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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

Form 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2012

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
(Commission file number: 000-30931)

OPNET TECHNOLOGIES, INC.

(Exact name of registrant as specified in its charter)
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Delaware 7372 52-1483235
(State or other jurisdiction of (Primary Standard Industrial (LR.S. Employer
incorporation or organization) Classification Code Number) Identification No.)
7255 Woodmont Avenue
Bethesda, MD 20814

(Address of principal executive office)
(240) 497-3000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. YES x NO ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or for such shorter period that
the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of large accelerated filer , accelerated filer , or smaller reporting company in Rule 12b-2 of the Exchange Act (check
one).

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). YES ©~ NO x

The number of shares of the registrant s common stock outstanding on August 1, 2012 was 23,097,481.
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PART I. FINANCIAL INFORMATION

ITEM 1. Condensed Consolidated Financial Statements
OPNET TECHNOLOGIES, INC.

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

(unaudited)

ASSETS

Current assets:

Cash and cash equivalents

Marketable securities

Accounts receivable, net of $101 and $443 in allowance for doubtful accounts at June 30 and March 31, 2012,
respectively

Unbilled accounts receivable

Inventory

Deferred income taxes, prepaid expenses and other current assets

Property and equipment, net
Intangible assets, net

Goodwill

Deferred income taxes and other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY

Current liabilities:
Accounts payable
Accrued liabilities
Other income taxes
Deferred rent
Deferred revenue

Total current liabilities

Accrued liabilities
Deferred rent
Deferred revenue
Other income taxes

Total liabilities

Commitments and contingencies (Note 11)

Table of Contents

June 30,
2012

$ 62,513
39,859

33,461
2,375
1,141
6,806

146,155

15,885
7,826
22,416
5,407

$ 197,689

$ 1,239
15,203
1,507

225
46,063

64,237

17
2,738
7,130

804

74,926

March 31,
2012

$ 72,357
38,975

40,787
1,864
1,704
5,084

160,771

13,936
2,970
15,406
5,182

$ 198,265

$ 1,175
17,717
754

222
47,909

67,777

9
2,745
6,950

790

78,271
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Stockholders equity:

Common stock-par value $0.001; 100,000,000 shares authorized; 30,680,530 and 30,284,291 shares issued at

June 30 and March 31, 2012, respectively; 22,992,137 and 22,599,682 shares outstanding at June 30 and March 31,
2012, respectively

Additional paid-in capital

Retained earnings

Accumulated other comprehensive loss

Treasury stock, at cost 7,688,393 and 7,684,609 shares at June 30 and March 31, 2012, respectively

Total stockholders equity
Total liabilities and stockholders equity

See accompanying notes to condensed consolidated financial statements.
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31
132,143
14,102

(1,184)

(22,329)

122,763

$ 197,689

30

129,439

13,748
(995)
(22,228)

119,994

$ 198,265
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OPNET TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Revenue:

Product

Product updates, technical support and services
Professional services

Total revenue

Cost of revenue:

Product

Product updates, technical support and services

Professional services

Amortization of acquired technology and customer relationships

Total cost of revenue

Gross profit

Operating expenses:
Research and development
Sales and marketing
General and administrative

Total operating expenses

Income from operations

Interest and other income (expense), net

Income before provision for income taxes
Provision for income taxes

Net income

Basic net income per common share

Diluted net income per common share

Table of Contents

(unaudited)

Three Months Ended
June 30,
2012 2011

$20,119 $ 19,429
17,051 14,692
6,861 6,126
44,031 40,247
2,940 2,471
1,644 1,447
4,574 3,866
618 539
9,776 8,323
34,255 31,924
10,360 9,242
14,222 12,599
3,484 3,789
28,066 25,630
6,189 6,294
10 59)

6,199 6,235
2,405 2,046

$ 3,794 $ 4,189
$ 0.17 $ 0.19
$ 0.16 $ 0.18
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Basic weighted average common shares outstanding 22,436 22,090

Diluted weighted average common shares outstanding 22,781 22,637

See accompanying notes to condensed consolidated financial statements.
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OPNET TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

(in thousands)

(unaudited)
Three Months Ended
June 30,
2012 2011
(in thousands)
Net income $ 3,794 $ 4,189
Other comprehensive (loss) income, net of tax:
Foreign currency translation adjustments (193) 55
Net unrealized gains on marketable securities 4
Other comprehensive (loss) income (189) 55
Total comprehensive income $ 3,605 $ 4,244
See accompanying notes to condensed consolidated financial statements.
5
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OPNET TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(unaudited)
Three Months Ended June 30,
2012 2011

Cash flows from operating activities:
Net income $ 3,794 $ 4,189
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 1,801 1,539
Provision for losses on accounts receivable 81 399
Deferred income taxes (272) (441)
Non-cash stock-based compensation expense 987 539
Non-cash accretion of market discount on marketable securities 7 46
(Gain) loss on disposition of fixed assets D 5
Changes in assets and liabilities, net of assets acquired:
Accounts receivable 7,637 6,811
Inventory (357) 581
Prepaid expenses and other current assets 656 (690)
Other assets 54 (89)
Accounts payable 84 232
Accrued liabilities (2,398) (973)
Accrued income taxes (718) 2,440
Deferred revenue (3,618) 4,574)
Deferred rent ) 302
Excess tax benefit from exercise of stock options (594) 957)
Net cash provided by operating activities 7,125 9,359
Cash flows from investing activities:
Acquisition of business (10,820)
Purchase of property and equipment (2,976) (1,748)
Purchase of marketable securities (7,873) (14,146)
Proceeds from sale/maturity of marketable securities 7,000 12,540
Net cash used in investing activities (14,669) (3,354)
Cash flows from financing activities:
Acquisition of treasury stock (101) (219)
Proceeds from exercise of common stock options 868 869
Excess tax benefit from exercise of stock options 594 957
Payment of dividends to stockholders (3,440) (2,679)
Net cash used in financing activities (2,079) (1,072)
Effect of exchange rate changes on cash and cash equivalents (221) 48
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Net decrease in cash and cash equivalents (9,344)
Cash and cash equivalents, beginning of period 72,357
Cash and cash equivalents, end of period $ 62,513

See accompanying notes to condensed consolidated financial statements.
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OPNET TECHNOLOGIES, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
June 30, 2012

(unaudited)

1.  Organization and Significant Accounting Policies

Organization. OPNET Technologies, Inc. and its subsidiaries, (hereafter, the Company or OPNET), provides application and network
performance management solutions. The Company s software products address application performance management, network planning,
engineering and operations, and network research and development. The Company sells products to corporate enterprises, government and
defense agencies, network service providers, and network equipment manufacturers. The Company markets software products and related
services in North America primarily through a direct sales force and, to a lesser extent, through several resellers and original equipment
manufacturers. Internationally, the Company conducts research and development through a wholly-controlled subsidiary in Ghent, Belgium and
markets software products and related services through (1) wholly-owned subsidiaries in Paris, France; Frankfurt, Germany; Slough, United
Kingdom; Singapore; and Milton, Australia; (2) a registered office in Beijing, China; (3) third-party distributors; and (4) value-added resellers.
The Company is headquartered in Bethesda, Maryland and has domestic offices in Cary, North Carolina; Dallas, Texas; Santa Clara, California;
Nashua, New Hampshire; Colorado Springs, Colorado; and Redwood City, California.

The accompanying condensed consolidated financial statements include the Company s results and the results of the Company s wholly-owned
and wholly-controlled subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation. The interim condensed
consolidated financial statements included herein are unaudited and have been prepared in accordance with accounting principles generally
accepted in the United States of America, or GAAP, and applicable rules and regulations of the Securities and Exchange Commission, or SEC,
regarding interim financial reporting. Certain information and footnote disclosures normally included in financial statements prepared in
accordance with GAAP have been condensed or omitted pursuant to such rules and regulations. Accordingly, these interim condensed
consolidated financial statements should be read in conjunction with the audited consolidated financial statements and accompanying notes
thereto contained in the Company s Annual Report on Form 10-K for the fiscal year ended March 31, 2012 filed with the SEC on June 8, 2012.
The March 31, 2012 condensed consolidated balance sheet included herein was derived from the audited financial statements as of that date, but
does not include all disclosures, including notes, required by GAAP. In the opinion of management, these interim condensed consolidated
financial statements reflect all adjustments of a normal and recurring nature necessary to present fairly the Company s results for the interim
periods. The preparation of financial statements in conformity with GAAP requires management to make certain estimates and assumptions.
These estimates and assumptions affect the reported amounts of assets and liabilities as of the date of the financial statements, as well as the
reported amount of revenue and expenses during the reporting periods. Actual results could differ from those estimates. In addition, the
Company s operating results for the three months ended June 30, 2012 may not be indicative of the operating results for the full fiscal year or any
other future period.

Supplemental Cash Flow Information

Three Months Ended
June 30,
2012 2011
(in thousands)

Cash paid during the period:

Income tax payments $ 3,373 $ 20
Non-cash financing and investing activities:
Restricted stock issued $ 6,477 $ 638
Accrued liability for the purchase of property and equipment $ 736 $ 102
Unrealized gains on marketable securities $ 4 $

7
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2.  Significant Accounting Policies
See the Company s Annual Report on Form 10-K for the fiscal year ended March 31, 2012 filed with the SEC on June 8, 2012 for an overview of
the significant accounting policies.

3.  Recently Issued Accounting Pronouncements

In May 2011, the Financial Accounting Standards Board, or FASB issued Accounting Standards Update, or ASU 2011-04, Fair Value
Measurement (Topic 820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and

IFRSs. ASU 2011-04 was issued to provide a uniform framework for fair value measurements and related disclosures between U.S. GAAP and
International Financial Reporting Standards. ASU 2011-04 changes certain fair value measurement principles and enhances the disclosure
requirements particularly for level 3 fair value measurements. ASU 2011-04 was effective for the Company on April 1, 2012. The adoption of
ASU 2011-04 did not impact the Company s results of operations, financial condition, or its fair value disclosures.

In June 2011, the FASB issued ASU 2011-05, Presentation of Comprehensive Income . ASU 2011-05 amends current presentation guidance by
eliminating the option for an entity to present the components of comprehensive income as part of the statement of changes in stockholder s
equity and requires presentation of comprehensive income in a single continuous financial statement or in two separate but consecutive financial
statements. The amendments in ASU 2011-05 do not change the items that must be reported in other comprehensive income or when an item of
other comprehensive income must be reclassified to net income. In December 2011, the FASB issued ASU 2011-12, Comprehensive Income
(Topic 220), Deferral of the Effective Date for Amendments to the Presentation of Reclassifications of Items Out of Accumulated Other
Comprehensive Income in ASU 2011-05 , to defer the effective date of the specific requirement to present items that are reclassified out of
accumulated other comprehensive income to net income alongside their respective components of net income and other comprehensive income.
All other provisions of this update are effective for first annual reporting period beginning after December 15, 2011. The Company adopted
ASU 2011-05 in its first quarter fiscal 2013 financials. The adoption of ASU 2011-05 changed the Company s presentation of other
comprehensive income in the financial statements.

In September 2011, the FASB issued ASU 2011-08, Testing Goodwill for Impairment , which allows, but does not require, an entity when
performing its annual goodwill impairment test the option to first do an initial assessment of qualitative factors to determine whether it is more
likely than not that the fair value of a reporting unit is less than its carrying amount for purposes of determining whether it is even necessary to
perform the first step of the two-step goodwill impairment test. Accordingly, based on the option created in ASU 2011-08, the calculation of a
reporting unit s fair value is not required unless, as a result of the qualitative assessment, it is more likely than not that fair value of the reporting
unit is less than its carrying amount. If it is less, the quantitative impairment test is then required. ASU 2011-08 also provides for new qualitative
indicators to replace those currently used. Prior to ASU 2011-08, entities were required to test goodwill for impairment on at least an annual
basis, by first comparing the fair value of a reporting unit with its carrying amount. If the fair value of a reporting unit is less than its carrying
amount, then the second step of the test is performed to measure the amount of impairment loss, if any. ASU 2011-08 is effective for annual and
interim goodwill impairment tests performed for fiscal years beginning after December 15, 2011, with early adoption permitted. The Company
adopted ASU 2011-08 during the three months ended June 30, 2012. The adoption of ASU 2011-08 did not impact the Company s results of
operations or financial condition.

Table of Contents 12
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4. Acquisition of Clarus Systems, Inc.

On May 24, 2012, the Company acquired Clarus Systems, Inc., or Clarus, a privately held software company headquartered in Redwood City,
California. The Company paid approximately $11.7 million in cash to Clarus in the acquisition. Clarus produces a software product that provides
performance monitoring and management for Voice over IP (VoIP), Unified Communications, and TelePresence video. The acquisition
contributed key capabilities to the Company s product portfolio for application performance management.

The Clarus acquisition was accounted for as a business combination in accordance with the guidance outlined in ASC Topic 805. The

acquisition date fair value of the total consideration transferred was approximately $11.7 million. The Company expensed $185,000 related to

the acquisition during the three months ended June 30, 2012. The results of Clarus operations have been included in the Company s consolidated
financial statements from May 24, 2012 through June 30, 2012 and were not material to the overall consolidated results of the Company.

The following table summarizes the estimated fair values of the assets and liabilities assumed on the acquisition date:

Amortization Method Useful Life
(in thousands)
Cash and cash equivalents $ 903
Accounts receivable 876
Prepaid assets 49
Property and equipment, net 42
Short-term deferred revenue (1,508)
Accrued liabilities (703)
Long-term deferred revenue (446)
Identifiable intangible assets:
Developed technology 4,200 Straight-line 6 years
Customer relationships 1,300 Double-declining balance 10 years
Total identifiable assets 4,713
Goodwill 7,010
Net assets acquired $ 11,723

Intangible Assets

Intangible assets consist of the developed technology and customer relationships associated with the acquisition. The Company estimated that
the acquisition date fair value of the Clarus developed technology and customer relationships was approximately $4.2 million and $1.3 million,
respectively. The Company utilized an income approach known as the Multi-Period Excess Earnings Method to value the acquired developed
technology assets and the customer relationships.

Goodwill

The excess of the consideration transferred over the fair values assigned to the assets acquired and liabilities assumed was $7.0 million, which
represents the goodwill resulting from the acquisition. The goodwill recognized primarily relates to the expected value of combining Clarus
product with the Company s product offering and selling it to the Company s customer base. The Company is in the process of completing an
analysis to determine how the acquisition will be treated for tax purposes, including whether goodwill will be deductible for tax purposes. Upon
determination of the tax treatment, the Company will be able to finalize their analysis on the value of deferred tax assets or liabilities that will be
recorded, including what portion of the acquired NOL s, if any, can be realized to offset future tax expense. The Company will test goodwill for
impairment on an annual basis, or as impairment indicators are noted.

Table of Contents 13
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5. Stock-Based Compensation

In June 2009, the Company s stockholders approved the adoption of the 2010 Stock Incentive Plan, or the 2010 Plan, in response to the pending
expiration of the Company s Amended and Restated 2000 Stock Incentive Plan, or the 2000 Plan. The 2010 Plan provides for the granting of
stock options, restricted stock and other stock-based awards to employees, officers, directors, consultants and advisors. Subject to specified
adjustments, the number of shares initially set aside and reserved for issuance under the 2010 Plan was 2,150,000 shares, which approximated

the number of shares available for issuance under the 2000 Plan as of January 1, 2010, the effective date of the 2010 Plan. The Company s Board
of Directors, or the Board, approved a resolution to make no further grants for options or stock awards under the 2000 Plan upon approval of the
2010 Plan.

The number of shares available for issuance under the 2010 Plan will automatically increase from time to time by a number equal to (i) in the
event any outstanding stock option granted under the 2000 Plan should for any reason expire or otherwise terminate, in whole or in part, without
having been exercised in full, the number of shares that are not acquired under such stock option and (ii) in the event stock that has been issued
to a participant under the 2000 Plan pursuant to restricted or unrestricted stock awards is subsequently forfeited or acquired by the Company as a
result of a failure to vest or satisfy any other contingency, the number of such shares. The maximum aggregate number of additional shares that
may become available for issuance in these situations is 2,000,000 shares, subject to specified adjustments.

The number of shares available for issuance under the 2010 Plan will automatically increase on the first trading day of each calendar year,
beginning with 2011 and continuing through the term of the 2010 Plan, by an amount equal to the lesser of (i) three percent (3%) of the shares of
the Company s common stock outstanding on the last trading day of the preceding calendar year, or (ii) an amount determined by the Board;
provided, however, that in no event shall any such annual increase exceed 1,000,000 shares. This provision, commonly referred to as an

evergreen provision, is similar to the provision in the 2000 Plan. The Board voted not to increase the number of shares available for issuance on
the first trading day of calendar year 2012.

Options granted pursuant to the 2010 Plan will be exercisable at such times and subject to such terms and conditions as the Board may specify in
the applicable option agreement, but no option may be granted for a term in excess of 10 years. The terms and conditions of any restricted stock
awards granted under the 2010 Plan, including the conditions for repurchase or forfeiture and the issue price, if any, will be determined by the
Board. The Board also has the right to grant other stock awards pursuant to the 2010 Plan having such terms and conditions as the Board may
determine, including the grant of fully vested shares, the grant of securities convertible into shares of the Company s common stock and the grant
of stock appreciation rights.

ASC 718, Stock Compensation, requires an entity to recognize an expense within its statement of operations for all share-based payment
arrangements, which include employee stock option plans, restricted stock grants, and employee stock purchase plans. The Company has elected
to use straight-line amortization of stock-based compensation expense for the entire award over the service period since the awards have only
service conditions and graded vesting.

Compensation cost for option grants is recognized on a straight-line basis over the requisite service period for the entire award (from the date of
grant through the period of the last separately vesting portion of the grant). Compensation cost is recognized within the statement of operations
in the same expense line as the cash compensation paid to the respective employees. ASC 718 also requires the Company to estimate forfeitures
in calculating the expense related to stock-based compensation. The impact on compensation cost due to changes in the expected forfeiture rate
will be recognized in the period that they become known. The Company has concluded that its historical forfeiture rate is the best measure to
estimate future forfeitures of granted stock options. The impact on compensation cost due to changes in the expected forfeiture rate of 10% will
be recognized in the period that they become known. The Company does not apply a forfeiture rate to the options granted to certain key
executives or directors. The Company has concluded that historically certain key executives and directors will perform the requisite service to
vest in award.

Excess tax benefits from the exercise of stock options are presented as a cash flow from financing activity. For the three months ended June 30,
2012 and 2011, excess tax benefits from the exercise of stock options were $594,000 and $957,000, respectively.

A summary of the total stock-based compensation expense for the three months ended June 30, 2012 and 2011 is as follows:

Three Months Ended
June 30, June 30,
2012 2011

(in thousands)

Table of Contents 14



Edgar Filing: OPNET TECHNOLOGIES INC - Form 10-Q

Restricted stock $ 688
Employee Stock Purchase Plan shares 248
Stock options 51

$ 987

Total stock-based compensation

10
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A summary of the total nonvested stock-based deferred compensation at June 30, 2012 and 2011 is as follows:

Restricted stock
Stock options

Employee Stock Purchase Plan shares

Total nonvested stock-based compensation

June 30, June 30,
2012 2011
(in thousands)
$9,244 $ 2,636
452 659

82 49

$9,778 $ 3,344

The deferred compensation at June 30, 2012 related to nonvested restricted stock, stock options, and the Company s 2000 Employee Stock
Purchase Plan, or ESPP, shares is expected to be recognized over the following weighted average periods:

Restricted stock
Stock options

Employee Stock Purchase Plan shares

Stock Options

Period
2 years
1 year
1 month

The Company s stock option grants are accounted for as equity awards. The expense is based on the grant-date fair value of the options granted

and is recognized over the requisite service period.

A summary of the option transactions for the three months ended June 30, 2012 and 2011 is as follows:

Outstanding at beginning of period
Granted

Exercised

Forfeited or expired

Outstanding at end of period

Exercisable at end of period
Nonvested at end of period
Nonvested expected to be exercised

Table of Contents

Options
807,765

(119,658)
(50)

688,057

413,057
275,000
247,500

11

Three Months Ended June 30, 2012

Weighted Weighted
Average Average
Exercise Price Remaining Aggregate
Per Option Contract Life Intrinsic
Share (Years) Value

(dollars in thousands, except per share amounts)

$ 9.44 $ 13,851
$ $

$ 7.25 $ 2,090
$ 11.75 $ 1
$ 9.82 3.61 $ 11,536
$ 9.85 1.23 $ 6916
$ 9.79 7.19 $ 4,620
$ 9.79 7.19 $ 4,158

Weighted
Average
Grant Date
Fair Value
Per Option
Share

5.38

4.59
8.15

R R A

$ 552

6.42
4.17
4.17

@ PHPh
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Three Months Ended June 30, 2011

Weighted
Weighted Weighted Average
Average Average Grant Date
Exercise Price Remaining Aggregate Fair Value
Per Option Contract Life Intrinsic Per Option
Options Share (Years) Value Share
(dollars in thousands, except per share amounts)
Outstanding at beginning of period 1,131,997 $ 9.42 $ 35,681 $ 570
Granted $ $ $
Exercised (100,405) $ 8.66 $ 3,074 $ 6.17
Forfeited or expired $ $ $
Outstanding at end of period 1,031,592 $ 9.49 3.37 $ 32,440 $ 5.65
Exercisable at end of period 756,592 $ 9.39 1.61 $ 23,874 $ 6.19
Nonvested at end of period 275,000 $ 9.79 8.19 $ 8,566 $ 417

During the three months ended June 30, 2012 and 2011, no stock options vested or were granted.

To estimate the grant-date fair value of its stock options, the Company used the Black-Scholes option-pricing model. The Black-Scholes model
estimates the per share fair value of an option on its date of grant based on the following: the option s exercise price; the price of the underlying
stock on the date of grant; the estimated dividend yield; a risk-free interest rate; the estimated option term; and the expected volatility. For the

risk-free interest rate, the Company used a United States Treasury Bond due in the number of years equal to the option s expected term. The
estimated option term was calculated based upon the simplified method set out in ASC 718. The Company used the simplified method to
determine the estimated option term because it lacked sufficient historical share option exercise data. To determine expected volatility, the
Company analyzed the historical volatility of its stock over the expected term of the option.

During the three months ended June 30, 2012 and 2011, respectively, the Company received proceeds of approximately $868,000 and $869,000
and issued 119,658 and 100,405 shares of common stock, respectively, pursuant to employee and director exercises of stock options.

Restricted Stock

The Company s restricted stock grants are accounted for as equity awards. The expense is based on the price of the Company s common stock on
the date of grant and is recognized on a straight-line basis over the requisite service period. The Company s restricted stock agreements do not
contain any post-vesting restrictions.

12
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A summary of the restricted stock grants for the three months ended June 30, 2012 and 2011 is as follows:

Three Months Ended
June 30, 2012

Weighted

Average
Grant Date

Restricted Fair Value

Stock Grants Per Share

Nonvested at beginning of period 195,516 $ 27.15
Granted 276,755 $ 26.00
Vested (19,236) $ 1797
Forfeited (174) $ 2858
Nonvested at end of period 452,861 $ 2684
Nonvested expected to vest 409,521 $ 2683

Three Months Ended
June 30, 2011
Weighted
Average

Grant Date

Restricted Fair Value

Stock Grants Per Share

Nonvested at beginning of period 190,613 $ 1745
Granted 18,107 $ 38.93
Vested (21,116) $ 11.82
Forfeited (4,840) $ 1240
Nonvested at end of period 182,764 $ 20.36

ESPP

The ESPP provides all eligible employees the ability to collectively purchase up to a total of 3,070,000 shares of the Company s common stock.
On September 14, 2009, the stockholders voted to increase the number of shares authorized for issuance under the ESPP from 820,000 shares to
3,070,000 shares, effective February 1, 2010. An employee may authorize a payroll deduction up to a maximum of 10% of his or her
compensation during the plan period. The purchase price for each share purchased is the lesser of 85% of the closing price of the common stock
on the first or last day of the plan period. The plan period for the ESPP ends on the last day of January and July of each year.

Under the ESPP, the number of shares available for issuance automatically increases on February 1% of 2011 through 2015 by an amount equal
to the lesser of (i) the average number of shares purchased under the ESPP during the last two Plan Periods (as defined in the ESPP)
immediately preceding the applicable February 1 date, plus an additional number of shares equal to 5% of the Average Shares, or (ii) 300,000
shares, or a lesser amount determined by the Board. The Board did not suspend the automatic increase of the share reserve under the ESPP on
February 1, 2012. Therefore, an additional 37,150 shares were added to the share reserve on February 1, 2012. To estimate the fair value of
shares issued under the ESPP, the Company uses the Black-Scholes option-pricing model. The Black-Scholes model estimates the per share fair
value of an ESPP share at the beginning of the plan period based on the following: the price of the underlying stock on the first day of the plan
period; the estimated dividend yield; a risk-free interest rate; the term of the plan period (six months); and the expected volatility. For the

risk-free interest rate, the Company uses a United States Treasury Bond due in six months. To determine expected volatility, the Company
analyzes the historical volatility of its stock over the six months prior to the first day of the plan period.
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Because the plan period for the Company s ESPP ends in January and July of each year, no shares of the Company s common stock were issued
under the ESPP in the three months ended June 30, 2012 or 2011.

13
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6. Marketable Securities

At June 30 and March 31, 2012 marketable securities consisted of United States Treasury bills and United States Treasury notes with original
maturities greater than three months and less than one year.

14
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The following table summarizes the Company s marketable securities at June 30 and March 31, 2012:

United States government obligations

United States government obligations

7.  Fair Value

Amortized
Cost

$ 39,866

Amortized
Cost

$ 38,986

June 30, 2012
Gross
Unrealized
Loss
(in thousands)

$ @)

March 31, 2012

Gross
Unrealized
Gains
(in thousands)

$ Ay

Market
Value

$ 39,859

Market
Value

$ 38,975

The following table details the fair value measurements within the three levels of fair value hierarchy of the Company s financial assets,
consisting of cash, cash equivalents, and marketable securities at June 30 and March 31, 2012:

Cash

Money market funds

United States government obligations included in marketable
securities

Total

Cash

Money market funds

United States government obligations included in marketable
securities

Total

Table of Contents

Total Fair
Value

$ 53,175
9,338

39,859

$102,372

Total Fair
Value

$ 62,146
10,211

38,975

$111,332

Fair Value Measurement at June 30, 2012

Using
Level 1
(in thousands)
$ 53,175 $
9,338
39,859
$ 102,372 $

Level 2

Level 3

$

Fair Value Measurement at March 31, 2012

Using
Level 1
(in thousands)
$ 62,146 $
10,211
38,975
$ 111,332 $

Level 2

Level 3

$
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At June 30 and March 31, 2012, the Company valued money market funds and United States government obligations using a Level 1 valuation
because market prices in active markets for identical assets were readily available. The per-share net asset value of the Company s money market
funds has remained at a constant amount of $1.00 per share. Also, as of June 30 and March 31, 2012, there were no withdrawal limits on
redemptions for any of the money market funds that the Company holds. The Company did not value any financial assets using Level 2 or Level
3 valuations at June 30 or March 31, 2012.
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8.  Earnings Per Share
The following is a reconciliation of the amounts used in calculating basic and diluted net income per common share for the three months ended
June 30, 2012 and 2011:

Three Months Ended June 30,
2012 2011
(dollars in thousands, except per
share amounts)
Net income (numerator):

Basic and diluted net income attributable to common

stockholders $ 3,794 $ 4,189
Dividends paid on nonvested restricted stock 61) (20)
Undistributed earnings attributable to nonvested restricted

stock (®)] (11)

Net income available to common stockholders excluding
nonvested restricted stock $ 3,728 $ 4,158

Shares (denominator):

Weighted average common shares outstanding  basic 22,435,937 22,090,270
Effect of other dilutive securities - options 344,973 547,079
Weighted average diluted shares outstanding 22,780,910 22,637,349

Net income per common share:

Basic $ 0.17 $ 0.19

Diluted $ 0.16 $ 0.18
The weighted average diluted shares outstanding during any period does not include shares issuable upon exercise of any stock option where the
exercise price of the stock option is greater than the average market price because including such shares would be anti-dilutive. There were no
options with an anti-dilutive effect during the three months ended June 30, 2012 or 2011.

9.  Stockholders Equity
Treasury Stock

On January 31, 2005, the Company announced that the Board had authorized the repurchase of up to 1,000,000 shares of the Company s common
stock from time to time on the open market or in privately negotiated transactions. On February 4, 2008, the Company announced that the Board
had authorized the repurchase of an additional 1,000,000 shares of the Company s common stock under the stock repurchase program. This stock
repurchase program does not have a specified termination date. Any repurchased shares will be available for use in connection with the

Company s stock plans or other corporate purposes. The Company expended $101,000 and $219,000 to purchase 3,784 and 5,571 shares during
the three months ended June 30, 2012 and 2011, respectively, at average prices of $26.38 and $39.22 per share, respectively. Restricted stock
shares withheld from employees to satisfy the minimum statutory withholding obligations with respect to the income recognized by these
employees upon the vesting of their restricted stock shares are included in these totals.

As of June 30, 2012, the Company had repurchased 1,554,848 shares of common stock under the stock repurchase program. Stock repurchased
under the stock repurchase program, restricted stock shares withheld from employees to satisfy the minimum statutory withholding obligations
with respect to the income recognized by these employees upon the vesting of their restricted stock shares, and net settlements of exercised stock
options are included in the total repurchased.
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Dividend

The following table summarizes the Company s cash dividend payments for the three months ended June 30, 2012:

Stockholder Record
Declaration Date Date Payment Date Amount per Share
May 2, 2012 June 14, 2012 June 28, 2012 $ 0.15

The following table summarizes the Company s cash dividend payments for the three months ended June 30, 2011:

Stockholder Record
Declaration Date Date Payment Date Amount per Share
May 4, 2011 June 15, 2011 June 29, 2011 $ 0.12

The declaration of cash dividends in the future is subject to final determination each quarter by the Board based on a number of factors,
including the Company s financial performance and available cash resources, its cash requirements and alternative uses of cash that the Board
may conclude would represent an opportunity to generate a greater return on investment for the Company. The Board may decide that future
dividends will be in amounts that are different than the amount described above or may decide to suspend or discontinue the payment of cash
dividends altogether. See Note 13 for additional information regarding the Company s plans for future cash dividends.

10. Business Segment and Geographic Information

The Company operates in one industry segment, the development and sale of computer software programs and related services. The chief
operating decision maker evaluates the performance of the Company using one industry segment. Revenue from transactions with United States
government agencies was approximately 35.1% and 30.8% of total revenue for the three months ended June 30, 2012 and 2011, respectively. No
single customer accounted for 10% or more of revenue for the three months ended June 30, 2012 and 2011. In addition, there was no country,
with the exception of the United States, where aggregate sales accounted for 10% or more of total revenue in either the three months ended

June 30, 2012 and 2011. Substantially all assets were held in the United States at June 30 and March 31, 2012. Revenue by geographic area and
as a percentage of total revenue follows:

Three Months Ended
June 30,
2012 2011

(dollars in thousands)
Geographic Area:
United States $35,210 $ 29,699
International 8,821 10,548
Total revenue $ 44,031 $40,247
Geographic Area:
United States 80.0% 73.8%
International 20.0% 26.2%
Total revenue 100.0% 100.0%
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11. Commitments and Contingencies

The Company accounts for guarantees in accordance with FASB Interpretation No. 45, Guarantor s Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others (as codified in ASC 460 Guarantees ). Interpretation No. 45 elaborates on
the disclosures required in financial statements concerning obligations under certain guarantees. It also clarifies the requirements related to the
recognition of liabilities by a guarantor at the inception of certain guarantees. The provisions related to recognizing a liability at inception of the
guarantee do not apply to product warranties or indemnification provisions in the Company s software license agreements.

Under the terms of substantially all of the Company s license agreements, it has agreed to defend and pay any final judgment against its
customers arising from claims against such customers that the Company s software products infringe the intellectual property rights of a third
party. To date: i) the Company has not received any notice that any customer is subject to an infringement claim arising from the use of its
software products, ii) the Company has not received any request to defend any customers from infringement claims arising from the use of its
software products, and iii) the Company has not paid any final judgment on behalf of any customer related to an infringement claim arising from
the use of its software products. Because the outcome of infringement disputes are related to the specific facts in each case, and given the lack of
previous or current indemnification claims, the Company cannot estimate the maximum amount of potential future payments, if any, related to
its indemnification provisions. However, the Company believes these indemnification provisions will not have a material adverse effect on its
operating performance, financial condition, or cash flows. As of June 30, 2012, the Company has not recorded any liabilities related to these
indemnifications.

The Company s standard license agreement includes a warranty provision for software products. The Company generally warrants for the first
ninety days after delivery that the software shall operate substantially as stated in the then current documentation provided that the software is
used in a supported computer system. The Company provides for the estimated cost of product warranties based on specific warranty claims,
provided that it is probable that a liability exists and provided the amount can be reasonably estimated. To date, the Company has not had any
material costs associated with these warranties.

The Company is involved in other claims and legal proceedings arising from normal operations. The Company does not expect these matters,
individually or in the aggregate, to have a material effect on the Company s financial condition, results of operations, or cash flows.
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12. Income Taxes

The Company s effective tax rate was 38.8% and 32.8% for the three months ended June 30, 2012 and 2011, respectively. The Company s tax rate
differed from the statutory tax rate in the three months ended June 30, 2012 largely due to state income taxes, the difference between United

States and foreign tax rates, the domestic production activities deduction, and book compensation under the Company s ESPP not deductible for
tax purposes. The Company s tax rate differed from the statutory tax rate in the three months ended June 30, 2011 largely due to state income
taxes, the difference between United States and foreign tax rates, the research and development tax credit, the domestic production activities
deduction, and book compensation under the Company s ESPP not deductible for tax purposes.

The increase in the Company s effective tax rate for the three month period ended June 30, 2012, as compared to the same periods in the prior
fiscal year, was principally due to the research and development tax credit not being available to it during the three month period ended June 30,
2012. The tax credit expired on December 31, 2011.

The following table summarizes the tax years that are either currently under audit or remain open under the statute of limitations and are subject
to examination by the tax authorities in the most significant jurisdictions in which the Company operates:

Australia FY09

Belgium FY10 FY11
France FY12

Germany FY08 FY10
United Kingdom FY10 FY11
Singapore FY08 FY10
United States FY09 FYl11
Maryland FY07 FYl1l

13. Subsequent Events

On August 2, 2012, the Board approved a quarterly cash dividend in the amount of $0.15 per share, which will be paid on September 26, 2012 to
stockholders of record as of the close of business on September 12, 2012. The declaration of cash dividends in the future is subject to final
determination each quarter by the Board based on a number of factors, including the Company s financial performance and available cash
resources, its cash requirements and alternative uses of cash that the Board may conclude would represent an opportunity to generate a greater
return on investment for the Company. The Board may decide that future dividends will be in amounts that are different than the amount
described above or may decide to suspend or discontinue the payment of cash dividends altogether.
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ITEM 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis related to our financial condition and results of operations for the three months ended June 30, 2012 and
2011 should be read in conjunction with the condensed consolidated financial statements and the related notes included elsewhere in this report.
You should also read the following discussion and analysis in conjunction with the consolidated financial statements and the related notes and
Management s Discussion and Analysis of Financial Condition and Results of Operations contained in the Annual Report on Form 10-K for the
fiscal year ended March 31, 2012, filed with the Securities and Exchange Commission, or SEC, on June 8, 2012. This discussion and analysis
contains forward-looking statements that involve risks, uncertainties, and assumptions and our actual results may differ materially from those
anticipated in these forward-looking statements as a result of certain factors, including, but not limited to, those set forth under the Risk Factors
section of our Form 10-K for the fiscal year ended March 31, 2012 and in subsequent SEC filings. We caution readers not to place undue
reliance on any such forward-looking statements, which are made pursuant to the Private Securities Litigation Reform Act of 1995, as amended,
and, as such, speak only as of the date made. We undertake no obligation to publicly update or revise any forward-looking statements, whether
as a result of new information, future events or otherwise, after the date of this Form 10-Q.

Overview

OPNET Technologies, Inc. is a provider of application performance management, or APM, and network performance management solutions.
Our software products address application performance management, network operations, capacity management, and network research and
development. Our customers include corporate enterprises, government and defense agencies, network service providers, and network
equipment manufacturers. Our software products and related services are designed to help our customers make better use of resources, reduce
operational problems and improve competitiveness.

We operate in one reportable industry segment, the development and sale of computer software products and related services. Our operations are
principally in the United States, and we have subsidiaries in Belgium, France, Germany, the United Kingdom, Singapore, China and Australia.
We primarily depend upon our direct sales force to generate revenue in the United States. Sales outside the United States are made through our
international sales team as well as third-party distributors and value-added resellers, who generally are responsible for providing technical
support and service to customers within their territory.

Our revenue is derived from three primary sources: (1) products, (2) product updates, technical support and services, and (3) professional
services, which include consulting and training services for customers without current maintenance agreements. Product revenue represents all
fees earned from granting customers licenses to use our software and fees associated with hardware platforms used to deliver some software
products, but excludes revenue derived from product updates, which are included in product updates, technical support, and services revenue.
Our software master license agreement provides our customers with the right to use our software either perpetually, which we refer to as
perpetual licenses, or during a defined term, generally for one to four years, which we refer to as term licenses. For the three months ended
June 30, 2012 and 2011, perpetual licenses represented approximately 97% and 90%, respectively, of product revenue. Product updates,
technical support, and services revenue represents fees associated with the sale of unspecified product updates, technical support and
when-and-if available training under our maintenance agreements. Substantially all of our product arrangements generate both product revenue
and product updates, technical support, and services revenue. We offer professional services, under both time-and-material and fixed-price
agreements, primarily to facilitate the adoption of our software products.

We consider our consulting services to be an integral part of our business model as they are centered on our software product offerings. Because
our consulting services facilitate the adoption of our software product offerings, we believe that they ultimately generate additional sales of
product licenses.

The key strategies of our business plan include increasing sales both to new customers and to existing customers, increasing deal size by selling
modules and introducing new software products, improving our sales and marketing execution, establishing alliances to extend our market reach,
increasing our international presence, and increasing profitability. We have focused our sales, marketing, and other efforts on corporate
enterprise and United States government opportunities and, to a much lesser extent, service provider and network equipment manufacturer
opportunities. Our focus and strategies are designed to increase revenue and profitability. Because of the uncertainty surrounding the amount and
timing of revenue growth, we expect to need to closely control the increases in our total expenses as we implement these strategies.
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Summary of Our Sequential Quarter-Over-Quarter Financial Performance

The following table summarizes information derived from our unaudited condensed consolidated financial statements and other key metrics:

Three Months Ended
June 30, March 31, Amount Percentage
2012 2012 Change Change

(dollars in thousands, except per share data)
Statement of Operations Data:

Total revenue $ 44,031 $ 44,563 $ (532) (1.2)%
Total cost of revenue $ 9776 $ 10,327 $ (551 (5.3)%
Gross profit $ 34,255 $ 34,236 $ 19 0.0%
Gross profit as a percentage of total revenue (gross margin) 77.8% 76.8%

Total operating expenses $ 28,066 $ 28,173 $ (107) 0.4)%
Income from operations $ 6,189 $ 6,063 $ 126 2.1%
Income from operations as a percentage of total revenue (operating margin) 14.1% 13.6%

Net income $ 3,794 $ 4,035 $ (241 (6.0)%
Diluted net income per common share $ 0.16 $ 0.18 $ (0.02) (11.1)%
Other Operations Data:

Total employees (period end) 654 618 36 5.8%
Total average employees 623 601 22 3.7%
Total consultants (period end) 96 93 3 3.2%
Total quota-carrying sales persons (excluding directors and inside sales

representatives) (period end) 90 86 4 4.7%
Financial Condition and Liquidity Data:

Cash, cash equivalents, and marketable securities (period end) $ 102,372 $111,332 $ (8,960) (8.0)%
Cash flows (used)/provided by operating activities $ 7,125 $ 15,883 $ (8,758) (535.D)%
Total deferred revenue (period end) $ 53,193 $ 54,859 $ (1,666) 3.0)%

Our decrease in total revenue in the three months ended June 30, 2012, or Q1 fiscal 2013, from the three months ended March 31, 2012, or Q4
fiscal 2012, was principally due to a decrease in product revenue of $1.2 million which was partially offset by a $606,000 increase in product
updates, technical support and services revenue. The decrease in product revenue was principally due to a decrease in product sales to corporate
enterprise customers, which was partially offset by an increase in product sales to United States government customers. Total revenue generated
from sales to United States government customers increased by $2.7 million during Q1 fiscal 2013 as compared to Q4 fiscal 2012. The
percentage of total revenue from United States government customers increased to 35.1% in Q1 fiscal 2013 from 28.6% in Q4 fiscal 2012.

Our international revenue was $8.8 million and $9.8 million for Q1 fiscal 2013 and Q4 fiscal 2012, respectively. The decrease in international
revenue was primarily the result of a decrease in product sales to corporate enterprise customers, international government customers, and
service providers. As a percentage of total revenue, international revenue decreased from 22.0% to 20.0% during Q1 fiscal 2013. We expect
international revenue to continue to account for a significant portion of our total revenue in the future. Sales to corporate enterprises accounted
for the largest portion of our international revenue during Q1 fiscal 2013. We believe that continued growth and profitability will require further
expansion of our sales, marketing and customer service functions in international markets.
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Our gross profit increased slightly to $34.3 million for Q1 fiscal 2013 from $34.2 million for Q4 fiscal 2012. Our gross margin increased to
77.8% in Q1 fiscal 2013 from 76.8% in Q4 fiscal 2012. The increase in our gross margin was principally due to a decline in hardware costs
associated with sales of our AppResponse Xpert products and an increase in the profitability of certain fixed price consulting projects. The

following table summarizes the gross margins on revenue for Q1 fiscal 2013 and Q4 fiscal 2012:

Gross Margin Q1 Fiscal 2013 Q4 Fiscal 2012

Product 85.4% 83.8%
Product updates, technical support and services 90.4% 90.2%
Professional services 33.3% 30.2%

During QI fiscal 2013, as compared to Q4 fiscal 2012, we experienced a decrease in cash, cash equivalents, and marketable securities of $9.0
million. The decline was largely related to the acquisition of Clarus Systems, Inc.

Seasonality

Our product revenue tends to be seasonal. Product revenue from corporate enterprise customers, which represents the largest portion of our
product revenue, has historically been the highest in the quarter ending December 31, our third fiscal quarter. Corporate enterprise customers
typically operate on a calendar year end. As a result, it has been our experience that they often spend the remaining portion of their budgets in
the December quarter.

In addition, European buying patterns have historically resulted in a decline in product sales in the summer months followed by increased
product sales in our third fiscal quarter, reflecting European vacation practices and the resulting delay in product purchase activities until the
conclusion of the summer vacation season. Corporate enterprise customers represent the largest portion of our sales to customers in Europe.

The increase in product revenue from corporate enterprise customers and European customers in the quarter ended December 31 has historically
more than offset the sequential decline in product sales to the United States government during the same quarter. Product revenue from United
States government customers has historically been highest in the quarter ending September 30, which coincides with the United States
government fiscal year-end, and reflects higher demand for product purchases prior to the end of their fiscal year. United States government
product purchases then typically decline sequentially in the quarter ending December 31.

While we expect these historical trends to continue, they could be affected by a number of factors, including the relative proportions of our
business conducted with government compared to commercial customers and domestic compared to European customers, a decline in general
economic conditions, changes in the timing or amounts of United States government spending resulting from budget constraints or other factors,
and our continued expansion into international markets.

Trends That May Affect Business and Future Results
We anticipate the following trends and patterns over the next several quarters:

Total Revenue. We believe the current overall economic environment is showing signs of improvement but parts of the world economy,
including countries comprising the European Union, appear to be declining. Our ability to generate increased revenue domestically and
internationally will depend largely upon continued improvement in overall economic conditions. We expect future growth opportunities in
product revenue and product updates, technical support and services revenue to come from sales to corporate enterprise customers and the
United States government, as we believe our products offer competitive advantages in these markets. Our ability to generate increased revenue
from United States government customers will be impacted by the length and severity of budget constraints. We expect product revenue and
product updates, technical support and services revenue from sales to service providers and network equipment manufacturers to fluctuate from
quarter to quarter with the potential for periods of declining revenue. Our ability to increase professional services revenue will depend in part on
our ability to attract and retain additional qualified consultants, including those with security clearances. We believe that continued increases in
the proportion of sales of our APM products, as compared to our other products, could cause the percentage of our total revenue attributable to
professional services revenue to decline and might also cause an absolute decline in professional services revenue because our APM products
generally require less consulting time to implement. As a result of these factors, we believe that we will likely experience fluctuations in
quarterly revenue.

Gross Profit Margin. Our overall gross profit margin will continue to be affected by the proportion of total revenue generated from products and
product updates, technical support and services, as revenue from these sources has substantially higher gross margins than the gross margin on
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revenue from professional services. Our overall gross profit margin will also be affected by the proportion of our product revenue that is derived
from products delivered on hardware platforms, the amount of fees paid to indirect channel partners and the profitability of individual consulting
engagements. Amortization of technology associated with acquisitions of technology that we may make in future periods may also affect our
gross profit margin.
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Research and Development Expenses. We believe that continued investment in research and development will be required to maintain our
competitive position and broaden our software product lines, as well as enhance the features and functionality of our current software products,
especially our APM products. We believe there is more competition in the markets served by our APM products as compared to the markets for
our other products. We made personnel investments in research and development during fiscal 2012, and we plan to continue making
investments in additional personnel during fiscal 2013. We expect that the absolute dollar amount of these expenses will continue to grow but
generally decrease as a percentage of total revenue in future periods, although our ability to decrease these expenses as a percentage of revenue
will depend upon our ability to increase our revenue, among other factors.

Sales and Marketing Expenses. We depend upon our direct sales model to generate revenue and believe that increasing the size of our
quota-carrying sales team is essential for long-term growth. During fiscal 2012, we focused on improving the productivity o
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