShould the total number of shares of Stock tpurehased pursuant to outstanding purchase
rights on any particular date exceed the numbshafes then available for issuance under the BlarRlan Administrator shall make a pro-
rata allocation of the available shares on a umifand nondiscriminatory basis, and any amountstexbtb the accounts of Participants shall,
to the extent not applied to the purchase of Sthekefunded to the Participants.

(h) Shareholder RightsA Participant shall have no rights as a sharedroldth respect to shares covered by the purchghtsr
granted to the Participant under the Plan untilstheres are actually purchased on the Participbatialf in accordance with Section VII(f).
No adjustments shall be made for dividends, distidims or other rights for which the record datprisr to the purchase da

(i) ESPP Broker AccountThe shares purchased on behalf of each Particihaf be deposited directly into a brokerage anto
which the Company shall establish for the Particifza a Companyesignated brokerage firm. The account will be kmas the ESPP Brok
Account. The following policies and procedures Ehalin place for




any shares the Participant wishes to transfer fignor her ESPP Broker Account before those sheares been held for the requisite period
necessary to avoid a disqualifying dispositionwaftsshares under the federal tax laws — the slaaeeseld for at least two years after the
start of the Purchase Period in which the sharee merchased and for at least one year after thialgourchase date of those shares.

Shares Purchased Before January 1, 2001: The Participant may transfer those shares outsobhher ESPP Broker Account to
another brokerage firm under either of the follogvaonditions:

The shares have been held for the required holdergpd: The Participant may freely transfer such sharegtraleically
between brokers.

The shares have not been held for the requiredihglperiod: The Participant may not electronically transfertegbares,
but the Participant may request stock certificatdse issued for any shares purchased under thebBfare January 1, 2001. However,
each such certificate shall bear a legend requthiegParticipant to notify the Company if he or sisposes of the shares before the
required holding period is satisfied.

Shares Purchased After December 31, 2000: These shares shall not be transferable (eithetretecally or in certificate form)
from the ESPP Broker Account until the requireddival period for those shares is satisfied. Sucitdiion shall apply to transfers to a
different account with the same ESPP broker othierobrokers. Any shares for the required holdiegqul is satisfied may be transferred
electronically to other accounts.

The foregoing procedurekall not in any way limit when the Participant may sell hisor her shares. It is the intent of such
procedures to assure that any sale of shares bfrequired holding period for those sharestisfead must be made through the ESPP
Broker Account. In addition, the Participant maguest a stock certificate to be issued from theFEBRker Account before the required
holding period is met should the Participant wishnake a gift of those shares or (for shares pseghhefore January 1, 2002) should the
Participant need those pre-January 1, 2002 sharesllateral for a loan. Any stock certificate isdun a pre-January 1, 2002 loan situation
shall, at the Company’s discretion, bear a legeqdiring the Participant to notify the Company oy aubsequent disposition of the shares,
whether by the lender upon a default in the loabyathe Participant following repayment of the Iparade before the required holding period
for the shares is met.

Shares purchased after December 31, 2001 may metdased from the ESPP Broker Account to serncobateral for a loan
unless the required holding period for those shhassbeen satisfied.

The foregoing policies and procedures shall applgiltshares purchased by the Participant undePléme whether or not the
Participant continues in Employee status.



(j) Assignability. No purchase rights granted under the Plan skadisisignable or transferable by a Participant dttear by will o
by the laws of descent and distribution, and dutirgParticipant’s lifetime the purchase rightslidha exercisable only by the Participant.

(k) Merger or Liquidation of Companyin the event the Company or its shareholderg émii® an agreement to dispose of all or
substantially all of the assets or outstandingtahptock of the Company by means of a sale, mengerorganization in which the Company
will not be the surviving corporation (other thanearganization effected primarily to change thaté&tn which the Company is incorporated)
or in the event the Company is liquidated, thematstanding purchase rights under the Plan shidhaatically be exercised immediately
prior to the consummation of such sale, mergergaatzation or liquidation by applying all sums yiceisly collected from Participants
during the purchase period of such transactioh@gurchase of whole shares of Stock, subject, henvé the applicable limitations of
Section VII(b).

VIIl. ACCRUAL LIMITATIONS

(a) No Participant shall be entitled to accruetsgb acquire Stock pursuant to any purchase dgtgtanding under this Plan if ¢
to the extent such accrual, when aggregated witBtdck rights accrued under other purchase rightstanding under this Plan and (11)
similar rights accrued under other employee stasklmase plans (within the meaning of Section 42hefCode) of the Company or its
Corporate Affiliates, would otherwise permit sudrtizipant to purchase more than $25,000 worthaflsof the Company or any Corporate
Affiliate (determined on the basis of the fair metrkkalue of such stock on the date or dates sgtitsrare granted to the Participant) for each
calendar year such rights are at any time outstgndi

(b) For purposes of applying the accrual limitasi@i Section VIli(a), the right to acquire Stockgwant to each purchase right
outstanding under the Plan shall accrue as follows:

() The right to acquire Stock under each such Ipase right shall accrue as and when the purchgisefiist becomes
exercisable on the last business day of each psegheriod the right remains outstanding.

(i) No right to acquire Stock under any outstamdpurchase right shall accrue to the extent thedgzant has already
accrued in the same calendar year the right toiec@5,000 worth of Stock (determined on the babibe fair market value on the date or
dates of grant) pursuant to one or more purchaéésrheld by the Participant during such calenéar.y

(iii) If by reason of the Section VllI(a) limitatits, one or more purchase rights of a Participamad@ccrue for a particular
purchase period, then the payroll deductions witiehParticipant made during that purchase peridl reispect to such purchase rights shall
be promptly refunded.



(c) In the event there is any conflict betweenghevisions of this Article VIII and one or more pisions of the Plan or any
instrument issued thereunder, the provisions af Aliticle VIII shall be controlling.

IX. AMENDMENT AND TERMINATION

The Board or the Compensation Committee of the @ozay from time to time alter, amend, suspend scatitinue the Plan;
provided, however, that no such action shall adverselycaffarchase rights at the time outstanding undePian; and providedfurther,
that no such action of the Board or the Compensaiommittee may, without the approval of the shalddrs of the Company, increase the
number of shares issuable under the Plan (otharatmstments pursuant to Sections VI(b) and V)|(lter the purchase price formula so as
to reduce the purchase price specified in the RPlamaterially modify the requirements for eligityilto participate in the Plan.

X. GENERAL PROVISIONS

(a) On March 15, 2001 the Compensation Committeenaied the Plan to effect the following changesnfpose the requirement
that an Employee file enroliment forms with therPhedministrator (or its designate) no later thdten (15) days prior to the commencen
date of a particular purchase period in order ttigpate in the Plan for that purchase period @idmpose the requirement that a Participant
file the prescribed notification form with the PlAdministrator (or its designate) not later th&ten (15) days prior to the last day of the
purchase period in which a Participant is enroltedrder to terminate his/her participation in thatchase period. On December 13, 2001
Compensation Committee amended the Plan to effedbtlowing changes: (i) preclude the transfesludires from the ESPP Broker Account
to serve as collateral for loans obtained from égaather than the Company-designated brokeragésfirduring the requisite holding period
necessary to avoid a disqualifying disposition smflirther preclude the transfer of shares fromBEB&®P Broker Account until sale of such
shares where required for compliance with local lamd (ii) provide for the automatic enrolimentpatrticipants on a leave of absence in a
new purchase period.

(b) The Plan shall terminate upon the eaidiefi) January 3, 2005 or (ii) the date on whichshlares available for issuance under
the Plan shall have been sold pursuant to purafigiss exercised under the Plan. The extensiohefdrm of the Plan from January 3, 2000
to January 3, 2005 was approved by the sharehati¢he 1997 Annual Meeting.

(c) All costs and expenses incurred in the adnriisin of the Plan shall be paid by the Company.

(d) Neither the action of the Company in estabtigithe Plan, nor any action taken under the PlathéyBoard or the Plan
Administrator, nor any provision of the Plan itsgffall be construed so as to grant any persorigheto remain in the employ of the
Company or any of its Corporate Affiliates for gmgriod of specific duration, and such person’s eyplent may be terminated at any time,
with or without cause.
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(e) The provisions of the Plan shall be governetheylaws of the State of California.

11
Exhibit 13.1

SELECTED FINANCIAL DATA

Five Years Ended July 26, 2003 (In millions, except per-share amounts)

The following selected financial data should badregaconjunction with the Consolidated Financiat8tents and related notes.

July 26, 2003 July 27, 2002 July 28, 2001 July 29, 2000 July 31, 1999
Net sales $ 18,878 $ 18,915 $ 22,293 $ 18,928 $ 12,173
Net income (loss) $ 3,578 $ 1,893 $ (1,014) $ 2,668 $ 2,023
Net income (loss) per share—basic $ 0.50 $ 0.26 $ (0.14) $ 0.39 $ 0.30
Net income (loss) per share—diluted @ $ 0.50 $ 0.25 $ (0.14) $ 0.36 $ 0.29
Shares used in per-share calculation—basic 7,124 7,301 7,196 6,917 6,646
Shares used in per-share calculation—diluted @ 7,223 7,447 7,196 7,438 7,062
Cash and cash equivalents and total

investments $ 20,652 $ 21,456 $ 18,517 $ 20,499 $ 10,214
Total assets $ 37,107 $ 37,795 $ 35,238 $ 32,870 $ 14,893

Note 1: Diluted net income per share is computéoguthe weighte-average number of common shares and dilutive fataommon shares
outstanding during the period. Diluted net lossgyere is computed using the weighted-average nuaflm®mmon shares and excludes
dilutive potential common shares, as their effedritidilutive. The weighted-average dilutive pditrcommon shares, which were
antidilutive for fiscal 2001, amounted to 348 naillishares.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

FORWARD-LOOKING STATEMENTS
This Management’s Discussion and Analysis of Firelr@ondition and Results of Operations contaimsvérd-looking statements regarding
future events and our future results that are basexlirrent expectations, estimates, forecastspesjdctions about the industries in which
operate and the beliefs and assumptions of our geament. Words such as “expects,” “anticipates,igess,” “goals,” “projects,” “intends,”
“plans,” “believes,” “seeks,” “estimates,” variati® of such words, and similar expressions are d&ero identify such forward-looking
statements. In addition, any statements that tefprojections of our future financial performanoar anticipated growth and trends in our
businesses, and other characterizations of futeete or circumstances, are forward-looking statémédreaders are cautioned that these
forward-looking statements are only predictions arelsubject to risks, uncertainties, and assumgtioat are difficult to predict. Therefore,
actual results may differ materially and adversedyn those expressed in any forward-looking statemereaders are referred to risks and
uncertainties identified below, as well as on tie@de cover of this Annual Report to Shareholdedsunder “Risk Factors,” and elsewhere in
our Annual Report on Form 10-K. We undertake nagalion to revise or update any forward-lookingestaents for any reason.

CRITICAL ACCOUNTING POLICIES
The preparation of financial statements and reldteclosures in conformity with accounting prineplgenerally accepted in the United St
requires us to make judgments, assumptions, aimdagss that affect the amounts reported in the Glateted Financial Statements and
accompanying notes. Note 2 to the Consolidatedn€éinhStatements describes the significant accogmblicies and methods used in the
preparation of the Consolidated Financial Statemaffe consider the accounting policies describdalbto be our critical accounting
policies. These critical accounting policies ar@atted significantly by judgments, assumptions, estinates used in the preparation of the
Consolidated Financial Statements and actual sesalild differ materially from the amounts reporbaged on these policies.

Revenue Recognition

We recognize product revenue when persuasive esiédeinan arrangement exists, delivery has occuthediee is fixed or determinable, and
collectibility is reasonably assured. In instanabere final acceptance of the product, systemolutisn is specified by the customer, reve
is deferred until all acceptance criteria have bmeh Our total deferred revenue for products wiad $illion and $1.7 billion as of July 26,
2003 and July 27, 2002, respectively. Service reges generally deferred and, in most cases, réoegmatably over the period during whi
the services are to be performed, which is typidatim one to three years. Our total deferred rereclior services was $2.5 billion and $2.2
billion as of July 26, 2003 and July 27, 2002, exijely.

Contracts and customer purchase orders are ggnesaitl to determine the existence of an arranger8aigping documents and
customer acceptance, when applicable, are useetify delivery. We assess whether the fee is fieedeterminable based on the payment
terms associated with the transaction and whekigesdles price is subject to refund or adjustm&fietassess collectibility based primarily on
the creditworthiness of the customer as determiyectedit checks and analysis, as well as the ousts payment history.

When a sale involves multiple elements, such assa#flproducts that include services, the entieefiiem the arrangement is
allocated to each respective element based oel@tsve fair value and recognized when revenuegeition criteria for each element are met.
The amount of product revenue recognized is impisyeour judgments as to whether an arrangemehitdas multiple elements and if so,
whether vendospecific objective evidence of fair value existstfiose elements. Changes to the elements in angament and the ability
establish vendor-specific objective evidence fasthelements could affect the timing of the revargegnition.

We make sales to two-tier distribution channels r@wdgnize revenue based on a sell-through mettilazing information
provided by our distributors. These distributors given business terms that allow them to retysaréion of inventory, receive credits for
changes in selling prices, and participate in waricooperative marketing programs. We maintainmedéd accruals and allowances for such
exposures. If actual credits received by distritaifor inventory returns, changes in selling pricasd cooperative marketing programs were
to deviate significantly from our estimates, whatle based on historical experience, our revenulel dmiadversely affected.

Allowance for Doubtful Accounts and Sales Returns

Our accounts receivable balance, net of allowaacddubtful accounts, was $1.4 billion as of July 2003, compared with $1.1 billion as of
July 27, 2002. The allowance for doubtful accoast®f July 26, 2003 was $183 million, compared BBB5 million as of July 27, 2002. The
allowance is based on our assessment of the dbllggtof customer accounts. We regularly revidve tallowance by considering factors such
as historical experience, credit quality, age efdlacounts receivable balances, and current ecoremniitions that may affect a customer’s
ability to pay.

Our provision (credit) for doubtful accounts was%$ million, $91 million, and $268 million for fisd 2003, 2002, and 2001,
respectively. In fiscal 2003, we recorded a crétidoubtful accounts as a result of the improvenmethe collectibility of specific customer
accounts due to improved credit quality and resmhubf disputes. If a major customer’s creditwantss deteriorates, or if actual defaults are
higher than our historical experience, or if otbecumstances arise, our estimates of the recoiligyaif amounts due to us could be
overstated, and additional allowances could beireduwhich could have an adverse impact on ouenee.
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A reserve for sales returns is established basdiistorical trends in product return rates. Theres for sales returns as of July
26, 2003 and July 27, 2002 included $73 million &&d3 million, respectively, for estimated futueturns that were recorded as a reduction
of our accounts receivable. If the actual fututeinres were to deviate from the historical data dniclv the reserve had been established, our
revenue could be adversely affected.

Allowance for Inventory

Our inventory balance was $873 million as of July 2003, compared with $880 million as of July 2002. Our inventory allowances as of
July 26, 2003 were $122 million, compared with $236ion as of July 27, 2002. We provide inventafjowances based on excess and
obsolete inventories determined primarily by futdegnand forecasts. The allowance is measured aiftbeence between the cost of the
inventory and market based upon assumptions abtuwefdemand and charged to the provision for itargnwhich is a component of our
cost of sales. At the point of the loss recognitmmew, lower-cost basis for that inventory isbbshed, and subsequent changes in facts anc
circumstances do not result in the restoratiomorgase in that newly established cost basis.

Our provision for inventory was $70 million, $131llion, and $2.1 billion for fiscal 2003, 2002, ag601, respectively. If there
were to be a sudden and significant decrease irmdéror our products, or if there were a higherdance of inventory obsolescence because
of rapidly changing technology and customer requésts, we could be required to increase our invgratbtowances and our gross margin
could be adversely affected. Inventory managenemains an area of focus as we balance the needitdaim strategic inventory levels to
ensure competitive lead times versus the riskénitory obsolescence because of rapidly changeigtdogy and customer requirements.

Warranty Costs
The liability for product warranties, included aber accrued liabilities, was $246 million as ofyJ26, 2003, compared with $242 million as
of July 27, 2002. (See Note 8 to the Consolidatedri€ial Statements.) Our products sold are gelgesavered by a warranty for periods of
90 days, one year, or five years, and for someymtsgdwe provide a limited lifetime warranty. Wecaee for warranty costs as part of our «
of sales based on associated material costs amei¢atsupport labor costs. Material cost is prifgastimated based upon historical trend
the volume of product returns within the warrangyipd and the cost to repair or replace the equipniechnical support labor cost is
primarily estimated based upon historical trendsherate of customer calls and the cost to sughertustomer calls within the warranty
period.

The provision for warranties issued during fisda02 and 2002 was $342 million and $443 millionpegively. If we experience
an increase in warranty claims compared with ostohical experience, or if costs of servicing watyaclaims are greater than the
expectations on which the accrual has been basedyoss margin could be adversely affected.

Investment Impairments
Our publicly traded equity investments are refldata the Consolidated Balance Sheets as of Jul(g at a fair value of $745 million,
compared with $567 million as of July 27, 2002.S&te 7 to the Consolidated Financial StatemewWs.yecognize an impairment charge
when the decline in the fair value of our publitigded equity investments below their cost basisdged to be other-than-temporary. The
ultimate value realized on these equity investmianssibject to market price volatility until theyeasold. We consider various factors in
determining whether we should recognize an impaitrabarge, including, but not limited to, the lemgf time and extent to which the fair
value has been less than our cost basis, the falamndition and near-term prospects of the comipand our intent and ability to hold the
investment for a period of time sufficient to alldéer any anticipated recovery in market value. Guogoing consideration of these factors
could result in additional impairment charges ie tture, which could adversely affect our net meo During the first quarter of fiscal 2003
and 2002, we recognized a charge of $412 milliah$868 million, respectively, attributable to tinepairment of certain publicly traded
equity securities.

We also have investments in privately held comganieany of which can still be considered to behadtartup or development
stages. As of July 26, 2003, our investments ingbely held companies were $516 million, comparét $477 million as of July 27, 2002,
and were included in other assets. (See Notelet€bnsolidated Financial Statements.) We mortitesd investments for impairment and
make appropriate reductions in carrying valuesdfdgtermine an impairment charge is required bpsethrily on the financial condition ai
near-term prospects of these companies. Thesetingats are inherently risky, as the markets fortélobnologies or products these
companies are developing are typically in the estdges and may never materialize. Our impairmieatges on investments in privately held
companies were $281 million and $420 million durfisgal 2003 and 2002, respectively.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

Goodwill Impairments

Our methodology for allocating the purchase pralatmg to purchase acquisitions is determinedutincestablished valuation techniques in
the high-technology communications equipment inguahd based on valuations performed by an indegr#rttlird party. Goodwill is
measured as the excess of the cost of acquisitientbe sum of the amounts assigned to identifiabsets acquired less liabilities assumed.
We perform goodwill impairment tests on an annwai® and between annual tests in certain circurmssafior each reporting unit. The
goodwill recorded on the Consolidated Balance Shaebf July 26, 2003 was $4.0 billion, comparetth $B8.6 billion as of July 27, 2002. In
response to changes in industry and market conditioe could be required to strategically realignr@sources and consider restructuring,
disposing of, or otherwise exiting businesses, Wwitiould result in an impairment of goodwill. Basedimpairment tests performed using
independent third-party valuations, there was ngaiinment in our goodwill in fiscal 2003 and 2002.

Income Taxes

Our effective tax rates differ from the statutoayer due to the impact of nondeductible in-processarch and development (“in-process
R&D"), acquisition-related costs, research and expentation tax credits, state taxes, and thertgpact of nond.S. operations. Our effecti
tax rate was 28.6%, 30.1%, and (16.0%) for fis€8l3 2002, and 2001, respectively. Our future éffedax rates could be adversely affe
by earnings being lower than anticipated in coestuwhere we have lower statutory rates, changeeinaluation of our deferred tax asset
liabilities, or changes in tax laws or interpretas thereof. In addition, we are subject to theinoous examination of our income tax returns
by the Internal Revenue Service and other tax aitibe We regularly assess the likelihood of adessutcomes resulting from these
examinations to determine the adequacy of our piawifor income taxes.

Loss Contingencies

We are subject to the possibility of various logatingencies arising in the ordinary course of bess. We consider the likelihood of loss or
impairment of an asset or the incurrence of alligbas well as our ability to reasonably estimgite amount of loss in determining loss
contingencies. An estimated loss contingency isusttwhen it is probable that an asset has beeaiiietpor a liability has been incurred and
the amount of loss can be reasonably estimatede@idarly evaluate current information availableitoto determine whether such accruals
should be adjusted and whether new accruals avireeq

SELECTED FINANCIAL DATA FOR FISCAL 2003, 2002, AND 2001
Net Sales

We manage our business based on four geographiteteethe Americas; Europe, the Middle East, afit®& (“EMEA”); Asia Pacific; and
Japan. Net sales, which include product and sereioenue, for each theater are summarized in thenfiog table (in millions, except
percentages):

AMOUNT PERCENTAGE OF NET SALES
Years Ended July 26, 2003 July 27, 2002 July 28, 2001 July 26, 2003 July 27, 2002 July 28, 2001
Net sales:
Americas $ 10,544 $ 10,654 $ 12,051 55.8% 56.4% 54.0%
EMEA 5,202 5,126 6,377 27.6% 27.1% 28.6%
Asia Pacific 1,860 1,765 2,331 9.9% 9.3% 10.5%
Japan 1,272 1,370 1,534 6.7% 7.2% 6.9%
Total $ 18,878 $ 18,915 $ 22,293 100.0% 100.0% 100.0%

We have reclassified our net sales for each gebgrapeater for fiscal 2002 and 2001 to confornthi current year’s presentation, which
reflects the breakdown of service revenue for EMBEsia Pacific, and Japan theaters, all of whichengeviously included in the Americas
theater.

The following table is a breakdown of net salesvaetn product and service revenue (in millions, pkpercentages):

AMOUNT PERCENTAGE OF NET SALES
Years Ended July 26,2003  July 27,2002  July 28,2001  July 26,2003  July 27,2002  July 28, 2001
Net sales:
Product $ 15565 $ 15,669 $ 19,559 82.5% 82.8% 87.7%
Service 3,313 3,246 2,734 17.5% 17.2% 12.3%
Total $ 18,878 $ 18915 $ 22,293 100.0% 100.0% 100.0%
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The following table is a breakdown of net prodwades by theater (in millions, except percentages):

AMOUNT PERCENTAGE OF NET PRODUCT SALES
Years Ended July 26, 2003 July 27, 2002 July 28, 2001 July 26, 2003 July 27, 2002 July 28, 2001
Net product sales:

Americas $ 8,109 $ 8,277 $ 10,006 52.1% 52.7% 51.1%
EMEA 4,609 4,537 5,902 29.6% 29.0% 30.2%
Asia Pacific 1,687 1,593 2,193 10.8% 10.2% 11.2%
Japan 1,160 1,262 1,458 7.5% 8.1% 7.5%

Total $ 15565 $ 15,669 $ 19,559 100.0% 100.0% 100.0%

The following table presents net sales for groupsnilar products (in millions, except percentages

AMOUNT PERCENTAGE OF NET PRODUCT SALES
Years Ended July 26,2003  July 27,2002  July 28,2001  July 26,2003  July 27,2002  July 28, 2001
Net product sales:
Routers $ 4859 $ 5487 $ 7,095 31.2% 35.0% 36.3%
Switches 7,721 7,651 9,141 49.6% 48.8% 46.7%
Access 965 1,042 1,869 6.2% 6.7% 9.6%
Other 2,020 1,489 1,454 13.0% 9.5% 7.4%
Total $ 15565 $ 15669 $ 19,559 100.0% 100.0% 100.0%

We have reclassified our net sales for groupsroflar products in fiscal 2002 and 2001 to confoathte current year’s presentation. The
reclassification was primarily related to our nates of Advanced Technology products, which weevipusly included in the “Routers”
product category and are now included in the “Otpesduct category in the table above. The rectasdion had an impact of less than 1%
on each product category in proportion to totadpiai revenue.

Gross Margin
The following table shows the standard margin fetetheater and the total gross margin for prodarctservices (in millions, except
percentages):

AMOUNT STANDARD MARGIN
Years Ended July 26, 2003 July 27,2002  July 28,2001  July 26, 2003 July 27, 2002 July 28, 2001
Gross margin:
Americas $ 8363 $ 8122 $ 8,687 79.3% 76.2% 72.1%
EMEA 4,232 4,066 4,710 81.4% 79.3% 73.9%
Asia Pacific 1,523 1,432 1,594 81.9% 81.1% 68.4%
Japan 1,052 1,086 1,182 82.7% 79.3% 77.1%
Standard margin 15,170 14,706 16,173 80.4% 77.7% 72.5%
Production overhead (547) (651) (615)
Manufacturing variances and other
related costs (1,390) (2,042) (4,486)
Total $ 13,233 $ 12,013 $ 11,072

Gross margin for products and services in fisc@2@002, and 2001 was as follows (in millions,eptqpercentages):

AMOUNT GROSS MARGIN
Years Ended July 26, 2003 July 27, 2002 July 28,2001 July 26, 2003 July 27, 2002 July 28, 2001
Gross margin:
Product $ 10,971 $ 9,755 $ 9,361 70.5% 62.3% 47.9%
Service 2,262 2,258 1,711 68.3% 69.6% 62.6%

Total $ 13,233 $ 12,013 $ 11,072 70.1% 63.5% 49.7%
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

Research and Development, Sales and Marketing, and  General and Administrative Expenses
Research and development (“R&D"), sales and margetind general and administrative (“G&A”) expenaessummarized in the following
table (in millions, except percentages):

AMOUNT PERCENTAGE OF NET SALES
Years Ended July 26, 2003 July 27, 2002 July 28, 2001 July 26, 2003 July 27, 2002 July 28, 2001
Research and development $ 3,135 $ 3448 $ 3,922 16.6% 18.2% 17.6%
Sales and marketing $ 4116 $ 4264 $ 5,296 21.8% 22.5% 23.8%
General and administrative $ 702 3 618 $ 778 3.7% 3.3% 3.5%

DISCUSSION OF FISCAL 2003 AND 2002
Net Sales

Net sales in fiscal 2003 were $18.9 billion, congolwith $18.9 billion in fiscal 2002, a decreas&87 million or 0.2%. Net product sales
fiscal 2003 decreased by $104 million, compareth figical 2002 partially offset by an increase of $6illion in service revenue. The
decrease in net product sales was due to the impactombination of a challenging global econoamgironment, geopolitical issues, and
continued constraints on information technologyted capital spending, particularly with respeadtio service provider customers. The
increase in service revenue was primarily due ¢oei@sed technical support service contract indtistiand renewals associated with product
sales.

Net Product Sales by Theater

Net product sales in the Americas theater cons$isebproduct sales in the United States and Arasrinternational, which includes Cana
Mexico, and Latin America. Net product sales in Americas theater in fiscal 2003 decreased by $illbn or 2.0% from $8.3 billion in
fiscal 2002 to $8.1 billion. Net product saleshe United States were $7.4 billion in fiscal 2008mpared with $7.4 billion in fiscal 2002, a
decrease of $69 million or 0.9%. Net product salesmericas International in fiscal 2003 were $#b#lion, compared with $858 million in
fiscal 2002, a decrease of $99 million or 11.5%e @kcrease in net product sales reflects the skawdwothe United States and other
economies, over-capacity, and constraints on infition technology-related capital spending, whicheheontinued to affect both enterprise
and service provider customers, especially septiogider customers. This decrease was partiallyedfby growth in our net product sales to
the United States federal government, which ina@dny approximately 20% in fiscal 2003 comparedhigcal 2002.

Net product sales in the EMEA theater in fiscal20®&reased by $72 million or 1.6% from $4.5 bitlim fiscal 2002 to $4.6
billion, as incumbent service providers began dgpbp products and some enterprise markets expertenmdest growth. In Asia Pacific, net
product sales in fiscal 2003 increased by $94 omilbr 5.9% from $1.6 billion in fiscal 2002 to $hiflion due to infrastructure builds,
broadband acceleration, and investments by Aslandm carriers. Net product sales in the Japarteh@afiscal 2003 decreased by $102
million or 8.1% from $1.3 billion in fiscal 2002 .2 billion due to ongoing economic challengethmtheater.

Net Product Sales by Groups of Similar Products

Net product sales related to routers in fiscal 200&eased by $628 million or 11.4% from $5.5 dillin fiscal 2002 to $4.9 billion due
decreases in sales of midrange and low-end roletgproduct sales related to switches in fisc@i®idicreased by $70 million or 0.9% from
$7.7 billion in fiscal 2002 to $7.7 billion due itacreases in sales of fixed LAN and WAN switcheripHy offset by a decrease in sales of
modular LAN switches. Net product sales relateddeess products in fiscal 2003 decreased by $7idbmdr 7.4% from $1.0 billion in fiscal
2002 to $965 million due to decreases in salesgifadl subscriber line (DSL) and dial access prddymartially offset by an increase in sale
wireless LAN products. Net product sales relatedtter products in fiscal 2003 increased by $53fianior 35.7% from $1.5 billion in fisci
2002 to $2.0 billion due to increases in salesectisity and IP telephony products.

Net product sales may be adversely affected ifiufuge by changes in the geopolitical environmert global economic
conditions; sales cycles and implementation cyefesur products; changes in the mix of our custantb&tween service provider and
enterprise; changes in the mix of direct salesiadidlect sales; variations in sales channels; aral &cceptance criteria of the product, sys
or solution as specified by the customer. Serviogiger customers typically have longer implemednotatycles, require a broader range of
services including design services, and often la@eeptance provisions, which can lead to a delagvianue recognition. To improve
customer satisfaction, we continue to attempt tluce our manufacturing lead times, which may réautbrresponding reductions in order
backlog. A decline in backlog levels could resalhiore variability and less predictability in ouragter-to-quarter net sales and operating
results. Net product sales may also be adversfdgtafl by fluctuations in demand for our produetgecially with respect to Internet
businesses and telecommunications service provigacg and product competition in the communigaiand networking industries,
introduction and market acceptance of new technesognd products, adoption of new networking stedglaand financial difficulties
experienced by our customers.
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Two-tier distributors are given business terms #latv them to return a portion of inventory, raeecredits for changes in selling
prices, and participate in various cooperative retink] programs. In addition, increasing two-tiestdbution channels generally results in
greater difficulty in forecasting the mix of ourgalucts and, to a certain degree, the timing ofrsréfem our customers. We recognize reve
to two-tier distributors based on a sell-througtthod utilizing information provided by our distritms, and we maintain accruals and
allowances for all cooperative marketing and offiregrams.

Net Service Revenue

Net service revenue in fiscal 2003 increased byréiflifon or 2.1% from $3.2 billion in fiscal 2002 3.3 billion due to increased techni
support service contract initiations and renewas®aiated with product sales that have resultedhigher installed base of equipment being
serviced and revenue from advanced services, whlates to consulting support services of our tetdgies for specific networking needs.
Net service revenue is generally deferred and,detroases, recognized ratably over the servicegenihich is typically one to three yea
Net service revenue will typically experience soragability over time due to various factors susttl@e timing of technical support serv
contract initiations and renewals. In addition, cewenue from advanced services may increase igharhproportion of total service revenue
due to our continued focus on providing comprehansupport of our customers’ networking devicegliaptions, and infrastructures.

Gross Margin
Gross margin in fiscal 2003 increased from 63.5%sical 2002 to 70.1% due to an increase in produmss margin partially offset by a
decrease in service gross margin as discussed below

Product Gross Margin
Product gross margin increased from 62.3% in fi268l2 to 70.5% in fiscal 2003, an increase of 8.2Bks increase was due to an increase in
standard margin combined with decreases in progluctverhead and manufacturing and other relatetd.cos

Standard margin increased by 3.5% in fiscal 2008 gared with fiscal 2002, due to lower componestsand value engineerir
partially offset by the impact of product pricingductions and changes in the mix of products &tdlie engineering is the process by which
the production costs are reduced through compaeeesign, board configuration, test processestrandformation processes.

Production overhead and manufacturing and othataglcosts decreased in fiscal 2003, comparedfisithl 2002, which resulted
in an increase in product gross margin of 4.7%d®ction overhead in fiscal 2003 decreased by $lilbmfrom $651 million in fiscal 2002
to $547 million related to lower labor, depreciation equipment, and facilities charges associatddmanufacturing activities. In addition,
manufacturing and other related costs in fiscal32@€creased by $652 million from $2.0 billion iadal 2002 to $1.4 billion due to lower
warranty, provision for inventory, and other nonslard costs. The provision for inventory in fis2@0D2 included an excess inventory benefit
of $422 million related to inventory previously ttein off and utilized in production or sold.

Product gross margin may be adversely affecteddrfuture by changes in the mix of products soldh@annels of distribution,
sales discounts, increases in material or labdsgcescess inventory and obsolescence chargeggehamshipment volume, loss of cost
savings due to changes in component pricing, impiaealue engineering, inventory holding charge&ecompetition and introduction of
new products or entering new markets, and diffepeietng and cost structures of new markets. Ifranaty costs associated with our products
are greater than we have experienced, product grasgin may also be adversely affected. Producgneargin may also be affected by
geographic mix, as well as the mix of configurasievithin each product group.

Service Gross Margin

Service gross margin decreased from 69.6% in f&@aP to 68.3% in fiscal 2003, a decrease of 1.8étvice gross margin will typically
experience some variability over time due to vasitactors such as the change in mix between teghsupport services and advanced
services, as well as the timing of technical suppervice contract initiations and renewals.

Research and Development, Sales and Marketing, and  General and Administrative Expenses

R&D expenses in fiscal 2003 decreased by $313aoniltir 9.1% from $3.4 billion in fiscal 2002 to $3illion primarily due to a decrease in
expenditures on prototypes of approximately $120anidue, in part, to our ongoing cost control m&@@s. In addition, the decrease in R&D
expenses was also due to lower depreciation oadalpment and other reduced discretionary spentlifgghave continued to invest in R&D
efforts in a wide variety of areas such as dataey@nd video over IP; advanced access and aggnegechnologies such as cable, wireless,
mobility, and other broadband technologies; advdragerprise switching; optical technology; storagea networking; content networking;
security; network management; and advanced coredgel routing technologies. We have also continaguirchase or license technology in
order to bring a broad range of products to mairkattimely fashion. If we believe that we are ueab enter a particular market in a timely
manner with internally developed products, we niegrise technology from other businesses or achuiseesses as an alternative to internal
R&D. All of our R&D costs have been expensed asitired.
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Sales and marketing expenses in fiscal 2003 dezntdas$148 million or 3.5% from $4.3 billion in &ial 2002 to $4.1 billion due
to a decrease in sales expenses of $176 millidrapgoffset by an increase in marketing experses28 million. Sales expenses decreased
in fiscal 2003, compared with fiscal 2002, duelte tlecrease in expenses related to our sales pregnad other reduced discretionary
spending. In addition, we experienced a decreaseisize of our sales force during fiscal 2003 @arketing expenses increased in fiscal
2003, compared with fiscal 2002, as we have coatirto invest in both our new growth market oppdties and our branding strategy.
During fiscal 2003, we invested approximately $98iom in a new marketing campaign.

G&A expenses in fiscal 2003 increased by $84 mmilliv 13.6% from $618 million in fiscal 2002 to $78@lion. The increase in
G&A expenses for fiscal 2003, compared with fis2@02, was primarily related to real estate allareti

We hedge foreign currency forecasted transactielased to operating expenses with currency optidhs.effects of foreign
currency fluctuations, net of hedging, increased| tR&D, sales and marketing, and G&A expensesgpraximately 1% in fiscal 2003
compared with fiscal 2002.

In the third quarter of fiscal 2001, we announcedsiructuring program to prioritize our initiatsvaround a focus on profit
contribution, high-growth areas of our businesduntion of expenses, and improved efficiency. Tagructuring program included a
worldwide workforce reduction, consolidation of egs facilities, and restructuring of certain businfinctions. (For additional information
regarding the restructuring program, see Notethd¢dConsolidated Financial Statements.) Duringgafi2g003, we increased the restructuring
liabilities related to the consolidation of excéasilities and other charges by $45 million, whighs recorded during the first and fourth
quarter of fiscal 2003, due to changes in reatestarket conditions. The increase in restructuliadglities was recorded as expenses related
to R&D ($18 million), sales and marketing ($18 moill), G&A ($4 million), and cost of sales ($5 milii) in the Consolidated Statements of
Operations. During fiscal 2002, we increased tis&rueturing liabilities related to the consolidatiof excess facilities and other charges by
$93 million, which was recorded in the third quadéfiscal 2002, due to changes in real estateketaronditions. The increase in
restructuring liabilities was recorded as expemskged to R&D ($39 million), sales and marketi®gZ million), G&A ($8 million), and cost
of sales ($4 million) in the Consolidated StateraearftOperations. There can be no assurance thaefahanges in real estate market
conditions will not result in additional real estédinbilities.

Amortization of Purchased Intangible Assets

Amortization of purchased intangible assets inalliteoperating expenses was $394 million in fi®@03, compared with $699 million in
fiscal 2002. The decrease in the amortization oflpased intangible assets in fiscal 2003, compaitdfiscal 2002, was primarily due to the
accelerated amortization for certain technology patent intangibles in the prior year period, antberease in the write-down of certain
technology and patent intangibles. The write-dofvoentain technology and patent intangibles indls2003 was $49 million, compared with
$159 million in fiscal 2002. The writdewns of certain technology and patent intangibleee related to a decrease in the expected futigle
flows for these purchased intangible assets. (Bditianal information regarding purchased intangisets, see Note 3 to the Consolidated
Financial Statements.)

In-Process Research and Development

Our methodology for allocating the purchase pradating to purchase acquisitions to in-process R&Betermined through established
valuation techniques in the high-technology comroations equipment industry and based on valuapern®rmed by an independent third
party. In-process R&D expense in fiscal 2003 wasnfifon, compared with $65 million in fiscal 200See Note 3 to the Consolidated
Financial Statements for additional informationating the acquisitions completed in fiscal 2008 2602 and the in-process R&D recorded
for each acquisition.) The amount expensed to atgss R&D was expensed upon acquisition becausedkgical feasibility had not been
established and no future alternative uses existed.

The fair value of the existing purchased technolagg patents, as well as the technology under dpwednt, is determined using
the income approach, which discounts expecteddutash flows to present value. The discount reged in the present value calculations are
typically derived from a weighted-average costagital analysis and venture capital surveys, adguapward to reflect additional risks
inherent in the development life cycle. We consitler pricing model for products related to thesguagitions to be standard within the high-
technology communications equipment industry. Hesvewe do not expect to achieve a material amofuexpense reductions as a result of
integrating the acquired in-process technology r&toee, the valuation assumptions do not includeificant anticipated cost savings.

For purchase acquisitions completed to date, theldpment of these technologies remains a sigmifidak due to the remaining
efforts to achieve technical viability, rapidly e¢fging customer markets, uncertain standards forpreducts, and significant competitive
threats from several companies. The nature offfoeteto develop these technologies into commédyciaable products consists primarily of
planning, designing, experimenting, and testingvaiets necessary to determine that the technofogém meet market expectations, including
functionality and technical requirements. Failwdting these products to market in a timely mamoeitd result in a loss of market share
lost opportunity to capitalize on emerging markatsj could have a material adverse impact on osinbas and operating results.
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The following table summarizes the key assumptiorderlying the valuation for our purchase acquisgi completed in fiscal
2003 and 2002, for which in-process R&D was recai@e millions, except percentages):

Estimated Cost to Risk-Adjusted

In-Process CompleteTechnology at Discount Rate for
Acquisition R&D Expense Time of Acquisition In-Process R&D
FISCAL 2003
Okena, Inc. $ 3 $1 22.0%
SignalWorks, Inc. $ 1 $1 24.0%
FISCAL 2002
Allegro Systems, Inc. $ 28 $5 52.5%
AuroraNetics, Inc. $ 9 $ 2 35.0%
Hammerhead Networks, Inc. $ 27 $ 2 23.0%
Navarro Networks, Inc. $ 1 $1 23.0%

The key assumptions primarily consist of an expectampletion date for the in-process projectspestiéd costs to complete the projects;
revenue and expense projections, assuming the giolave entered the market; and discount ratesilmsthe risks associated with the
development life cycle of the in-process technolagguired. Failure to achieve the expected levielewenue and net income from these
products will negatively impact the return on inveent expected at the time that the acquisitiongwempleted and may result in
impairment charges. Actual results from the puretesjuisitions to date did not have a material emvienpact on our business and operating
results, except for certain purchase acquisitionsre/the purchased intangible assets were impaiédvritten down as reflected in the
Consolidated Statements of Operations.

Interest Income
Interest income was $660 million in fiscal 2003mared with $895 million in fiscal 2002. The deceaf $235 million or 26.3% in interest
income in fiscal 2003, compared with fiscal 2002svprimarily due to lower average interest ratesurportfolio of fixed income securities.

Other Loss, Net
The components of other loss, net, are as follanve({llions):

Years Ended July 26, 2003 July 27, 2002

Net losses on investments in securities $ 239 $ 707
Impairment charges on investments in

privately held companies 281 420

520 1,127

Other 9 (23)

Total $ 529 $ 1,104

The net losses relating to investments in secaritidiscal 2003 and 2002 included a charge of $#illon and $858 million, respectively,
related to the impairment of certain publicly trdduity securities during the first quarter pesiotihe impairment charges were due to the
decline in the fair value of certain publicly tradequity investments below their cost basis that judged to be other-than-temporary.

Provision for Income Taxes

The effective tax rate was 28.6% for fiscal 2008 @0.1% for fiscal 2002. The effective tax ratdati$ from the statutory rate primarily due
the impact of nondeductible in-process R&D, acdiaisirelated costs, research and experimentationrdits, state taxes, and the tax impact
of non-U.S. operations.

Our future effective tax rates could be adverséilgcted by earnings being lower than anticipateddantries where we have lov
statutory rates, changes in the valuation of oferded tax assets or liabilities, or changes inléaws or interpretations thereof. In addition, we
are subject to the continuous examination of ocomne tax returns by the Internal Revenue Servideodmer tax authorities. We regularly
assess the likelihood of adverse outcomes resutimg these examinations to determine the adeqaboyr provision for income taxes.
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DISCUSSION OF FISCAL 2002 AND 2001
Net Sales

Net sales in fiscal 2002 decreased by $3.4 bilioh5.2% from $22.3 billion in fiscal 2001 to $1&#ion, primarily related to a decrease
net product sales. The decrease in net produd sale due to unfavorable global economic conditamtsreduced levels of information
technology-related capital spending compared viétaf 2001. The economic slowdown has had a s@amfiimpact on the
telecommunications industry, in particular sericevider customers.

Net Product Sales by Theater
Net product sales in the Americas theater decrelag&d.7 billion or 17.3% from $10.0 billion in @ial 2001 to $8.3 billion in fiscal 200
The decrease was primarily related to the dechimeet product sales in the service provider markgiarticular the incumbent local exchar
carrier (ILEC) and interexchange carrier (IXC) sest The slowdown in the U.S. economy, over-cagachianges in the service provider
market, and constraints on information technologigted capital spending had a significant adveffeeteon many of our service provider
customers. The enterprise market experienced & ldeerease in net product sales compared withehgcg provider market primarily
because of the need for large corporations, spadifiin the manufacturing, health-care, educatand retail sectors, as well as the U.S.
government, to maintain their networks.

Net product sales in EMEA in fiscal 2002 decreasg&1.4 billion or 23.1% from $5.9 billion in fisc2001 to $4.5 billion.
Similar to the Americas theater, the decrease tipragluct sales was related to the slowdown irBil@pean telecommunications sector and
the enterprise market due to companies closely giagaheir capital spending.

Net product sales in Asia Pacific in fiscal 2002mased by $600 million or 27.4% from $2.2 billiarfiscal 2001 to $1.6 billion.
The decrease was primarily related to the dectinget product sales in the enterprise and serviméger markets, in particular the service
provider market in China, which experienced inceglasonsolidation and restructuring.

Net product sales in Japan in fiscal 2002 decrebge1 96 million or 13.4% from $1.5 billion in fiat2001 to $1.3 billion. The
decrease was primarily related to contraction énelectronics sector partially offset by net prddiades to the government sector.

Net Product Sales by Groups of Similar Products

Net product sales related to routers decreased léytHllion or 22.7% from $7.1 billion in fiscal PQ to $5.5 billion, primarily due t
decreases in sales of our high-end and edge rotdetproduct sales related to switches experieaaecrease of $1.5 billion or 16.3% from
$9.1 billion in fiscal 2001 to $7.7 billion, primfrdue to decreases in sales of our modular LAN YAfAN multiservice switches. Net prodt
sales related to access products decreased bynd§ii@n or 44.2% from $1.9 billion in fiscal 200d $1.0 billion, primarily due to decreases
in sales of our access concentrators and DSL acweliplexer (DSLAM) products.

Net Service Revenue

Net service revenue in fiscal 2002 increased by2$8illion or 18.7% from $2.7 billion in fiscal 20G#& $3.2 billion. The increase inr
service revenue was primarily related to techrsécgiport services, which provide maintenance andieno resolution services for our
products. In addition, revenue from consultativepurt of our technologies for specific customemmeking needs increased. During fiscal
2002, technical support service contract renewsds@ated with product sales increased, compartdtiae prior fiscal year.

Gross Margin

Gross margin in fiscal 2002 was 63.5%, comparet ¥8&.7% in fiscal 2001.

Product Gross Margin

The increase in product gross margin from 47.9%stal 2001 to 62.3% in fiscal 2002 was primar#yated to the effect of a charge for
additional excess inventory of $2.2 billion recatde the third quarter of fiscal 2001 and benefisognized thereafter as described below.
Excluding the additional excess inventory charge the subsequent benefits, there was a slightasera product gross margin that was
primarily due to lower component costs that wendigldy offset by lower shipment volumes.

Because of a sudden and significant decrease iami&fior our products in the third quarter of fise@D1, inventory levels
exceeded our estimated requirements based on deforacdsts, and an additional excess inventorygehaf $2.2 billion, which included an
additional liability for purchase commitments, wasorded in accordance with our accounting polieyiscal 2002, the provision for
inventory and the additional liability for purchasemmitments were reduced by a $525 million benefited to inventory used to
manufacture products sold in excess of our expgeogmand the settlement of purchase commitmentg$srthan the estimated amount
previously included as part of the additional esdesentory charge.
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The following is a summary of the change in theitolthl excess inventory reserve (in millions):

Excess
Excess Inventory
Inventory
Reserve Benefit
Initial charge in the third quarter of fiscal 2001 $ 2,249
Usage:
Inventory scrapped (105) $ —
Sale of inventory (89) 9
Inventory utilized (49) 49
Settlement of purchase commitments (329) 129
(572) $ 187
Reserve balance as of July 28, 2001 1,677
Usage:
Inventory scrapped 975) $ —
Sale of inventory (64) 14
Inventory utilized (408) 408
Settlement of purchase commitments (173) 103
(1,620) $ 525
Reserve balance as of July 27, 2002 $ 57

Service Gross Margin
The increase in service gross margin from 62.6%s@al 2001 to 69.6% in fiscal 2002 was primarilyedo higher service revenue and cost
efficiencies in the delivery of our services.

Research and Development, Sales and Marketing, and  General and Administrative Expenses

Total R&D, sales and marketing, and G&A expensesaised in absolute dollars from fiscal 2001, prilpaue to the impact of the
restructuring program and cost control measuresmdain hiring and to reduce discretionary spendiiggal R&D, sales and marketing, and
G&A expenses in the fourth quarter of fiscal 20@2m@ased by approximately $600 million, compareti tie quarter prior to the
restructuring charge.

R&D expenses in fiscal 2002 were $3.4 billion, cemga with $3.9 billion in fiscal 2001, a decrea§&474 million or 12.1%. A
significant portion of the decrease in R&D expensas due to lower expenditures on prototypes, labe@reciation on lab equipment, and
reduced discretionary spending.

Sales and marketing expenses in fiscal 2002 weBe$Hion, compared with $5.3 billion in fiscal @0, a decrease of $1.0 billion
or 19.5%. The decrease in sales and marketing sgpamas primarily due to a decrease in the sipaio$ales force and marketing
organization, reduced marketing and advertisingstments, and reduced general promotional and tirgkgrogram expenses.

G&A expenses in fiscal 2002 were $618 million, camrga with $778 million in fiscal 2001, a decreat81650 million or 20.6%.
The decrease in G&A expenses was primarily reladgte reductions in investments in infrastructpersonnel in support and administrative
functions, and discretionary spending.

Restructuring Costs and Other Special Charges
During fiscal 2001, we recorded restructuring castd other special charges of $1.2 billion. (Fatitohal information, see Note 4 to the
Consolidated Financial Statements.)

Amortization of Goodwill

We elected to early adopt Statement of Financialofating Standards No. 142, “Goodwill and Otheahgfible Assets” (“SFAS 142"),
effective the beginning of fiscal 2002. SFAS 14@Guiees goodwill to be tested for impairment on anwal basis and between annual tests in
certain circumstances, and written down when ingahirather than amortized as previous accountangdards required. In accordance with
SFAS 142, we ceased amortizing goodwill. Basecherihpairment tests performed, there was no impaitraf goodwill in fiscal 2002.
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Amortization of Purchased Intangible Assets

Amortization of purchased intangible assets inaluiteoperating expenses was $699 million in fig@02, compared with $365 million in
fiscal 2001. The increase in the amortization atphased intangible assets was primarily relateatitfitional amortization from acquisitions,
accelerated amortization for certain technology jgatent intangibles due to a reduction in theiingsted useful lives, and a write-down of
certain technology and patent intangibles. Thisemdiown totaled $159 million and was due to thetiomed downturn in the optical market
primarily related to the reduced demand for longHproducts, resulting in a significant adverse atipon the expected future cash flows of
these purchased intangible assets.

In-Process Research and Development

In-process R&D expense in fiscal 2002 was $65 arillicompared with $855 million in fiscal 2001. (S¢ete 3 to the Consolidated Financial
Statements for additional information regardingdbguisitions completed in fiscal 2002 and 2001 thedn-process R&D recorded for each
acquisition.) The following table summarizes thg kesumptions underlying the valuations for ounifigant purchase acquisitions
completed in fiscal 2002 and 2001 (in millions, @xcpercentages):

Estimated Cost to Risk-Adjusted
Complete Technology at Discount Rate for In-
In-Process

Acquisition R&D Expense Time of Acquisition Process R&D
FISCAL 2002
Allegro Systems, Inc. $ 28 $ 5 52.5%
AuroraNetics, Inc. $ 9 $ 2 35.0%
Hammerhead Networks, Inc. $ 27 $ 2 23.0%
Navarro Networks, Inc. $ 1 $ 1 23.0%
FISCAL 2001
Active Voice Corporation $ 37 $ 5 40.0%
IPCell Technologies, Inc. $ 75 $ 10 30.0%
IPmobile, Inc. $ 181 $ 15 42.5%
NuSpeed, Inc. $ 164 $ 6 40.0%
PixStream Incorporated $ 67 $ 2 35.0%
Radiata, Inc. $ 29 $ 3 30.0%

Interest Income
Interest income was $895 million in fiscal 2002mgared with $967 million in fiscal 2001. The demen interest income was primarily due
to lower average interest rates.

Other Income (Loss), Net

Other income (loss), net was ($1.1) billion in 2002, compared with $163 million in fiscal 200he net loss in fiscal 2002 included a
charge of $858 million recorded in the first quaridated to the impairment of certain publiclydea equity securities in our investment
portfolio. This impairment charge was due to thelide in the fair value of our publicly traded etyuinvestments below the cost basis that
was judged to be other-than-temporary.

Provision for Income Taxes

The effective tax rate was 30.1% for fiscal 200d é16.0%) for fiscal 2001. The effective tax raifeds from the statutory rate primarily due
to the impact of nondeductible in-process R&D, asitjon-related costs, research and experimentasinrcredits, state taxes, and the tax
impact of non-U.S. operations.

RECENT ACCOUNTING PRONOUNCEMENT
Financial Accounting Standards Board Interpretabion 46, “Consolidation of Variable Interest Erggl (“FIN 46”), was issued in January
2003. FIN 46 requires that if an entity is the paisnbeneficiary of a variable interest entity, #esets, liabilities, and results of operations of
the variable interest entity should be includethim Consolidated Financial Statements of the enfityg provisions of FIN 46 are effective
immediately for all arrangements entered into af@ruary 31, 2003. For those arrangements entei@grior to January 31, 2003, the
provisions of FIN 46 are required to be adoptetthatbeginning of the first interim or annual pertpeyinning after June 15, 2003. (For
additional information regarding variable interestities and the impact of the adoption of FIN €& Note 8 to the Consolidated Financial
Statements.)
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LIQUIDITY AND CAPITAL RESOURCES
The following sections discuss the effects of cleanig our balance sheets, cash flows, and commigneanour liquidity and capital
resources.

Balance Sheet and Cash Flows

Cash and Cash Equivalents and Total Investments Cash and cash equivalents and total investments $&€.7 billion as of July 26, 2003, a decrea:
$804 million or 3.7% from $21.5 billion at July 22002. The decrease was primarily a result of cagld for the repurchase of common stock
of $6.0 billion and capital expenditures of $717lion partially offset by cash provided by operatiactivities of $5.2 billion and cash
provided by the issuance of common stock of $57Bamirelated to employee stock option exercisesd employee stock purchases.

We expect that cash provided by operating activitiay fluctuate in future periods as a result nfiaber of factors, including
fluctuations in our operating results, shipmengdirity, accounts receivable collections, inventognagement, and the timing of tax and o
payments. (For additional discussion, see the@eetititled “Risk Factors” in our Annual Report on
Form 10-K.)

Accounts Receivable, Net Accounts receivable, net was $1.4 billion and $illion as of July 26, 2003 and July 27, 2002, extjvely. Days sales
outstanding (“DSO") in receivables as of July 2602 and July 27, 2002 were 26 days and 21 daysectgely. Our accounts receivable and
DSO are primarily impacted by shipment linearityl @ollections performance. Shipment linearity im@asure of the level of shipments
throughout a particular quarter. A steady levedlipments and good collections performance willitéa reduced DSO compared with a
higher level of shipments toward the end of thergwawhich will result in a shorter amount of tingecollect the related accounts receivable
and will result in increased DSO.

Inventories Inventories were $873 million as of July 26, 2083lecrease of $7.0 million or 0.8% from $880 mlet July 27, 2002. Inventories
consist of raw materials, work in process, finisigedds, and demonstration systems. As of July @83 2approximately 37.5% of our
finished goods inventory was located at distribsites, and represents the deferred cost of seleting to unrecognized revenue on sales to
those distributors. Our finished goods inventorgdsounted for at the lower of cost or market.

Inventory turns were 6.8 in the fourth quarteris€él 2003, compared with 7.1 in the fourth quaofeiscal 2002. Inventory leve
and the associated inventory turns reflect our anggimventory management efforts. Inventory manag@memains an area of focus as we
balance the need to maintain strategic inventorgléeto ensure competitive lead times againstittheaf inventory obsolescence because of
rapidly changing technology and customer requirésen

Commitments

Leases We lease office space in several U.S. locationsyedlsas locations elsewhere in the Americas Iragamal, EMEA, Asia Pacific, and
Japan. Rent expense totaled $196 million, $265anijlland $381 million in fiscal 2003, 2002, and 20fespectively. Future annual minimum
lease payments under all non-cancelable operatamek with an initial term in excess of one yeafdsly 26, 2003 were as follows (in
millions):

Fiscal Year Amount
2004 $ 246
2005 205
2006 152
2007 119
2008 107
Thereafter 617

Total $1,446

We had entered into several agreements to lea&seigiSan Jose, California, where our headquastéosated, and certain other
facilities, both completed and under constructianthe areas of San Jose, California; Boxborougas$dchusetts; Salem, New Hampshire;
Richardson, Texas; and Research Triangle ParkhNeatolina. Under these agreements, we could,rabtion, purchase the land or both
land and buildings. We could purchase the buildiigspproximately the amount expended by the legsaronstruct the buildings. As part
the lease agreements, we had restricted certainrafivestment securities as collateral for spedibbligations of the lessors. In fiscal 2002,
we elected to purchase all of the land and buiklimgwell as sites under construction under theealsase agreements. The total purchase
price was approximately $1.9 billion and was pritigdunded by the liquidation of restricted investnis and lease deposits. As a result, we
no longer have any sites under such lease agreement
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Purchase Commitments with Contract Manufacturers and Suppliers We use several contract manufacturers and suppdignovide manufacturing
services for our products. During the normal cowfsieusiness, in order to reduce manufacturing temds and ensure adequate component
supply, we enter into agreements with certain @mtmanufacturers and suppliers that allow thepraocure inventory based upon criteria as
defined by us. As of July 26, 2003, we have puretesnmitments for inventory of approximately $71lion, compared with $825 million
as of July 27, 2002. These purchase commitmentsxpected to be fulfilled within one year.

We record a liability for purchase commitments tedsto on-order inventory that is in excess of fotmre demand forecasts. As of
July 26, 2003, the liability for purchase commitrtsewas $99 million, compared with $238 million dsloly 27, 2002, and was included in
other accrued liabilities.

other Commitments In fiscal 2001, we entered into an agreement teshapproximately $1.0 billion in venture funds mged by SOFTBANK
Corp. and its affiliates (“SOFTBANK?"), which areqeired to be funded on demand. In fiscal 2003, dgieement was amended to a
commitment of up to $800 million, of which up toSEbmillion is to be invested in venture funds untggms similar to the original agreement
and $250 million invested as senior debt with ergtias directed by SOFTBANK. Our commitment to fimel senior debt is contingent upon
the achievement of certain agreed-upon milestohesf July 26, 2003, we have invested $247 milliothe venture funds and $49 million in
the senior debt, and both were recorded as invessnie privately held companies in our ConsolidéBathnce Sheets. We had invested $100
million of the original venture funds commitmentatsiuly 27, 2002.

We provide structured financing to certain quatifmistomers to be used for the purchase of equipamehother needs through
our wholly owned subsidiary, Cisco Systems Cagiiadporation. These loan commitments may be funded a two- to three-year period,
provided that these customers achieve specifiabasimilestones and satisfy certain financial camtn Our outstanding loan commitments
were approximately $97 million, of which approxirelgt$38 million was eligible for draw-down as ofyJ@26, 2003, compared with
outstanding loan commitments of approximately $84on, of which approximately $209 million wasigible for draw-down as of July 27,
2002. The decrease in loan commitments as of JylP@3, compared with July 27, 2002, was relataeériminations and reductions of these
commitments due to customers not meeting speaifsiness milestones and not satisfying certain firrcovenants. As of July 26, 2003,
structured loans were $42 million, compared with $@llion as of July 27, 2002.

We have entered into several agreements to purcinatevelop real estate, subject to the satisfadfaertain conditions. As of
July 26, 2003, the total amount of commitmentsgittain conditions are met, was approximately $88am, compared with approximately
$491 million as of July 27, 2002. The decreasedal estate commitments as of July 26, 2003, cordpaith July 27, 2002, was due to a
combination of completed real estate constructimhrenegotiated commitments. The payments due uhdse commitments are based on
the completion of construction of the real estatthe achievement of other milestones.

As of July 26, 2003, we have a commitment of apjpnately $130 million to purchase the remaining fortof the minority
interest of Cisco Systems, K.K. (Japan), comparih approximately $190 million as of July 27, 20@2d the payments under these
commitments are based on a put option held by thenity shareholders.

We also have certain other funding commitmentgediéo our privately held investments that are Basethe achievement of
certain agreed-upon milestones. The funding comemtmwere approximately $95 million as of July 2803, compared with approximately
$152 million as of July 27, 2002.

Off-Balance Sheet Arrangements Based on recently adopted regulations of the Siesiand Exchange Commission, our investments in
unconsolidated variable interest entities as of 26l 2003, which we have disclosed in our previdisys, are considered off-balance sheet
arrangements. However, in regard to our investimeAndiamo Systems, Inc. (“Andiamogs discussed below, we are required to consol
Andiamo beginning the first day of the first quamé fiscal 2004, and as a result, our investmerindiamo will no longer be considered an
off-balance sheet arrangement in fiscal 2004.

In April 2001, we entered into a commitment to pdevconvertible debt funding of approximately $8#lion to Andiamo, a
storage switch developer. This debt will be coribétinto approximately 44% of the equity in Andiansubject to certain terms and
conditions. In connection with this investment, @eained a call option that provided us the righpairchase Andiamo. The purchase price
under the call option is based on a valuation afiAmo using a negotiated formula as discussed b&Mmvalso entered into a commitment to
provide non-convertible debt funding to Andiamaapproximately $100 million through the close of #ugjuisition, subject to periodic
funding.
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On August 19, 2002, we entered into a definitiveeagnent to acquire privately held Andiamo, whigbresents the exercise of «
rights under the call option. The acquisition ofdéamo is expected to close in the third quartdisafal 2004, but no later than July 31, 2004.
Under the terms of the agreement, our common stodkoptions will be exchanged for all outstandihgrss and options of Andiamo not
owned by us at the closing of the acquisition. @hmunt of the purchase price for the remainingtgdqoierests in Andiamo not then held by
us is not determinable at this time, but will bedsh primarily upon a formula-based valuation of lnib to be determined by applying a
multiple to the actual, annualized revenue gendrfiten sales by us of products attributable to Anub during a three-month period shortly
preceding the closing. Under our agreements wittii@mo, we are the exclusive manufacturer and digior of all Andiamo products. The
multiple will be equal to our average market cdjziédion during a specified period divided by onnaalized revenue for a three-month
period prior to closing, subject to adjustmentakivs: (i) if the multiple so calculated is le$gh 10, then the multiple to be used for
purposes of determining the transaction price dlethe midpoint between 10 and the multiple soutated; (ii) if the multiple so calculated
is greater than 15, then the multiple to be usegtdoposes of determining the transaction pricdl fleathe midpoint between 15 and the
multiple so calculated. There is no minimum purehaisice, and the maximum purchase price is limitegipproximately $2.5 billion in shar
of our common stock valued at the time of closifige acquisition has received the required apprafaise Board of Directors from both
companies and is subject to various closing camuiitand approvals, including stockholder approyahbdiamo. As of July 26, 2003, we
have invested $84 million in the convertible detd 76 million in the non-convertible debt. Substdly all of our investment in Andiamo
has been expensed as research and developmentsastsuch expenses constituted our developrosts.c

We have evaluated our debt investment in Andiantbreave determined that Andiamo is a variable istezatity under FIN 46.
We have concluded that we are the primary benejica defined by FIN 46, and as a result, we ayaired to consolidate Andiamo
beginning the first day of the first quarter ofcéé 2004.

FIN 46 will require us to account for Andiamo asvié had consolidated it since our initial investirierApril 2001. If we
consolidated Andiamo from the date of our initraléstment, we would be required to account forcedeoption as a repurchase right. Under
Financial Accounting Standards Board Interpretabion 44, “Accounting for Certain Transactions Invia Stock Compensation,” and
related interpretations, variable accounting isinegl for substantially all Andiamo employee staeckl options because the ending purchase
price is primarily derived from a revenue-basedrfoia. Therefore, beginning in the first quartefis¢al 2004, we will revalue the stock and
options of Andiamo each quarter based on an indigervaluation of Andiamo until the completion bétacquisition, which is expected in
the third quarter of fiscal 2004, but no later tBaty 31, 2004.

Effective July 27, 2003, the first day of fiscal®20 we will record a non-cash cumulative chargaepgroximately $400 million
(representing the amount of variable compensatimm fApril 2001 through July 2003). This will be mped as a separate line item in the
Consolidated Statements of Operations as a cumelatfect of a change in accounting principle,ofébx. The charge is based on the value
of the Andiamo employee stock and options and tgdected vesting upon FIN 46 adoption pursuatiteandependent evaluation, and does
not necessarily reflect the value of Andiamo ashale/ nor indicate the expected valuation of Andiamon acquisition. Subsequent to the
adoption of FIN 46, changes to the value of Andiaand continued vesting of the employee stock atidip will result in adjustments to the
non-cash stock compensation charge and will begtftl as operating expenses. These adjustmentsewiicorded commencing in the first
quarter of fiscal 2004 and will continue until suahe as the acquisition of Andiamo is completetial is expected to close in the third
quarter of fiscal 2004, but no later than July 3104. The value of Andiamo computed under the natgot formula is largely based on
revenues derived from specific storage switch pctslu

The estimated range of the future non-cash varistblek compensation adjustments and the final @selprice of Andiamo are
subject to uncertainty. The valuation of Andiamsusbject to change based on the ability of Andiaonmeet its revenue projections, the
market for its products, its ability to developenghnt technology, as well as other factors, antlhgibased on a valuation performed by an
independent third party using a consistent mettaggol

Excluding the non-cash stock compensation cum@atharge and any future non-cash variable stoclpeosation adjustments,
the impact of consolidating Andiamo will not magghy affect our operating results or financial ciish.

In the ordinary course of business, we have investsin other privately held companies and prositectured financing to
certain customers through our wholly owned subsjdi@isco Systems Capital Corporation, which magdesidered variable interest
entities. We have evaluated our investments iretiotiser privately held companies and structureahfiings and have determined that there
will be no material impact on our operating resoltginancial condition upon the adoption of FIN. 46

Under FIN 46, certain events can require a reassa¥sof our investments in privately held compamiestructured financings to
determine if they are variable interest entitied ahich of the stakeholders will be the primary d&fériary. As a result of such events, we may
be required to make additional disclosures or clisste these entities. We may not have the aliitinfluence these events.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

Stock Repurchase Program
In September 2001, the Board of Directors authdrastock repurchase program to acquire outstaraimgnon stock. Under the program,
up to $3.0 billion of our common stock could beueghased over two years. In August 2002, the Bo&Rirectors increased our stock
repurchase program by $5.0 billion available fgurehase through September 12, 2003. In March 28@3oard of Directors increased our
stock repurchase program by an additional $5.®hillvith no termination date.

During fiscal 2003, we repurchased and retired#2ion shares of our common stock for an aggregatehase price of $6.0
billion. As of July 26, 2003, we have repurchased eetired 548 million shares of our common stamkan aggregate purchase price of $7.8
billion since inception of the program, and the aémng authorized amount for stock repurchases wthite program was $5.2 billion.

Liquidity and Capital Resource Requirements

Based on past performance and current expectatianbgelieve that our cash and cash equivalentst-sron investments, and cash gener:
from operations will satisfy our working capitalets, capital expenditures, investment requiremsttsk repurchases, commitments (see
Note 8 to the Consolidated Financial Statements)iyé customer financings, and other liquidity riegments associated with our exist
operations through at least the next 12 monthsb®leve that the most strategic uses of our casburees include repurchase of shares,
strategic investments to gain access to new teobied, acquisitions, financing activities, and wigkcapital. There are no transactions,
arrangements, and other relationships with uncdgesteld entities or other persons that are reasptiibly to materially affect liquidity or th
availability of our requirements for capital resces.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK

CASH AND CASH EQUIVALENTS AND TOTAL INVESTMENTS

We consider investments purchased with an originaémaining maturity of less than three monthihatdate of purchase to be cash
equivalents. We maintain an investment portfoliz@afious holdings, types, and maturities. (See Ndtethe Consolidated Financial
Statements.) These securities are generally diedsi available for sale and consequently arededoon the Consolidated Balance Sheets at
fair value with unrealized gains or losses repodag@ separate component of accumulated other etwepsive income (loss), net of tax. The
following table summarizes our cash and cash etprit@and total investments (in millions):

July 26, 2003 July 27, 2002

Cash and cash equivalents $ 3,925 $ 9,484
Fixed income securities 15,982 11,405
Publicly traded equity securities 745 567
Total $ 20,652 $ 21,456

Cash and cash equivalents and total investmenteated by $804 million during fiscal 2003 due tiearease in cash and cash equivalen
$5.6 billion partially offset by an increase indtkincome securities of $4.6 billion. The changesash and cash equivalents and fixed inc
securities were related to our portfolio managenseategies and did not have a material adversadtrgn our existing levels of interest rate
risk.

At any time, a sharp rise in interest rates coaldeha material adverse impact on the fair valusuofinvestment portfolio.
Conversely, declines in interest rates could hamaterial impact on interest earnings for our itesnt portfolio. We do not currently hedge
these interest rate exposures. The following tpt#sents the hypothetical changes in fair valuaviastment securities held at July 26, 2003
that are sensitive to changes in interest ratesifiions):

VALUATION OF SECURITIES VALUATION OF SECURITIES
GIVEN AN INTEREST RATE FAIR VALUE GIVEN AN INTEREST RATE
DECREASE OF X BASIS POINTS AS OF INCREASE OF X BASIS POINTS
JULY 26

Issuer (150BPS)  (100BPS) (50 BPS) 2003 50 BPS 100 BPS 150 BPS
U.S. government notes and bonds $5505 $5450 $539 $ 5,340 $528 $ 5230 $ 5,175
Corporate and municipal notes and bonds 10,832 10,768 10,704 10,642 10,578 10,514 10,450
Total $16,337 $16,218 $16,099 $ 15,982  $15,863 $15,744 $15,625

These instruments are not leveraged and are hefiifposes other than trading. The modeling tealnigsed measures the change in fair
value arising from selected potential changesterast rates. Market changes reflect immediate tgtical parallel shifts in the yield curve
of plus or minus 50 basis points (“BPS”), 100 BR&d 150 BPS.

The values of our equity investments in severaliplyltraded companies are subject to market pratility. The following
analysis presents the hypothetical changes irvéire of public equity investments that are sevesitd changes in the stock market (in
millions):

VALUATION OF VALUATION OF
SECURITIES SECURITIES
GIVEN X% DECREASE GIVEN X% INCREASE
IN EACH STOCK’S FAIR VALUE IN EACH STOCK'S
PRICE AS OF PRICE
JULY 26,
(75%)  (50%)  (25%) 2003 25% 50% 75%
Corporate equities $186 $373 $559 $ 745  $931 $1,118 $1,304

Our equity portfolio consists of securities withachcteristics that most closely match the S&P Inolesompanies traded on the Nasdaq
National Market. These equity securities are hefdplurposes other than trading. The modeling teglnused measures the change in
values arising from selected hypothetical changesach stock’s price. Stock price fluctuations lasmr minus 25%, 50%, and 75% were
selected based on the probability of their occuee®uring the first quarter of fiscal 2003 and 20@e recognized a charge of $412 million
and $858 million, respectively, attributable to thgpairment of certain publicly traded equity setes. The impairment charges were related
to the decline in the fair value of certain publitladed equity investments below their cost btsis was judged to be other-than-temporary.
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QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARK ET RISK

INVESTMENTS IN PRIVATELY HELD COMPANIES
We have invested in privately held companies, n@nyhich can still be considered in the startuglevelopment stages. These investments
are inherently risky as the markets for the tecbgiels or products they have under developmentyaieally in the early stages and may ne
materialize. We could lose our entire initial intreent in these companies. As of July 26, 2003 etliregestments were $516 million,
compared with $477 million at July 27, 2002.

Our evaluation of equity investments in private anllic companies is based on the fundamentalseobtisiness, including
among other factors, the nature of their technel®gind potential for financial return to us.

DERIVATIVE INSTRUMENTS
We enter into foreign exchange forward contractmieimize the short-term impact of foreign currefiltctuations on foreign currency
receivables, investments, and payables, primaéhochinated in Australian, Canadian, Japanese,areda European currencies, including
the euro and British pound. We also periodicallgdeforeign currency forecasted transactions rékateertain operating expenses with
currency options. The impact of foreign currenacflations on foreign currency sales has not bestenmal because our sales are primarily
denominated in U.S. dollars.

Foreign exchange forward and option contracts asilgf26, 2003 are summarized as follows (in nikijp

Notional Amount Fair Value
Forward contracts:
Purchased $ 877 $ —
Sold $ 527 $ (6)
Option contracts:
Purchased $ 759 $ 22
Sold $ — $ —

Our foreign exchange forward contracts relatedutoent assets and liabilities generally range fooma to three months in original maturity.
Additionally, we have entered into foreign exchafmgygvard contracts related to long-term financimgh maturities of up to two years. The
foreign exchange forward contracts related to itnaests generally have maturities of less than @a.yCurrency option contracts generally
have maturities of less than one year. We do nterrémto foreign exchange forward and option castgdor trading purposes.

We do not expect gains or losses on these derévaisiruments to have a material impact on ounfired results. (See Note 8 to
the Consolidated Financial Statements.)
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CONSOLIDATED STATEMENTS OF OPERATIONS

(In millions, except per-share amounts)

Years Ended July 26, 2003 July 27, 2002 July 28, 2001
NET SALES:
Product $ 15,565 $ 15,669 $ 19,559
Service 3,313 3,246 2,734
Total net sales 18,878 18,915 22,293
COST OF SALES:
Product 4,594 5,914 10,198
Service 1,051 988 1,023
Total cost of sales 5,645 6,902 11,221
GROSS MARGIN 13,233 12,013 11,072
OPERATING EXPENSES:
Research and development 3,135 3,448 3,922
Sales and marketing 4,116 4,264 5,296
General and administrative 702 618 778
Restructuring costs and other special charges — — 1,170
Amortization of goodwiill — — 690
Amortization of purchased intangible assets 394 699 365
In-process research and development 4 65 855
Total operating expenses 8,351 9,094 13,076
OPERATING INCOME (LOSS) 4,882 2,919 (2,004)
Interest income 660 895 967
Other income (loss), net (529) (1,104) 163
Interest and other income (loss), net 131 (209) 1,130
INCOME (LOSS) BEFORE PROVISION FOR INCOME TAXES 5,013 2,710 (874)
Provision for income taxes 1,435 817 140
NET INCOME (LOSS) $ 3,578 $ 1,893 $ (1,014)
Net income (loss) per share—basic $ 0.50 $ 0.26 $ (0.14)
Net income (loss) per share—diluted $ 0.50 $ 0.25 $ (0.14)
Shares used in per-share calculation—basic 7,124 7,301 7,196
Shares used in per-share calculation—diluted 7,223 7,447 7,196

See Notes to Consolidated Financial Statements.
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CONSOLIDATED BALANCE SHEETS

(In millions, except par value)

July 26, 2003 July 27, 2002
ASSETS
Current assets:
Cash and cash equivalents $ 3,925 $ 9,484
Short-term investments 4,560 3,172
Accounts receivable, net of allowance for doubtful accounts
of $183 at July 26, 2003 and $335 at July 27, 2002 1,351 1,105
Inventories 873 880
Deferred tax assets 1,975 2,030
Lease receivables, net 163 239
Prepaid expenses and other current assets 568 523
Total current assets 13,415 17,433
Investments 12,167 8,800
Property and equipment, net 3,721 4,102
Goodwill 4,043 3,565
Purchased intangible assets, net 556 797
Lease receivables, net 60 39
Other assets 3,145 3,059
TOTAL ASSETS $ 37,107 $ 37,795
LIABILITIES AND SHAREHOLDERS ' EQUITY
Current liabilities:
Accounts payable $ 594 $ 470
Income taxes payable 739 579
Accrued compensation 1,470 1,365
Deferred revenue 3,034 3,143
Other accrued liabilities 2,162 2,496
Restructuring liabilities 295 322
Total current liabilities 8,294 8,375
Deferred revenue 774 749
Total liabilities 9,068 9,124
Commitments and contingencies (Note 8)
Minority interest 10 15
Shareholders’ equity:
Preferred stock, no par value: 5 shares authorized;
none issued and outstanding — —
Common stock and additional paid-in capital, $0.001 par value:
20,000 shares authorized; 6,998 and 7,303 shares issued and
outstanding at July 26, 2003 and July 27, 2002, respectively 21,116 20,950
Retained earnings 6,559 7,733
Accumulated other comprehensive income (loss) 354 (27)
Total shareholders’ equity 28,029 28,656
TOTAL LIABILITIES AND SHAREHOLDERS ' EQUITY $ 37,107 $ 37,795

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

(In millions)

Years Ended July 26, 2003 July 27, 2002 July 28, 2001
Cash flows from operating activities:
Net income (loss) $ 3578 $ 1,893 $ (1,014)
Adjustments to reconcile net income (loss) to
net cash provided by operating activities:
Depreciation and amortization 1,591 1,957 2,236
Provision for doubtful accounts (59) 91 268
Provision for inventory 70 131 2,057
Deferred income taxes (14) (573) (924)
Tax benefits from employee stock option plans 132 61 1,397
In-process research and development 4 53 739
Net (gains) losses and impairment charges on investments 520 1,127 43
Restructuring costs and other special charges — — 501
Change in operating assets and liabilities:
Accounts receivable (125) 270 569
Inventories a7) 673 (1,644)
Prepaid expenses and other current assets (61) (28) (25)
Accounts payable 35 (174) (105)
Income taxes payable (125) 389 (434)
Accrued compensation 104 307 (256)
Deferred revenue (84) 678 1,629
Other accrued liabilities (282) (204) 969
Restructuring liabilities (27) (64) 386
Net cash provided by operating activities 5,240 6,587 6,392
Cash flows from investing activities:
Purchases of short-term investments (9,396) (5,473) (4,594)
Proceeds from sales and maturities of short-term investments 10,319 5,868 4,370
Purchases of investments (18,063) (15,760) (18,306)
Proceeds from sales and maturities of investments 12,497 15,317 15,579
Purchases of restricted investments — (291) (941)
Proceeds from sales and maturities of restricted investments — 1,471 1,082
Acquisition of property and equipment (717) (2,641) (2,271)
Acquisition of businesses, net of cash and cash equivalents 33 16 (13)
Change in lease receivables, net 79 380 457
Purchases of investments in privately held companies (223) (58) (1,161)
Lease deposits — 320 (320)
Purchase of minority interest of Cisco Systems, K.K. (Japan) (59) (115) (365)
Other 94 159 (520)
Net cash used in investing activities (5,436) (807) (7,003)
Cash flows from financing activities:
Issuance of common stock 578 655 1,262
Repurchase of common stock (5,984) (1,854) —
Other 43 30 (12)
Net cash (used in) provided by financing activities (5,363) (1,169) 1,250
Net (decrease) increase in cash and cash equivalents (5,559) 4,611 639
Cash and cash equivalents, beginning of fiscal year 9,484 4,873 4,234
Cash and cash equivalents, end of fiscal year $ 3925 $ 9484 $ 4,873

See Notes to Consolidated Financial Statements.
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

(In millions)

Common Stock

Accumulated

and Other Total
Shares of Additional Retained Comprehensive Shareholders’
Common Stock Paid-In Capital Earnings  Income (Loss) Equity
BALANCE AT JULY 29, 2000 7138 $ 14609 $ 8,358 $ 3,530 $ 26,497
Net loss — — (1,014) — (1,014)
Change in unrealized gains and losses on investments, net
of tax — — — (3,812) (3,812)
Other — — — 7 7
Comprehensive loss (4,819)
Issuance of common stock 140 1,262 — — 1,262
Tax benefits from employee stock option plans — 1,755 — — 1,755
Purchase acquisitions 46 2,163 — — 2,163
Amortization of deferred stock-based compensation — 262 — — 262
BALANCE AT JULY 28, 2001 7324 $ 20,0561 $ 7,344 3 (275) $ 27,120
Net income — — 1,893 — 1,893
Change in unrealized gains and losses on investments, net
of tax — — — 224 224
Other — — — 24 24
Comprehensive income 2,141
Issuance of common stock 76 655 — — 655
Repurchase of common stock (124) (350) (1,504) — (1,854)
Tax benefits from employee stock option plans — 61 — — 61
Purchase acquisitions 27 346 — — 346
Amortization of deferred stock-based compensation — 187 — — 187
BALANCE AT JULY 27, 2002 7303 $ 20950 $ 7,733 % (27) $ 28,656
Net income — — 3,578 — 3,578
Change in unrealized gains and losses on investments, net
of tax — — — 352 352
Other — — — 29 29
Comprehensive income 3,959
Issuance of common stock 68 578 — — 578
Repurchase of common stock (424) (1,232) (4,752) — (5,984)
Tax benefits from employee stock option plans — 132 — — 132
Purchase acquisitions 51 557 — — 557
Amortization of deferred stock-based compensation — 131 — — 131
BALANCE AT JULY 26, 2003 6,998 $ 21,116 $ 6,559 $ 354 $ 28,029

See Notes to Consolidated Financial Statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. DESCRIPTION OF BUSINESS
Cisco Systems, Inc. (the “Company” or “Cisco”) mtautures and sells networking and communicationslyets and provides services
associated with that equipment and its use. Thepgaowis products are installed at corporations, ipubstitutions, and telecommunication
companies, and commercial businesses, and alsd foyrersonal residences. Cisco provides a broedolf products for transporting data,
voice, and video within buildings, across campuaesd, around the world.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Fiscal Year The Company'’s fiscal year is the 52 or 53 weeksrendn the last Saturday in July. Fiscal 2003, 2@0@ 2001 were 52-week
fiscal years.

Principles of Consolidation The Consolidated Financial Statements include titeunts of Cisco Systems, Inc. and its subsidiafi#significant
intercompany accounts and transactions have baaimated.

Cash and Cash Equivalents The Company considers all highly liquid investmgmischased with an original or remaining maturityess than
three months at the date of purchase to be castadents. Cash and cash equivalents are maintautbdseveral financial institutions.

Investments The Companys investments comprise U.S. government notes andshaorporate notes and bonds; municipal notedands; an
publicly traded corporate equity securities. Inwestts with original or remaining maturities of mdnan three months and less than one year
are considered to be sheetim. These investments are custodied with a nfimancial institution. The specific identificationethod is used"
determine the cost basis of notes and bonds didpis@ he weighted-average method is used to daterthe cost basis of publicly traded
corporate equity securities disposed of. At JulyZ®)3 and July 27, 2002, the Company'’s investmeete classified as available for sale.
These investments are recorded on the Consolidatisthce Sheets at fair value. Unrealized gaind@smks on these investments are incli
as a separate component of accumulated other chenmi®e income (loss), net of any related tax &ffElee Company recognizes an
impairment charge when the decline in the fair gatiits investments below the cost basis is judgde other-than-temporary.

The Company also has minority investments in pelyatteld companies. These investments are inclirdether assets on the
Consolidated Balance Sheets and are carried atTdustCompany monitors these investments for inmpamt and makes appropriate
reductions in carrying values.

Inventories Inventories are stated at the lower of cost or maiRost is computed using standard cost, whichoxpates actual cost, on a first-
in, first-out basis. The Company provides inventaifgwances based on excess and obsolete inventtetermined primarily by future
demand forecasts.

Restricted Investments Restricted investments consisted of U.S. governmetas and bonds with maturities of more than aar.yThese
investments were carried at fair value and wergictsd as collateral for specified obligations andertain lease agreements. In fiscal 2002,
the Company elected to purchase all of the landoaiidings as well as sites under construction utle lease agreements. As a result, all
restricted investments were liquidated and the Gowmo longer has any sites under such lease agntem

Fair Value of Financial Instruments Fair value of certain of the Company’s financiatmments, including cash and cash equivalentsyadc
compensation, and other accrued liabilities, appnaie cost because of their short maturities. Hirevilue of investments is determined
using quoted market prices for those securitiesroilar financial instruments.

Concentrations Cash and cash equivalents are maintained with alfieancial institutions. Deposits held with bankay exceed the amount of
insurance provided on such deposits. Generallgetideposits may be redeemed upon demand and tlegbeir minimal risk.

The Company performs ongoing credit evaluationssafustomers and, with the exception of certaiariicing transactions, does
not require collateral from its customers. The Camps customers are primarily in the service previand enterprise markets.

The Company receives certain of its components fola suppliers. Additionally, the Company reli@saolimited number of
contract manufacturers and suppliers to provideufaanturing services for its products. The inabibfyany contract manufacturer or supplier
to fulfill supply requirements of the Company coubéterially impact future operating results.

Revenue Recognition The Company recognizes product revenue when pévsuagidence of an arrangement exists, deliveryduasirred, the fe
is fixed or determinable, and collectibility is semably assured. In instances where the custoreeifigs final acceptance of the product,
system, or solution, revenue is deferred untihatleptance criteria have been met. Service reviergenerally deferred and, in most cases,
recognized ratably over the period during whichgbevices are to be performed, which is typicaignt one to three years. Cash payments
received in advance of product or service revemegexorded as deferred revenue.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

When a sale involves multiple elements, such ass#lproducts that include services, the entiegfiiem the arrangement is
allocated to each respective element based oel@tve fair value and recognized when revenuegeition criteria for each element are met.
Fair value for each element is established baseHeosales price charged when the same elemenitisaparately.

The Company makes sales to two-tier distributioanctels and recognizes revenue to two-tier distitsubased on a sell-through
method utilizing information provided by its didtutors. These distributors are given business téwmsturn a portion of inventory, receive
credits for changes in selling prices, and parétggdn various cooperative marketing programs. Company maintains estimated accruals
and allowances for such exposures. The Companyesdéor warranty costs, sales returns, and ottmwvahces based on its historical
experience.

Lease Receivables The Company provides a variety of lease financamgises to its customers to build, maintain, angrage their networks.
Lease receivables primarily represent the prindiaddnce remaining in sales-type and direct-fimagétases under these programs, net of
reserves. These leases typically have two- to theee terms and are usually collateralized by asgcnterest in the underlying assets.

Advertising Costs The Company expenses all advertising costs asreatur

Software Development Costs Software development costs required to be capidlpursuant to Statement of Financial Accountiran&ards No.
86, “Accounting for the Costs of Computer Softwarde Sold, Leased, or Otherwise Marketed,” havdbeen material to date. Software
development costs for internal use required todpetalized pursuant to Statement of Position Ne198\ccounting for the Costs of
Computer Software Developed or Obtained for Intetise,” have also not been material to date.

Depreciation and Amortization Property and equipment are stated at cost lessradated depreciation and amortization. Depreciatiod
amortization are computed using the straight-lirthad over the estimated useful lives of the as&stimated useful lives of 25 years are
used for buildings. Estimated useful lives of 3B&months are used for computer equipment antecetoftware and five years for furniture
and fixtures. Estimated useful lives of up to fixgars are used for production, engineering, anerafuipment. Depreciation of operating
lease assets is computed based on the respectseetirms, which range up to three years. Depi@tiahd amortization of leasehold
improvements are computed using the shorter ofgimaining lease terms or five years.

Goodwill and Purchased Intangible Assets In July 2001, the Financial Accounting StandardaiBiq“FASB”) issued Statement of Financial
Accounting Standards No. 142, “Goodwill and Otheahgible Assets” (“SFAS 142”). SFAS 142 requiresdwill to be tested for
impairment on an annual basis and between anrstalitecertain circumstances, and written down whgyaired, rather than being amorti.
as previous accounting standards required. FuritreynSFAS 142 requires purchased intangible assiees than goodwill to be amortized
over their useful lives unless these lives arerdeteed to be indefinite.

SFAS 142 was effective for fiscal years beginnifigraDecember 15, 2001; however, the Company alectearly adopt the
accounting standard effective the beginning ofdi®002. In accordance with SFAS 142, the Compaaged amortizing goodwill totaling
$3.2 billion as of the beginning of fiscal 2002;luding $55 million of acquired workforce intangggpreviously classified as purchased
intangible assets, net of related deferred tailiieds. Based on the impairment tests performadgisidependent third-party valuations, there
was no impairment of goodwill in fiscal 2003 and)20There can be no assurance that future gooutmpkhirment tests will not result in a
charge to earnings.

Purchased intangible assets are carried at casatesimulated amortization. Amortization is comgudeer the estimated useful
lives of the respective assets, generally twowue fiears.
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The following table presents the impact of SFAS @adet income (loss) and net income (loss) peareshad the accounting
standard been in effect for fiscal 2001 (in milspexcept per-share amounts):

Years Ended July 26, 2003 July 27, 2002 July 28, 2001
Net income (loss)—as reported $ 3578 $ 1,893 $ (1,014)
Adjustments:

Amortization of goodwiill — — 690
Amortization of acquired workforce intangible previously

classified as purchased intangible assets — — 13

Income tax effect — — (102)

Net adjustments — — 601

Net income (loss)—adjusted $ 3578 $ 1893 $ (413)

Basic net income (loss) per share—as reported $ 050 $ 026 $ (0.19)

Basic net income (loss) per share—adjusted $ 050 $ 026 $ (0.06)

Diluted net income (loss) per share—as reported $ 050 $ 025 $ (0.19)

Diluted net income (loss) per share—adjusted $ 050 $ 025 $ (0.06)

Income Taxes Income tax expense is based on pre-tax financ@wating income. Deferred tax assets and liabsliiee recognized for the
expected tax consequences of temporary differdmeeeen the tax bases of assets and liabilitieghaidreported amounts.

Computation of Net Income (Loss) per Share Basic net income (loss) per share is computed ubimgveighted-average number of common shares
outstanding during the period. Diluted net incoree ghare is computed using the weighted-averagéeauaf common shares and dilutive
potential common shares outstanding during theodeBiluted net loss per share is computed usiagwbighted-average number of common
shares and excludes dilutive potential common shauéstanding, as their effect is antidilutive.ulite potential common shares primarily
consist of employee stock options and restrictadmon stock.

Foreign Currency Translation Assets and liabilities of non-U.S. subsidiarieg thzerate in a local currency environment are teded to U.S.
dollars at exchange rates in effect at the balaheet date, with the resulting translation adjustsidirectly recorded to a separate compo
of accumulated other comprehensive income (loesprhe and expense accounts are translated at aweralgange rates during the year.
Where the U.S. dollar is the functional currencgnslation adjustments are recorded in other inc@oss), net.

Derivatives The Company recognizes derivative instrumentsthgsreassets or liabilities on the Consolidated Be¢aSheets and measures those
instruments at fair value. The accounting for cleanig the fair value of a derivative depends oriritended use of the derivative and the
resulting designation.

For a derivative instrument designated as a fdirevhedge, the gain or loss is recognized in egmim the period of change
together with the offsetting loss or gain on thddel item attributed to the risk being hedged.d&derivative instrument designated as a cash
flow hedge, the effective portion of the derivatésgain or loss is initially reported as a companagraccumulated other comprehensive
income (loss) and subsequently reclassified intniegs when the hedged exposure affects earnirgsineffective portion of the gain or Ic
is reported in earnings immediately.

The Company uses derivative instruments to manggeseres to foreign currency and securities piigle The Company’s
objective in holding derivatives is to minimize thalatility of earnings and cash flows associatéithwhanges in foreign currency and
security prices.

Certain forecasted transactions and foreign cuyrassets and liabilities expose the Company tadareurrency risk. The
Company purchases currency options and desigrigges turrency options as cash flow hedges of foraigrency forecasted transactions
related to certain operating expenses. The Comeatagys into foreign exchange forward contracts ittimize the short-term impact of
currency fluctuations on certain foreign currenegeaivables, investments, and payables. The foesighange forward contracts are not
designated as accounting hedges, and all chandieis wralue are recognized in earnings in the pedbchange.

The fair value of derivative instruments as of J2ly 2003 and changes in fair value during fis€@l2were not material. During
fiscal 2003, there were no significant gains oséssrecognized in earnings for hedge ineffectivieriise Company did not discontinue any
hedges because it was probable that the originatésted transactions would not occur.

Minority Interest Minority interest represents the preferred stoctbd’ proportionate share of the equity of Ciscet&ms, K.K. (Japan). At July
26, 2003, the Company owned all issued and outistgri@dmmon stock amounting to 94.8% of the votights. Each share of preferred st
is convertible into one share of common stock aic@iSystems, K.K. (Japan) at any time at the omifdhe holder.
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Use of Estimates The preparation of financial statements and reldiedosures in conformity with accounting prineiplgenerally accepted in
the United States requires management to makeassmand assumptions that affect the amounts ezbrthe Consolidated Financial
Statements and accompanying notes. Estimates edefarsrevenue recognition, allowance for doubsfttounts and sales returns, inventory
allowances, warranty costs, investment impairmemtsairments of goodwill and purchased intangilsseds, restructuring costs and other
special charges, income taxes, and loss continggraimong others. Actual results could differ maligrfrom these estimates.

Impairment of Long-Lived Assets L ong-lived assets and certain identifiable intatgydssets to be held and used are reviewed foriimeat
whenever events or changes in circumstances irdibat the carrying amount of such assets mayeoédoverable. Determination of
recoverability is based on an estimate of undistaxlifuture cash flows resulting from the use ofdabset and its eventual disposition.
Measurement of an impairment loss for long-liveseds and certain identifiable intangible assetsrtfenagement expects to hold and use is
based on the fair value of the asset. Long-livest@sand certain identifiable intangible assetsetdisposed of are reported at the lower of
carrying amount or fair value less costs to sell.

Employee Stock Option Plans Statement of Financial Accounting Standards No, 148counting for Stock-Based Compensation-Transitand
Disclosure, an Amendment of FASB Statement No.”1&8ends the disclosure requirements of Statenfefinancial Accounting Standards
No. 123,“Accounting for Stock-Based Compensation” (“SFAS3)2to require more prominent disclosures in batimual and interim
financial statements regarding the method of aciogifior stock-based employee compensation anéffieet of the method used on reported
results.

The Company accounts for stock-based awards toogmegs and directors using the intrinsic value metbfoaccounting in
accordance with Accounting Principles Board Opinliim 25, “Accounting for Stock Issued to Employe€#PB 25"). Under the intrinsic
value method, because the exercise price of thep@oy’s employee stock options equals the markeemi the underlying stock on the date
of grant, no compensation expense is recognizéfteiCompany’s Consolidated Statements of Operations

The Company is required under SFAS 123 to disglmsdorma information regarding option grants mealés employees based
on specified valuation techniques that produceregid compensation charges. The pro forma infoomagi as follows (in millions, except
per-share amounts):

Years Ended July 26,2003 July 27,2002  July 28, 2001
Net income (loss)—as reported $ 3578 $ 1,893 $ (1,014)
Compensation expense, net of tax (1,259) (1,520) (1,691)
Net income (loss)—pro forma $ 2319 $ 373 $ (2,705)
Basic net income (loss) per share—as reported $ 050 $ 026 $ (0.14)
Diluted net income (loss) per share—as reported $ 050 $ 025 $ (0.14)
Basic net income (loss) per share—pro forma $ 033 $ 005 $ (0.38)
Diluted net income (loss) per share—pro forma $ 032 % 005 $ (0.38)

The value of each option grant is estimated ord#te of grant using the Black-Scholes option pgeimodel, which was developed for use in
estimating the value of traded options that haveesting restrictions and are fully transferablecBuse the Company’s employee stock
options have characteristics significantly diffarélom those of traded options, and because changhs subjective input assumptions can
materially affect the estimate, in management’sigpi, the existing valuation models do not provédeliable measure of the fair value of the
Company'’s employee stock options. (For additionfdrimation regarding this pro forma informatione $¢ote 10 to the Consolidated
Financial Statements.)

Recent Accounting Pronouncement Financial Accounting Standards Board Interpretablmn 46, “Consolidation of Variable Interest Erg#? (“FIN
46”), was issued in January 2003. FIN 46 requines if an entity is the primary beneficiary of aiable interest entity, the assets, liabilities,
and results of operations of the variable inteeesity should be included in the Consolidated FoalrStatements of the entity. The provisi

of FIN 46 are effective immediately for all arrangents entered into after January 31, 2003. Foethomngements entered into prior to
January 31, 2003, the provisions of FIN 46 areireguo be adopted at the beginning of the firtriim or annual period beginning after June
15, 2003. (For additional information regardingiable interest entities and the impact of the aidopdf FIN 46, see Note 8 to the
Consolidated Financial Statements.)

Reclassifications Certain reclassifications have been made to pear palances in order to conform to the current pessentation.
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3. BUSINESS COMBINATIONS
A summary of the purchase acquisitions completathddiscal 2003 is as follows (in millions):

Purchased

Shares Purchase Assumed In-Process Intangible
Acquisition Issued Consideration Liabilities R&D Expense Goodwill Assets
AYR Networks, Inc. 9 $ 96 $ 1 $— $ 59 $ —
Okena, Inc. 9 152 8 3 96 45
Psionic Software, Inc. 1 11 2 — 8 5
SignalWorks, Inc. 1 16 2 1 9 4
The Linksys Group, Inc. 29 480 111 — 221 114
Total 49 $755 $124 $4 $393 $168

The Company completed five acquisitions duringdist003. During the first quarter of fiscal 2003¢ tCompany completed the acquisitior
AYR Networks, Inc. to augment the continued evalntdf Cisco I0S Software, the network systems saritvior the Company’s routing and
switching platforms. During the second quarterieddl 2003, the Company completed the acquisitidhsionic Software, Inc. to compleme
its continued development of network security safevin the vulnerability assessment and manageseentity services areas. During the
third quarter of fiscal 2003, the Company complatesiacquisition of Okena, Inc. to further enhai&security portfolio of network-
integrated solutions and appliances for virtual@eé networks (VPNSs), firewalling, intrusion pratiea, and security management. During the
fourth quarter of fiscal 2003, the Company compldtee acquisition of SignalWorks, Inc. and acquitteel business of The Linksys Group,
Inc. SignalWorks is a developer of software thdivees audio capabilities for the Company’s IP pbsmand IP telephony systems. The
acquisition of the business of Linksys enablesGhmpany to provide wired and wireless productstorsumers and small-office/home-
office (SOHO) users.

The purchase consideration for each of the Comsaagquisitions was also allocated to tangible assad deferred stock-based
compensation. Deferred stock-based compensatioasems the intrinsic value of the unvested porbibihe restricted shares exchanged or
options assumed and is amortized as compensatimeer the remaining future vesting period ofib&tricted shares exchanged or stock
options assumed of each acquired company. Thedmafan deferred stock-based compensation is refieas a debit to additional paid-in
capital in the Consolidated Statements of SharehsldEquity. The following table provides a summafihe activity for deferred stock-
based compensation (in millions):

July 26, July 27, July 28,
2003 2002 2001
Balance at beginning of fiscal year $ 182 $ 293 $ 109
Purchase acquisitions 227 91 446
Amortization (131) (187) (262)
Canceled unvested options (16) (15) —
Balance at end of fiscal year $ 262 $ 182 $ 293

The Company’s methodology for allocating the pusehprice to in-process research and developmeanp(tcess R&D") is determined
through established valuation techniques in the4éghnology communications equipment industry ased on valuations performed by an
independent third party. In-process R&D is expengash acquisition because technological feasibliladg not been established and no future
alternative uses exist. Total in-process R&D expéandiscal 2003, 2002, and 2001 was $4 milliorg $illion, and $855 million,

respectively. The in-process R&D expense that wiaibatable to stock consideration for the sameqguksrwas $4 million, $53 million, and
$739 million, respectively.

2003 ANNUAL REPORT 43



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

A summary of the purchase transactions completéddal 2002 and 2001 is outlined as follows (inlions):

In-

Process Purchased
Shares Purchase Assumed R&D Intangible
Acquisition Issued Consideration Liabilities Expense Goodwill Assets
FISCAL 2002
Allegro Systems, Inc. 8 % 161 % 3 $ 28 $ 19 $ 105
AuroraNetics, Inc. 3 43 8 9 16 14
Hammerhead Networks, Inc. 10 171 4 27 105 —
Navarro Networks, Inc. 6 83 2 1 73 —
Total 27 $ 458 $ 17 $ 65 $ 213 $ 119
FISCAL 2001
Active Voice Corporation 8 $ 248 $ 18 $ 37 $ 151 $ 99
IPCell Technologies, Inc. 3 208 5 75 73 29
IPmobile, Inc. 5 422 — 181 144 13
NuSpeed, Inc. 6 463 — 164 212 2
PixStream Incorporated 7 393 2 67 170 145
Radiata, Inc. 5 207 4 29 71 99
Other 12 879 24 302 150 237
Total 46 $ 2820 $ 53 $ 85 $971 $ 624

The following table presents details of the pureldaistangible assets acquired during fiscal 20@B2002 (in millions, except number of
years):

TECHNOLOGY PATENTS OTHER
Estimated Estimated Estimated
Useful Life Useful Life Useful Life
(In Years) Amount (In Years) Amount (In Years) Amount Total
FISCAL 2003
Okena, Inc. 4.5 $ 38 — $ — 2.5 $ 7 $ 45
Psionic Software, Inc. 3.0 5 — — — — 5
SignalWorks, Inc. 4.5 4 — — — — 4
The Linksys Group, Inc. - — - — 4.5 114® 114
Total $ 47 $ — $ 121 $168
FISCAL 2002
Allegro Systems, Inc. 4.1 $ 98 — $ — 2.0 $ 7 $105
AuroraNetics, Inc. — — 5.0 3 2.0 11 14
Total $ 98 $ 3 $ 18 $119

Note 1: The purchased intangible asset relatagdemarks and customer relationsh

The Consolidated Financial Statements include fegating results of each business from the dasea@disition. Pro forma results of
operations have not been presented because tlotsaffahese acquisitions were not material oneeittm individual or aggregate basis to the
Company’s results.

The Company acquired AuroraNetias, in the first quarter of fiscal 2002. Duringdal 2003, the Company issued approximately
2.7 million shares of common stock with a valu&89 million to the former stockholders of AuroraMst Inc., as a result of the achievement
of certain agreed-upon milestones. Such amounts alircated to goodwill and deferred stock-basedpemsation totaling $31 million and
$8 million, respectively. The Company may also éxguired to issue approximately up to an additi@almillion shares of common stock to
such former stockholders under the terms of thaniiee acquisition agreement, if certain otheresgi-upon milestones are achieved.
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The following tables present details of the Compaigtal purchased intangible assets (in millions):

Accumulated

July 26, 2003 Gross Amortization Net
Technology $ 639 $ (349 $ 290
Technology licenses 523 (447) 76
Patents 83 (51) 32
Other 241 (83) 158
Total $1,486 $  (930) $ 556
July 27, 2002
Technology $ 893 $ (429 $ 464
Technology licenses 523 (323) 200
Patents 128 (54) 74
Other 135 (76) 59
Total $1,679 $ (882 $ 797

The following table presents details of the amattan expense of purchased intangible assets @xguhe impairment of purchased
intangible assets included in restructuring an@ioipecial charges for fiscal 2001) as reportetiénConsolidated Statements of Operations
(in millions):

July 26, July 27, July 28,
Years Ended 2003 2002 2001
Reported as:
Cost of sales $ 15 $ 22 $ 22
Operating expenses 394 699 365
Total $ 409 $ 721 $ 387

The estimated future amortization expense of puwethantangible assets as of July 26, 2003 is &safsl(in millions):

Fiscal Year Amount
2004 $ 247
2005 181
2006 78
2007 35
2008 15
Total $ 556

The following tables present the changes in goddWicated to the Company’s reportable segmentimgdiscal 2003 and 2002 (in
millions):

Balance at Balance at
July 27, 2002 Acquired Adjustments July 26, 2003
Americas $ 2,335 $ 307 $ — $ 2642
EMEA 593 75 — 668
Asia Pacific 140 27 — 167
Japan 497 69 — 566
Total $ 3,565 $ 478 $ — $ 4,043
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Balance at Balance at
July 28, 2001 Acquired Adjustments July 27, 2002

Americas $ 2177 $ 120 % 38 $ 2,335
EMEA 531 50 12 593
Asia Pacific 110 26 4 140
Japan 371 125 1 497

Total $ 3,189 $ 321 % 55 $ 3,565

In fiscal 2003, the Company purchased a portioth@fminority interest of Cisco Systems, K.K. (Jgpds a result, the Company increased
its ownership from 92.4% to 94.8% of the votinchtgyof Cisco Systems, K.K. (Japan) and recordedhgiloof $54 million.

4. RESTRUCTURING COSTS AND OTHER SPECIAL CHARGES

On April 16, 2001, the Company announced a restring program, which included a worldwide workforegluction, consolidation of exce
facilities, and restructuring of certain businessctions. The following table summarizes the attivelated to the liability for restructuring
costs and other special charges as of July 26, @008illions):

Consolidation

of Excess Impairment of
Facilities and Goodwill
Workforce Other and Purchased
Reduction Charges Intangible Assets Total
Initial charge in the third quarter of fiscal 2001 $ 397 $ 484 $ 289 $1,170
Non-cash charges (72) (141) (289) (501)
Cash payments (265) (18) — (283)
Balance at July 28, 2001 61 325 — 386
Adjustments @ (35) 128 — 93
Cash payments (26) (131) — (157)
Balance at July 27, 2002 — 322 — 322
Adjustments @ — 45 — 45
Cash payments — (72) — (72)
Balance at July 26, 2003 ©) $ — $ 295 $ — $ 295

Note 1: Due to changes in previous estimatesstafi2002, the Company reclassified $35 milliomesftructuring liabilities related to ti
workforce reduction charges to consolidation ofesecfacilities and other charges. The initial eated workforce reduction was
approximately 6,000 regular employees. Approxinyafefi00 regular employees have been terminatedheniéability has been paid. In
addition, during fiscal 2002, the Company increasedrestructuring liabilities related to the cdigation of excess facilities and other
charges by $93 million, which was recorded durlmgthird quarter of fiscal 2002, due to change®al estate market conditions. The
increase in restructuring liabilities was recordscexpenses related to research and developméntmi@i®n), sales and marketing ($42
million), general and administrative ($8 milliomnd cost of sales ($4 million) in the Consolida®tdtements of Operations.

Note 2: During fiscal 2003, the Company increasedréestructuring liabilities related to the condation of excess facilities and other chal
by $45 million, which was recorded during the figsiarter and fourth quarter of fiscal 2003, duettanges in real estate market conditions.
The increase in restructuring liabilities was releat as expenses related to research and develof®i&nmillion), sales and marketing ($18
million), general and administrative ($4 millio@nd cost of sales ($5 million) in the Consolida®dtements of Operations.

Note 3: Includes approximately $140 million of leasbligations that were terminated during the fogdarter of fiscal 2003 and will be pz
during the first quarter of fiscal 2004. The renagnamounts related to the net lease expense dhe twnsolidation of excess facilities will
be paid over the respective lease terms throughlf&010.
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5. BALANCE SHEET AND CASH FLOW DETAILS

The following tables provide details of selectethhae sheet items (in millions):

July 26, 2003 July 27, 2002
Inventories:
Raw materials $ 38 $ 38
Work in process 291 297
Finished goods 515 490
Demonstration systems 29 55
Total $ 873 $ 880
Property and equipment, net:
Land, buildings, and leasehold improvements $ 3411 $ 3,352
Computer equipment and related software 1,147 1,021
Production, engineering, and other equipment 2,410 2,061
Operating lease assets 439 505
Furniture and fixtures 350 366
7,757 7,305
Less, accumulated depreciation and amortization (4,036) (3,203)
Total $ 3,721 $ 4,102
Other assets:
Deferred tax assets $ 1,476 $ 1,663
Investments in privately held companies 516 477
Income tax receivable 727 392
Structured loans, net 42 61
Other 384 466
Total $ 3,145 $ 3,059
Deferred revenue:
Service $ 2,451 $ 2,207
Product 1,357 1,685
Total 3,808 3,892
Less, current portion (3,034) (3,143)
Non-current deferred revenue $ 774 $ 749

The following table presents supplemental cash fldarmation of significant non-cash investing dthncing activities (in millions):

Years Ended

July 26, 2003

July 27, 2002

July 28, 2001

Utilization of inventory financing to purchase inventory

$ —

$

$ 765
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6. LEASE RECEIVABLES, NET
Lease receivables represent sales-type and dinecteing leases resulting from the sale of the Gamgjs and complementary third-party
products and services. These lease arrangemerdaltyfhave terms from two to three years and awelly collateralized by a security
interest in the underlying assets. The net leassvables are summarized as follows (in millions):

July 26, 2003 July 27, 2002

Gross lease receivables $ 747 $ 1,214
Unearned income and other reserves (524) (936)
Total 223 278

Less, current portion (163) (239)
Non-current lease receivables, net $ 60 $ 39

Contractual maturities of the gross lease recedsbt July 26, 2003 were $316 million in fiscal 208317 million in fiscal 2005, $96 million
in fiscal 2006, $12 million in fiscal 2007, and &fllion in fiscal 2008. Actual cash collections mdifer from the contractual maturities due
to early customer buyouts or refinancings.

7. INVESTMENTS
The following tables summarize the Company’s inwestts (in millions):

Gross
Unrealized Gross
Amortized Unrealized Fair
July 26, 2003 Cost Gains Losses Value
U.S. government notes and bonds $5302 $ 68 $ (30) $ 5,340
Corporate notes and bonds 9,978 152 (10) 10,120
Municipal notes and bonds 522 — — 522
Corporate equity securities 467 278 — 745
Total $16,269 $ 498 $ (40) $16,727
Reported as:
Short-term investments $ 4,560
Investments 12,167
Total $16,727
Gross Gross
Unrealized Unrealized
Amortized Fair
July 27, 2002 Cost Gains Losses Value
U.S. government notes and bonds $ 4,346 $ 122 $ (1) $ 4,467
Corporate notes and bonds 6,819 127 (8) 6,938
Corporate equity securities 851 71 (355) 567
Total $12,016 $ 320 $ (364) $11,972
Reported as:
Short-term investments $ 3,172
Investments 8,800
Total $11,972
The following table summarizes the maturities & @ompany’s notes and bond investments at Jul2@&3 (in millions):
Amortized Fair
Cost Value
Less than one year $ 4,547 $ 4,560

Due in 1-2 years 2,921 2,963



Due in 2-5 years 4,664 4,749
Due after 5 years 3,670 3,710

Total $15,802 $15,982
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8. COMMITMENTS AND CONTINGENCIES

Leases

The Company leases office space in several U.&titots, as well as locations elsewhere in the Apasrinternational, EMEA, Asia Pacific,
and Japan. Rent expense totaled $196 million, $28®n, and $381 million in fiscal 2003, 2002, a@@01, respectively. Future annual
minimum lease payments under all non-cancelableatipg leases with an initial term in excess of gaar as of July 26, 2003 were as
follows (in millions):

Fiscal Year Amount
2004 $ 246
2005 205
2006 152
2007 119
2008 107
Thereafter 617

Total $1,446

The Company had entered into several agreemetgage sites in San Jose, California, where itsdueatkrs is located, and
certain other facilities, both completed and urm®rstruction, in the areas of San Jose, CalifoBiahorough, Massachusetts; Salem, New
Hampshire; Richardson, Texas; and Research Tridtayle North Carolina. Under these agreementsCtmepany could, at its option,
purchase the land or both land and buildings. Téwa@any could purchase the buildings at approximabel amount expended by the lessors
to construct the buildings. As part of the leaseeaments, the Company had restricted certain agfvesstment securities as collateral for
specified obligations of the lessors. In fiscal 20the Company elected to purchase all of the &amtbuildings as well as sites under
construction under the above lease agreementsotdigourchase price was approximately $1.9 bilbowl was primarily funded by the
liquidation of restricted investments and leaseoddp. As a result, the Company no longer has @ey snder such lease agreements.

Purchase Commitments with Contract Manufacturers an d Suppliers
The Company uses several contract manufacturersiwgrmliers to provide manufacturing services fepitoducts. During the normal course
of business, in order to reduce manufacturing temds and ensure adequate component supply, the@&ugnenters into agreements with
certain contract manufacturers and suppliers thawvahem to procure inventory based upon critesadefined by the Company. As of July
26, 2003, the Company has purchase commitmenisventory of approximately $718 million, comparedw$825 million as of July 27,
2002.

The Company records a liability for purchase commeitts related to on-order inventory that is in eso#f its future demand
forecasts. As of July 26, 2003, the liability farrphase commitments was $99 million, compared $288 million as of July 27, 2002, and
was included in other accrued liabilities.

Other Commitments

In fiscal 2001, the Company entered into an agre¢meeinvest approximately $1.0 billion in ventdeeds managed by SOFTBANK Corp.
and its affiliates (“SOFTBANK")which are required to be funded on demand. In fi2883, this agreement was amended to a commitof
up to $800 million, of which up to $550 milliontg be invested in venture funds under terms sinldhe original agreement and $250
million invested as senior debt with entities agdied by SOFTBANK. The Company’s commitment todftine senior debt is contingent
upon the achievement of certain agreed-upon mitestoAs of July 26, 2003, the Company has inve®2dd million in the venture funds and
$49 million in the senior debt, and both were rdedras investments in privately held companies.Jtrmpany had invested $100 million of
the original venture funds commitment as of July Z002.

The Company provides structured financing to certpialified customers to be used for the purch&sguipment and other nee
through its wholly owned subsidiary, Cisco Systeébapital Corporation. These loan commitments mafubded over a two- to three-year
period, provided that these customers achieve fipecisiness milestones and satisfy certain firelnmdvenants. As of July 26, 2003, the
outstanding loan commitments were approximately®8ifon, of which approximately $38 million wasigble for draw-down. As of July
27, 2002, the outstanding loan commitments werecapately $948 million, of which approximately $@nillion was eligible for draw-
down.

The Company has entered into several agreemeptgtbase or develop real estate, subject to thsfaaton of certain
conditions. As of July 26, 2003, the total amount@ammitments, if certain conditions are met, wppraximately $38 million, compared wi
approximately $491 million as of July 27, 2002.

As of July 26, 2003, the Company has a commitméapproximately $130 million to purchase the renvagrportion of the
minority interest of Cisco Systems, K.K. (Japammpared with approximately $190 million as of JAK; 2002.
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The Company also has certain other funding comnmteneelated to its privately held investments #ratbased on the
achievement of certain agreagen milestones. The funding commitments were apprately $95 million as of July 26, 2003, compaveth
approximately $152 million as of July 27, 2002.

Variable Interest Entities

In April 2001, the Company entered into a commititerprovide convertible debt funding of approxielgt$84 million to Andiamo Systen
Inc. (“Andiamo”), a storage switch developer. THebt will be convertible into approximately 44%tbé equity in Andiamo, subject to
certain terms and conditions. In connection wiik thvestment, the Company obtained a call optia provided the Company the right to
purchase Andiamo. The purchase price under theptdn is based on a valuation of Andiamo usimggotiated formula as discussed
below. The Company also entered into a commitmeptdvide non-convertible debt funding to Andiani@pproximately $100 million
through the close of the acquisition, subject toquefunding.

On August 19, 2002, the Company entered into aniieft agreement to acquire privately held Andiamvbich represents the
exercise of its rights under the call option. Thquasition of Andiamo is expected to close in thied quarter of fiscal 2004, but no later than
July 31, 2004. Under the terms of the agreememntneon stock and options of the Company will be erdea for all outstanding shares and
options of Andiamo not owned by the Company atclbsing of the acquisition. The amount of the pasghprice for the remaining equity
interests in Andiamo not then held by the Companyot determinable at this time, but will be bagacharily upon a formuldased valuatio
of Andiamo to be determined by applying a multigehe actual, annualized revenue generated frées g the Company of products
attributable to Andiamo during a three-month pesbdrtly preceding the closing. Under its agreemeiith Andiamo, the Company is the
exclusive manufacturer and distributor of all Amd@products. The multiple will be equal to the Camyp's average market capitalization
during a specified period divided by the Comparariaualized revenue for a three-month period pdalasing, subject to adjustment as
follows: (i) if the multiple so calculated is lefgan 10, then the multiple to be used for purpadeketermining the transaction price shall be
the midpoint between 10 and the multiple so catedlg(ii) if the multiple so calculated is greatiean 15, then the multiple to be used for
purposes of determining the transaction price di@the midpoint between 15 and the multiple soutated. There is no minimum purchase
price, and the maximum purchase price is limitedgproximately $2.5 billion in shares of the Comparcommon stock valued at the time
closing. The acquisition has received the requaqgorovals of the Board of Directors from both comipa and is subject to various closing
conditions and approvals, including stockholderrapal by Andiamo. As of July 26, 2003, the Compéaag invested $84 million in the
convertible debt and $76 million in the non-conilset debt. Substantially all of the investment inddamo has been expensed as research an
development costs, as if such expenses constitiwedevelopment costs of the Company.

The Company has evaluated its debt investment giadno and has determined that Andiamo is a varialdeest entity under
FIN 46. The Company has concluded that it is timany beneficiary as defined by FIN 46 and, assaltethe Company is required to
consolidate Andiamo beginning the first day of fingt quarter of fiscal 2004.

FIN 46 will require the Company to account for Agaio as if it had consolidated it since the Compaimyitial investment in Apr
2001. If the Company consolidated Andiamo fromdhee of its initial investment, the Company woukdrbquired to account for the call
option as a repurchase right. Under Financial Antiog Standards Board Interpretation No. 44, “Againg for Certain Transactions
Involving Stock Compensation,” and related intetatiens, variable accounting is required for sutisadly all Andiamo employee stock and
options because the ending purchase price is ghynaErived from a revenue-based formula. Therefbeginning in the first quarter of fiscal
2004, the Company will revalue the stock and oggtiohAndiamo each quarter based on an independdurtion of Andiamo until the
completion of the acquisition, which is expectedhie third quarter of fiscal 2004, but no latenttJaly 31, 2004.

Effective July 27, 2003, the first day of fiscal®Q the Company will record a non-cash cumulatharge of approximately $400
million (representing the amount of variable congaion from April 2001 through July 2003). This Mié reported as a separate line item in
the Consolidated Statements of Operations as alatimeueffect of a change in accounting principlet of tax. The charge is based on the
value of the Andiamo employee stock and optionsthait expected vesting upon FIN 46 adoption purst@the independent evaluation,
and does not necessarily reflect the value of Andias a whole nor indicate the expected valuatigkndiamo upon acquisition. Subsequent
to the adoption of FIN 46, changes to the valuAradiamo and the continued vesting of the employeeksand options will result in
adjustments to the non-cash stock compensatiogetzard will be reflected as operating expensessé hdjustments will be recorded
commencing in the first quarter of fiscal 2004 awilll continue until such time as the acquisitionffdiamo is completed, which is expected
to close in the third quarter of fiscal 2004, batlater than July 31, 2004. The value of Andiammpated under the negotiated formula is
largely based on revenues derived from specifiag® switch products.

Excluding the non-cash stock compensation cum@atharge and any future non-cash variable stoclpeosation adjustments,
the impact of consolidating Andiamo will not magdhy affect the Company’s operating results or ficial condition.
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In the ordinary course of business, the Companyrh&stments in other privately held companies piodides structured
financing to certain customers through its whollyned subsidiary, Cisco Systems Capital Corporatidrich may be considered variable
interest entities. The Company has evaluated vissiments in these other privately held compamesséructured financings and has
determined that there will be no material impaciteroperating results or financial condition ugha adoption of FIN 46.

Guarantees and Product Warranties

Financial Accounting Standards Board Interpretabiion 45, “Guarantor’'s Accounting and Disclosure &egments for Guarantees, Including
Indirect Guarantees of Indebtedness of OthersN"#5"), requires that upon issuance of a guaranteeguarantor must disclose and
recognize a liability for the fair value of the @ation it assumes under that guarantee. Theling@gnition and measurement requiremet
FIN 45 was effective for guarantees issued or nedli&fter December 31, 2002. As of July 26, 2008,EGompany’s guarantees that were
issued or modified after December 31, 2002 weremaierial.

The disclosure requirements of FIN 45 are effeckivanterim and annual periods ending after Decemniltb, 2002, and are
applicable to the Company’s product warranty liépénd certain guarantees issued before Decenthe?®2. The Company’s guarantees
issued before December 31, 2002, which would haes ldisclosed in accordance with the disclosureireaents of FIN 45, were not
material. As of July 26, 2003 and July 27, 2002, @mompany’s product warranty liability recordedbther accrued liabilities was $246
million and $242 million, respectively.

The following table summarizes the activity relatedhe product warranty liability during fiscal@®and 2002 (in millions):

July 26, 2003 July 27, 2002
Balance at beginning of fiscal year $ 242 $ 190
Provision for warranties issued 342 443
Payments (338) (391)
Balance at end of fiscal year $ 246 $ 242

The Company accrues for warranty costs as pats abist of sales based on associated material @rodsts and technical support labor c«
The products sold are generally covered by a warfan periods of 90 days, one year, or five years] for some products, the Company
provides a limited lifetime warranty.

In the normal course of business to facilitate safats products, the Company indemnifies othetigs, including customers,
lessors, and parties to other transactions wittfCibiapany, with respect to certain matters. The Gomifhas agreed to hold the other party
harmless against losses arising from a breachpoésentations or covenants, or out of intellegwaperty infringement or other claims made
against certain parties. These agreements maythmitime within which an indemnification claim che made and the amount of the claim.
In addition, the Company has entered into inderoaifon agreements with its officers and directarg] the Company’s bylaws contain
similar indemnification obligations to the Compasiggents.

It is not possible to determine the maximum potdratmount under these indemnification agreemerggalthe limited history of
prior indemnification claims and the unique faatsl @ircumstances involved in each particular agergnHistorically, payments made by the
Company under these agreements have not had aahatgract on the Company’s operating results waficial position.

Derivative Instruments

The Company conducts business on a global basevieral currencies. As such, it is exposed to agverovements in foreign currency
exchange rates. The Company enters into foreighagge forward contracts to minimize the short-tenpact of foreign currency
fluctuations on certain foreign currency receivablavestments, and payables. The gains and losst foreign exchange forward contré
offset the transaction gains and losses on cefida@tign currency receivables, investments, and lplagarecognized in earnings.

The Company does not enter into foreign exchangesdia contracts for trading purposes. Gains ansel®®n the contracts are
included in other income (loss), net, in the Coitsdéd Statements of Operations and offset foreigitange gains or losses from the
revaluation of intercompany balances or other crassets, investments, and liabilities denominetedirrencies other than the functional
currency of the reporting entity. The Company’sefgn exchange forward contracts related to cuesgts and liabilities generally range
from one to three months in original maturity. Atitolially, the Company has entered into foreign exgfe forward contracts related to long-
term customer financings with maturities of upvmtyears. The foreign exchange contracts relatéaviEstments generally have maturitie:
less than one year.
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The Company periodically hedges foreign currencgdasted transactions related to certain operatipgnses with currency
options. These transactions are designated aslomshedges. The effective portion of the derivats/gain or loss is initially reported as a
component of accumulated other comprehensive ingtoes) and subsequently reclassified into earmvigsn the hedged exposure affects
earnings. The ineffective portion of the gain asdads reported in earnings immediately. These oayreption contracts generally have
maturities of less than one year. The Company doepurchase currency options for trading purpoSereign exchange forward and option
contracts as of July 26, 2003 are summarized &safsl(in millions):

Notional Fair
Amount Value
Forward contracts:
Purchased $ 877 $ —
Sold $ 527 $ (6)
Option contracts:
Purchased $ 759 $ 22
Sold $ — $ —

The Company'’s foreign exchange forward and optmmtracts expose the Company to credit risk to gtent that the counterparties may be
unable to meet the terms of the agreement. The @oynminimizes such risk by limiting its counterpastto major financial institutions. In
addition, the potential risk of loss with any ormeinterparty resulting from this type of credit risknonitored. Management does not expect
any material losses as a result of default by arparties.

Legal Proceedings

Beginning on April 20, 2001, a number of purporsédreholder class action lawsuits were filed inWnéed States District Court for the
Northern District of California against Cisco arettain of its officers and directors. The lawshigsre been consolidated, and the consolic
action is purportedly brought on behalf of thosewlirchased the Company’s publicly traded secsriiEween August 10, 1999 and
February 6, 2001. Plaintiffs allege that defend&iatee made false and misleading statements, purpassert claims for violations of the
federal securities laws, and seek unspecified cosgiery damages and other relief. Cisco believesltims are without merit and intends to
defend the actions vigorously.

In addition, beginning on April 23, 2001, a numbépurported shareholder derivative lawsuits wéeglfin the Superior Court of
California, County of Santa Clara, and in the Sige€ourt of California, County of San Mateo. Thé&e procedure in place for the
coordination of such actions. Two purported densasuits have also been filed in the United St&tisgrict Court for the Northern District of
California, and those federal court actions haventmnsolidated. The consolidated federal couivdive action was dismissed by the court,
and plaintiffs have appealed from that decisiore Tomplaints in the various derivative actionsudel claims for breach of fiduciary duty,
waste of corporate assets, mismanagement, unjtishement, and violations of the California Corpasas Code; seek compensatory and
other damages, disgorgement, and other reliefaamthased on essentially the same allegationsadabs actions.

In addition, the Company is subject to legal praiegs, claims, and litigation arising in the ordinaourse of business. While the
outcome of these matters is currently not deterbi@ahe Company does not expect that the ultimasts to resolve these matters will ha
material adverse effect on the Company’s consdaiifihancial position, results of operations, asttélows.

9. SHAREHOLDERS’ EQUITY

Stock Repurchase Program

In September 2001, the Board of Directors authdrastock repurchase program to acquire outstaraimgnon stock. Under the program,
up to $3.0 billion of Cisco common stock could bpurchased over two years. In August 2002, thedBofbirectors increased Cisco’s stock
repurchase program by $5.0 billion available faurehase through September 12, 2003. In March 26@3oard of Directors increased
Cisco’s stock repurchase program by an additioBd) 8illion with no termination date.

During fiscal 2003, the Company repurchased arceceti24 million shares of Cisco common stock foraggregate purchase
price of $6.0 billion. As of July 26, 2003, the Cpamy has repurchased and retired 548 million shafr€ssco common stock for an aggre¢
purchase price of $7.8 billion since inceptiontd program, and the remaining authorized amourgtfimk repurchases under this program
was $5.2 billion.
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Shareholders’ Rights Plan
In June 1998, the Board of Directors approved a&tmdders’ Rights Plan (“Rights Plan”). The RigRian is intended to protect
shareholders’ rights in the event of an unsolictedaover attempt. It is not intended to prevetakaover of the Company on terms that are
favorable and fair to all shareholders and will mbérfere with a merger approved by the Board wé€ors. Each right entitles shareholders
to buy a unit equal to a portion of a new shar8aries A Preferred Stock of the Company. The riglitse exercisable only if a person or a
group acquires or announces a tender or exchafgetofacquire 15% or more of the Company’s comistogk.

In the event the rights become exercisable, thétRiBlan allows for Cisco shareholders to acqairan exercise price of $108 |
right owned, stock of the surviving corporation imgva market value of $217, whether or not Cisdhéssurviving corporation. The rights,
which expire in June 2008, are redeemable for $0.0Per right at the approval of the Board of Dioes.

Preferred Stock
Under the terms of the Company’s Articles of Inargiion, the Board of Directors may determine igats, preferences, and terms of the
Company'’s authorized but unissued shares of peafestock.

Comprehensive Income (Loss)
The components of comprehensive income (losspfitaix, are as follows (in millions):

Years Ended July 26, 2003 July 27, 2002 July 28, 2001

Net income (loss) $ 3578 $ 1,893 $ (1,014)
Other comprehensive income (loss):

Change in unrealized gains and losses on investments 502 215 (5,765)

Tax effect (150) 9 1,953

Change in unrealized gains and losses on investments, net of tax 352 224 (3,812)

Other 29 24 7

Total $ 3959 $ 2141 $ (4,819)

The change in unrealized gains and losses on imegsgs of $502 million and $215 million during fi$@003 and 2002, respectively, included
the effects of the recognition of charges in thegbdidated Statements of Operations of $412 milind $858 million during the respective
first quarter periods attributable to the impairmefcertain publicly traded equity securities. Timpairment charges were related to the
decline in the fair value of the Company’s publitigded equity investments below their cost bdss was judged to be other-than-
temporary.

10. EMPLOYEE BENEFIT PLANS
Employee Stock Purchase Plans

The Company has an Employee Stock Purchase Plaaraimernational Employee Stock Purchase Plan‘Rbechase Plans”),
under which 221.4 million shares of the Compangsimon stock have been reserved for issuance. igihployees may purchase a
limited number of shares of the Company’s commoaglsat a discount of up to 15% of the market vateertain plan-defined dates. The
Purchase Plans terminate on January 3, 2005.dal {2003, 2002, and 2001, the shares issued uheléurchase Plans were 23 million, 22
million, and 13 million shares, respectively. Aty@6, 2003, 65 million shares were available &muance under the Purchase Plans.

Employee Stock Option Plans
Stock Option Program Description The Company has two plans under which it grant®ngt the 1996 Stock Incentive Plan (the “1996 Bland
the 1997 Supplemental Stock Incentive Plan (thefBmental Plan”).

Stock option grants are designed to reward empofgretheir long-term contributions to the Compamg provide incentives for
them to remain with the Company. The number anglieacy of stock option grants are based on comepractices, operating results of
the Company, and government regulations. Sincentteption of the 1996 Plan, the Company has grampéidns to all of its employees, and
the majority has been granted to employees belewite president level. No options have been gdamtelirectors or executive officers
under the Supplemental Plan.
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The maximum number of shares issuable over the détire 1996 Plan is limited to 2.5 billion shar8sich share reserve consists
of the 620 million shares originally transferredrfr the predecessor plan plus the number of shddesigo the reserve pursuant to the
automatic share increases effected annually begjriniDecember 1996 and expired in December 200& .share reserve had automatically
increased on the first trading day of each Decerbpem amount equal to 4.75% of the outstandingeshan the last trading day of the
immediately preceding November. Options granteceutite 1996 Plan have an exercise price equaktéathmarket value of the underlying
stock on the grant date and expire no later thae yéars from the grant date.

Although the Board of Directors has the authoritgét other terms, the options will generally bee@rercisable for 20% or 25%
of the option shares one year from the date oftgmad then ratably over the following 48 or 36 nintrespectively. Certain other grants t
utilized a 60-month ratable vesting schedule.

In 1997, the Company adopted the Supplemental Blader which options can be granted or shares eatirectly issued to
eligible employees. Officers and members of the @amy’s Board of Directors are not eligible to papate in the Supplemental Plan. Nine
million shares have been reserved for issuanceruhdesupplemental Plan, of which 3 million shaaes subject to outstanding options, and
0.5 million shares have been issued in fiscal 283 ption grants have an exercise price equdh&fair market value of the underlying
stock on the grant date.

Distribution and Dilutive Effect of Options The following table illustrates the grant dilutiand exercise dilution (in millions, except percges):

Years Ended July 26, 2003 July 27, 2002
Shares of common stock outstanding 6,998 7,303
Granted and assumed 199 282
Canceled (57) (82)
Net options granted 142 200
Grant dilution ® 2.0% 2.7%
Exercised 45 54
Exercise dilution @ 0.6% 0.7%

Note 1: The percentage for grant dilution is coreputased on options granted and assumed less ®ptaneled as a percentage of shar
common stock outstanding.

Note 2: The percentage for exercise dilution is poted based on options exercised as a percentapais of common stock outstandi

Basic and diluted shares outstanding for the yrde@ July 26, 2003 were 7.1 billion shares andillidn shares, respectively. Diluted sha
outstanding include the dilutive impact of in-th@mey options, which is calculated based on theameeshare price for each fiscal period
using the treasury stock method. Under the treastaigk method, the tax-effected proceeds that wbelbypothetically received from the
exercise of all in-the-money options are assumdzktosed to repurchase shares. In fiscal 2003lililtéve impact of in-the-money employee
stock options was approximately 99 million share$.d4% of the basic shares outstanding based ao8iaverage share price of $14.11.

The following table summarizes the options grantethe Named Executive Officers during the periodscated. The Named
Executive Officers represent the Company’s Chiefdeive Officer and the four other most highly peig:cutive officers whose salary and
bonus for the fiscal year ended July 26, 2003 amhd2)7, 2002 were in excess of $100,000.

Years Ended July 26, 2003 July 27, 2002
Options granted to the Named Executive Officers 6 million 10 million
Options granted to the Named Executive Officers as a % of net options granted 4.2% 5.0%
Options granted to the Named Executive Officers as a % of outstanding shares 0.09% 0.14%
Cumulative options held by Named Executive Officers as % of total options outstanding 4.6% 4.6%
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General Option Information A summary of option activity follows (in milliongxcept peishare amounts). The Company has, in connectiontiag

acquisitions of various companies, assumed th& stption plans of each acquired company. Duringafif003, a total of approximately 4
million shares of the Company’s common stock hanlyeserved for issuance under the assumed pldrth@nelated options are included

the following table.

OPTIONS OUTSTANDING

Options Weighted-

Available Average
Number Exercise Price

for Grant Outstanding per Share
BALANCE AT JULY 29, 2000 393 971 $ 24.19
Granted and assumed (320) 320 39.93
Exercised — (133) 7.43
Canceled 98 (98) 41.82
Additional shares reserved 351 — —
BALANCE AT JULY 28, 2001 522 1,060 29.41
Granted and assumed (282) 282 17.72
Exercised — (54) 6.99
Canceled 82 (82) 36.94
Additional shares reserved 342 — —
BALANCE AT JULY 27, 2002 664 1,206 27.17
Granted and assumed (199) 199 12.01
Exercised — (45) 7.14
Canceled 57 (57) 33.03
Additional shares reserved 4 — —
BALANCE AT JULY 26, 2003 526 1,303 $ 25.29

The following table summarizes significant rangésutstanding and exercisable options as of Ju)\2263 (in millions, except number of

years and p-share amounts):

OPTIONS OUTSTANDING

OPTIONS EXERCISABLE

Weighted-
Average
Remaining Weighted- Weighted-
Contractual Average Average
Exercise Aggregate Exercise Aggregate
Range of Number Life Price Intrinsic Number Price Intrinsic
Exercise Prices Outstanding (In Years) per Share Value Exercisable per Share Value
$ 0.01- 6.69 146 252 $ 462 $2111 141 $ 481 $ 2,012
6.70-11.78 139 5.94 9.50 1,332 63 9.39 610
11.79 - 13.04 149 6.35 12.61 964 71 12.34 479
13.05-16.15 202 7.22 15.61 701 66 15.79 217
16.16 — 20.53 184 7.11 19.18 89 67 19.04 36
20.54 - 35.91 142 4.93 27.75 — 128 27.76 —
35.92 - 50.38 135 6.25 49.12 — 75 48.86 —
50.39 — 54.53 140 5.49 54.37 — 95 54.37 —
54.54 — 72.56 66 5.90 63.92 — 42 64.15 —
Total 1,303 584 $2529 $ 5,197 748 $26.12 $ 3,354

n

The aggregate intrinsic value in the table abopeagents the total pre-tax intrinsic value base@isno’s closing stock price of $19.08 as of
July 25, 2003, that would have been received byfi®n holders had all option holders exercisegirthptions as of that date. The total
number of in-the-money options exercisable as byf 36, 2003 was 382 million options. As of July 2002, 634 million outstanding options

were exercisable and the weighted average exgraisewas $23.51.
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The following table presents the option exercigggte year ended July 26, 2003 and option valaex that date for the Named Executive
Officers (in millions):

NUMBER OF
SECURITIES INTRINSIC VALUE
UNDERLYING OF UNEXERCISED
UNEXERCISED OPTIONS IN-THE-MONEY OPTIONS
AT JULY 26, 2003 AT JULY 26, 2003
Number of Shares
Acquired on Value
Exercise Realized Exercisable Unexercisable Exercisable Unexercisable
Named Executive Officers 1 $6 41 19 $280 $39

Pro forma Information The Company is required under SFAS 123 to disghosdorma information regarding option grants mealés employees
based on specified valuation techniques that pméstimated compensation charges. The pro formeaniaition is as follows (in millions,
except per-share amounts):

Years Ended July 26,2003 July 27,2002  July 28, 2001
Net income (loss)—as reported $ 3578 $ 1,893 $ (1,014)
Compensation expense, net of tax (1,259) (1,520) (1,691)
Net income (loss)—pro forma $ 2319 $ 373 $ (2,705)
Basic net income (loss) per share—as reported $ 050 $ 026 $ (0.14)
Diluted net income (loss) per share—as reported $ 050 $ 025 $ (0.14)
Basic net income (loss) per share—pro forma $ 033 $ 005 $ (0.38)
Diluted net income (loss) per share—pro forma $ 032 $ 005 $ (0.38)

The value of each option grant is estimated ord#ite of grant using the Black-Scholes option pgeimodel with the following weighted-
average assumptions:

EMPLOYEE STOCK OPTION PLANS EMPLOYEE STOCK PURCHASE PLANS

July 26, 2003 July 27, 2002 July 28, 2001 July 26, 2003 July 27, 2002 July 28, 2001

Expected dividend 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Risk-free interest rate 3.2% 4.7% 5.4% 1.1% 3.1% 5.3%
Expected volatility 45.7% 47.5% 34.8% 45.7% 58.1% 35.0%
Expected life (in years) 5.8 55 3.6 0.5 0.5 0.5

The Black-Scholes option pricing model was devetbjoe use in estimating the value of traded optittrag have no vesting restrictions and
are fully transferable. In addition, option pricintpdels require the input of highly subjective asptions, including the expected stock price
volatility and expected life. The Company usesgetgd data for expected volatility and expectezldifits stock options based upon histor
and other economic data trended into future y&sause the Company’s employee stock options Heamacteristics significantly different
from those of traded options, and because changég isubjective input assumptions can materidfscathe estimate, in management’s
opinion, the existing valuation models do not pdava reliable measure of the fair value of the Camyfs employee stock options. Under the
Black-Scholes option pricing model, the weighteérage estimated values of employee stock optiasted during fiscal 2003, 2002, and
2001 were $5.67, $8.60, and $13.31, respectivdig.vRlue of shares of common stock relating tdPkeehase Plans included in
compensation expense was not material.

Employee 401(k) Plans

The Company sponsors the Cisco Systems, Inc. 4@14k) (the “Plan”) to provide retirement benefis its employees. As allowed under
Section 401(k) of the Internal Revenue Code, tla@ Brovides tax-deferred salary deductions foiitdigemployees. The Company also has
other 401(k) plans that it sponsors. These plamsegirom acquisitions of other companies and arenaberial to the Company on either an
individual or aggregate basis.
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Employees can contribute from 1% to 25% of theirial compensation to the Plan. Employee contribstare limited to a
maximum annual amount as set periodically by therfral Revenue Service. Through December 31, 26@2Company matched employee
contributions dollar for dollar up to a maximum&if,500 per person per year. Effective January @32the new matching structure is 50%
the first 6% of eligible earnings that are conttédaliby employees. Therefore, the maximum matchimgribution that the Company may
allocate to each participant’s account will noteed $6,000 for the 2003 calendar year due to tB8,820 annual limit on eligible earnings
imposed by the Internal Revenue Service. All maigltontributions vest immediately. The Company’sahiag contributions to the Plan
totaled $40 million, $35 million, and $45 million fiscal 2003, 2002, and 2001, respectively. Efeciianuary 1, 2003, employees who meet
the age requirements and reach the Plan contriblitiots can make a catalp contribution not to exceed $2,000 for the 208@rdar year,
limit set by the Internal Revenue Service. Theltatp contributions are not eligible for matchingitstbutions.

In addition, the Plan provides for discretionargffirsharing contributions as determined by thelaz Directors. Such
contributions to the Plan are allocated amonglakgparticipants in the proportion of their salarie the total salaries afl participants. Thel
were no discretionary profit sharing contributianade in fiscal 2003, 2002, or 2001. In fiscal 2002, Plan provided for a one-time
discretionary matching contribution of $11 millidased on $500 per eligible employee.

11. INCOME TAXES
The provision for income taxes consisted of théofeing (in millions):

Years Ended July 26, 2003 July 27, 2002 July 28, 2001
Federal:
Current $ 1,041 $ 929 $ 581
Deferred 6 (480) (697)
1,047 449 (116)
State:
Current 138 117 157
Deferred 2 (68) (199)
140 49 (42)
Foreign:
Current 270 344 326
Deferred (22) (25) (28)
248 319 298
Total $ 1,435 $ 817 $ 140

The Company paid income taxes of $1.4 billion, $808ion, and $48 million in fiscal 2003, 2002, a@A01, respectively. Income (loss)
before provision for income taxes consisted offtlewing (in millions):

Years Ended July 26, 2003 July 27, 2002 July 28, 2001

United States $ 3325 $ 1550 $ (1,727)

International 1,688 1,160 853
Total $ 5,013 $ 2,710 $ (874)
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The items accounting for the difference betweennme taxes computed at the federal statutory ratdt@provision for income taxes
consisted of the following:

Years Ended July 26, 2003 July 27, 2002 July 28, 2001
Federal statutory rate 35.0% 35.0% (35.0)0%
Effect of:
State taxes, net of federal tax benefit 1.8 1.8 (2.4)
Export sales benefit (0.2) (1.5) (1.8)
Foreign income at other than U.S. rates (8.9) (4.9 a.7)
Nondeductible in-process R&D — 0.9 30.3
Nondeductible goodwill — — 20.9
Nondeductible deferred stock-based compensation 0.8 1.9 8.0
Tax-exempt interest — — (2.0
Tax credits — (3.4) (2.5)
Other, net 0.1 0.3 1.2
Total 28.6% 30.1% 16.0%

U.S. income taxes and foreign withholding taxesenest provided for on a cumulative total of $2.lidm of undistributed
earnings for certain non-U.S. subsidiaries. The @amy intends to reinvest these earnings indefinitebperations outside the United States.
The components of the deferred tax assets (lisdsjiare as follows (in millions):

July 26, 2003 July 27, 2002
ASSETS
Allowance for doubtful accounts and returns $ 228 $ 247
Sales-type and direct-financing leases 297 306
Loan reserves 123 249
Inventory allowances and capitalization 247 340
Investment provisions 654 476
In-process R&D, goodwill, and purchased intangible assets 608 578
Deferred revenue 899 968
Credits and net operating loss carryforwards 261 391
Other 509 330
Total deferred tax assets 3,826 3,885
LIABILITIES
Purchased intangible assets (233) (192)
Unrealized gains on investments (142) —
Total deferred tax liabilities (375) (192)
Total $ 3,451 $ 3,693

Reclassifications have been made to the fiscal P@2nces for certain components of deferred tagtasn order to conform to the current
year presentatiot
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The following table presents the breakdown betwaerent and non-current net deferred tax assetsi(lions):

July 26, 2003 July 27, 2002

Current $ 1,975 $ 2,030
Non-current 1,476 1,663
Total $ 3,451 $ 3,693

The non-current portion of the deferred tax asisatscluded in other assets.

At July 29, 2000, the Company provided a valuatibowance on certain of its deferred tax assetali®e of uncertainty regardil
their realizability due to expectation of future @oyee stock option exercises. As of July 28, 2@6& Company had removed the valuation
allowance because it believed it was more likegnthot that all deferred tax assets would be regliz the foreseeable future and was
reflected as a credit to shareholders’ equity.

As of July 26, 2003, the Company’s federal andest&t operating loss carryforwards for income tasppses were $68 million
and $22 million, respectively. If not utilized, tfederal net operating loss carryforwards will Imetgi expire in fiscal 2010 and the state net
operating loss carryforwards will begin to expinefiscal 2005. As of July 26, 2003, the Compangderal and state tax credit carryforwards
for income tax purposes were $86 million and $23Han, respectively. If not utilized, the federaix credit carryforwards will begin to
expire in fiscal 2007 and state tax credit carnyfands will begin to expire in fiscal 2005.

The Company’s income taxes payable for federatie stand foreign purposes have been reduced, ardkfbeed tax assets
increased, by the tax benefits associated withodispns of employee stock options. The Compangives an income tax benefit calculated
as the difference between the fair market valubh®stock issued at the time of exercise and thieroprice, tax effected. These benefits w
credited directly to shareholders’ equity and antedro $132 million, $61 million, and $1.8 billidar fiscal 2003, 2002, and 2001,
respectively. Benefits reducing taxes payable arsalito $132 million, $61 million, and $1.4 billidar fiscal 2003, 2002, and 2001,
respectively. Benefits increasing gross deferredhtsets amounted to $358 million in fiscal 2001.

The Company'’s federal income tax returns for fisesrs ended July 25, 1998 through July 28, 208 Liader examination and
the Internal Revenue Service has proposed certfiistanents. Management believes that adequate ambawve been reserved for any
adjustments that may ultimately result from thesengnations.

12. SEGMENT INFORMATION AND MAJOR CUSTOMERS

The Company’s operations involve the design, dgraknt, manufacturing, marketing and technical stipgfonetworking and
communications products and services. Cisco predactude routers, switches, access, and otherankitvg equipment. These products,
primarily integrated by Cisco 10S Software, linkogeaphically dispersed LANs and WANS.

The Company conducts business globally and is nehggographically. The Company’s management retiesn internal
management system that provides sales and stacalstrcthformation by geographic theater. Sales tiribated to a theater based on the
ordering location of the customer. The Company’sagement makes financial decisions and allocatmsirees based on the information it
receives from this internal management system.ddrapany does not allocate research and developsaas and marketing, or general
administrative expenses to its geographic theatdrss internal management system, as managenoestrbt use the information to measure
the performance of the operating segments. Managfetoes not believe that allocating these expeissagnificant in evaluating a
geographic theater’s performance. Based on edtellisriteria, the Company has four reportable se¢gnéhe Americas, EMEA, Asia
Pacific, and Japan.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Summarized financial information by theater focéis2003, 2002 and 2001, as taken from the inten@aagement system
previously discussed, is as follows (in millions):

Years Ended July 26, 2003 July 27, 2002 July 28, 2001
Net sales:
Americas $ 10,544 $ 10,654 $ 12,051
EMEA 5,202 5,126 6,377
Asia Pacific 1,860 1,765 2,331
Japan 1,272 1,370 1,534
Total $ 18,878 $ 18,915 $ 22,293
Gross margin:
Americas $ 8,363 $ 8,122 $ 8,687
EMEA 4,232 4,066 4,710
Asia Pacific 1,523 1,432 1,594
Japan 1,052 1,086 1,182
Standard margin 15,170 14,706 16,173
Production overhead (547) (651) (615)
Manufacturing variances and other related costs (1,390) (2,042) (4,486)
Total $ 13,233 $ 12,013 $ 11,072

The Company has reclassified net sales for eadrgpbic theater for fiscal 2002 and 2001 to conftarthe current year’'s presentation,
which reflects the breakdown of service revenueEldiEA, Asia Pacific, and Japan theaters, all ofalhivere previously included in the
Americas theater.

The Americas theater included non-U.S. net sal&888 million, $988 million, and $1.1 billion foistal 2003, 2002, and 2001,
respectively. The following table presents nets&be groups of similar products and services (ifions):

Years Ended July 26, 2003 July 27, 2002 July 28, 2001
Net sales:

Routers $ 4,859 $ 5,487 $ 7,095

Switches 7,721 7,651 9,141

Access 965 1,042 1,869

Other 2,020 1,489 1,454

Product 15,565 15,669 19,559

Service 3,313 3,246 2,734

Total $ 18,878 $ 18,915 $ 22,293

The Company has reclassified net sales for grotipgrlar products in fiscal 2002 and 2001 to caenido the current year’s presentation.
The reclassification was primarily related to raes of Advanced Technology products, which weevipusly included in the “Routers”
product category and are now included in the “Otpevduct category in the table above. The rectasdion had an impact of less than 1%
on each product category in proportion to totadpiai revenue.

The majority of the Company’s assets as of July2P83 and July 27, 2002 were attributable to itS.dperations. In fiscal 2003,
2002, and 2001, no single customer accounted fer d0more of the Company’s net sales.
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Property and equipment information is based orptiysical location of the assets. The following ¢éatesents property and
equipment information for geographic areas (inionil):

July 26, 2003 July 27, 2002 July 28, 2001

Property and equipment, net:
United States $ 3,264 $ 3,555 $ 1,966
International 457 547 625
Total $ 3,721 $ 4,102 $ 2,591

13. NET INCOME (LOSS) PER SHARE
The following table presents the calculation ofibasid diluted net income (loss) per share (inionl, except per-share amounts):

Years Ended July 26, 2003 July 27,2002 July 28, 2001
Net income (loss) $ 3578 $ 1,893 $ (1,014)
Weighted-average shares—basic 7,124 7,301 7,196
Effect of dilutive potential common shares 99 146 —
Weighted-average shares—diluted 7,223 7,447 7,196
Net income (loss) per share—basic $ 050 $ 026 $ (0.19)
Net income (loss) per share—diluted $ 050 $ 025 $ (0.19)

Dilutive potential common shares consist of empéogck options and restricted common stock. Thghted-average dilutive potential
common shares, which were antidilutive for fiscaD2, amounted to 348 million shares. Employee stgtions to purchase approximately
838 million, 712 million, and 426 million sharesfiacal 2003, 2002, and 2001, respectively, wetstanding, but were not included in the
computation of diluted earnings per share becawsexercise price of the stock options was grehser the average share price of the
common shares and, therefore, the effect would baea antidilutive.

2003 ANNUAL REPORT 61



REPORT OF INDEPENDENT AUDITORS

TO THE BOARD OF DIRECTORS AND SHAREHOLDERS OF CISCO SYSTEMS, INC.:

In our opinion, the accompanying consolidated badasheets and the related consolidated statenmfempei@ations and shareholders’ equity
and of cash flows present fairly, in all materiedpects, the financial position of Cisco Systems, &nd its subsidiaries at July 26, 2003 and
July 27, 2002, and the results of their operatenms their cash flows for each of the three yeathérperiod ended July 26, 2003 in conforr
with accounting principles generally accepted m thited States of America. These financial statemare the responsibility of the
Companys management; our responsibility is to expresspaman on these financial statements based on wditsa We conducted our auc
of these statements in accordance with auditinydstals generally accepted in the United Statesnodiica, which require that we plan and
perform the audit to obtain reasonable assurancetathether the financial statements are free dérra misstatement. An audit includes
examining, on a test basis, evidence supportingutheunts and disclosures in the financial statespaissessing the accounting principles
used and significant estimates made by managewmathevaluating the overall financial statementgmégtion. We believe that our audits
provide a reasonable basis for our opinion.

?mme,\wws LLP

San Jose, California
August 5, 2003
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SUPPLEMENTARY FINANCIAL DATA (UNAUDITED)

(In millions, except per-share amounts)

July 26, April 26, Jan. 25, Oct. 26, July 27, April 27, Jan. 26, Oct. 27,

Quarters ended 2003 2003 2003 2002 2002 2002 2002 2001
Net sales $ 4702 $ 4618 $ 4,713 $ 4,845 $ 4,829 $ 4,822 $ 4,816 $ 4,448
Gross margin $ 3289 $ 3269 $3317 $3358 $ 3283 $ 3,068 $ 2,970 $ 2,692
Net income (loss) $ 982 $ 987 $ 991 $ 618 $ 772 $ 729 $ 660 $ (268)
Net income (loss) per

share—Dbasic $ 014 $ 014 $ 014 $ 009 $ 011 $ 0.10 $ 0.09 $ (0.04)
Net income (loss) per

share—diluted $ 014 $ 014 $ 014 $ 008 $ 010 $ 0.10 $ 0.09 $ (0.04)
Cash and cash equivalents

and total investments $20,652 $20,316 $21,197 $21,188 $21,456 $21,061 $21,008 $19,080

STOCK MARKET INFORMATION
Cisco common stock is traded on the Nasdaqg Natidiaaket under the symbol CSCO. The following tdides the high and low sales prices
for each period indicated:

2003 2002
Fiscal High Low High Low

First quarter $15.29 $ 8.12 $20.75 $11.04
Second quarter $15.63 $10.14 $21.92 $16.06
Third quarter $14.78 $12.33 $20.00 $13.91
Fourth quarter $19.55 $14.40 $17.49 $11.45

The Company has never paid cash dividends on iitsramn stock and has no present plans to do so. TWere85,041 registered shareholc
as of July 25, 2003.
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Exhibit 21.1

Subsidiaries of the Registrant

CISCO SYSTEMS (ARGENTINA) S.A

CISCO SYSTEMS AUSTRALIA PTY LIMITEC

CISCO SYSTEMS CAPITAL (AUSTRALIA) PTY LIMITED

CISCO SYSTEMS WIRELESS NETWORKING (AUSTRALIA) PTYIMITED
CISCO SYSTEMS BELGIUM S.P.R.I

CISCO SYSTEMS (BERMUDA) INTERNATIONAL IP MANAGEMENTLTD.
CISCO SYSTEMS (BERMUDA) HOLDINGS LTC

CISCO SYSTEMS INSURANCE SERVICES LTI

CISCO SYSTEMS INTERNATIONAL HOLDINGS LTD

CISCO SYSTEMS (BERMUDA) IP HOLDINGS LTC

CISCO SYSTEMS (BERMUDA) LTD

CISCO DO BRASIL LTDA.

CISCO SYSTEMS BULGARIA EOOL

3010081 NOVA SCOTIA COMPANY

CISCO SYSTEMS CC

CISCO SYSTEMS CAPITAL CANADA CO./LES SYSTEMES CISCGTAPITAL CANADA CIE
3801110 CANADA INC.

3045848 NOVA SCOTIA COMPANY

3048504 NOVA SCOTIA COMPANY

CISCO SYSTEMS CANADA CO./LES SYSTEMES CISCO CANADBBAE
CISCO SYSTEMS CHILE S.A

CISCO SYSTEMS (CHINA) NETWORKING TECHNOLOGY CO., IOU
CISCO SYSTEMS (COLOMBIA) LIMITADA



CISCO SYSTEMS COSTA RICA, SOCIEDAD ANONIM.

CISCO SYSTEMS CROATIA LTD. FOR TRAD

CISCO SYSTEMS CYPRUS LTL

CISCO SYSTEMS (CZECH REPUBLIC) S.R.

CISCO SYSTEMS DANMARK A/

CISCO CABLE PRODUCTS AND SOLUTIONS A/S (Secondargrik:*COCOM A/S (Cisco Cable Products and Solutions”)
CISCO SYSTEMS DOMINICANA, S.A

CISCO SYSTEMS EGYPT LTC

CISCO SYSTEMS FINLAND OY

CISCO SYSTEMS FRANCE SAR

CISCO SYSTEMS GMBF

CISCO OPTICAL TRANSPORT GERMANY Gmb

CISCO SYSTEMS MANAGEMENT Gmbt

CISCO SYSTEMS HOLDING GmbH & CO. Ki

CISCO SYSTEMS INTERNETWORKING HELLAS S./

CISCO SYSTEMS (HK) LIMITED

CISCO SYSTEMS HUNGARY LTD. / CISCO SYSTEMS HUNGARYERVICING AND TRADING LIMITED LIABILITY COMPANY



CISCO SYSTEMS (INDIA) PRIVATE LIMITED

PT CISCO SYSTEMS INDONESI,

CISCO SYSTEMS FINANCE INTERNATIONAL

BAYNARD LIMITED

CHARNDON LIMITED

CHELLINGTON LIMITED

CHICHLEY LIMITED

RUSHTHORPE LIMITED

SAXHOW LIMITED

CISCO SYSTEMS INTERNETWORKING (IRELAND) LIMITEL
CISCO SYSTEMS ISRAEL LTD

CISCO SYSTEMS O.I.A. (1998) LTC

CISCO SYSTEMS (ITALY) S.R.L

CISCO PHOTONICS ITALY S.R.L

CISCO SYSTEMS K.K

CISCO SYSTEMS CAPITAL K.K

CISCO SYSTEMS (KOREA) LIMITEL

CISCO SYSTEMS CAPITAL (KOREA) LIMITELC

CISCO SYSTEMS LUXEMBOURG INTERNATIONAL ar.l.
CISCO SYSTEMS LUXEMBOURG ar.l.

CISCO SYSTEMS (MALAYSIA) SDN, BHLC

CISCO SYSTEMS DE MEXICO, S.A. DE C.)

CISCO SYSTEMS INTERNATIONAL B.V. (Additional Traddames: Cisco Systems Nederla” and“Cisco Systen™)
CISCO SYSTEMS MANAGEMENT B.V. (Additional Trade Nar“Cisco Systen™)
CISCO SYSTEMS NETHERLANDS HOLDINGS B.\

CISCO PHOTONICS HOLDING B.V

CISCO SYSTEMS NEW ZEALAND LIMITELC

CISCO SYSTEMS NORWAY At

CISCO SYSTEMS PAKISTAN (PRIVATE) LIMITEL

CISCO SYSTEMS PANAMA S. DE R.L

CISCO SYSTEMS PERU S./

CISCO SYSTEMS POLAND SP. Z O.(

CISCO SYSTEMS PORTUGA—SISTEMAS INFORNATICOS, SOCIEDADE UNIPESSOAL, LIMITADA
CISCO SYSTEMS ROMANIA S.R.L

CISCO SYSTEMS (SCOTLAND) LIMITEL

CISCO SYSTEMS (USA) PTE. LTC

CISCO SYSTEMS SLOVAKIA spol. s .

CISCO SYSTEMS (SOUTH AFRICA) (PROPRIETARY) LIMITE
CISCO SYSTEMS (SPAIN) S.1

CISCO SYSTEMS AE

CISCO SYSTEMS (SWEDEN) Al

CISCO SYSTEMS (SWITZERLAND) Gmbl

CISCO SYSTEMS TAIWAN LTD.

CISCO SYSTEMS (THAILAND) LIMITED

CISCO SYSTEMS INTERNETWORKING ILETISIM HIZMETLERI IMITED SIRKETI



CISCO SYSTEMS LIMITEC

CALISTA LIMITED

CISCO SYSTEMS INVESTMENTS LTC
CISCO SYSTEMS LIMITEC

CISCO SYSTEMS (INDIA) LTD.

CISCO SYSTEMS (PUERTO RICO) COR
CISCO SYSTEMS FINANCE, INC

CISCO TECHNOLOGY, INC

CISCO SYSTEMS CAPITAL CORPORATIOI
CISCO ACQUISITION I, INC.

CISCO SYSTEMS HOLDING, INC

CISCO ACQUISITION I, INC.

CISCO ACQUISITION I1, INC.

CISCO SYSTEMS, INC

CISCO SYSTEMS CAPITAL FUNDING, LLC
RADIATA, INC.

CISCO SYSTEMS VENEZUELA, C.A

CISCO SYSTEMS VIETNAM LIMITED (Cong Ty Trach Nhietduu Han Cisco Systems Vietna
Exhibit 23.1

Consent of Independent Auditors

We hereby consent to the incorporation by referémtlee Registration Statements on Form S-3 (N883-17839, 333-20157, 333-24559,
333-33093, 333-33663, 333-36197, 333-47191, 3334,7333-49141, 333-51089, 333-51487, 333-51089;58583, 333-65867, 333-
65867, 333-67789, 333-79941, 333-82945, 333-84883,88917, 333-89893, 333-91241, 333-91239, 3385,1233-91897, 333-89893,
333-92439, 333-92441, 333-92435, 333-92439, 332894233-94365, 333-94753, 333-94753, 333-94225,888®3, 333-92435, 333-
91897, 333-91239, 333-91241, 333-88917, 333-91285,92441, 333-92439, 333-94365, 333-34400, 333486833-36156, 333-34400,
333-36156, 333-38738, 333-39086, 333-39818, 33B39833-39858, 333-39086, 333-43628, 333-45788:45394, 333-45898, 333-
46124, 333-47920, 333-47922, 333-51118, 333-46323,;51118, 333-51118, 333-51118, 333-56004, 33566333-57328, 333-56960,
and 333-57328) dated December 13, 1996, Januay922, April 4, 1997, August 7, 1997, August 149719September 23, 1997, March 2,
1998, March 9, 1998, April 1, 1998, April 27, 199%&ril 30, 1998, May 1, 1998, July 6, 1998, Octoh8r 1998, November 9, 1998,
November 24, 1998, June 4, 1999, July 15, 1999u8u§, 1999, October 13, 1999, October 29, 199%ehiber 18, 1999, November ]
1999, November 19, 1999, December 1, 1999, Decefd99, December 9, 1999, December 9, 1999, Dieee®) 1999, January 4, 2000,
January 7, 2000, January 10, 2000, January 14, Fe@®Buary 4, 2000, February 4, 2000, Februanp@02February 4, 2000, February 4,
2000, February 4, 2000, February 4, 2000, Febrdia2p00, February 4, 2000, February 4, 2000, Fepria2000, February 10, 2000, April
10, 2000, May 1, 2000, May 3, 2000, May 9, 2000y ¥a2000, June 7, 2000, June 12, 2000, June 20, 2dine 21, 2000, June 22, 2000,
June 22, 2000, August 11, 2000, September 14, Z¥)fiember 14, 2000, September 15, 2000, Septer@b2000, October 13, 2000,
October 13, 2000, December 1, 2000, December &),2&cember 12, 2000, January 3, 2001, JanuaQA,, February 21, 2001, March 13,
2001, March 20, 2001, March 22, 2001, and AprR2@01, respectively, of Cisco Systems, Inc. andripaxation by reference in the
Registration Statements on Form S-8 (Nos.: 33-6333564283, 333-64283 [Post Eff.], 333-01069, 3234, 333-05447 [Post Eff.], 333-
09903, 333-14383, 333-14661, 333-14679, 333-16533-17287, 333-24741, 333-33613, 333-33619, 33BB35833-01069 [Post Eff.], 333-
34849 [Post Eff.], 33-40509 [Post Eff.], 33-442Pb§t Eff.], 33-71860 [Post Eff.], 33-87096 [Post EB33-42249, 333-47159, 333-48949,
333-48949 [Post Eff.], 333-51093, 333-51315, 33342[Post Eff.], 333-64651, 333-65871, 333-683F3-89117, 333-74237, 333-79717,
333-79721, 333-81971, 333-83045, 333-83277, 33388833-88699, 333-88831, 333-90883, 333-90885,88227 [Post Eff.], 333-91813,
333-91911, 333-93283, 333-93281, 333-96203, 335B6333-35246, 333-36124, 333-36126, 333-36414,3833D8, 333-39902, 333-
43120, 333-43632, 333-45478, 333-47828, 333-51333,51280, 333-54248, 333-55742, 333-56224, 33566333-56916, 333-58556,
333-76184, 333-42249 [Post Eff.], 333-91258, 3339 333-42249 [Post Eff.], 333-101340, 333-102&33-105300, 333-105713, and
333-106284) dated October 11, 1995, November 185,1Rebruary 20, 1996, February 20, 1996, April996, July 29, 1996, August 9,
1996, October 18, 1996, October 23, 1996, OctoBel 296, November 21, 1996, December 5, 1996, 8prdl997, August 14, 1997, August
14, 1997, September 17, 1997, December 10, 19%&Deer 10, 1997, December 10, 1997, December 27, T8cember 10, 1997,
December 10, 1997, December 15, 1997, March 2,,1488:h 31, 1998, April 13, 1998, April 27, 1998 29, 1998, September 28, 1998,
September 29, 1998, October 19, 1998, Decemb&9B, December 17, 1998, March 11, 1999, June 19,18fhe 1, 1999, June 30, 1999,
July 16, 1999, July 20, 1999, October 8, 1999, Petd@, 1999, October 12, 1999, November 12, 199¥efber 12, 1999, November 12,
1999, November 30, 1999, December 1, 1999, Dece@ihek999, December 21, 1999, February 4, 200Q.uaep 8, 2000, April 20, 2000,
May 2, 2000, May 2, 2000, May 5, 2000, June 120200ne 22, 2000, August 4, 2000, August 11, 28eptember 8, 2000, October 12,
2000, December 1, 2000, December 5, 2000, Janda30P1, February 16, 2001, February 26, 2001, M8r@001, March 12, 2001, April
9, 2001, January 2, 2002, June 25, 2002, June0®@, duly 19, 2002, August 20, 2002, November P022January 21, 2003, May 15, 2003,
May 30, 2003, and June 19, 2003, respectively,igtdCSystems, Inc. of our report dated August B320@elating to the consolidated financ
statements, which appears in the Annual Reporhsveholders, which is incorporated in this Annuep&t on Form 10-K. We also consent
to the incorporation by reference of our reporedadugust 5, 2003 relating to the financial statetsehedule, which appears in this Form 10-
K.



/sl PricewaterhouseCoopers LLP

San Jose, California
September 9, 20C
Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUA NT TO
EXCHANGE ACT RULE 13a-14(a)/15d-14(a)
AS ADOPTED PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, John T. Chambers, President and Chief Exec@iffieer of Cisco Systems, Inc., certify that:
1. I have reviewed this annual report on Form 16fICisco Systems, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dméttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procsgdorecaused such disclosure controls and procedaoitee designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us by
others within those entities, particularly durihg toeriod in which this report is being prepared;

(b) Evaluated the effectiveness of the registragisslosure controls and procedures and presenttulsi report our conclusions about
the effectiveness of the disclosure controls andgatures, as of the end of the period coveredibyeport based on such evaluation;
and

(c) Disclosed in this report any change in thestgnt’s internal control over financial reportitigit occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo#) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying officer(s) alngiave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):



(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a sigmiifiole in the registrant’s
internal control over financial reporting.

Date: September 9, 2003

/s/  JoHNT. C HAMBERS

John T. Chambers
President and Chief Executive Officer
(Principal Executive Officer
Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUA NT TO
EXCHANGE ACT RULE 13a-14(a)/15d-14(a)
AS ADOPTED PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Dennis D. Powell, Senior Vice President and €Riaancial Officer of Cisco Systems, Inc., certifiat:
1. | have reviewed this annual report on Form 16tICisco Systems, Inc.;

2. Based on my knowledge, this report does notaioriny untrue statement of a material fact or dmn#ttate a material fact necessal
make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statememid,other financial information included in théport, fairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintaimlisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procsgorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatmeg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly durihg tperiod in which this report is being prepared;

(b) Evaluated the effectiveness of the registradisslosure controls and procedures and presentisi report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyédport based on such evaluation;
and

(c) Disclosed in this report any change in thestgnt’s internal control over financial reportitigat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodigbal quarter in the case of an annual repo&) tfas materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reporting;dan

5. The registrant’s other certifying officer(s) antave disclosed, based on our most recent evatuat internal control over financial
reporting, to the registre’s auditors



and the audit committee of the registrant’s bodrdirectors (or persons performing the equivalemictions):

(a) All significant deficiencies and material weakses in the design or operation of internal cbotrer financial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Date: September 9, 2003

/s/ DENNISD. PoweLL

Dennis D. Powell
Senior Vice President and Chief Financial Officer
(Principal Financial Officer

Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUA NT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, John T. Chambers, President and Chief Exec@iffieer of Cisco Systems, Inc. (the “Company”), ltgreby certify, pursuant to
18 U.S.C. Section 1350, as adopted pursuant taoBe2®6 of the Sarbanes-Oxley Act of 2002, thatnioknowledge:

» the Annual Report on Form 10-K of the Company Far fiscal year ended July 26, 2003, as filed with $ecurities and Exchange
Commission (the “Report”), fully complies with thequirements of Section 13(a) or 15(d) of the S&esrExchange Act of 1934;
and

« the information contained in the Report fairly mmets, in all material respects, the financial cbadiand results of operations of 1
Company

Date: September 9, 2003

/s/  JOoHNT. C HAMBERS

John T. Chambers
President and Chief Executive Officer
(Principal Executive Officer
Exhibit 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUA NT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, Dennis D. Powell, Senior Vice President and €Riaancial Officer of Cisco Systems, Inc. (the fGpany”), do hereby certify,
pursuant to 18 U.S.C. Section 1350, as adoptedipot$o Section 906 of the Sarbanes-Oxley Act @22@hat, to my knowledge:

« the Annual Report on Form 10-K of the Company Far fiscal year ended July 26, 2003, as filed with $ecurities and Exchange
Commission (the “Report”), fully complies with thequirements of Section 13(a) or 15(d) of the S&esrExchange Act of 1934;
and

» the information contained in the Report fairly @ets, in all material respects, the financial cbodiand results of operations of 1
Company

Date: September 9, 2003

/s/ DENNISD. PowELL

Dennis D. Powell
Senior Vice President and Chief Financial Officer
(Principal Financial Officer
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