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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 December 31, 2008

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)

Delaware 7372 52-1483235

(State or other jurisdiction of
incorporation or organization)

(Primary Standard Industrial

Classification Code Number)

(I.R.S. Employer

Identification No.)
7255 Woodmont Avenue

Bethesda, MD 20814

(Address of principal executive office)

(240) 497-3000

(Registrant�s telephone number, including area code)
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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 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 February 2, 2009 was 20,630,845.
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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 data)

(unaudited)

December 31,
2008

March 31,
2008

ASSETS
Current assets:
Cash and cash equivalents $ 88,798 $ 71,410
Marketable securities �  7,451
Accounts receivable, net of $454 and $154 in allowance for doubtful accounts at December 31, and March
31, 2008, respectively 24,681 20,780
Unbilled accounts receivable 5,820 5,366
Inventory 163 319
Deferred income taxes, prepaid expenses and other current assets 3,227 3,627

Total current assets 122,689 108,953

Marketable securities �  6,968
Property and equipment, net 13,905 10,884
Intangible assets, net 6,715 8,633
Goodwill 14,639 14,639
Deferred income taxes and other assets 4,827 3,461

Total assets $ 162,775 $ 153,538

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable $ 790 $ 489
Accrued liabilities 11,302 8,555
Other income taxes 279 658
Deferred rent 327 326
Deferred revenue 28,404 28,722

Total current liabilities 41,102 38,750

Accrued liabilities 59 59
Deferred rent 2,671 1,762
Deferred revenue 2,561 1,772
Other income taxes 484 550

Total liabilities 46,877 42,893
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Commitments and contingencies (Note 9)
Stockholders� equity:
Common stock-par value $0.001; 100,000,000 shares authorized; 27,785,897 and 27,576,355 shares issued
at December 31, and March 31, 2008, respectively; 20,548,833 and 20,407,123 shares outstanding at
December 31, and March 31, 2008, respectively 28 28
Additional paid-in capital 92,351 89,878
Retained earnings 39,641 34,838
Accumulated other comprehensive (loss) income (978) 160
Treasury stock, at cost�7,237,064 and 7,169,232 shares at December 31, and March 31, 2008, respectively (15,144) (14,259)

Total stockholders� equity 115,898 110,645

Total liabilities and stockholders� equity $ 162,775 $ 153,538

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

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

(unaudited)

Three Months Ended
December 31,

Nine Months Ended
December 31,

2008 2007 2008 2007
Revenue:
New software licenses $ 13,578 $ 10,224 $ 40,525 $ 28,550
Software license updates, technical support and services 11,078 8,889 32,034 25,573
Professional services 6,859 6,904 21,408 20,217

Total revenue 31,515 26,017 93,967 74,340

Cost of revenue:
New software licenses 1,208 370 2,384 733
Software license updates, technical support and services 1,223 1,066 3,496 3,305
Professional services 4,911 4,886 15,992 13,778
Amortization of acquired technology and customer relationships 543 604 1,700 933

Total cost of revenue 7,885 6,926 23,572 18,749

Gross profit 23,630 19,091 70,395 55,591

Operating expenses:
Research and development 7,341 7,190 23,045 19,993
Sales and marketing 10,691 10,744 31,615 28,859
General and administrative 2,766 3,503 8,837 8,933

Total operating expenses 20,798 21,437 63,497 57,785

Income (loss) from operations 2,832 (2,346) 6,898 (2,194)
Interest and other income, net 265 902 1,060 2,953

Income (loss) before provision (benefit) for income taxes 3,097 (1,444) 7,958 759
Provision (benefit) for income taxes 1,135 (132) 3,155 123

Net income (loss) $ 1,962 $ (1,312) $ 4,803 $ 636

Basic net income (loss) per common share $ 0.10 $ (0.06) $ 0.24 $ 0.03

Diluted net income (loss) per common share $ 0.10 $ (0.06) $ 0.23 $ 0.03

Basic weighted average common shares outstanding 20,315 20,273 20,267 20,389

Diluted weighted average common shares outstanding 20,652 20,273 20,578 20,711
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See accompanying notes to condensed consolidated financial statements.
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OPNET TECHNOLOGIES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

(unaudited)

Nine Months Ended
December 31,

2008 2007
Cash flows from operating activities:
Net income $ 4,803 $ 636
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 4,154 2,650
Provision for losses on accounts receivable 387 26
Deferred income taxes (1,159) (458)
Non-cash stock-based compensation expense 1,152 1,125
Loss on disposition of fixed assets 24 �  
Changes in assets and liabilities:
Accounts receivable (4,742) (283)
Inventory 808 (140)
Prepaid expenses and other current assets (908) 326
Other assets (491) (134)
Accounts payable 301 195
Accrued liabilities 2,381 930
Accrued income taxes 1,283 (564)
Deferred revenue 471 3,240
Deferred rent (184) (79)
Excess tax benefit from exercise of stock options (48) (32)

Net cash provided by operating activities 8,232 7,438

Cash flows from investing activities:
Acquisition of certain assets from Network Physics �  (10,005)
Purchase of property and equipment (4,454) (3,548)
Purchase of investments �  (93,557)
Proceeds from sale/maturity of investments 14,800 97,878

Net cash provided by (used in) investing activities 10,346 (9,232)

Cash flows from financing activities:
Acquisition of treasury stock (885) (4,427)
Proceeds from exercise of common stock options 622 356
Excess tax benefit from exercise of stock options 48 32
Issuance of common stock under employee stock purchase plan 552 482

Net cash provided by (used in) financing activities 337 (3,557)

Effect of exchange rate changes on cash and cash equivalents (1,527) 46

Net increase (decrease) in cash and cash equivalents 17,388 (5,305)
Cash and cash equivalents, beginning of period 71,410 34,766
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Cash and cash equivalents, end of period $ 88,798 $ 29,461

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

December 31, 2008

(unaudited)

1. Organization and Significant Accounting Policies
Organization. OPNET Technologies, Inc., (hereafter, the Company or OPNET), is a provider of software products and related services for
managing networks and applications. 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, 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 wholly-owned subsidiaries in Paris, France; Frankfurt, Germany; Slough, United Kingdom;
Sydney, Australia; and Singapore; third-party distributors; and value-added resellers. The Company is headquartered in Bethesda, Maryland and
has offices in Cary, North Carolina; Dallas, Texas; Santa Clara, California; and Nashua, New Hampshire.

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 year ended March 31, 2008 filed with the SEC. The March 31, 2008
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 and nine months ended December 31, 2008 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
December 31,

Nine Months Ended
December 31,

2008 2007 2008 2007
(in thousands)

Cash paid during the period:
Income tax payments $ 2,513 $ 392 $ 2,918 $ 1,295
Non-cash financing and investing activities:
Change in unrealized gain on marketable securities 190 �  381 �  
Restricted stock issued 35 9 597 613
Accrued liability for the purchase of property and
equipment 74 92 74 92
Tenant improvement allowance received from landlord �  �  1,095 �  
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2. Significant Accounting Policies
The following discussion updates the Company�s disclosures on significant accounting policies (as previously outlined in the Company�s Annual
Report on Form 10-K for the year ended March 31, 2008) to include an overview of the impact of accounting pronouncements adopted in the
current fiscal year.

In September 2006, the Financial Accounting Standards Board, or FASB, issued Statement of Financial Accounting Standards No. 157, �Fair
Value Measurements,� or SFAS No. 157. This standard clarifies the principle that fair value should be based on the assumptions that market
participants would use when pricing an asset or liability. Additionally, it establishes a fair value hierarchy that prioritizes the information used to
develop those assumptions. SFAS No. 157 is effective for financial statements issued for fiscal years beginning after November 15, 2007. The
Company adopted SFAS No. 157 effective April 1, 2008.

SFAS No. 157 requires disclosures regarding the manner in which fair value is determined for assets and liabilities and establishes a three-tiered
value hierarchy into which these assets and liabilities must be grouped, based upon significant levels of inputs as follows:

� Level 1 � Quoted prices (unadjusted) in active markets for identical assets or liabilities.

� Level 2 � Observable inputs, other than Level 1 prices, such as quoted prices in active markets for similar assets and liabilities in
markets that are not active, or other inputs that are observable or can be corroborated by observable inputs.

� Level 3 � Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities. This includes certain pricing models, discounted cash flow methodologies and similar techniques that use significant
unobservable inputs.

The lowest level of significant input determines the placement of the entire fair value measurement in the hierarchy. The Company views
auction rate securities, or ARS, as Level 3 assets and municipal securities and money market funds as Level 1 assets.

The following table summarizes the composition of the Company�s marketable securities at March 31, 2008:

March 31, 2008

Amortized
Cost

Gross
Unrealized

Gain

Gross
Unrealized

Loss
Market
Value

Classification on Balance
Sheet

Short-Term
Investments

Long-Term
Investments

(in thousands)
Auction rate securities $ 8,800 $ �  $ (381) $ 8,419 $ 1,451 $ 6,968
Municipal securities 6,000 �  �  6,000 6,000 �  

Total marketable securities $ 14,800 $ �  $ (381) $ 14,419 $ 7,451 $ 6,968

The Company held no marketable securities at December 31, 2008. 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 equivalents, at December 31, 2008:

Fair Value Measurement at
December 31, 2008 Using

Total Fair Value
at December 31, 2008 Level 1 Level 2 Level 3

(in thousands)
Money market funds $ 78,173 $ 78,173 $ �  $ �  
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Total $ 78,173 $ 78,173 $ �  $ �  
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At December 31, 2008, the Company grouped money market funds using a Level 1 valuation because market prices are 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 December 31,
2008, there were no withdrawal limits on redemptions for any of the money market funds that the Company holds. The Company did not group
any financials assets using a Level 2 or Level 3 valuation at December 31, 2008.

The following table summarizes the activity for the Company�s ARS measured at fair value using Level 3 inputs:

ARS
(in thousands)

Balance as of March 31, 2008 $ 8,419
Redemptions (at par) during nine months ended December 31, 2008 (8,800)
Total gains and losses:
Included in earnings (realized) �  
Change in unrealized gains included in accumulated other comprehensive income 381

Balance as of December 31, 2008 $ �  

All investments in ARS were considered Level 3 investments as of the date of adoption of SFAS No. 157.

On October 20, 2008, the Company elected to participate in a program offered by the investment advisor to repurchase all of its ARS for cash at
par value plus accrued interest. As of December 31, 2008, all of the Company�s ARS had been repurchased as part of the program and, as of
December 31, 2008 it did not hold any ARS and had no ARS impairment charges recorded on its balance sheet.

3. Recently Issued Accounting Pronouncements
In February 2007, the FASB issued SFAS No. 159, �The Fair Value Option for Financial Assets and Financial Liabilities,� or SFAS No. 159.
SFAS No. 159 permits entities to choose to measure, on an item-by-item basis, specified financial instruments and certain other items at fair
value. Unrealized gains and losses on items for which the fair value option has been elected are required to be reported in earnings at each
reporting date. SFAS No. 159 is effective for fiscal years beginning after November 15, 2007, the provisions of which are required to be applied
prospectively. SFAS No. 159 became effective for the Company as of April 1, 2008. The Company did not adopt the fair value measurement
provisions of the statement.

In December 2007, FASB issued SFAS No. 141(R), �Business Combinations,� or SFAS No. 141R. SFAS No. 141R, which replaces SFAS
No. 141, requires that the acquisition method of accounting (which SFAS No. 141 called the �purchase method�) be used for all business
combinations and for an acquirer to be identified for each business combination. SFAS No. 141R also establishes principles and requirements
for how the acquirer recognizes and measures in its financial statements the identifiable assets acquired, the liabilities assumed, and any
noncontrolling interest in the acquiree; recognizes and measures the goodwill acquired in the business combination or a gain from a bargain
purchase; and determines what information to disclose to enable users of the financial statements to evaluate the nature and financial effects of
the business combination. SFAS No. 141R also requires that acquisition-related costs be recognized separately from the business combination.
SFAS No. 141R will apply prospectively to business combinations for which the acquisition date is after fiscal years beginning on or after
December 15, 2008.

In May 2008, FASB issued SFAS No. 162, �The Hierarchy of Generally Accepted Principles,� or SFAS No. 162, which outlines the order of
authority for the sources of accounting principles. SFAS No. 162 is effective 60 days following the SEC�s approval of the Public Company
Accounting Oversight Board amendments to AU Section 411, �The Meaning of Present Fairly in Conformity with Generally Accepted
Accounting Principles.� The Company does not expect SFAS No. 162 to have a material impact on its results of operations or financial condition.

8
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4. Stock-Based Compensation
The Company�s Amended and Restated 2000 Stock Incentive Plan, or 2000 Plan, provides for the granting of incentive and non-qualified stock
options and restricted stock to purchase up to 5,539,742 shares of the Company�s common stock. The number of shares available for issuance
will automatically increase on the first trading day of each calendar year by an amount equal to the lesser of 3% of the shares of common stock
outstanding on the last trading day of the preceding calendar year, or an amount determined by the Board of Directors, not to exceed an annual
increase of 1,000,000 shares. The Board of Directors voted not to increase the number of shares for issuance on the first trading day of calendar
year 2008 or calendar year 2009. Options are granted for terms up to ten years and generally vest over periods ranging from one to six years
from the date of the grant. Restricted stock granted to employees under this plan generally vest over one to four years from the date the restricted
stock grants are approved by the Board of Directors. Restricted stock granted to non-employees under this plan generally vests either over one
year from the date of the grant, or vests for less than a year from the date of the grant. New option grants and restricted stock grants are granted
from new shares of the Company�s common stock.

The Company�s 1993 Incentive Stock Option Plan, or 1993 Plan, provides for the granting of incentive stock options to purchase up to 3,000,000
shares of common stock of the Company. Options are granted for terms of up to ten years, and generally vest over periods ranging from one to
six years from the date of the grant. The Board of Directors approved a resolution to make no further grants for options or stock awards under
the 1993 Plan upon approval of the 2000 Plan.

In March 2000, the Board of Directors approved the adoption of the 2000 Director Stock Option Plan, which provides for the automatic annual
granting of options to purchase stock to the Company�s directors, who are not its employees, for up to a total of 225,000 shares of common stock
of the Company. There are no shares available for issuance under the 2000 Director Stock Option Plan.

During fiscal year 2001, the Board of Directors approved the adoption of the 2000 Employee Stock Purchase Plan, or ESPP, which provides
every employee, including members of the Board of Directors who are employees, to collectively purchase up to a total of 450,000 shares of
common stock of the Company. On July 21, 2008, the stockholders voted to increase the number of shares authorized for issuance to 650,000
shares. An employee may authorize a payroll deduction up to a maximum of 10% of her or his 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
and is considered compensatory under SFAS No. 123R, �Share-Based Payments.�

Excess tax benefits from the exercise of stock options are presented as a cash flow from financing activity. For the three months ended
December 31, 2008 and 2007, excess tax benefits from the exercise of stock options were $1,000 and $9,000, respectively. For the nine months
ended December 31, 2008 and 2007, excess tax benefits from the exercise of stock options were $48,000 and $32,000, respectively.

A summary of the total stock-based compensation expense for the three and nine months ended December 31, 2008 and 2007 is as follows:

Three Months Ended Nine Months Ended
December 31,

2008
December 31,

2007
December 31,

2008
December 31,

2007
(in thousands)

Stock options $ 4 $ 107 $ 169 $ 373
Restricted stock 247 168 673 424
ESPP 112 87 310 328

Total stock-based compensation $ 363 $ 362 $ 1,152 $ 1,125
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A summary of the total nonvested stock-based deferred compensation at December 31, 2008 and 2007 is as follows:

December 31,
2008

December 31,
2007

(in thousands)
Restricted stock $ 1,614 $ 1,468
Stock options 3 272
ESPP 34 28

Total nonvested stock-based compensation $ 1,651 $ 1,768

The cost of the nonvested restricted stock, stock options and ESPP at December 31, 2008 are expected to be recognized over a weighted average
period of 1.0 year, 1.5 months and 1 month, respectively.

Stock Options

The Company�s stock option programs 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 and nine months ended December 31, 2008 and 2007 is as follows:

Three Months Ended December 31, 2008

Options

Weighted
Average

Exercise Price
Per Share

Weighted
Average

Remaining
Contract Life

(Years)

Aggregate
Intrinsic

Value

Weighted
Average

Grant Date
Fair

Value
Per

Option
Share

(dollars in thousands, except per share amounts)
Outstanding at beginning of period 2,583,419 $ 10.89 �  $ 1,654 $ 7.63
Granted �  $ �  �  $ �  $ �  
Exercised (7,300) $ 6.83 �  $ 35 $ 4.77
Forfeited or expired (100) $ 11.75 �  $ �  $ 8.15

Outstanding at end of period 2,576,019 $ 10.90 3.17 $ 1,637 $ 7.63

Exercisable at end of period 2,575,394 $ 10.90 3.16 $ 1,636 $ 7.63
Nonvested at end of period and nonvested option
expected to be exercised 625 $ 7.63 6.16 $ 1 $ 4.18

Three Months Ended December 31, 2007

Options

Weighted
Average

Exercise Price
Per Share

Weighted
Average

Remaining
Contract Life

(Years)

Aggregate
Intrinsic

Value

Weighted
Average

Grant Date
Fair

Value
Per

Option
Share

(dollars in thousands, except per share amounts)
Outstanding at beginning of period 2,796,940 $ 10.78 �  $ 2,089 $ 7.55
Granted �  $ �  �  $ �  $ �  
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Exercised (27,150) $ 6.86 �  $ 93 $ 4.71
Forfeited or expired (35,900) $ 12.86 �  $ 1 $ 8.89

Outstanding at end of period 2,733,890 $ 10.79 4.18 $ 2,019 $ 7.56

Exercisable at end of period 2,655,864 $ 10.84 4.11 $ 1,990 $ 7.61
Nonvested at end of period 78,026 $ 9.00 6.60 $ 29 $ 6.00
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Nine Months Ended December 31, 2008

Options

Weighted
Average
Exercise

Price
Per Share

Weighted
Average

Remaining
Contract Life

(Years)

Aggregate
Intrinsic

Value

Weighted
Average
Grant
Date
Fair

Value
Per

Option
Share

(dollars in thousands, except per share amounts)
Outstanding at beginning of period 2,720,121 $ 10.79 �  $ 1,854 $ 7.56
Granted �  $ �  �  $ �  $ �  
Exercised (88,552) $ 7.02 �  $ 444 $ 4.92
Forfeited or expired (55,550) $ 11.86 �  $ 4 $ 8.42

Outstanding at end of period 2,576,019 $ 10.90 3.17 $ 1,637 $ 7.63

Exercisable at end of period 2,575,394 $ 10.90 3.16 $ 1,636 $ 7.63
Nonvested at end of period 625 $ 7.63 6.16 $ 1 $ 4.18

Nine Months Ended December 31, 2007

Options

Weighted
Average

Exercise Price
Per Share

Weighted
Average

Remaining
Contract Life

(Years)

Aggregate
Intrinsic

Value

Weighted
Average

Grant Date
Fair

Value
Per

Option
Share

(dollars in thousands, except per share amounts)
Outstanding at beginning of period 2,841,065 $ 10.73 �  $ 2,217 $ 7.51
Granted �  $ �  �  $ �  $ �  
Exercised (58,475) $ 6.09 �  $ 252 $ 4.24
Forfeited or expired (48,700) $ 12.79 �  $ 1 $ 8.91

Outstanding at end of period 2,733,890 $ 10.79 4.18 $ 2,019 $ 7.56

Exercisable at end of period 2,655,864 $ 10.84 4.11 $ 1,990 $ 7.61
Nonvested at end of period 78,026 $ 9.00 6.60 $ 29 $ 6.00
During the three months ended December 31, 2008, no stock options vested or were granted.

To estimate the grant-date fair value of its stock options, the Company uses 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 uses a U.S. Treasury Bond due in a number of years equal to the option�s expected term. To determine
expected volatility, the Company analyzes the historical volatility of its stock over the expected term of the option.

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. SFAS No. 123R also requires the Company to estimate
forfeitures in calculating the expense related to stock-based compensation. 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 will be recognized in the period that they become known. Substantially all of the Company�s stock options are fully vested, and it expects all
remaining unvested options outstanding to vest. As a result, during the nine months ended December 31, 2008, the Company adjusted its
expected forfeiture rate to reflect actual stock option forfeitures. The adjustment of the Company�s forfeiture rate did not have a significant
impact on the financial statements.
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During the three months ended December 31, 2008 and 2007, respectively, the Company received proceeds of approximately $50,000 and
$186,000 and issued 7,300 and 27,150 shares of common stock, pursuant to employee and director exercises of stock options. During the nine
months ended December 31, 2008 and 2007, respectively, the Company received proceeds of approximately $622,000 and $356,000 and issued
88,552 and 58,475 shares of common stock, pursuant to employee 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.

A summary of the restricted stock grants for the three and nine months ended December 31, 2008 and 2007 is as follows:

Three Months Ended
December 31, 2008

Nine Months Ended
December 31, 2008

Restricted
Stock Grants

Weighted
Average

Grant Fair
Value Per

Share
Restricted

Stock Grants

Weighted
Average

Grant Fair
Value Per

Share
Nonvested at beginning of period 235,379 $ 11.05 213,177 $ 11.07
Granted 3,191 $ 11.41 55,605 $ 11.14
Vested (9,633) $ 13.45 (36,530) $ 11.95
Forfeited �  $ �  (3,315) $ 10.85

Nonvested at end of period 228,937 $ 10.95 228,937 $ 10.95

Three Months Ended
December 31, 2007

Nine Months Ended
December 31, 2007

Restricted
Stock Grants

Weighted
Average
Grant
Fair

Value Per
Share

Restricted
Stock Grants

Weighted
Average
Grant
Fair

Value Per
Share

Nonvested at beginning of period 184,494 $ 11.73 127,213 $ 12.14
Granted 1,049 $ 9.53 58,845 $ 10.83
Vested (4,861) $ 13.80 (4,861) $ 13.80
Forfeited (125) $ �  (640) $ �  

Nonvested at end of period 180,557 $ 11.66 180,557 $ 11.66

ESPP

During the nine months ended December 31, 2008 and 2007, respectively, employees purchased 68,700 and 54,590 shares of common stock
under the ESPP, resulting in proceeds to the Company of approximately $552,000 and $482,000, respectively.
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5. 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 and nine
months ended December 31, 2008 and 2007:

Three Months Ended
December 31,

Nine Months Ended
December 31,

2008 2007 2008 2007
(dollars in thousands, except per share amounts)

Net income (loss) (numerator):
Basic and diluted net income (loss) $ 1,962 $ (1,312) $ 4,803 $ 6,386

Shares (denominator):
Weighted average basic shares outstanding 20,315,256 20,272,622 20,267,311 20,389,299
Plus:
Effect of other dilutive securities�options 274,918 �  260,215 295,359
Effect of other dilutive securities�unvested stock 61,477 �  50,697 26,816

Weighted average diluted shares outstanding 20,651,651 20,272,622 20,578,223 20,711,474

Net income (loss) per common share:
Basic $ 0.10 $ (0.06) $ 0.24 $ 0.03
Diluted $ 0.10 $ (0.06) $ 0.23 $ 0.03
The weighted average diluted shares outstanding is not affected during any period where the exercise price of a stock option is greater than the
average market price. Options for the purchase of 1,211,790 and 1,835,394 common shares were excluded from the weighted average diluted
shares outstanding for the three months ended December 31, 2008 and 2007, respectively, because their effect was anti-dilutive. Options for the
purchase of 1,730,590 and 1,236,590 common shares were excluded from the weighted average diluted shares outstanding for the nine months
ended December 31, 2008 and 2007, respectively, because their effect was anti-dilutive.

6. Treasury Stock
On January 31, 2005, the Company announced that the Board of Directors 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 of Directors 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 $23,000 and $1,780,000 to
purchase 2,314 and 201,272 shares during the three months ended December 31, 2008 and 2007, respectively, at average prices of $9.84 and
$8.92 per share, respectively. The Company expended $885,000 and $4.4 million to purchase 67,832 and 449,048 shares during the nine months
ended December 31, 2008 and 2007, respectively, at average prices of $13.05 and $9.85 per share, respectively. During the three months ended
December 31, 2008 and 2007, 2,314 and 1,272, respectively, of the shares repurchased were shares of restricted stock withheld from employees
to satisfy the minimum statutory tax withholding obligations with respect to the income recognized by these employees upon the vesting of their
restricted stock shares during the quarter. During the nine months ended December 31, 2008 and 2007, 7,832 and 1,272, respectively, of the
shares repurchased were shares of restricted stock withheld from employees to satisfy the minimum statutory tax withholding obligations with
respect to the income recognized by these employees upon the vesting of their restricted stock shares during the quarter. As of December 31,
2008, the Company has expended an aggregate of $11.0 million to purchase 1,103,519 shares of common stock at an average price of $10.01 per
share under this program.
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7. 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
Executive Officer evaluates the performance of the Company using one industry segment. Revenue from transactions with United States
government agencies was approximately 31% and 34% of total revenue for the three months ended December 31, 2008 and 2007, respectively.
Revenue from transactions with United States government agencies was approximately 35% and 42% of total revenue for the nine months ended
December 31, 2008 and 2007, respectively. No single customer accounted for 10% or more of revenue for the three or nine months ended
December 31, 2008 and 2007. In addition, there was no country, with the exception of the United States, where aggregate sales accounted for
10% or more of total revenue. Substantially all assets were held in the United States at December 31, and March 31, 2008. Revenue by
geographic area and as a percentage of total revenue follows:

Three Months Ended
December 31,

Nine Months Ended
December 31,

2008 2007 2008 2007
(dollars in thousands)

Geographic Area:
United States $ 24,566 $ 20,025 $ 74,368 $ 59,701
International 6,949 5,992 19,599 14,639

Total revenue $ 31,515 $ 26,017 $ 93,967 $ 74,340

Geographic Area:
United States 77.9% 77.0% 79.1% 80.3%
International 22.1% 23.0% 20.9% 19.7%

Total revenue 100.0% 100.0% 100.0% 100.0%

8. Comprehensive Income
Comprehensive income includes net income, foreign currency translation adjustments, and unrealized gain or loss on marketable securities. The
components of comprehensive income, net of tax, are as follows:

Three Months Ended
December 31,

Nine Months Ended
December 31,

2008 2007 2008 2007
(in thousands)

Net income (loss) $ 1,962 $ (1,312) $ 4,803 $ 636
Foreign currency translation adjustments (985) 4 (1,519) 65
Unrealized gain on marketable securities 190 �  381 �  

Total comprehensive income (loss) $ 1,167 $ (1,308) $ 3,665 $ 701

9. Commitments and Contingencies
The Internal Revenue Service, or IRS, examined the Company�s federal corporate income tax returns for fiscal 2002 and 2003. The Company
reached an agreement with respect to the amount of research and development tax credits that it claimed on the Company�s tax returns for those
years. As a result of this agreement, the Company reduced the amount of the research and development tax credits claimed on its tax returns for
fiscal 2002 and 2003 by approximately $350,000 in aggregate. The IRS also asserted tax deficiencies related to the timing of revenue reported
on its tax returns for fiscal 2002 and 2003. The IRS asserted that revenue associated with certain contracts reported on the Company�s fiscal year
2003 tax return should have been included in taxable income on its tax return for the fiscal 2002. The Company appealed the IRS assertion and
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tax deficiencies exist relating to the revenue with respect to certain contracts for the years in issue. No further action is required.

The Company accounts for guarantees in accordance with Financial Accounting Standards Board issued Interpretation No. 45, �Guarantor�s
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others�, or Interpretation No. 45.
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 or financial condition. As of December 31, 2008, 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.

10. Income Taxes
The Company�s effective tax rate was 36.6% and 9.2% for the three months ended December 31, 2008 and 2007, respectively. The Company�s
effective tax rate was 39.6% and 16.2% for the nine months ended December 31, 2008 and 2007, respectively. For the three and nine months
ended December 31, 2008, the effective tax rate differed from the statutory tax rate principally due to state income taxes, differential in the US
and foreign tax rates, research and development credits and the domestic production activities deduction. The increase in the Company�s effective
tax rate for the three and nine months ended December 31, 2008, as compared to the same period in the prior fiscal year, was primarily due to a
significant increase in the Company�s book income for the three and nine month periods ended December 31, 2008, which diluted the impact of
permanent differences as compared to the same periods in the prior fiscal year. In addition, the Company did not earn tax exempt interest income
during the three and nine months ended December 31, 2008. During the three and nine months ended December 31, 2007, the Company earned
$302,000 and $1.0 million, respectively, of tax exempt income.
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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 that the Company operates:

Australia FY03 � FY08
Belgium FY04 � FY08
France FY05 � FY08
Germany FY04 � FY08
United Kingdom FY07 � FY08
United States FY02 � FY03
United States FY06 � FY08
Maryland FY04 � FY08
New York FY07 � FY08
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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 and nine months ended
December 31, 2008 and 2007, 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, 2008, filed with the SEC. This discussion and analysis contains forward-looking
statements that involve risks, uncertainties, and assumptions. 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 Part II, Item 1A � �Risk Factors� and
elsewhere in this Quarterly Report on Form 10-Q.

Overview

OPNET Technologies, Inc. is a provider of software products and related services for managing networks and applications. Our software
products address application performance management, network planning, engineering and operations, 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 programs and related services. Our operations
are principally in the United States, and we have subsidiaries in Australia, Belgium, France, Germany, the United Kingdom and Singapore. 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) new software licenses, (2) software license updates, technical support and services, and
(3) professional services, which include consulting and training services for customers without current maintenance agreements. New software
license revenue represents all fees earned from granting customers licenses to use our software and the purchase price for hardware platforms
associated with the delivery of some software, and excludes revenue derived from software license updates, which are included in software
license 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 nine months ended December 31, 2008, perpetual licenses represented approximately 90% of our software license
revenue. Substantially all of our software license arrangements include both perpetual and/or term licenses and software license updates,
technical support, and services. Software license updates, technical support, and services revenue represent fees associated with the sale of
unspecified license updates, technical support and when-and-if available training under our maintenance agreements. 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
software licenses.

The key strategies of our business plan include increasing sales 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

17

Edgar Filing: OPNET TECHNOLOGIES INC - Form 10-Q

Table of Contents 26



Table of Contents

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,
especially during the current economic conditions, we expect to need to closely control the increases in our total expenses as we implement these
strategies.

In March 2008, we launched an initiative to extend our market reach by establishing sales alliances with third parties called the Synergy
program. The Synergy program is designed to increase the penetration of our software products into mid-sized organizations. The Synergy
program�s initial focus will be on selling our application performance management software products, including ACE Live that provides end-user
experience monitoring and real-time application performance analytics, as we believe these software products are particularly well-suited for
channel distribution.

In March 2008, we also restructured our worldwide distribution agreement with Cisco Systems, or Cisco. Under the terms of the restructured
agreement, Cisco will distribute our software products as OPNET-branded software products.

Summary of Our Financial Performance and Trends That May Affect Business and Future Results

During the three months ended December 31, 2008, or Q3 fiscal 2009, as compared to the three months ended September 30, 2008, or Q2 fiscal
2009, we experienced a decrease in total revenue, gross profit, income from operations, net income, and cash flow from operations. We
generated an increase in cash, cash equivalents, and deferred revenue.

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

Three Months Ended
December 31,

2008
September 30,

2008
Amount
Change

Percentage
Change

(dollars in thousands, except per share data)
Operations Data:
Total revenue $ 31,515 $ 32,358 $ (843) (2.6)%
Total cost of revenue $ 7,885 $ 7,831 $ 54 0.6%
Gross profit $ 23,630 $ 24,527 $ (897) (3.7)%
Gross profit as a percentage of total revenue
(gross margin) 75.0% 75.8%
Total operating expenses $ 20,798 $ 21,406 $ (608) (2.8)%
Income from operations $ 2,832 $ 3,121 $ (289) (9.3)%
Income from operations as a percentage of total revenue
(operating margin) 9.0% 9.6%
Net income $ 1,962 $ 2,034 $ (72) (3.5)%
Diluted net income per common share $ 0.10 $ 0.10 $ �  0.0%
Total employees (period end) 576 556 20 3.6%
Total average employees 567 556 11 2.0%
Total consultants (period end) 120 118 2 1.7%
Total quota-carrying sales persons (excluding directors and
inside sales representatives) (period end) 71 71 �  0.0%

Financial Condition and Liquidity Data:
Cash, cash equivalents and marketable securities (period end) $ 88,798 $ 87,736 $ 1,062 1.2%
Cash flows provided by operating activities $ 3,218 $ 5,121 $ (1,903) (37.2)%
Total deferred revenue (period end) $ 30,965 $ 29,657 $ 1,308 4.4%
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Our decline in total revenue in Q3 fiscal 2009 from Q2 fiscal 2009 was due to a decrease in revenue from new software licenses of $433,000, a
decrease in revenue from professional services of $273,000 and a decrease in revenue from license updates, technical support and services
revenue of $137,000. The decline in revenue from new software licenses was the result of a decline in revenue from United States government
customers, mostly offset by an increase in revenue from corporate enterprise customers. The decline in revenue from professional services was
the result of a decline in revenue from service provider customers, partially offset by an increase in revenue from corporate enterprise customers.
The decline in revenue from license updates, technical support and services was primarily the result of the British Pound weakening against the
United States Dollar during Q3 fiscal 2009 as compared to Q2 fiscal 2009, which resulted in a decline in revenue recognized from British
Pound-denominated maintenance contracts. Total revenue generated from sales to United States government customers decreased by $3.9
million during Q3 fiscal 2009 as compared to Q2 fiscal 2009. The percentage of total revenue from United States government customers
decreased to 30.6% in Q3 fiscal 2009 from 41.7% in Q2 fiscal 2009. The decrease in revenue from United States government customers was
expected, as Q2 fiscal 2009 is a seasonally strong quarter for United States government customers due to their September 30 fiscal year-end.

Our international revenue increased 8.3% to $6.9 million for Q3 fiscal 2009 as compared to Q2 fiscal 2009. As a percentage of total revenue,
international revenue grew from 19.8% to 22.1%. The growth in international revenue was primarily generated by growth in revenue from
corporate enterprise customers, partially offset by a decline in revenue from service provider customers. We expect revenue from sales outside
the United States 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 Q3 fiscal 2009. We believe that continued growth and profitability will require further
expansion of our sales, marketing and customer service functions in international markets.

Our gross profit decreased $897,000, or 3.7%, to $23.6 million for Q3 fiscal 2009 from $24.5 million for Q2 fiscal 2009, and our gross margin
for Q3 fiscal 2009 decreased to 75.0% from 75.8% for Q2 fiscal 2009. The decrease in gross profit and gross margin was largely the result of a
$661,000 increase in the costs of new software licenses driven by a $757,000 increase in the costs of hardware platforms used to deliver certain
software solutions and, to a lesser extent, a $433,000 decrease in revenue from new software licenses, partially offset by a $643,000 decrease in
the cost of professional services. In December 2008, we released a new version of our ACE Live solution that has a significantly higher sales
price and cost of sale than our other ACE Live solutions, as the hardware platform associated with the solution is more costly for the
manufacturer to produce. Gross margin on new software license revenue, software license updates, technical support and services revenue and
professional services revenue for Q3 fiscal 2009 was 91.1%, 89.0%, and 28.4%, respectively. Changes in revenue from software license updates,
technical support and services revenue and revenue from new software license have more impact on gross profit than changes in revenue from
professional services, as a result of their higher gross margins.

Our operating margin decreased to 9.0% during Q3 fiscal 2009 from 9.6% during Q2 fiscal 2009. The decrease in operating margin during Q3
fiscal 2009 as compared to Q2 fiscal 2009 was largely the result of an $843,000 decrease in total revenue, partially offset by a $608,000 decrease
in operating expenses.

We anticipate the following trends and patterns over the next several quarters:

Total Revenue. We believe the current economic environment and the tightening of the credit market could make it more difficult to generate
revenue domestically and internationally. We expect future growth opportunities in 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. We expect revenue from
sales to service providers and network equipment manufacturers to fluctuate from quarter to quarter with the potential for periods of declining
license revenue. Our ability to increase professional services revenue will depend upon our ability to maintain several large consulting contracts
with the United States government and to attract and retain additional qualified consultants, including those with security clearances. We also
believe the increase in the
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proportion of sales of our application performance management solutions as compared to our other solutions may decrease demand for our
consulting implementation services, as our application performance management solutions generally require less time to implement. As a result
of these factors, we believe that we may experience fluctuations in quarterly revenue.

International Revenue. Our international sales are affected by the mix of direct and indirect sales channels and our ability to increase sales to
corporate enterprises. We believe that these factors will affect the timing of sales orders as well as our ability to forecast future revenue. As a
result, we expect our international revenue in absolute dollars and as a percentage of total revenue to fluctuate from quarter to quarter.

Gross Profit Margin. Our overall gross profit margin will continue to be affected by the percentage of total revenue generated from new
software licenses, as revenue from new software licenses and revenue from software license updates, technical support and services have
substantially higher gross margins than the gross margin on revenue from professional services. We anticipate an increase in the cost of new
software license revenue related to the cost of hardware necessary to deliver our ACE Live software products. Our overall gross profit margin
will also be affected by the profitability of individual consulting engagements. Amortization of technology associated with the purchase and/or
acquisition of technology we may make in future periods could also affect our gross profit margin.

Research and Development Expenses. We believe that investments in research and development will be necessary to maintain our competitive
position, broaden our product lines and support channel initiatives, enhance the features and functionality of our current products, and win
market share from our competitors. We anticipate hiring additional engineers, and we expect to incur additional research and development
expenses in connection with such new hires. We expect that the absolute dollar amount of research and development expenditures will continue
to grow but could generally decrease as a percentage of total revenue in future periods. Our ability to decrease these expenses, as a percentage of
revenue, will depend upon increases in 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. We plan to modestly increase quota-carrying sales persons in the near term to pursue
our business plan. We anticipate that we will continue to commit substantial resources to sales and marketing in the future and that sales and
marketing expenses may increase both in absolute dollars and as a percentage of total revenue in future periods.

General and Administrative Expense. We expect the dollar amount of general and administrative expenses to increase as we continue to expand
our operations but generally decrease as a percentage of total revenue in future periods. Our ability to decrease these expenses as a percentage of
revenue will depend upon increases in our revenue, among other factors.

Operating Margin. Because a significant portion of our software license arrangements close in the latter part of each quarter, we may not be able
to adjust our cost structure in the short-term to respond to lower than expected revenue, which would hurt our operating margin and earnings.

Critical Accounting Policies and Use of Estimates

The accompanying discussion and analysis of our financial condition and results of operations are based upon our unaudited consolidated
financial statements, which have been prepared in accordance with accounting principles generally accepted in the United States, or GAAP. The
preparation of these financial statements requires that we make estimates and judgments that affect the reported amounts of assets, liabilities,
revenue and expenses, and related disclosure of contingent assets and liabilities. We base our estimates on historical experience and on various
other assumptions that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities that are
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not readily apparent from other sources. Actual results could differ from the estimates we make with respect to these and other items that require
our estimates.

We have identified the accounting policies that are critical to understanding our historical and future performance, as these policies affect the
reported amounts of revenue and the more significant areas involving management�s judgments and estimates. These critical accounting policies
relate to revenue recognition and deferred revenue, stock based compensation, allowance for doubtful accounts, valuation of long-lived assets,
including intangible assets and impairment review of goodwill, software development costs, and income taxes. These policies, and our
procedures related to these policies, are described in our Annual Report on Form 10-K for the fiscal year ended March 31, 2008.

Results of Operations

The following table sets forth items from the condensed consolidated statements of operations data expressed as a percentage of total revenue for
the periods indicated:

Three Months Ended
December 31,

Nine Months Ended
December 31,

    2008        2007        2008        2007    
Revenue:
New software licenses 43.1% 39.3% 43.1% 38.4%
Software license updates, technical support and services 35.1 34.2 34.1 34.4
Professional services 21.8 26.5 22.8 27.2

Total revenue 100.0 100.0 100.0 100.00

Cost of revenue:
New software licenses 3.8 1.4 2.6 1.0
Software license updates, technical support and services 3.9 4.1 3.7 4.4
Professional services 15.6 18.8 17.0 18.5
Amortization of acquired technology and customer relationships 1.7 2.3 1.8 1.3

Total cost of revenue 25.0 26.6 25.1 25.2

Gross profit 75.0 73.4 74.9 74.8

Operating expenses:
Research and development 23.3 27.6 24.5 27.0
Sales and marketing 33.9 41.3 33.7 38.8
General and administrative 8.8 13.5 9.4 12.0

Total operating expenses 66.0 82.4 67.6 77.8

Income (loss) from operations 9.0 (9.0) 7.3 (3.0)
Interest and other income, net 0.8 3.5 1.2 4.0

Income (loss) before provision (benefit) for income taxes 9.8 (5.5) 8.5 1.0
Provision (benefit) for income taxes 3.6 (0.5) 3.4 0.1

Net income (loss) 6.2% (5.0)% 5.1% 0.9%

Revenue
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New Software License Revenue. New software license revenue was $13.6 million and $10.2 million for the three months ended December 31,
2008 and 2007, respectively, representing an increase of 32.8%. The increase in new software license revenue for the three months ended
December 31, 2008, as compared to the same period in fiscal 2008, was due largely to an increase in revenue from service provider customers
and, to a lesser extent,
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corporate enterprise customers. The increase was primarily due to an increase in revenue from our ACE Live software, which was first released
in December of 2007. New software license revenue was $40.5 million and $28.6 million for the nine months ended December 31, 2008 and
2007, respectively, representing an increase of 41.9%. The increase in new software license revenue for the nine months ended December 31,
2008, as compared to the same period in fiscal 2008, was due largely to an increase in revenue from corporate enterprise and service provider
customers.

Software License Updates, Technical Support and Services Revenue. Software license updates, technical support and services revenue was $11.1
million and $8.9 million for the three months ended December 31, 2008 and 2007, respectively, representing an increase of 24.6%. Software
license updates, technical support and services revenue was $32.0 million and $25.6 million for the nine months ended December 31, 2008 and
2007, respectively, representing an increase of 25.3%. Software license updates, technical support and services revenue growth rates are affected
by the overall new software license revenue growth rates, as well as the renewal rate of annual maintenance contracts by existing customers. The
increase in software license updates, technical support and services revenue for the three and nine months ended December 31, 2008, as
compared to the same periods in fiscal 2008, reflected increases in our overall customer base.

Professional Services Revenue. The components of professional services revenue for the three and nine months ended December 31, 2008 and
2007 are as follows:

Three Months Ended
December 31,

Nine Months Ended
December 31,

2008 2007 2008 2007
(in thousands)

Consulting services revenue $ 6,614 $ 6,655 $ 20,840 $ 19,679
Training revenue 245 249 568 538

Professional services revenue $ 6,859 $ 6,904 $ 21,408 $ 20,217

Professional services revenue was $6.9 million for the three months ended December 31, 2008 and 2007. Consulting services revenue accounted
for 96.4% of professional services revenue for the three months ended December 31, 2008 and 2007. Professional services revenue was $21.4
million and $20.2 million for the nine months ended December 31, 2008 and 2007, respectively, representing an increase of 5.9%. Consulting
services revenue accounted for 97.3% of professional services revenue for the nine months ended December 31, 2008 and 2007. The slight
decrease in professional services revenue for the three months ended December 31, 2008, as compared to the same period in fiscal 2008, was
largely due to a decrease in revenue from network equipment manufacturers, partially offset by an increase in revenue from service provider
customers. We also believe the increase in the proportion of sales of our application performance management solutions as compared to our
other solutions have decreased demand for our consulting implementation services, as our application performance management solutions
generally require less time to implement. The increase in professional services revenue for the nine months ended December 31, 2008, as
compared to the same period in fiscal 2008, was largely due to an increase in revenue from service provider customers and, to a lesser extent,
corporate enterprise customers.

International Revenue.

Our international revenue was $6.9 million and $6.0 million for the three months ended December 31, 2008 and 2007, respectively, representing
an increase of 16.0%. Our international revenue decreased as a percentage of total revenue to 22.1% for the three months ended December 31,
2008 from 23.0% for the same period in fiscal 2008. The absolute dollar increase in our international revenue for the three months ended
December 31, 2008, as compared to the same period in fiscal 2008, was largely the result of an increase in revenue from service provider
customers and network equipment manufacturers, partially offset by a decrease in revenue from corporate enterprise customers. Revenue from
corporate enterprise customers accounted for the largest percentage of
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international revenue for the three months ended December 31, 2008 and 2007. Our international revenue was $19.6 million and $14.6 million
for the nine months ended December 31, 2008 and 2007, respectively, representing an increase of 33.9%. Our international revenue increased as
a percentage of total revenue to 20.9% for the nine months ended December 31, 2008 from 19.7% for the same period in fiscal 2008. The
increase in our international revenue for the nine months ended December 31, 2008, as compared to the same period in fiscal 2008, was
primarily the result of an increase in revenue from service provider customers, and to a lesser extent, revenue from international government
customers, partially offset by a decrease in revenue from corporate enterprise customers. Revenue from corporate enterprise customers
accounted for the largest percentage of international revenue for the nine months ended December 31, 2008 and 2007. Our international revenue
is primarily generated in Europe and Japan. We have focused our efforts on increasing international revenue from enterprise customers.

Cost of Revenue.

The following table sets forth, for each component of revenue, the cost of such component of revenue as a percentage of the related revenue for
the periods indicated:

Three Months Ended
December 31,

Nine Months Ended
December 31,

Cost of Revenue: 2008 2007 2008 2007
New software licenses 8.9% 3.6% 5.9% 2.6%
Software license updates, technical support and services 11.0 12.0 10.9 12.9
Professional services 71.6 70.8 74.7 68.2
Cost of new software license revenue consists primarily of the cost of hardware platforms associated with the delivery of some software
products, royalties, and, to a lesser extent, media, manuals, and distribution costs. Cost of license updates, technical support and services revenue
consists of personnel-related costs necessary to provide technical support and training to customers with active maintenance contracts on a
when-and-if-available basis, royalties, media, and distribution costs. Cost of professional services revenue consists primarily of
personnel-related costs necessary to provide consulting and training to customers without active maintenance contracts. Gross margins on new
software license revenue and software license updates, technical support and services revenue are substantially higher than gross margin on
professional services revenue, due to the low cost of delivering new software licenses and providing technical support and maintenance
compared with the relatively high personnel costs associated with providing consulting services and customer training.

Cost of New Software License Revenue. Cost of software license revenue was $1.2 million and $370,000 for the three months ended
December 31, 2008 and 2007, respectively. The increase in costs was the result of an $800,000 increase in hardware costs associated with
hardware platforms necessary to deliver some software products. Gross margin on software license revenue decreased to 91.1% for the three
months ended December 31, 2008, compared to 96.4% for the same period in fiscal 2008 as a result of the increase in hardware costs. Cost of
software license revenue was $2.4 million and $733,000 for the nine months ended December 31, 2008 and 2007, respectively. The increase in
costs was primarily the result of $1.5 million related to hardware platforms associated with the delivery of some software products and an
increase in partner referral fees of $125,000. Gross margin on software license revenue decreased to 94.1% for the nine months ended
December 31, 2008, compared to 97.4% for the same period in fiscal 2008 as a result of the increase in hardware costs. The decrease in gross
margin for the three and nine months ended December 31, 2008, as compared to the same periods in the prior fiscal year, is largely the result of
costs associated with hardware platforms necessary to deliver some software products that were released during the three months ended
December 31, 2007.

Cost of Software License Updates, Technical Support and Services Revenue. Cost of software license updates, technical support and services
revenue was $1.2 million and $1.1 million for the three months ended December 31, 2008 and 2007, respectively. The increase in the cost of
software license updates, technical support and services revenue for the three months ended December 31, 2008, as compared to the same period
in
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fiscal 2008, was largely the result of an increase in royalties associated with the sale of software license updates. Gross margin on software
license updates, technical support and services revenue increased to 89.0% for the three months ended December 31, 2008, from 88.0% for the
same period in fiscal 2008. Stock-based compensation expense allocated to cost of software license updates, technical support and services was
$4,000 and $5,000 for the three months ended December 31, 2008 and 2007, respectively. Cost of software license updates, technical support
and services revenue was $3.5 million and $3.3 million for the nine months ended December 31, 2008 and 2007, respectively. The increase in
the cost of software license updates, technical support and services revenue for the nine months ended December 31, 2008, as compared to the
same period in fiscal 2008, was the result of an increase in compensation costs related to an increase in personnel necessary for us to provide
support to our customers. Gross margin on software license updates, technical support and services revenue increased to 89.1% for the nine
months ended December 31, 2008, from 87.1% for the same period in fiscal 2008. Stock-based compensation expense allocated to cost of
software license updates, technical support and services was $16,000 and $15,000 for the nine months ended December 31, 2008 and 2007,
respectively.

Cost of Professional Services Revenue. Cost of professional services revenue was $4.9 million for the three months ended December 31, 2008
and 2007, respectively. Gross margin on professional services revenue decreased to 28.4% for the three months ended December 31, 2008 from
29.2% for the same period in fiscal 2008. The decrease in gross margin for the three months ended December 31, 2008, as compared to the same
period in fiscal 2008, was primarily the result of a decrease in the effective billing rates of some consulting projects. Stock-based compensation
expense allocated to cost of professional services was $26,000 and $31,000 for the three months ended December 31, 2008 and 2007,
respectively. Cost of professional services revenue was $16.0 million and $13.8 million for the nine months ended December 31, 2008 and 2007,
respectively. The increase in cost of professional services revenue for the nine months ended December 31, 2008, as compared to the same
period in fiscal 2008, was largely due to an increase in compensation expense related to consulting overhead and direct labor costs allocated to
professional services as a result of resources used to complete several large consulting projects. Gross margin on professional services revenue
decreased to 25.3% for the nine months ended December 31, 2008 from 31.9% for the same period in fiscal 2008. The decrease in gross margin
for the nine months ended December 31, 2008, as compared to the same period in fiscal 2008, was largely the result of a decrease in the
effective billing rates of several large consulting projects, and to a lesser extent, an increase in compensation expense. Stock-based compensation
expense allocated to cost of professional services was $85,000 and $109,000 for the nine months ended December 31, 2008 and 2007,
respectively.

Operating Expenses

Research and Development. Research and development expenses were $7.3 million and $7.2 million for the three months ended December 31,
2008 and 2007, respectively, representing an increase of 2.1%. The increase in expenses for the three months ended December 31, 2008, as
compared to the same period in fiscal 2008, was largely due to higher compensation and facility costs resulting from increased staffing levels for
developing new products as well as sustaining and upgrading existing products. Stock-based compensation expense allocated to research and
development was $139,000 and $129,000 for the three months ended December 31, 2008 and 2007, respectively. Research and development
expenses were $23.0 million and $20.0 million for the nine months ended December 31, 2008 and 2007, respectively, representing an increase of
15.3%. The increase in expenses for the nine months ended December 31, 2008, as compared to the same period in fiscal 2008, was due to
higher compensation costs resulting from increased staffing levels required for developing new products as well as sustaining and upgrading
existing products, and to a lesser extent, higher costs associated with discretionary compensation and facilities costs. Stock-based compensation
expense allocated to research and development was $441,000 and $400,000 for the nine months ended December 31, 2008 and 2007,
respectively.

Sales and Marketing. Sales and marketing expenses were $10.7 million for the three months ended December 31, 2008 and 2007, respectively.
Stock-based compensation expense allocated to sales and marketing was $85,000 and $91,000 for the three months ended December 31, 2008
and 2007, respectively. Sales and marketing expenses were $31.6 million and $28.9 million for the nine months ended December 31, 2008 and
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2007, respectively, representing an increase of 9.5%. The increase in expense was due to higher commission expense as a result of achieving an
increase in bookings, higher personnel costs as a result of increased staffing levels necessary to pursue our business plan, and higher
discretionary compensation costs. Stock-based compensation expense allocated to sales and marketing was $283,000 and $284,000 for the nine
months ended December 31, 2008 and 2007, respectively.

General and Administrative. General and administrative expenses were $2.8 million and $3.5 million for the three months ended December 31,
2008 and 2007, respectively, representing a decrease of 21.1%. The decrease in expense was largely the result of $718,000 of transaction-related
costs expensed during the three months ended December 31, 2007 in connection with the acquisition of specified assets of Network Physics in
October 2007. Stock-based compensation expense allocated to general and administrative expense was $109,000 and $106,000 for the three
months ended December 31, 2008 and 2007, respectively. General and administrative expenses were $8.8 million and $8.9 million for the nine
months ended December 31, 2008 and 2007, respectively, representing a decrease of 1.1%. The decrease in expense for the nine month period
was largely the result of a decrease in professional services costs partially offset by an increase in compensation. Stock-based compensation
expense allocated to general and administrative expense was $327,000 and $317,000 for the nine months ended December 31, 2008 and 2007,
respectively.

Interest and Other Income, net. Interest and other income, net, was $265,000 and $902,000 for the three months ended December 31, 2008 and
2007, respectively. Interest and other income, net, was $1.1 million and $3.0 million for the nine months ended December 31, 2008 and 2007,
respectively. The decrease in interest and other income, net, for the three and nine months ended December 31, 2008, as compared to the same
periods in fiscal 2008, was primarily the result of a change in our portfolio holdings to predominately United States government-backed money
market funds from a mix of United States government-backed money market funds and investment grade marketable securities and, to a lesser
extent, a decrease in the interest rates earned on our investment holdings.

Provision for Income Taxes. Our effective tax rate was 36.6% and 9.2% for the three months ended December 31, 2008 and 2007, respectively.
Our effective tax rate was 39.6% and 16.2% for the nine months ended December 31, 2008 and 2007, respectively. For the three and nine
months ended December 31, 2008, the effective tax rate differed from the statutory tax rate principally due to state income taxes, differential in
the US and foreign tax rates, research and development credits and the domestic production activities deduction. The increase in our effective
tax rate for the three and nine months ended December 31, 2008, as compared to the same period in the prior fiscal year, was primarily due to a
significant increase in our book income for the three and nine month periods ended December 31, 2008, which diluted the impact of permanent
differences as compared to the same periods in the prior fiscal year. In addition, we did not earn tax exempt interest income during the three and
nine months ended December 31, 2008. During the three and nine months ended December 31, 2007, the Company earned $302,000 and $1.0
million, respectively, of tax exempt income.

Liquidity and Capital Resources

Since inception, we have funded our operations primarily through cash provided by operating activities and through the sale of equity securities.
As of December 31, 2008, we had cash and cash equivalents totaling $88.8 million. As of March 31, 2008, we held auction rate securities, or
ARS, totaling $8.8 million at par value, which were classified as available for sale securities and long-term marketable securities on our
consolidated balance sheet. The ARS were primarily collateralized by United States government-backed student loans and were rated AAA or
AA. Historically, the carrying value of ARS approximated fair value due to the frequent resetting of the interest rates. With the liquidity issues
experienced in the global credit and capital markets, our ARS experienced failed auctions. While we continued to earn and receive interest on
these marketable securities at the maximum contractual rate, the estimated fair value of these ARS no longer approximated par value. Based on
our analysis and our belief that the ARS were of high credit quality, we determined that the fair value of the ARS at March 31, 2008 was $8.4
million and recorded a temporary impairment charge of $381,000. During the six
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months ended September 30, 2008, $2.2 million of the ARS were redeemed at par. On October 20, 2008, we elected to participate in a program
offered by the investment advisor to repurchase all of our ARS for cash at par value plus accrued interest. As of December 31, 2008, all of our
ARS had been repurchased as part of the program and, as of December 31, 2008 we did not hold any ARS and had no ARS impairment charges
recorded on our balance sheet.

Net cash provided by operating activities was $8.2 million and $7.4 million for the nine months ended December 31, 2008 and 2007,
respectively. Net cash provided by operating activities is primarily derived from net income, as adjusted for non-cash items such as depreciation
and amortization expense, and changes in operating assets and liabilities. The increase in net cash provided by operating activities was primarily
attributable to an increase in net income, accrued liabilities and deferred revenue which was partially offset by an increase in accounts
receivable.

Net cash provided by investing activities was $10.3 million for the nine months ended December 31, 2008. Net cash used in investing activities
was $9.2 million for the nine months ended December 31, 2007. Investing activities include the purchase, sale or maturity of marketable
securities, purchase of technology and expenditures for property and equipment. For the nine months ended December 31, 2008, we used funds
of $4.5 million to purchase property and equipment and received proceeds of $14.8 million from the sale or maturity of investments. For the nine
months ended December 31, 2007, we used funds of $10.0 million to purchase specified assets from Network Physics, funds of $93.6 million to
purchase marketable securities, and funds of $3.5 million to purchase property and equipment. We received proceeds of $97.9 million from the
sale or maturity of investments for the nine months ended December 31, 2007.

Net cash provided by financing activities was $337,000 for the nine months ended December 31, 2008. Net cash used in financing activities was
$3.6 million for the nine months ended December 31, 2007. We used $885,000 and $4.4 million to acquire 67,832 and 449,048 shares of
treasury stock during the nine months ended December 31, 2008 and 2007, respectively. During the nine months ended December 31, 2008 and
2007, 7,832 and 1,272 shares, respectively, were shares withheld from employees to satisfy the minimum statutory tax withholding obligations
with respect to the income recognized by these employees upon the vesting of their restricted stock shares during the quarter. Cash provided by
financing activities generally reflects the proceeds received from the exercise of stock options and the sale of common stock under our employee
stock purchase plan, or ESPP. During the nine months ended December 31, 2008 and 2007, respectively, we received proceeds of approximately
$622,000 and $356,000 and issued 88,552 and 58,475 shares of common stock, pursuant to employee and director exercises of stock options.
During the nine months ended December 31, 2008 and 2007, respectively, we received proceeds of approximately $552,000 and $482,000 and
issued 68,700 and 54,590 shares of common stock, pursuant to issuance of common stock under our ESPP. Excess tax benefits from the exercise
of stock options are presented as a cash flow from financing activities. For the nine months ended December 31, 2008 and 2007, excess tax
benefits from the exercise of stock options were $48,000 and $32,000, respectively.

Contractual Obligations

We have commitments under contractual arrangements to make future payments for goods and services. These contractual arrangements secure
the rights to various assets and services to be used in the future in the normal course of business. For example, we are contractually committed to
make minimum lease payments for the use of property under operating lease agreements. In accordance with current accounting rules, the future
rights and related obligations pertaining to such contractual arrangements are not reported as assets or liabilities on our consolidated balance
sheets. Our liability for unrecognized tax benefits under FASB Interpretation No. 48, �Accounting for Uncertainty in Income Taxes�, or FIN
No. 48, is reported on our condensed consolidated balance sheets. We expect to fund these contractual arrangements with our cash, cash
equivalents and marketable securities as well as cash generated from operations in the normal course of business.
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The following table summarizes our contractual operating lease arrangements and our FIN No. 48 liability from the period March 31, 2008, and
the timing and effect that such commitments are expected to have on our liquidity and cash flow in future periods.

Payments Due by Period

(in thousands)
Period from March 31, 2008

Contractual Obligations and FIN No. 48 Liability Total
Less Than

1 Year 1 � 3 Years 3 � 5 Years
More than

5 Years
Facilities Operating Lease Obligations $ 30,063 $ 4,978 $ 10,062 $ 4,103 $ 10,920
Purchase Obligations 298 134 164 �  �  
FIN No. 48 Liability 763 279 388 96 �  

Total $ 31,124 $ 5,391 $ 10,614 $ 4,199 $ 10,920

As of December 31, 2008, we did not have any capital lease obligations. For more information regarding our office space, see our Annual
Report on Form 10-K for the fiscal year ended March 31, 2008.

We expect working capital needs to increase in the foreseeable future in order to execute our business plan. We anticipate that operating
activities, as well as planned capital expenditures in the normal course of business, will constitute a material use of our cash resources. In
addition, we may utilize cash resources to fund acquisitions or investments in complementary businesses, technologies or products.

We believe that our current cash and cash equivalents, and cash generated from operations will be sufficient to meet our anticipated cash
requirements for working capital and capital expenditures for at least the next 12 months.

Off-Balance Sheet Arrangements

As of December 31, 2008, we did not have any off-balance sheet arrangements with unconsolidated entities or related parties and, accordingly,
there are no off-balance sheet risks to our liquidity and capital resources from unconsolidated entities.

Contingencies

The Internal Revenue Service, or IRS, examined our federal corporate income tax returns for fiscal 2002 and 2003. We reached an agreement
with respect to the amount of research and development tax credits that we claimed on our tax returns for those years. As a result of this
agreement, we reduced the amount of the research and development tax credits claimed on our tax returns for fiscal 2002 and 2003
by approximately $350,000 in aggregate. The IRS also asserted tax deficiencies related to the timing of revenue reported on our tax returns for
fiscal 2002 and 2003. The IRS asserted that revenue associated with certain contracts reported on our fiscal year 2003 tax return should have
been included in taxable income on our tax return for fiscal 2002. We appealed the IRS assertion and took the position that no tax deficiencies
existed as a result of the timing of revenue associated with certain contracts. IRS Appeals agreed with us and issued a letter dated January 21,
2009 stating that no tax deficiencies exist relating to the revenue with respect to certain contracts for the years in issue. No further action is
required.

We are involved in other claims and legal proceedings arising from our normal operations. We do not expect these matters, individually or in the
aggregate, to have a material effect on our financial condition, results of operations, or cash flows.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
We consider all highly liquid investments purchased with a maturity of three months or less to be cash equivalents, and those with maturities
greater than three months are considered to be marketable securities. Cash equivalents and short-term marketable securities consist primarily of
investment grade securities with high credit ratings of relatively short duration that trade in highly liquid markets. Accordingly, we have no
quantitative information concerning the market risks and believe that the risk is minimal. We currently do not hedge interest rate exposure, but
do not believe that an increase in interest rates would have a material effect on the value of our cash equivalents, marketable securities or notes
payable.

At December 31, 2008, we had $88.8 million in cash and cash equivalents. As of March 31, 2008, we held auction rate securities, or ARS,
totaling $8.8 million at par value, which were classified as available for sale securities and long-term marketable securities on our consolidated
balance sheet. The ARS were primarily collateralized by United States government-backed student loans and were rated AAA or AA.
Historically, the carrying value of ARS approximated fair value due to the frequent resetting of the interest rates. With the liquidity issues
experienced in the global credit and capital markets, our ARS experienced failed auctions. While we continued to earn and receive interest on
these marketable securities at the maximum contractual rate, the estimated fair value of these ARS no longer approximated par value. Based on
our analysis and our belief that the ARS were of high credit quality, we determined that the fair value of the ARS at March 31, 2008 was $8.4
million and recorded a temporary impairment charge of $381,000. During the six months ended September 30, 2008, $2.2 million of the ARS
were redeemed at par. On October 20, 2008, we elected to participate in a program offered by the investment advisor to repurchase all of our
ARS for cash at par value plus accrued interest. As of December 31, 2008, all of our ARS had been repurchased as part of the program and, as of
December 31, 2008 we did not hold any ARS and had no ARS impairment charges recorded on our balance sheet. Based on our cash and cash
equivalents as of December 31, 2008, a one percentage point increase or decrease in the interest rates would increase or decrease our annual
interest income and cash flows by approximately $888,000.

At December 31, 2008, $78.2 million of our $88.8 million in cash and cash equivalents was held in money market funds. The money market
funds are predominately backed by United States government securities. The per-share net asset value of our money market funds has remained
at a constant amount of $1.00 per share. Also, as of December 31, 2008 there were no withdrawal limits on redemptions for any of the money
market funds that we hold.

A majority of our revenue transactions outside the United States are denominated in local currencies and the majority of operating expenses
associated with our foreign subsidiaries are denominated in local currencies; therefore, our results of operations are subject to fluctuations due to
changes in foreign currency exchange rates, particularly changes in the British pound and the European Union euro. We currently do not hedge
foreign exchange rate risk. Due to the limited nature of our foreign operations, we do not believe that a 5% change in exchange rates would have
a material effect on our business, financial condition, or results of operations.

ITEM 4. CONTROLS AND PROCEDURES
Our management, with the participation of the Chief Executive Office and Chief Financial Officer, evaluated the effectiveness of the disclosure
controls and procedures as of December 31, 2008. The �disclosure controls and procedures,� as defined in Rules 13a-15(e) and 15d-15(e) under
the Exchange Act, means controls and other procedures of a company that are designed to ensure that information required to be disclosed by a
company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within the time periods
specified in the SEC�s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to
ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is accumulated and
communicated to the company�s management, including its principal executive and principal financial officers, as appropriate to allow timely
decisions regarding required disclosure. Management recognized that any controls and procedures, no matter how well designed and operated,
can provide only reasonable assurance of achieving their objectives
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and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. Based on the
evaluation of our disclosure controls and procedures as of December 31, 2008, our Chief Executive Officer and Chief Financial Officer
concluded that, as of such date, our disclosure controls and procedures were effective at the reasonable assurance level.

No change in our internal control over financial reporting occurred during the fiscal quarter ended December 31, 2008 that has materially
affected, or is reasonably likely to materially affect, our internal control over financial reporting.
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PART II. OTHER INFORMATION

ITEM 1. Legal Proceedings
Neither we, nor any of our subsidiaries, are currently subject to any material legal proceedings, nor to our knowledge, is any material legal
proceeding threatened against us or any of our subsidiaries.

ITEM 1A. Risk Factors
We operate in a rapidly changing environment that involves a number of risks that could materially affect our business, financial condition or
future results, some of which are beyond our control. In addition to the other information set forth in this quarterly report on Form 10-Q, you
should carefully consider the factors discussed in Part I, �Item 1A. Risk Factors� in our Annual Report on Form 10-K for the fiscal year ended
March 31, 2008, as filed with the Securities and Exchange Commission, or SEC, on June 9, 2008, or the Annual Report, and �Item 1A. Risk
Factors� in our Quarterly Report on Form 10-Q for the fiscal period ending September 30, 2008, as filed with the SEC on November 6, 2008, or
the Quarterly Report, which could materially affect our business, financial condition or future results. There are no material changes to the risk
factors described in our Annual Report, as supplemented by our Quarterly Report, except as noted below.

General economic conditions, including concerns regarding the depth and duration of the global recession and credit constraints, or
unfavorable economic conditions in a particular region, business or industry sector, may cause our customers to postpone or forgo
technology investments and could have other impacts, any of which could hurt our business, operating results and cash flow.

Our products are designed to enhance our customers� ability to manage their networks and applications. However, a general slowdown or
recession in the global economy, or in a particular region, or business or industry sector, such as the financial services sector, or tightening of
credit markets, could cause our customers to

� have difficulty accessing credit sources,

� delay contractual payments, and

� postpone or forgo decisions to purchase our products and services.
The global economy is currently experiencing a severe recession, which has negatively impacted our product and services revenue. We cannot
provide any assurance that the global recession and credit crisis will not continue or become more severe. The longer these conditions persist or
intensify, the greater the probability that these factors could hurt our business, operating results and cash flow.
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ITEM 2. Unregistered Sales of Securities and Use of Proceeds
In August 2000, we closed an initial public offering of our common stock. The Registration Statement on Form S-1 (No. 333-32588) was
declared effective by the Securities and Exchange Commission on August 1, 2000 and we commenced the offering on that date. After deducting
the underwriting discounts and commissions and the offering expenses, the net proceeds from the offering were approximately $54.1 million.
We continue to use the net proceeds for general corporate expenses, working capital and capital expenditures.

Issuer Purchases of Equity Securities

Period
Total Number of
Shares Purchased

Average Price Paid
per Share

Total Number of
Shares Purchased as

Part of Publicly
Announced Plans or

Programs (1)

Maximum Number of
Shares That May Yet
Be Purchased Under

the Plans or
Programs

October 1 � 31, 2008 2,203 $ 9.78 2,203 896,592
November 1 � 30, 2008 111 $ 11.04 111 896,481
December 1 � 31, 2008 �  $ �  �  896,481

Total 2,314 $ 9.84 2,314 896,481

(1) On January 31, 2005, we announced a stock repurchase program pursuant to which we are authorized to purchase up to 1,000,000 shares
of common stock from time to time on the open market or in privately negotiated transactions. This program does not have a specified
termination date. On February 4, 2008, we announced that our Board of Directors approved an increase of an additional 1,000,000 shares
under our stock repurchase program. Any repurchased shares will be available for use in connection with our stock plans or other corporate
purchases. As of December 31, 2008, we had repurchased 1,103,519 shares of common stock under this program.

ITEM 3. Defaults Upon Senior Securities
None.

ITEM 4. Submission of Matters to a Vote of Security Holders
Not applicable.

ITEM 5. Other Information
None.

ITEM 6. Exhibits
See Exhibit Index.
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SIGNATURE

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

OPNET TECHNOLOGIES, INC.
(Registrant)

By: /s/    MEL F. WESLEY        

Date: February 5, 2009 Name: Mel F. Wesley
Title: Vice President and Chief Financial Officer
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OPNET TECHNOLOGIES, INC.

EXHIBIT INDEX

Exhibit

Number Description

3.1 Third Amended and Restated Certificate of Incorporation of the Registrant, incorporated by reference from exhibit 3.2 to the
Registrant�s Registration Statement on Form S-1 (File No. 333-2588).

3.2 Second Amended and Restated By-Laws of the Registrant, incorporated by reference from exhibit 3.2 to the Registrant�s
Annual Report on Form 10-K for the period ended March 31, 2007, as filed with the SEC on June 11, 2007.

31.1 Certification of the Chief Executive Officer Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended.

31.2 Certification of the Chief Financial Officer Pursuant to Rule 13a-14(a) of the Securities Exchange Act of 1934, as amended.

32.1 Certification of Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.

32.2 Certification of Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002.
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