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PORTFOLIO OF INVESTMENTS

2/29/16 (unaudited)

The Portfolio of Investments is a complete list of all securities owned by your fund. It is categorized by broad-based asset classes.

Issuer Shares/Par Value ($)
Bonds - 132.5%
Aerospace - 2.5%
Aerojet Rocketdyne Holdings, Inc., 7.125%, 3/15/21 $ 365,000 $ 369,531
Bombardier, Inc., 6.125%, 1/15/23 (n) 255,000 178,500
Bombardier, Inc., 7.5%, 3/15/25 (n) 140,000 98,350
CPI International, Inc., 8.75%, 2/15/18 360,000 350,100
TransDigm, Inc., 6%, 7/15/22 55,000 53,625
TransDigm, Inc., 6.5%, 7/15/24 265,000 258,375

$ 1,308,481
Apparel Manufacturers - 0.9%
Hanesbrands, Inc., 6.375%, 12/15/20 $ 225,000 $ 232,875
PVH Corp., 4.5%, 12/15/22 260,000 261,300

$ 494,175
Asset-Backed & Securitized - 0.0%
Citigroup Commercial Mortgage Trust, FRN, 5.714%, 12/10/49 $ 275,000 $ 24,043

Automotive - 3.8%
Accuride Corp., 9.5%, 8/01/18 $ 425,000 $ 363,375
Goodyear Tire & Rubber Co., 6.5%, 3/01/21 400,000 421,252
Goodyear Tire & Rubber Co., 7%, 5/15/22 85,000 90,950
Lear Corp., 4.75%, 1/15/23 250,000 252,500
Lear Corp., 5.25%, 1/15/25 140,000 145,600
Schaeffler Finance B.V., 4.75%, 5/15/21 (n) 200,000 201,500
Schaeffler Holding Finance B.V., 6.25%, 11/15/19 (n)(p) 200,000 208,250
ZF North America Capital, Inc., 4.5%, 4/29/22 (n) 300,000 295,875

$ 1,979,302
Broadcasting - 4.3%
Activision Blizzard, Inc., 6.125%, 9/15/23 (n) $ 220,000 $ 235,400
AMC Networks, Inc., 7.75%, 7/15/21 271,000 286,583
Clear Channel Worldwide Holdings, Inc., �A�, 6.5%, 11/15/22 45,000 40,838
Clear Channel Worldwide Holdings, Inc., �B�, 7.625%, 3/15/20 50,000 44,000
Clear Channel Worldwide Holdings, Inc., �B�, 6.5%, 11/15/22 205,000 198,850
iHeartMedia, Inc., 9%, 3/01/21 258,000 175,763
Liberty Media Corp., 8.5%, 7/15/29 250,000 250,000
Liberty Media Corp., 8.25%, 2/01/30 10,000 9,850
Netflix, Inc., 5.375%, 2/01/21 250,000 268,125
Netflix, Inc., 5.875%, 2/15/25 130,000 136,175
Nexstar Broadcasting, Inc., 6.875%, 11/15/20 290,000 294,350
Tribune Media Co., 5.875%, 7/15/22 (n) 290,000 290,000

$ 2,229,934
Building - 4.4%
Allegion PLC, 5.875%, 9/15/23 $ 117,000 $ 122,558
Allegion U.S. Holding Co., Inc., 5.75%, 10/01/21 380,000 398,050
Beacon Roofing Supply, Inc., 6.375%, 10/01/23 (n) 195,000 205,725
Building Materials Corp. of America, 5.375%, 11/15/24 (n) 340,000 345,314
Building Materials Corp. of America, 6%, 10/15/25 (n) 120,000 121,950
Gibraltar Industries, Inc., 6.25%, 2/01/21 250,000 251,250
HD Supply, Inc., 7.5%, 7/15/20 280,000 294,700
Headwaters, Inc., 7.25%, 1/15/19 150,000 153,375
PriSo Acquisition Corp., 9%, 5/15/23 (n) 200,000 176,000
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Portfolio of Investments (unaudited) � continued

Issuer Shares/Par Value ($)
Bonds - continued
Building - continued
Summit Materials LLC/Summit Materials Finance Co., 6.125%, 7/15/23 $ 245,000 $ 218,663

$ 2,287,585
Business Services - 2.4%
Equinix, Inc., 4.875%, 4/01/20 $ 190,000 $ 197,125
Equinix, Inc., 5.375%, 1/01/22 70,000 72,625
Equinix, Inc., 5.375%, 4/01/23 240,000 256,728
Iron Mountain, Inc., REIT, 6%, 10/01/20 (n) 120,000 127,200
Iron Mountain, Inc., REIT, 6%, 8/15/23 320,000 340,000
NeuStar, Inc., 4.5%, 1/15/23 285,000 230,138

$ 1,223,816
Cable TV - 8.9%
Altice Financing S.A., 6.625%, 2/15/23 (n) $ 480,000 $ 472,800
CCO Holdings LLC/CCO Holdings Capital Corp., 7.375%, 6/01/20 75,000 78,038
CCO Holdings LLC/CCO Holdings Capital Corp., 6.5%, 4/30/21 420,000 436,538
CCO Holdings LLC/CCO Holdings Capital Corp., 5.125%, 5/01/23 (n) 185,000 183,613
CCO Holdings LLC/CCO Holdings Capital Corp., 5.75%, 1/15/24 240,000 244,800
CCO Holdings LLC/CCO Holdings Capital Corp., 5.375%, 5/01/25 (n) 80,000 79,200
Cequel Communications Holdings, 6.375%, 9/15/20 (n) 335,000 327,881
DISH DBS Corp., 7.875%, 9/01/19 70,000 75,827
DISH DBS Corp., 6.75%, 6/01/21 175,000 178,281
DISH DBS Corp., 5%, 3/15/23 190,000 168,150
DISH DBS Corp., 5.875%, 11/15/24 90,000 80,870
Intelsat Jackson Holdings S.A., 7.25%, 4/01/19 125,000 96,875
Intelsat Jackson Holdings S.A., 6.625%, 12/15/22 370,000 185,925
Intelsat Jackson Holdings S.A., 5.5%, 8/01/23 285,000 185,250
Intelsat Luxembourg S.A., 8.125%, 6/01/23 340,000 103,700
LGE Holdco VI B.V., 7.125%, 5/15/24 (n) EUR 135,000 157,713
Lynx I Corp., 5.375%, 4/15/21 (n) $ 180,000 186,525
Neptune Finco Corp., 10.875%, 10/15/25 (n) 200,000 216,000
SIRIUS XM Radio, Inc., 4.25%, 5/15/20 (n) 70,000 71,050
SIRIUS XM Radio, Inc., 5.875%, 10/01/20 (n) 30,000 31,350
SIRIUS XM Radio, Inc., 4.625%, 5/15/23 (n) 125,000 121,875
SIRIUS XM Radio, Inc., 6%, 7/15/24 (n) 135,000 141,750
SIRIUS XM Radio, Inc., 5.375%, 4/15/25 (n) 165,000 164,588
Unitymedia Hessen, 5.5%, 1/15/23 (n) 250,000 261,875
Virgin Media Finance PLC, 5.75%, 1/15/25 (n) 200,000 199,000
Ziggo Bond Finance B.V., 5.875%, 1/15/25 (n) 200,000 194,000

$ 4,643,474
Chemicals - 3.3%
Flash Dutch 2 B.V./U.S. Coatings Acquisition, 7.375%, 5/01/21 (n) $ 300,000 $ 318,750
GCP Applied Technologies Co., 9.5%, 2/01/23 (n) 110,000 117,700
Hexion U.S. Finance Corp., 6.625%, 4/15/20 130,000 102,700
Hexion U.S. Finance Corp./Hexion Nova Scotia Finance, 8.875%, 2/01/18 240,000 159,000
INEOS Group Holdings S.A., 6.125%, 8/15/18 (n) 200,000 200,000
Momentive Performance Materials, Inc., 3.88%, 10/24/21 90,000 61,200
The Chemours Co., 6.625%, 5/15/23 (n) 115,000 83,088
Tronox Finance LLC, 6.375%, 8/15/20 405,000 254,138
Tronox Finance LLC, 7.5%, 3/15/22 (n) 245,000 151,288
W.R. Grace & Co., 5.125%, 10/01/21 (n) 245,000 254,800

$ 1,702,664
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Portfolio of Investments (unaudited) � continued

Issuer Shares/Par Value ($)
Bonds - continued
Computer Software - 0.6%
Syniverse Holdings, Inc., 9.125%, 1/15/19 $ 98,000 $ 35,525
VeriSign, Inc., 4.625%, 5/01/23 260,000 256,100

$ 291,625
Computer Software - Systems - 1.3%
CDW LLC/CDW Finance Corp., 6%, 8/15/22 $ 140,000 $ 148,750
CDW LLC/CDW Finance Corp., 5.5%, 12/01/24 125,000 129,063
Sabre GLBL, Inc., 5.375%, 4/15/23 (n) 415,000 418,113

$ 695,926
Conglomerates - 4.0%
Accudyne Industries Borrower S.C.A., 7.75%, 12/15/20 (n) $ 150,000 $ 107,625
Amsted Industries Co., 5%, 3/15/22 (n) 495,000 485,100
BC Mountain LLC, 7%, 2/01/21 (n) 315,000 236,250
EnerSys, 5%, 4/30/23 (n) 400,000 381,000
Enpro Industries, Inc., 5.875%, 9/15/22 305,000 296,613
Entegris, Inc., 6%, 4/01/22 (n) 345,000 349,313
Renaissance Acquisition, 6.875%, 8/15/21 (n) 350,000 232,750

$ 2,088,651
Construction - 0.0%
Empresas ICA S.A.B. de C.V., 8.9%, 2/04/21 (a)(d) $ 135,000 $ 21,263

Consumer Products - 1.5%
Alphabet Holding Co., Inc., 7.75%, 11/01/17 $ 65,000 $ 65,163
Elizabeth Arden, Inc., 7.375%, 3/15/21 90,000 51,300
Prestige Brands, Inc., 8.125%, 2/01/20 79,000 82,405
Prestige Brands, Inc., 5.375%, 12/15/21 (n) 230,000 227,125
Spectrum Brands, Inc., 6.375%, 11/15/20 215,000 226,556
Spectrum Brands, Inc., 6.125%, 12/15/24 40,000 42,300
Spectrum Brands, Inc., 5.75%, 7/15/25 105,000 110,644

$ 805,493
Consumer Services - 3.6%
ADT Corp., 6.25%, 10/15/21 $ 510,000 $ 497,250
ADT Corp., 4.125%, 6/15/23 85,000 71,613
CEB, Inc., 5.625%, 6/15/23 (n) 210,000 213,150
Garda World Security Corp., 7.25%, 11/15/21 (n) 130,000 91,000
Garda World Security Corp., 7.25%, 11/15/21 (n) 180,000 126,000
Interval Acquisition Corp., 5.625%, 4/15/23 (n) 420,000 412,650
Monitronics International, Inc., 9.125%, 4/01/20 300,000 254,250
Service Corp. International, 5.375%, 5/15/24 190,000 202,113

$ 1,868,026
Containers - 7.1%
Ardagh Packaging Finance PLC, 9.125%, 10/15/20 (n) $ 600,000 $ 618,750
Ball Corp., 5%, 3/15/22 210,000 218,663
Berry Plastics Group, Inc., 5.5%, 5/15/22 335,000 348,400
Berry Plastics Group, Inc., 6%, 10/15/22 (n) 85,000 88,400
Crown American LLC, 4.5%, 1/15/23 476,000 485,520
Multi-Color Corp., 6.125%, 12/01/22 (n) 320,000 322,400
Mustang Merger Corp., 8.5%, 8/15/21 (n) 5,000 5,088
Plastipak Holdings, Inc., 6.5%, 10/01/21 (n) 221,000 212,160
Reynolds Group, 5.75%, 10/15/20 130,000 133,575
Reynolds Group, 8.25%, 2/15/21 510,000 501,075
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Portfolio of Investments (unaudited) � continued

Issuer Shares/Par Value ($)
Bonds - continued
Containers - continued
Sealed Air Corp., 4.875%, 12/01/22 (n) $ 335,000 $ 345,050
Sealed Air Corp., 5.125%, 12/01/24 (n) 95,000 98,563
Signode Industrial Group, 6.375%, 5/01/22 (n) 345,000 293,250

$ 3,670,894
Electrical Equipment - 0.0%
Avaya, Inc., 10.5%, 3/01/21 (n) $ 95,000 $ 24,225

Electronics - 2.7%
Advanced Micro Devices, Inc., 6.75%, 3/01/19 $ 230,000 $ 167,900
Advanced Micro Devices, Inc., 7%, 7/01/24 140,000 87,500
Micron Technology, Inc., 5.875%, 2/15/22 155,000 142,391
Micron Technology, Inc., 5.5%, 2/01/25 230,000 193,200
NXP B.V., 5.75%, 2/15/21 (n) 200,000 208,000
NXP B.V., 5.75%, 3/15/23 (n) 245,000 253,575
Sensata Technologies B.V., 5.625%, 11/01/24 (n) 155,000 159,650
Sensata Technologies B.V., 5%, 10/01/25 (n) 170,000 167,025

$ 1,379,241
Energy - Independent - 3.9%
Baytex Energy Corp., 5.625%, 6/01/24 (n) $ 130,000 $ 70,850
Bonanza Creek Energy, Inc., 6.75%, 4/15/21 190,000 56,525
Bonanza Creek Energy, Inc., 5.75%, 2/01/23 55,000 13,750
Chaparral Energy, Inc., 7.625%, 11/15/22 (d) 410,000 28,700
Chesapeake Energy Corp., 5.75%, 3/15/23 380,000 79,800
Concho Resources, Inc., 5.5%, 4/01/23 305,000 283,650
EP Energy LLC, 9.375%, 5/01/20 120,000 35,100
EP Energy LLC, 7.75%, 9/01/22 475,000 128,250
Halcon Resources Corp., 8.875%, 5/15/21 345,000 37,950
Linn Energy LLC/Linn Energy Finance Corp., 8.625%, 4/15/20 140,000 6,650
Linn Energy LLC/Linn Energy Finance Corp., 7.75%, 2/01/21 334,000 12,943
Linn Energy LLC/Linn Energy Finance Corp., 6.5%, 9/15/21 145,000 6,163
Northern Blizzard Resources, Inc., 7.25%, 2/01/22 (n) 147,000 110,250
Oasis Petroleum, Inc., 6.875%, 3/15/22 290,000 169,650
QEP Resources, Inc., 5.25%, 5/01/23 505,000 353,500
RSP Permian, Inc., 6.625%, 10/01/22 260,000 232,700
Sanchez Energy Corp., 6.125%, 1/15/23 335,000 118,925
SM Energy Co., 6.5%, 11/15/21 295,000 132,750
SM Energy Co., 6.125%, 11/15/22 140,000 60,900
WPX Energy, Inc., 6%, 1/15/22 115,000 65,838

$ 2,004,844
Entertainment - 2.9%
Carmike Cinemas, Inc., 6%, 6/15/23 (n) $ 165,000 $ 173,456
Cedar Fair LP, 5.25%, 3/15/21 260,000 268,775
Cedar Fair LP, 5.375%, 6/01/24 95,000 97,850
Cinemark USA, Inc., 5.125%, 12/15/22 165,000 167,681
Cinemark USA, Inc., 4.875%, 6/01/23 190,000 190,000
NCL Corp. Ltd., 5.25%, 11/15/19 (n) 270,000 270,000
Six Flags Entertainment Corp., 5.25%, 1/15/21 (n) 320,000 327,152

$ 1,494,914
Financial Institutions - 7.4%
Aircastle Ltd., 4.625%, 12/15/18 $ 175,000 $ 177,415
Aircastle Ltd., 5.125%, 3/15/21 125,000 125,313
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Portfolio of Investments (unaudited) � continued

Issuer Shares/Par Value ($)
Bonds - continued
Financial Institutions - continued
Aircastle Ltd., 5.5%, 2/15/22 $ 160,000 $ 159,800
CIT Group, Inc., 6.625%, 4/01/18 (n) 319,000 335,349
CIT Group, Inc., 5.5%, 2/15/19 (n) 340,000 351,900
CIT Group, Inc., 5%, 8/15/22 155,000 155,581
Credit Acceptance Co., 7.375%, 3/15/23 (n) 225,000 212,625
Icahn Enterprises LP, 6%, 8/01/20 245,000 227,850
Icahn Enterprises LP, 5.875%, 2/01/22 320,000 279,200
Nationstar Mortgage LLC/Capital Corp., 6.5%, 8/01/18 175,000 171,063
Nationstar Mortgage LLC/Capital Corp., 7.875%, 10/01/20 555,000 523,088
Navient Corp., 8%, 3/25/20 515,000 508,563
Navient Corp., 5.875%, 3/25/21 100,000 87,750
Navient Corp., 7.25%, 1/25/22 260,000 236,600
Navient Corp., 6.125%, 3/25/24 105,000 87,875
PHH Corp., 6.375%, 8/15/21 265,000 231,875

$ 3,871,847
Food & Beverages - 1.2%
Darling Ingredients, Inc., 5.375%, 1/15/22 $ 190,000 $ 187,150
Pinnacle Foods Finance LLC/Pinnacle Foods Finance Corp., 5.875%, 1/15/24 (n) 65,000 68,575
Sun Merger Sub, Inc., 5.875%, 8/01/21 (n) 350,000 356,017

$ 611,742
Forest & Paper Products - 0.3%
Appvion, Inc., 9%, 6/01/20 (n) $ 175,000 $ 58,406
Tembec Industries, Inc., 9%, 12/15/19 (n) 115,000 74,175

$ 132,581
Gaming & Lodging - 4.8%
CCM Merger, Inc., 9.125%, 5/01/19 (n) $ 255,000 $ 259,463
GLP Capital LP/GLP Financing II, Inc., 5.375%, 11/01/23 265,000 261,025
Greektown Holdings LLC, 8.875%, 3/15/19 (n) 285,000 277,875
Hilton Worldwide Finance LLC/Hilton Worldwide Finance Corp., 5.625%, 10/15/21 415,000 430,563
Isle of Capri Casinos, Inc., 8.875%, 6/15/20 80,000 84,000
Isle of Capri Casinos, Inc., 5.875%, 3/15/21 325,000 334,750
MGM Resorts International, 6.625%, 12/15/21 180,000 191,250
MGM Resorts International, 6%, 3/15/23 285,000 292,125
Ryman Hospitality Properties, Inc., REIT, 5%, 4/15/21 305,000 306,525
Ryman Hospitality Properties, Inc., REIT, 5%, 4/15/23 80,000 79,800

$ 2,517,376
Industrial - 1.9%
Anixter, Inc., 5.125%, 10/01/21 $ 240,000 $ 232,800
Dematic S.A., 7.75%, 12/15/20 (n) 385,000 381,150
Howard Hughes Corp., 6.875%, 10/01/21 (n) 375,000 368,906

$ 982,856
Insurance - Health - 0.5%
Centene Escrow Corp., 5.625%, 2/15/21 (n) $ 115,000 $ 120,175
Centene Escrow Corp., 6.125%, 2/15/24 (n) 115,000 122,044

$ 242,219
Machinery & Tools - 2.2%
Ashtead Capital, Inc., 5.625%, 10/01/24 (n) $ 265,000 $ 262,350
CNH Industrial Capital LLC, 4.375%, 11/06/20 240,000 230,400
H&E Equipment Services Co., 7%, 9/01/22 370,000 352,425
Jurassic Holdings III, Inc., 6.875%, 2/15/21 (n) 295,000 179,950
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Portfolio of Investments (unaudited) � continued

Issuer Shares/Par Value ($)
Bonds - continued
Machinery & Tools - continued
Light Tower Rentals, Inc., 8.125%, 8/01/19 (n) $ 230,000 $ 104,650

$ 1,129,775
Major Banks - 2.4%
Bank of America Corp., FRN, 6.1%, 12/29/49 $ 670,000 $ 649,900
JPMorgan Chase & Co., 6% to 8/01/23, FRN to 12/29/49 405,000 400,950
Royal Bank of Scotland Group PLC, 7.5% to 8/10/20, FRN to 12/29/49 200,000 180,480

$ 1,231,330
Medical & Health Technology & Services - 8.0%
CHS/Community Health Systems, Inc., 6.875%, 2/01/22 $ 445,000 $ 381,588
Davita Healthcare Partners, Inc., 5%, 5/01/25 235,000 234,413
Davita, Inc., 5.125%, 7/15/24 185,000 188,238
HCA, Inc., 4.25%, 10/15/19 185,000 190,550
HCA, Inc., 7.5%, 2/15/22 380,000 429,324
HCA, Inc., 5.875%, 3/15/22 405,000 434,363
HCA, Inc., 5%, 3/15/24 160,000 163,200
HCA, Inc., 5.375%, 2/01/25 125,000 127,344
HCA, Inc., 5.875%, 2/15/26 130,000 133,900
HealthSouth Corp., 5.125%, 3/15/23 305,000 300,425
HealthSouth Corp., 5.75%, 11/01/24 (n) 150,000 151,500
LifePoint Hospitals, Inc., 5.5%, 12/01/21 170,000 175,525
TeamHealth, Inc., 7.25%, 12/15/23 (n) 50,000 52,500
Tenet Healthcare Corp., 8%, 8/01/20 480,000 484,800
Tenet Healthcare Corp., 4.5%, 4/01/21 180,000 178,875
Tenet Healthcare Corp., 8.125%, 4/01/22 160,000 157,299
Tenet Healthcare Corp., 6.75%, 6/15/23 170,000 154,063
Universal Health Services, Inc., 7.625%, 8/15/20 245,000 212,538

$ 4,150,445
Medical Equipment - 1.8%
Alere, Inc., 6.375%, 7/01/23 (n) $ 195,000 $ 214,013
DJO Finco, Inc., 8.125%, 6/15/21 (n) 260,000 217,750
Hologic, Inc., 5.25%, 7/15/22 (n) 250,000 261,850
Teleflex, Inc., 5.25%, 6/15/24 225,000 227,813

$ 921,426
Metals & Mining - 4.3%
Century Aluminum Co., 7.5%, 6/01/21 (n) $ 300,000 $ 193,500
Commercial Metals Co., 4.875%, 5/15/23 270,000 232,200
Consol Energy, Inc., 5.875%, 4/15/22 355,000 231,638
Consol Energy, Inc., 8%, 4/01/23 195,000 130,650
First Quantum Minerals Ltd., 7.25%, 10/15/19 (n) 400,000 220,000
Freeport-McMoRan, Inc., 5.45%, 3/15/43 90,000 52,200
GrafTech International Co., 6.375%, 11/15/20 330,000 191,400
Hudbay Minerals, Inc., 9.5%, 10/01/20 185,000 105,517
Lundin Mining Corp., 7.5%, 11/01/20 (n) 70,000 61,950
Lundin Mining Corp., 7.875%, 11/01/22 (n) 150,000 123,000
Steel Dynamics, Inc., 5.125%, 10/01/21 100,000 97,500
Steel Dynamics, Inc., 5.25%, 4/15/23 160,000 150,000
Steel Dynamics, Inc., 5.5%, 10/01/24 100,000 93,750
Suncoke Energy Partners LP/Suncoke Energy Partners Finance Corp., 7.375%, 2/01/20 (n) 90,000 56,700
Suncoke Energy Partners LP/Suncoke Energy Partners Finance Corp., 7.375%, 2/01/20 (n) 215,000 135,450
Suncoke Energy, Inc., 7.625%, 8/01/19 29,000 28,130
TMS International Corp., 7.625%, 10/15/21 (n) 205,000 155,288

$ 2,258,873
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Portfolio of Investments (unaudited) � continued

Issuer Shares/Par Value ($)
Bonds - continued
Midstream - 7.7%
AmeriGas Finance LLC, 6.75%, 5/20/20 $ 425,000 $ 431,375
Blue Racer Midstream LLC/Blue Racer Finance Corp., 6.125%, 11/15/22 (n) 155,000 116,250
Crestwood Midstream Partners LP, 6%, 12/15/20 225,000 162,563
Crestwood Midstream Partners LP, 6.125%, 3/01/22 135,000 97,200
Energy Transfer Equity LP, 7.5%, 10/15/20 425,000 388,875
Ferrellgas LP/Ferrellgas Finance Corp., 6.5%, 5/01/21 230,000 175,950
Ferrellgas LP/Ferrellgas Finance Corp., 6.75%, 1/15/22 295,000 212,400
Kinder Morgan (Delaware), Inc., 7.75%, 1/15/32 500,000 478,640
MPLX LP, 5.5%, 2/15/23 (n) 230,000 205,275
MPLX LP, 4.5%, 7/15/23 (n) 290,000 241,245
Sabine Pass Liquefaction LLC, 5.625%, 2/01/21 200,000 190,875
Sabine Pass Liquefaction LLC, 5.625%, 4/15/23 450,000 415,125
Sabine Pass Liquefaction LLC, 5.75%, 5/15/24 135,000 124,284
Sabine Pass Liquefaction LLC, 5.625%, 3/01/25 265,000 240,488
Summit Midstream Holdings LLC/Summit Midstream Finance Corp., 7.5%, 7/01/21 130,000 97,500
Summit Midstream Holdings LLC/Summit Midstream Finance Corp., 5.5%, 8/15/22 160,000 104,000
Targa Resources Partners LP/Targa Resources Finance Corp., 5%, 1/15/18 80,000 76,650
Targa Resources Partners LP/Targa Resources Finance Corp., 4.125%, 11/15/19 240,000 211,800
Targa Resources Partners LP/Targa Resources Finance Corp., 5.25%, 5/01/23 65,000 50,863

$ 4,021,358
Network & Telecom - 2.3%
Centurylink, Inc., 6.45%, 6/15/21 $ 185,000 $ 187,890
Centurylink, Inc., 7.65%, 3/15/42 245,000 200,900
Frontier Communications Corp., 8.125%, 10/01/18 95,000 98,325
Frontier Communications Corp., 6.25%, 9/15/21 75,000 66,469
Frontier Communications Corp., 7.125%, 1/15/23 100,000 86,969
Frontier Communications Corp., 11%, 9/15/25 (n) 80,000 80,100
Frontier Communications Corp., 9%, 8/15/31 215,000 175,225
Telecom Italia Capital, 6%, 9/30/34 70,000 60,375
Telecom Italia S.p.A., 5.303%, 5/30/24 (n) 250,000 242,500

$ 1,198,753
Oil Services - 0.8%
Bristow Group, Inc., 6.25%, 10/15/22 $ 373,000 $ 210,745
Pacific Drilling S.A., 5.375%, 6/01/20 (n) 290,000 58,000
Shale-Inland Holdings LLC/Finance Co., 8.75%, 11/15/19 (n) 220,000 136,400

$ 405,145
Oils - 0.9%
CITGO Holding, Inc., 10.75%, 2/15/20 (n) $ 160,000 $ 145,600
CITGO Petroleum Corp., 6.25%, 8/15/22 (n) 340,000 314,500

$ 460,100
Other Banks & Diversified Financials - 0.5%
Groupe BPCE S.A., 12.5% to 9/30/19, FRN to 8/29/49 (n) $ 225,000 $ 275,812

Pharmaceuticals - 3.6%
Capsugel S.A., 7%, 5/15/19 (n)(p) $ 80,000 $ 80,100
Endo Finance LLC/Endo Finco, Inc., 7.75%, 1/15/22 (n) 425,000 440,938
Mallinckrodt International Finance S.A., 5.75%, 8/01/22 (n) 220,000 217,250
Mallinckrodt International Finance S.A., 5.5%, 4/15/25 (n) 65,000 61,263
Valeant Pharmaceuticals International, Inc., 7%, 10/01/20 (n) 430,000 405,275
Valeant Pharmaceuticals International, Inc., 7.25%, 7/15/22 (n) 230,000 210,450
Valeant Pharmaceuticals International, Inc., 5.5%, 3/01/23 (n) 105,000 87,413
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Portfolio of Investments (unaudited) � continued

Issuer Shares/Par Value ($)
Bonds - continued
Pharmaceuticals - continued
Vantage Point Imaging, 7.5%, 7/15/21 (n) $ 125,000 $ 117,813
VRX Escrow Corp., 5.875%, 5/15/23 (n) 295,000 248,906

$ 1,869,408
Precious Metals & Minerals - 0.9%
Aurico Gold, Inc., 7.75%, 4/01/20 (n) $ 240,000 $ 203,400
Eldorado Gold Corp., 6.125%, 12/15/20 (n) 335,000 280,144

$ 483,544
Printing & Publishing - 2.3%
American Media, Inc., 13.5%, 6/15/18 (z) $ 28,207 $ 27,414
Nielsen Finance LLC, 5%, 4/15/22 (n) 440,000 445,500
Outdoor Americas Capital LLC/Outfront Media Capital Corp., 5.625%, 2/15/24 210,000 218,530
TEGNA, Inc., 5.125%, 7/15/20 185,000 193,325
TEGNA, Inc., 4.875%, 9/15/21 (n) 100,000 102,500
TEGNA, Inc., 6.375%, 10/15/23 195,000 209,138

$ 1,196,407
Real Estate - Healthcare - 0.8%
MPT Operating Partnership LP, REIT, 6.875%, 5/01/21 $ 150,000 $ 156,375
MPT Operating Partnership LP, REIT, 6.375%, 2/15/22 275,000 283,250

$ 439,625
Real Estate - Other - 1.3%
DuPont Fabros Technology LP, REIT, 5.875%, 9/15/21 $ 360,000 $ 374,400
Felcor Lodging LP, REIT, 5.625%, 3/01/23 315,000 320,513

$ 694,913
Retailers - 3.3%
Best Buy Co., Inc., 5.5%, 3/15/21 $ 445,000 $ 457,794
Bon Ton Stores, Inc., 8%, 6/15/21 45,000 16,425
DriveTime Automotive Group, Inc./DT Acceptance Corp., 8%, 6/01/21 (n) 215,000 182,750
Family Tree Escrow LLC, 5.75%, 3/01/23 (n) 360,000 382,950
Neiman Marcus Group Ltd., 8%, 10/15/21 (n) 240,000 169,176
Rite Aid Corp., 9.25%, 3/15/20 155,000 163,525
Rite Aid Corp., 6.75%, 6/15/21 65,000 68,900
Rite Aid Corp., 6.125%, 4/01/23 (n) 170,000 181,475
Sally Beauty Holdings, Inc., 5.625%, 12/01/25 80,000 83,200

$ 1,706,195
Specialty Chemicals - 1.4%
Chemtura Corp., 5.75%, 7/15/21 $ 435,000 $ 428,475
Univar USA, Inc., 6.75%, 7/15/23 (n) 360,000 310,500

$ 738,975
Specialty Stores - 1.7%
Argos Merger Sub, Inc., 7.125%, 3/15/23 (n) $ 320,000 $ 327,200
Group 1 Automotive, Inc., 5%, 6/01/22 335,000 313,225
Michaels Stores, Inc., 5.875%, 12/15/20 (n) 235,000 242,050

$ 882,475
Telecommunications - Wireless - 6.5%
Crown Castle International Corp., 5.25%, 1/15/23 $ 245,000 $ 259,394
Digicel Group Ltd., 7.125%, 4/01/22 (n) 200,000 143,000
Digicel Group Ltd., 6.75%, 3/01/23 (n) 225,000 191,813
Sprint Capital Corp., 6.875%, 11/15/28 285,000 206,625
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Portfolio of Investments (unaudited) � continued

Issuer Shares/Par Value ($)
Bonds - continued
Telecommunications - Wireless - continued
Sprint Corp., 7.875%, 9/15/23 $ 370,000 $ 273,800
Sprint Corp., 7.125%, 6/15/24 410,000 292,125
Sprint Corp., 7%, 8/15/20 40,000 31,400
Sprint Nextel Corp., 9%, 11/15/18 (n) 150,000 155,715
Sprint Nextel Corp., 6%, 11/15/22 205,000 144,525
T-Mobile USA, Inc., 6.125%, 1/15/22 35,000 35,963
T-Mobile USA, Inc., 6.5%, 1/15/24 95,000 97,613
T-Mobile USA, Inc., 6.464%, 4/28/19 85,000 87,338
T-Mobile USA, Inc., 6.25%, 4/01/21 500,000 523,750
T-Mobile USA, Inc., 6.633%, 4/28/21 125,000 130,625
T-Mobile USA, Inc., 6.5%, 1/15/26 195,000 197,607
Wind Acquisition Finance S.A., 4.75%, 7/15/20 (n) 250,000 241,250
Wind Acquisition Finance S.A., 7.375%, 4/23/21 (n) 405,000 372,600

$ 3,385,143
Telephone Services - 0.8%
Level 3 Financing, Inc., 5.375%, 1/15/24 (n) $ 100,000 $ 102,500
Level 3 Financing, Inc., 5.375%, 5/01/25 305,000 310,338

July 27,
2011

September
15, 2011

September
29, 2011 $ 0.12

October 26, 2011 December
1, 2011

December
15, 2011 $ 0.85

October 26, 2011 December
14, 2011

December
28, 2011 $ 0.12

The following table summarizes the Company�s cash dividend payments for the nine months ended December 31, 2010:

Declaration Date Stockholder Record Date Payment Date

Amount
per
Share

May 5, 2010 June 15, 2010 June 30, 2010 $ 0.10
August 4, 2010 September 14, 2010 September 29, 2010 $ 0.10
October 27, 2010 November 14, 2010 November 30, 2010 $ 0.75
October 27, 2010 December 7, 2010 December 21, 2010 $ 0.10

The declaration of cash dividends in the future is subject to final determination each quarter by the Board based on a number of factors,
including the Company�s financial performance and available cash resources, its cash requirements and alternative uses of cash that the Board
may conclude would represent an opportunity to generate a greater return on investment for the Company. The Board may decide that future
dividends will be in amounts that are different than the amount described above or may decide to suspend or discontinue the payment of cash
dividends altogether. See Note 14 for additional information regarding the Company�s plans for future cash dividends.

10. Business Segment and Geographic Information
The Company operates in one industry segment, the development and sale of computer software programs and related services. The chief
operating decision maker evaluates the performance of the Company using one industry segment. Revenue from transactions with United States
government agencies was approximately 22.9% and 25.2% of total revenue for the three months ended December 31, 2011 and 2010,
respectively. Revenue from transactions with United States government agencies was approximately 29.9% and 34.1% of total revenue for the
nine months ended December 31, 2011 and 2010, respectively. No single customer accounted for 10% or more of revenue for the three or nine
months ended December 31, 2011 and 2010. In addition, there was no country, with the exception of the United States, where aggregate sales
accounted for 10% or more of total revenue in either the three or nine months ended December 31, 2011 and 2010. Substantially all assets were
held in the United States at December 31 and March 31, 2011. Revenue by geographic area and as a percentage of total revenue follows:
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Three Months Ended
December 31,

Nine Months Ended
December 31,

2011 2010 2011 2010
(dollars in thousands)

Geographic Area:
United States $ 34,549 $ 28,442 $ 96,765 $ 80,060
International 11,438 11,236 31,390 26,821

Total revenue $ 45,987 $ 39,678 $ 128,155 $ 106,881

Geographic Area:
United States 75.1% 71.7% 75.5% 74.9% 
International 24.9% 28.3% 24.5% 25.1% 

Total revenue 100.0% 100.0% 100.0% 100.0% 
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11. Comprehensive Income
Comprehensive income includes net income, foreign currency translation adjustments, and net unrealized gains (losses) on cash equivalents and
marketable securities. The components of comprehensive income, net of tax, are as follows:

Three Months 
Ended

December 31,
Nine Months Ended

December 31,
2011 2010 2011 2010

(in thousands)

Net income $ 5,323 $ 4,324 $ 14,298 $ 8,578
Foreign currency translation adjustments (296) (275) (516) 112
Net unrealized (losses) gains on cash equivalents and marketable securities (3) (3) (6) 5

Total comprehensive income $ 5,024 $ 4,046 $ 13,776 $ 8,695

Accumulated other comprehensive loss includes foreign currency translation adjustments and net unrealized gains on marketable securities. The
components of accumulated other comprehensive loss at December 31 and March 31, 2011, net of tax, are as follows:

December 31,
2011

March 31,
2011

Foreign currency translation adjustments $ (1,168) $ (653) 
Net unrealized (losses) gains on marketable securities (2) 4

Total accumulated other comprehensive loss $ (1,170) $ (649) 

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

Under the terms of substantially all of the Company�s license agreements, it has agreed to defend and pay any final judgment against its
customers arising from claims against such customers that the Company�s software products infringe the intellectual property rights of a third
party. To date: i) the Company has not received any notice that any customer is subject to an infringement claim arising from the use of its
software products, ii) the Company has not received any request to defend any customers from infringement claims arising from the use of its
software products, and iii) the Company has not paid any final judgment on behalf of any customer related to an infringement claim arising from
the use of its software products. Because the outcome of infringement disputes are related to the specific facts in each case, and given the lack of
previous or current indemnification claims, the Company cannot estimate the maximum amount of potential future payments, if any, related to
its indemnification provisions. However, the Company believes these indemnification provisions will not have a material adverse effect on its
operating performance, financial condition, or cash flows. As of December 31, 2011, 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.
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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.

17

Edgar Filing: MFS INTERMEDIATE HIGH INCOME FUND - Form N-Q

Table of Contents 19



Table of Contents

13. Income Taxes
The Company�s effective tax rate was 35.8% and 22.1% for the three months ended December 31, 2011 and 2010, respectively. The Company�s
effective tax rate was 34.4% and 31.3% for the nine months ended December 31, 2011 and 2010, respectively. The Company�s tax rate differed
from the statutory tax rate in the three and nine months ended December 31, 2011 largely due to state income taxes, the difference between
United States and foreign tax rates, the research and development tax credit, the domestic production activities deduction, and book
compensation under the Company�s ESPP not deductible for tax purposes.

The increase in the Company�s effective tax rate for the three and nine month periods ended December 31, 2011, as compared to the same
periods in the prior fiscal year, was principally due to the research and development tax credit not being available to it during calendar year 2010
until the credit was reinstated into law in December 2010. When the research and development tax credit was reinstated into law, the Company
included the full amount of the estimated credit for all of calendar year 2010 into the calculation of the provision expense for the three and nine
month periods ended December 31, 2010. The inclusion of the full amount of the credit for all of calendar year 2010 into the calculation of the
provision expense lowered the Company�s effective tax rate for the three and nine months ended December 31, 2010 as compared to the same
periods in 2011. For the three and nine month periods ended December 31, 2011, only three and nine months, respectively, of the research and
development tax credit was included in the provision expense given that the credit was reinstated into law in December 2010 and was available
for the entire year of calendar 2011.

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

Australia FY07 � FY09
Belgium FY09 � FY11
France FY08 � FY11
Germany FY07 � FY10
United Kingdom FY10
Singapore FY08 � FY10
United States FY09 � FY11
Maryland FY07 � FY11

We are currently under an income tax audit in France for fiscal years 2008 through 2010.

14. Subsequent Events
On January 25, 2012, the Board approved a quarterly cash dividend in the amount of $0.12 per share, which will be paid on March 28, 2012 to
stockholders of record as of the close of business on March 14, 2012. The declaration of cash dividends in the future is subject to final
determination each quarter by the Board based on a number of factors, including the Company�s financial performance and available cash
resources, its cash requirements and alternative uses of cash that the Board may conclude would represent an opportunity to generate a greater
return on investment for the Company. The Board may decide that future dividends will be in amounts that are different than the amount
described above or may decide to suspend or discontinue the payment of cash dividends altogether.
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ITEM 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion and analysis related to our financial condition and results of operations for the three and nine months ended
December 31, 2011 and 2010 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, 2011, filed with the Securities and Exchange Commission, or SEC, on June 3, 2011.
This discussion and analysis contains forward-looking statements that involve risks, uncertainties, and assumptions and our actual results may
differ materially from those anticipated in these forward-looking statements as a result of certain factors, including, but not limited to, those set
forth under the �Risk Factors� section of our Form 10-K for the fiscal year ended March 31, 2011 and in subsequent SEC filings. We caution
readers not to place undue reliance on any such forward-looking statements, which are made pursuant to the Private Securities Litigation Reform
Act of 1995, as amended, and, as such, speak only as of the date made. We undertake no obligation to publicly update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise, after the date of this Form 10-Q.

Overview

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

We operate in one reportable industry segment, the development and sale of computer software products and related services. Our operations are
principally in the United States. We also have subsidiaries with offices in Australia, Belgium, France, Germany, the United Kingdom,
Singapore, and China. We primarily depend upon our direct sales force to generate revenue in the United States. In addition, in the United States
we operate an indirect sales channel program to extend our market reach by establishing sales alliances with third parties called the Synergy
Program. The Synergy Program�s primary focus is on selling our APM software products, as we believe these software products are particularly
well-suited for channel distribution. Sales outside the United States are made through our international sales team as well as third-party
distributors and value-added resellers, who generally are responsible for providing technical support and service to customers within their
territory.

Our revenue is derived from three primary sources: (1) products, (2) product updates, technical support and services, and (3) professional
services, which include consulting and training services for customers without current maintenance agreements. Product revenue represents all
fees earned from granting customers licenses to use our software and fees associated with hardware platforms used to deliver some software
products, but excludes revenue derived from product updates, which are included in product updates, technical support, and services revenue.
Our software master license agreement provides our customers with the right to use our software either perpetually, which we refer to as
perpetual licenses, or during a defined term, generally for one to four years, which we refer to as term licenses. For the nine months ended
December 31, 2011 and 2010, perpetual licenses represented approximately 95% and 91%, respectively, of product revenue. Product updates,
technical support, and services revenue represents fees associated with the sale of unspecified product updates, technical support and
when-and-if available training under our maintenance agreements. Substantially all of our product arrangements generate both product revenue
and product updates, technical support, and services revenue. We offer professional services, under both time-and-material and fixed-price
agreements, primarily to facilitate the adoption of our software products.

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

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

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

Three Months Ended
December 31,

2011
September 30,

2011
Amount
Change

Percentage
Change

(dollars in thousands, except per share data)
Financial Data:
Total revenue $ 45,987 $ 41,921 $ 4,066 9.7% 
Total cost of revenue $ 10,419 $ 9,596 $ 823 8.6% 
Gross profit $ 35,568 $ 32,325 $ 3,243 10.0% 
Gross profit as a percentage of total revenue (gross
margin) 77.3% 77.1% 
Total operating expenses $ 27,276 $ 25,063 $ 2,213 8.8% 
Income from operations $ 8,292 $ 7,262 $ 1,030 14.2% 
Income from operations as a percentage of total revenue
(operating margin) 18.0% 17.3% 
Net income $ 5,323 $ 4,786 $ 537 11.2% 
Diluted net income per common share $ 0.23 $ 0.21 $ 0.02 9.5% 
Other Operations Data:
Total employees (period end) 602 596 6 1.0% 
Total average employees 595 595 �  0.0% 
Total consultants (period end) 92 87 5 5.7% 
Total quota-carrying sales persons (excluding directors
and inside sales representatives) (period end) 81 80 1 1.3% 

Financial Condition and Liquidity Data:
Cash, cash equivalents, and marketable securities (period
end) $ 97,804 $ 111,358 $ (13,554) (12.2)% 
Cash flows (used)/provided by operating activities $ 9,793 $ (7,883) $ 17,676 224.2% 
Total deferred revenue (period end) $ 49,786 $ 44,053 $ 5,733 13.0% 

In Q3 fiscal 2012, several regions of Thailand experienced severe flooding causing damage to factories that supply hard disk drives, and the
damage to these factories has significantly impacted the general availability of hard disk drives. One of the products we sell, AppResponse
Xpert, utilizes hard disk drives. We do not believe this shortage has had any material financial impact on our operations. However, due to the
severity of the shortage we are experiencing increases in the price of hard disk drives, but do not believe the increases in price will have a
material financial impact. We are currently working with several suppliers to negotiate the best possible prices to reduce the potential impact of
price increases related to hard disk drives we purchase, and to ensure we have the required number of hard disk drives to meet customer demand
for our AppResponse Xpert products.

Our increase in total revenue in Q3 fiscal 2012 from Q2 fiscal 2012 was principally due to an increase in product revenue of $3.8 million. The
increase in product revenue was due to an increase in product sales to corporate enterprise customers and service providers which was partially
offset by a decrease in product sales to United States government customers. The increase in sales to corporate enterprises and the decrease in
sales to United States government customers reflects a seasonal trend we typically experience in our fiscal Q3. Please see the Seasonality section
below for a further discussion of seasonality trends. Total revenue generated from sales to United States government customers decreased by
$4.8 million during Q3 fiscal 2012 as compared to Q2 fiscal 2012. The percentage of total revenue from United States government customers
decreased to 22.9% in Q3 fiscal 2012 from 36.6% in Q2 fiscal 2012.

Our international revenue was $11.4 million and $9.4 million for Q3 fiscal 2012 and Q2 fiscal 2012, respectively. The increase in international
revenue was primarily the result of an increase in product sales to corporate enterprise customers and
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service providers. As a percentage of total revenue, international revenue increased from 22.4% to 24.9% during Q3 fiscal 2012. The increase in
international product sales reflects a seasonal trend we typically experience in our fiscal Q3. We expect international revenue to continue to
account for a significant portion of our total revenue in the future. Sales to corporate enterprises accounted for the largest portion of our
international revenue during Q3 fiscal 2012. 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 increased $3.2 million, or 10.0%, to $35.6 million for Q3 fiscal 2012 from $32.3 million for Q2 fiscal 2012. The increase in
gross profit was primarily the result of a $3.8 million increase in product revenue. Our gross margin increased to 77.3% in Q3 fiscal 2012 from
77.1% in Q2 fiscal 2012. The slight increase in gross margin was principally due to a $3.8 million dollar increase in product revenue, which
generated a gross margin during the quarter of 82.3%. Gross margin on product updates, technical support and services revenue was 90.6% and
gross margin on professional services revenue for Q3 fiscal 2012 was 29.9%.

During Q3 fiscal 2012, as compared to Q2 fiscal 2012, we experienced a decrease in cash, cash equivalents, and marketable securities of $13.6
million. The decline was largely related to the payment of $21.8 million of dividends to shareholders during the quarter partially offset by cash
flow provided from operations. We experienced an increase in cash flow from operations largely due to an increase in deferred revenue of $5.7
million. The increase in deferred revenue was due to strong sales of new and renewal software maintenance contracts during the quarter.

Seasonality

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

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

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

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

Trends That May Affect Business and Future Results

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

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

Gross Profit Margin. Our overall gross profit margin will continue to be affected by the proportion of total revenue generated from products and
product updates, technical support and services, as revenue from these sources has substantially higher gross margins than the gross margin on
revenue from professional services. Our overall gross profit margin will also be affected by the proportion of our product revenue that is derived
from products delivered on hardware platforms, the amount of fees paid to indirect channel partners and the profitability of individual consulting
engagements. Amortization of technology associated with acquisitions of technology that we may make in future periods may also affect our
gross profit margin.

Research and Development Expenses. We believe that continued investment in research and development will be required to maintain our
competitive position and broaden our software product lines, as well as enhance the features and functionality of our current software products,
especially our APM products. We believe there is more competition in the markets served by our APM products as compared to the markets for
our other products. We made personnel investments in research and development during fiscal 2011, and we plan to continue making
investments in additional personnel during fiscal 2012. We expect that the absolute dollar amount of these expenses will continue to grow but
generally decrease as a percentage of total revenue in future periods, although our ability to decrease these expenses as a percentage of revenue
will depend upon our ability to increase our revenue, among other factors.

Sales and Marketing Expenses. We depend upon our direct sales model to generate revenue and believe that increasing the size of our
quota-carrying sales team is essential for long-term growth. During fiscal 2011, we focused on improving the productivity of our sales force and
only made modest investments in additional direct sales personnel. We plan to accelerate our hiring of quota-carrying salespeople as compared
to fiscal 2011 in order to address what we believe is a large and growing market for our products. We also plan to increase expenditures in areas
we believe will enhance the visibility of our products in the marketplace, especially our APM products. While we expect that the absolute dollar
amount of sales and marketing expenses will increase in fiscal 2012 as compared to fiscal 2011, our ability to lower these expenses as a
percentage of revenue will depend upon increases in our revenue.

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. Since a significant portion of our product 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 adversely impact our operating margin and earnings.
Our operating margin increased to 18.0% during Q3 fiscal 2012 from 17.3% during Q2 fiscal 2012. The increase was primarily the result of a
$3.8 million increase in product revenue. We remain committed to increasing profitability and generating long-term growth. As the economy
improves, we plan to strategically increase research and development and marketing expenditures in order to maintain our products� competitive
advantages and increase market share. While we intend to strategically increase expenditures in certain areas, we intend to closely monitor and
control overall operating expenses in order to maximize our operating margin.

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 condensed
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. 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, fair value measurement of cash equivalents and marketable
securities, valuation of 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, 2011, filed with
the SEC on June 3, 2011.
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Results of Operations

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

Three Months Ended
December 31,

Nine Months Ended
December 31,

2011 2010 2011 2010
Revenue:
Product 53.2% 50.9% 50.3% 47.6% 
Product updates, technical support and services 34.2 35.1 35.8 36.8
Professional services 12.6 14.0 13.9 15.6

Total revenue 100.0 100.0 100.0 100.0

Cost of revenue:

Product 9.4 7.3 8.4 6.2
Product updates, technical support and services 3.2 3.2 3.4 3.6
Professional services 8.9 9.3 9.0 11.4
Amortization of acquired technology and customer relationships 1.2 1.4 1.3 1.4

Total cost of revenue 22.7 21.2 22.1 22.6

Gross profit 77.3 78.8 77.9 77.4

Operating expenses:
Research and development 20.2 22.1 21.5 23.8
Sales and marketing 32.4 33.4 32.1 32.8
General and administrative 6.7 9.2 7.3 9.0

Total operating expenses 59.3 64.7 60.9 65.6

Income from operations 18.0 14.1 17.0 11.8
Interest and other expense, net (0.0) (0.1) (0.0) (0.1) 

Income before provision for income taxes 18.0 14.0 17.0 11.7
Provision for income taxes 6.4 3.1 5.8 3.7

Net income 11.6% 10.9% 11.2% 8.0% 

Revenue

Product Revenue. Product revenue was $24.4 million and $20.2 million for the three months ended December 31, 2011 and 2010, respectively,
representing an increase of 21.1%. The increase was due to growth in sales to service providers and corporate enterprise customers and, to a
lesser extent, United States government customers. Product revenue was $64.5 million and $50.8 million for the nine months ended
December 31, 2011 and 2010, respectively, representing an increase of 26.8%. The increase was largely due to growth in sales to corporate
enterprise customers and, to a lesser extent, United States government customers and service providers. The increase in sales to corporate
enterprise and United States government customers for the three and nine month periods was primarily due to growth in sales of our APM
products.
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Product Updates, Technical Support and Services Revenue. Product updates, technical support and services revenue was $15.7 million and
$13.9 million for the three months ended December 31, 2011 and 2010, respectively, representing an increase of 13.2%. Product updates,
technical support and services revenue was $45.9 million and $39.3 million for the nine months ended December 31, 2011 and 2010,
respectively, representing an increase of 16.7%. Product updates, technical support and services revenue growth rates are affected by the overall
product revenue growth rates, as well as the annual renewal of maintenance contracts by existing customers. The increase in product updates,
technical support and services revenue for both periods reflect increases in the overall customer installed base. Growth in the overall customer
installed base generally increases the demand for annual renewals of maintenance contracts.
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The dollar amount of our deferred revenue under our maintenance contracts at the end of each quarter is a key factor in determining the
near-term growth of our product updates, technical support and services revenue. The balance of deferred revenue under our maintenance
contracts generally increases when we sell product licenses and when we sell renewals of annual maintenance contracts. The amount of deferred
revenue under our maintenance contracts was $45.3 million and $37.4 million at December 31, 2011 and 2010, respectively. The amount of
deferred revenue under our maintenance contracts will generally be recognized as product updates, technical support and services revenue over
the life of each individually purchased maintenance contract, which is typically a twelve-month period.

Professional Services Revenue. The components of professional services revenue for the three and nine months ended December 31, 2011 and
2010 are as follows:

Three Months 
Ended,

December 31,
Nine Months Ended,

December 31,
2011 2010 2011 2010

(in thousands)
Consulting services revenue $ 5,510 $ 5,458 $ 17,367 $ 16,412
Training revenue 302 135 480 367

Professional services revenue $ 5,812 $ 5,593 $ 17,847 $ 16,779

Professional services revenue was $5.8 million and $5.6 million for the three months ended December 31, 2011 and 2010, respectively,
representing an increase of 3.9%. Consulting services revenue accounted for 94.8% and 97.6% of professional services revenue for the three
months ended December 31, 2011 and 2010, respectively. The percentage of total consulting revenue from United States government customers
for the three months ended December 31, 2011 and 2010 was 50.3% and 62.8%, respectively. Professional services revenue was $17.8 million
and $16.8 million for the nine months ended December 31, 2011 and 2010, respectively, representing an increase of 6.4%. Consulting services
revenue accounted for 97.3% and 97.8% of professional services revenue for the nine months ended December 31, 2011 and 2010, respectively.
The percentage of total consulting revenue from United States government customers for the nine months ended December 31, 2011 and 2010
was 51.9% and 68.8%, respectively. The increase in professional services revenue for the three and nine month periods ended December 31,
2011 was principally the result of an increase in average hourly billing rates for our consultants that provide consulting services. The increase in
average hourly billing rates was due to an increase in the percentage of our revenue being derived from commercial customers as compared to
United States government customers during the three and nine month periods ended December 31, 2011 as compared to the prior fiscal year. The
increase in the percentage of professional services revenue derived from commercial customers for the three and nine month periods ended
December 31, 2011, as compared to the same periods in the prior fiscal year, was principally due to the growing proportion of product sales and
related implementation services to corporate enterprise customers relative United States government customers. Average hourly billing rates for
consulting services are generally higher for commercial customers than for United States government customers.

International Revenue.

Our international revenue was $11.4 million and $11.2 million for the three months ended December 31, 2011 and 2010, respectively,
representing an increase of 1.8%. Our international revenue as a percentage of total revenue was 24.9% and 28.3% for the three months ended
December 31, 2011 and 2010, respectively. Our international revenue was $31.4 million and $26.8 million for the nine months ended
December 31, 2011 and 2010, respectively, representing an increase of 17.0%. Our international revenue as a percentage of total revenue was
24.5% and 25.1% for the nine months ended December 31, 2011 and 2010, respectively. The absolute dollar increases in international revenue
were principally due to an increase in sales of our APM products to corporate enterprise customers. Revenue from corporate enterprise
customers accounted for the largest percentage of international revenue for the three and nine month periods ended December 31, 2011 and
2010. Our international revenue is primarily generated in Europe and Asia.
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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: 2011 2010 2011 2010
Product 17.7% 14.3% 16.6% 13.1% 
Product updates, technical support and services 9.5% 9.1% 9.4% 9.7% 
Professional services 70.2% 66.0% 65.5% 72.6% 

Cost of product revenue consists primarily of the cost of hardware platforms associated with the delivery of some software products, royalties,
fees paid to indirect channel partners and, to a lesser extent, media, manuals, and distribution costs. Cost of product updates, technical support
and services revenue consists principally 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
principally of personnel-related costs necessary to provide consulting and training to customers without active maintenance contracts. Gross
margins on product revenue and product updates, technical support and services revenue are substantially higher than gross margins on
professional services revenue, due to the low cost of delivering software products and providing technical support and maintenance compared
with the relatively high personnel costs associated with providing consulting services and customer training.

Cost of Product Revenue. Cost of product revenue was $4.3 million and $2.9 million for the three months ended December 31, 2011 and 2010,
respectively. The increase of 49.3% was principally the result of a $1.6 million increase in costs related to hardware platforms used to deliver
our AppResponse Xpert software products and other hardware used in conjunction with our AppResponse Xpert software products. The increase
in hardware costs reflects growth in sales of our AppResponse Xpert products. Total hardware platform costs for the three months ended
December 31, 2011 and 2010 was $3.9 million and $2.4 million, respectively. Gross margin on product revenue decreased to 82.3% for the three
months ended December 31, 2011, compared to 85.7% for the same period in fiscal 2011. The decrease in gross margin was due to a higher
proportion of product revenue being generated from sales of our AppResponse Xpert product, which is typically delivered using a hardware
platform and therefore has a higher cost of revenue as compared to other software products we sell. The higher proportion of AppResponse
Xpert revenue was largely due to an increase in the quantities of AppResponse Xpert products sold to existing customers, as existing customers
typically purchase larger quantities of our AppResponse Xpert products as compared to new customers. Cost of product revenue was $10.7
million and $6.7 million for the nine months ended December 31, 2011 and 2010, respectively. The increase of 60.6% was primarily the result of
a $3.6 million increase in costs related to hardware platforms used to deliver our AppResponse Xpert software and other hardware used in
conjunction with AppResponse Xpert. Total hardware platform costs for the nine months ended December 31, 2011 and 2010 was $9.2 million
and $5.6 million, respectively. Gross margin on product revenue decreased to 83.4% for the nine months ended December 31, 2011, compared
to 86.9% for the same period in fiscal 2011. The decrease in gross margin was due to a higher proportion of product revenue being generated
from sales of our AppResponse Xpert product, which is typically delivered using a hardware platform and therefore has a higher cost of revenue
as compared to other software products we sell. The higher proportion of AppResponse Xpert revenue was largely due to an increase in the
quantities of AppResponse Xpert products sold to existing customers, as existing customers typically purchase larger quantities of our
AppResponse Xpert products as compared to new customers. In addition, during the quarter ended September 30, 2011, we extended a larger
than normal discount to one customer that made a very significant purchase of AppResponse Xpert products.

Cost of Product Updates, Technical Support and Services Revenue. Cost of product updates, technical support and services revenue was $1.5
million and $1.3 million for the three months ended December 31, 2011 and 2010, respectively. The increase in cost of product updates,
technical support and services revenue was primarily the result of compensation costs associated with providing when-and-if-available training
under our maintenance contracts. Gross margin on product updates, technical support and services revenue decreased to 90.6% for the three
months ended December 31, 2011, from 90.9% for the same period in fiscal 2011. Stock-based compensation expense allocated to cost of
product updates, technical support and services was $11,000 and $6,000 for the three months ended December 31, 2011 and 2010, respectively.
Cost of product updates, technical support and services revenue was $4.3 million and $3.8 million for the nine months ended December 31, 2011
and 2010, respectively. The increase in cost of product updates, technical support and services revenue was primarily the result of compensation
expense related to an increase in providing when-and-if available training under our maintenance contracts and customer support. Gross margin
on product updates, technical support and services revenue increased to 90.6% for the nine months ended December 31, 2011, from 90.3% for
the same period in fiscal 2011. Stock-based compensation expense allocated to cost of product updates, technical support and services was
$27,000 and $14,000 for the nine months ended December 31, 2011 and 2010, respectively.
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Cost of Professional Services Revenue. Cost of professional services revenue was $4.1 million and $3.7 million for the three months ended
December 31, 2011 and 2010, respectively. The increase of 10.5% was primarily the result of an increase in compensation expense related to
annual raises and an increase in discretionary compensation. Gross margin on professional services revenue decreased to 29.9% for the three
months ended December 31, 2011 from 34.0% for the same period in fiscal 2011. Stock-based compensation expense allocated to cost of
professional services was $16,000 and $19,000 for the three months ended December 31, 2011 and 2010, respectively. Cost of professional
services revenue was $11.7 million and $12.2 million for the nine months ended December 31, 2011 and 2010, respectively. The decrease of
4.0% was primarily the result of a $326,000 decrease in expense related to third-party contractors and a $269,000 decrease in facility costs.
Gross margin on professional services revenue increased to 34.5% for the nine months ended December 31, 2011 from 27.4% for the same
period in fiscal 2011. Stock-based compensation expense allocated to cost of professional services was $54,000 and $56,000 for the nine months
ended December 31, 2011 and 2010, respectively. The increase in the gross margin for the nine months ended December 31, 2011 as compared
to the prior fiscal year was due to a larger percentage of our revenue being derived from commercial customers. Average hourly billing rates are
generally higher for commercial customers than for United States government customers. The decline in the percentage of professional services
revenue from United States government customers for the three and nine month periods ended December 31, 2011, as compared to the same
periods in the prior fiscal year, is principally due to the growing proportion of product sales and related implementation services to corporate
enterprise customers relative to United States government customers.

Operating Expenses

Research and Development. Research and development expenses were $9.3 million and $8.8 million for the three months ended December 31,
2011 and 2010, respectively, representing an increase of 5.9%. The increase in research and development expenses for the three months ended
December 31, 2011, as compared to the same period in fiscal 2011, was principally due to a $466,000 increase in compensation expense due to
increased staffing levels necessary to develop new products and enhance and maintain existing products. Stock-based compensation expense
allocated to research and development was $320,000 and $303,000 for the three months ended December 31, 2011 and 2010, respectively.
Research and development expenses were $27.6 million and $25.4 million for the nine months ended December 31, 2011 and 2010,
respectively, representing an increase of 8.7%. The increase in research and development expenses for the nine months ended December 31,
2011, as compared to the same period in fiscal 2011, was largely due to a $1.9 million increase in compensation expense due to increased
staffing levels necessary to develop new products and enhance and maintain existing products. Stock-based compensation expense allocated to
research and development was $881,000 and $641,000 for the nine months ended December 31, 2011 and 2010, respectively.

Sales and Marketing. Sales and marketing expenses were $14.9 million and $13.3 million for the three months ended December 31, 2011 and
2010, respectively. The increase of 12.5% was largely due to a $1.4 million increase in compensation and sales commissions resulting from sales
growth, and a $110,000 increase in travel expense related to an increase in sales activities following the global economic downturn. Stock-based
compensation expense allocated to sales and marketing was $169,000 and $165,000 for the three months ended December 31, 2011 and 2010,
respectively. Sales and marketing expenses were $41.0 million and $35.1 million for the nine months ended December 31, 2011 and 2010,
respectively. The increase of 16.7% was largely due to a $4.6 million increase in compensation and sales commissions resulting from sales
growth, a $505,000 increase in travel expense, and a $260,000 increase in conference and trade show expenses resulting from more normalized
sales activities and marketing expenditures following the global economic downturn. Stock-based compensation expense allocated to sales and
marketing was $447,000 and $357,000 for the nine months ended December 31, 2011 and 2010, respectively.

General and Administrative. General and administrative expenses were $3.1 million and $3.6 million for the three months ended December 31,
2011 and 2010, respectively. The decrease of 15.6% was largely due to a $756,000 decrease in discretionary bonus expense and a $351,000
decrease in bad debt expense, which was partially offset by a $223,000 increase in professional service fees, an $180,000 increase in base
compensation, and a $133,000 increase in facility costs. Stock-based compensation expense allocated to general and administrative expense was
$183,000 and $171,000 for the three months ended December 31, 2011 and 2010, respectively. General and administrative expenses were $9.4
million and $9.6 million for the nine months ended December 31, 2011 and 2010, respectively. The decrease of 2.5% was the result of a
$769,000 decrease in discretionary bonus expense and a $331,000 decrease in bad debt expense, which were partially offset by a $339,000
increase in facility costs, a $306,000 increase in base compensation, and a $146,000 increase in professional services fees. Stock-based
compensation expense allocated to general and administrative expense was $435,000 and $383,000 for the nine months ended December 31,
2011 and 2010, respectively.

Interest and Other Expense, net. Interest and other expense, net, was an expense of $5,000 and $54,000 for the three months ended
December 31, 2011 and 2010, respectively. Interest and other expense, net, was an expense of $64,000 and
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$85,000 for the nine months ended December 31, 2011 and 2010, respectively. The net change for the three and nine months ended
December 31, 2011, as compared to the same periods in fiscal 2011, was primarily the result of realized foreign currency gains and losses and an
increase in bank fees.

Provision for Income Taxes. Our effective tax rate was 35.8% and 22.1% for the three months ended December 31, 2011 and 2010, respectively.
Our effective tax rate was 34.4% and 31.3% for the nine months ended December 31, 2011 and 2010, respectively. Our tax rate differed from
the statutory tax rate in the three and nine months ended December 31, 2011 largely due to state income taxes, the difference between United
States and foreign tax rates, the research and development tax credit, the domestic production activities deduction, and book compensation under
the Company�s ESPP not deductible for tax purposes. The increase in our effective tax rate for the three and nine month periods ended
December 31, 2011, as compared to the same periods in the prior fiscal year, was principally due to the research and development tax credit not
being available to us during calendar year 2010 until it was reinstated into law in December 2010. When the research and development tax credit
was reinstated into law, we included the full amount of the estimated credit for all of calendar year 2010 into the calculation of our provision
expense for the three and nine month periods ended December 31, 2010. The inclusion of the full amount of the credit for all of calendar year
2010 into the calculation of our provision expense lowered our effective tax rate for the three and nine months ended December 31, 2010 as
compared to December 31, 2011. For the three and nine month periods ended December 31, 2011, only three and nine months, respectively, of
the research and development tax credit was included in the provision expense given that the credit was reinstated into law in December 2010
and was available for the entire year of calendar 2011.

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, 2011, we had cash, cash equivalents and marketable securities totaling $97.8 million.

Net cash provided by operating activities was $11.3 million and $12.8 million for the nine months ended December 31, 2011 and 2010,
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 decrease in net cash provided by operating activities was primarily
attributable to an increase in accounts receivable due to an increase in sales bookings, which was partially offset by an increase in net income
and increases in the changes in deferred revenue and accrued income taxes. The increase in deferred revenue was due to the increase in deferred
revenue from our maintenance contracts for the nine months ended December 31, 2011 as compared to the nine months ended December 31,
2010. The increase in accrued income taxes is the result of a decrease in taxes paid and an increase in the tax benefit related to stock options for
the nine months ended December 31, 2011 as compared to the nine months ended December 31, 2010.

Net cash used in investing activities was $13.0 million and $40.0 million for the nine months ended December 31, 2011 and 2010, respectively.
For the nine months ended December 31, 2011, we used funds of $48.5 million to purchase marketable securities, and funds of $4.6 million to
purchase property and equipment. We received proceeds of $40.0 million from the sale or maturity of investments during the nine months ended
December 31, 2011. For the nine months ended December 31, 2010, we used funds of $43.0 million to purchase marketable securities, funds of
$2.2 million to acquire substantially all of the assets of DS Auditor, and funds of $2.8 million to purchase property and equipment. We also
received proceeds of $8.1 million from the maturity of investments during the nine months ended December 31, 2010.

Net cash used in financing activities was $23.0 million and $11.6 million for the nine months ended December 31, 2011 and 2010, respectively.
During the nine months ended December 31, 2011, we used funds of $27.2 million to pay a quarterly cash dividend of $0.12 per share to
stockholders of record on June 15, 2011, September 15, 2011, and December 28, 2011, and a special dividend of $0.85 per share to stockholders
of record on December 15, 2011. During the nine months ended December 31, 2010, we used funds of $22.8 million to pay a quarterly cash
dividend of $0.10 per share to stockholders of record on June 15, 2010, September 14, 2010, and December 7, 2010, and a special dividend of
$0.75 per share to stockholders of record on November 14, 2010. We used $827,000 and $3.3 million to acquire 22,516 and 213,875 shares of
our common stock during the nine months ended December 31, 2011 and 2010, respectively. During the nine months ended December 31, 2011
and 2010, respectively, 9,455 and 17,737 of the shares that were acquired 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
applicable period, 13,061 shares were net settlements of exercised stock options, and the remainder were purchased under our ongoing stock
repurchase plan. Cash provided by financing activities generally reflects the proceeds received from the exercise of stock options and the sale of
common stock under our ESPP. During the nine months ended December 31, 2011 and 2010, respectively, we received proceeds of
approximately $1.4 million and $12.8 million and issued 162,282 and 1,123,031 shares of common stock, respectively, pursuant to employee
and director exercises of stock options. During the nine months ended December 31, 2011 and 2010, respectively, we received proceeds of
approximately $923,000 and $727,000 and issued 36,673 and 70,178 shares of
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common stock, respectively, pursuant to the 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, 2011 and 2010, excess tax benefits from the
exercise of stock options were $2.7 million and $967,000, 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 Financial Accounting Standards Board Accounting Standards Codification 740 is
reported in current and long-term other income taxes on our 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.

As of December 31, 2011, 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, 2011, filed with the SEC on June 3, 2011.

We expect working capital needs to increase in the foreseeable future in order for us to execute our business plan and growth strategies. We
anticipate that operating activities, as well as expected capital expenditures incurred 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 as well as repurchase our common stock in accordance with our stock repurchase program authorized by our Board of
Directors in January 2005, and the payment of dividends to our stockholders.

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, capital expenditures and dividends for at least the next 12 months.

Off-Balance Sheet Arrangements

As of December 31, 2011, 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

We are currently under an income tax audit in France for the fiscal years from 2008 through 2010. We do not expect this matter to have a
material effect on our financial condition, results of operations, or cash flows.

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. Our cash equivalents and short-term marketable securities consist primarily
of United States backed money market funds, United States Treasury bills, and United States Treasury notes with original maturities greater than
three months and less than one year. 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 or marketable securities.

At December 31, 2011, we had $58.0 million in cash and cash equivalents and $39.8 million in short-term marketable securities. Based on our
cash, cash equivalents, and marketable securities as of December 31, 2011, a one percentage point increase or decrease in the interest rates
would increase or decrease our annual interest income and cash flows by approximately $978,000.

At December 31, 2011, $9.4 million of our $58.0 million in cash and cash equivalents was held in money market funds and United States
government obligations. The money market funds are predominately backed by United States government securities. The net asset value of our
money market funds has remained at a constant amount of $1.00 per share. Also, as of December 31, 2011 there were no withdrawal limits on
redemptions for any of the money market funds that we hold.

Our consolidated financial statements are denominated in United States dollars, and, accordingly, changes in the exchange rate between foreign
currencies and the United States dollar will affect the translation of our subsidiaries� financial results into United States dollars for purposes of
reporting our consolidated financial results. The accumulated currency translation adjustment, recorded as a separate component of stockholder�s
equity, was a loss of $1.2 million and a loss of $887,000 at December 31, 2011 and 2010, respectively. 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 and financial condition 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. Approximately 24.5% and 25.1% of our total revenue for the nine months ended December 31, 2011 and 2010, respectively, was
generated from outside of the United States. Due to the limited nature of our foreign operations, we do not believe that a 10% change in
exchange rates would have a material effect on our business, financial condition, or results of operations. Based on our revenue and operating
expenses denominated in foreign currencies during the nine months ended December 31, 2011 and 2010, a 10% increase or decrease in
exchange rates would increase or decrease our consolidated net income by approximately $172,000 and $55,000, respectively.

ITEM 4. CONTROLS AND PROCEDURES
Our management, with the participation of the Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of the disclosure
controls and procedures as of December 31, 2011. The �disclosure controls and procedures,� as defined in Rules 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended, or the Exchange Act, mean 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 recognizes that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their objectives 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, 2011, 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, 2011 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 the �Risk Factors� section of our Annual Report on Form 10-K for the fiscal year ended
March 31, 2011, as filed with the Securities and Exchange Commission on June 3, 2011, or the Annual Report which could materially affect our
business, financial condition or future results. In connection with our preparation of this quarterly report, management has reviewed and
considered these risk factors and has determined that the following risk factor should be read in connection with the existing risk factors
disclosed in our Annual Report.

Our reliance on a limited number of vendors for the hardware used to deliver our AppResponse Xpert software product could harm our
business by adversely affecting product availability, delivery, reliability and cost.

We maintain a limited number of suppliers for the hardware we sell together with our AppResponse Xpert software product. This hardware is
used at the customer site to deliver the software and is a critical component of our customers� ability to deploy the software. If the supply of these
hardware components is delayed or curtailed, we may not be able to sell the AppResponse Xpert product in desired quantities and in a timely
manner.

In October 2011, several regions of Thailand experienced severe flooding causing damage to factories that supply hard disk drives, and the
damage to these factories have significantly affected the general availability of hard disk drives. AppResponse Xpert utilizes hard disk drives. It
is possible that shortages of hard disk drives could cause prices on the disk drives to significantly increase, which could have a material negative
impact on our cost of revenue and gross margins related to AppResponse Xpert, and have a material negative impact on our overall cost of
revenue, gross margin, and profitability. The shortage may also hurt our ability to meet customer demand for our AppResponse Xpert products,
which could have a material negative impact on our revenue and profitability.
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ITEM 2. Unregistered Sales of Securities and Use of Proceeds
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, 2011 �  $ �  �  470,441
November 1 � 30, 2011 13,429 $ 35.51 13,429 457,012
December 1 � 31, 2011 888 $ 39.37 888 456,124

Total 14,317 $ 35.75 14,317 456,124

(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 issuance in connection with our stock plans or other
corporate purposes. As of December 31, 2011, the Company had repurchased 1,543,876 shares of common stock. Stock repurchased under
the stock repurchase program, restricted stock shares withheld from employees to satisfy the minimum statutory withholding obligations
with respect to the income recognized by these employees upon the vesting of their restricted stock shares, and net settlements of exercised
stock options are included in the total repurchased.

ITEM 3. Defaults Upon Senior Securities
None.

ITEM 4. (Removed and Reserved)

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, as amended, the Registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.

OPNET TECHNOLOGIES, INC.
(Registrant)

Date: February 8, 2012 By: /s/ Mel F. Wesley
Name: Mel F. Wesley
Title: Senior 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.

  10.1+ FY 2012 Executive Incentive Bonus Program, incorporated by reference from Exhibit 10.1 to the Registrant�s Current Report
on Form 8-K filed on November 10, 2011.

  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.

101.INS** XBRL Instance Document.

101.SCH** XBRL Taxonomy Extension Schema Document.

101.CAL** XBRL Taxonomy Extension Calculation Linkbase Document.

101.LAB** XBRL Taxonomy Extension Label Linkbase Document.

101.PRE** XBR: Taxonomy Extension Presentation Linkbase Document.

** Pursuant to Rule 406T of Regulation S-T, the XBRL related information in Exhibit 101 to this Quarterly Report on Form 10-Q shall not be
deemed �filed� for purposes of Section 18 of the Securities Exchange Act of 1934 or otherwise subject to liability of that Section, and shall
not be part of any registration statement of other document filed under the Securities Act of the Exchange Act, except as shall be expressly
set forth by specific reference in such filing.

+ Indicates management contract or compensatory plan.
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