OFPNET

MAKING NETWORKS AND APPLICATIONS PERFORM™

OPNET Technologies, Inc.



OPNET Technologies, Inc.

Corporate Profile

“trouble /.
shooting 7

X
&

-

fo 11 e ACECROT “:
P e iy QCARISSOIIROR =" - v, -7 (e 7]
o T, e - % \for predictive / AR Y e /
- \_ planning / N
F N A \7\\- /'/ 9

-
e

§ '. 3 P \
OPNET slheadquarters, Bethesta, M



Founded in 1986

HQ in Bethesda, Maryland USA
Approximately 280 staff
International presence

Software products Profitable every quarter Broad customer base

for managing networks since IPO in 2000 Corporate enterprises
and applications Approximately 27% of revenue Government agencies
reinvested in R&D Network service providers

Professional services i N
in Fiscal 2001-2003 Network R&D organizations
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What we do

OPNET Technologies, Inc. is a leading provider of management software for networks and
applications. OPNET’s best-in-class solutions address: application performance troubleshoot-
ing; network configuration auditing; network capacity and resiliency planning; application
deployment planning; systems capacity planning; and network technology R&D. OPNET
solutions have been operationally proven in thousands of customer environments worldwide,
including corporate enterprises, government and defense agencies, network service
providers, and network R&D organizations.

Why we are unique

Traditional management products play an important role in reporting on present and histor-
ical performance and availability. While they provide useful information, they do not auto-
mate the next step, which is performing intelligent analysis to digest gathered data into
actionable information. OPNET software accomplishes this by embedding expert knowledge
about how network devices, protocols, applications, and servers operate and interact. This
enables our customers to: 1) diagnose existing problems; 2) detect unexposed problems; 3)
avoid future problems by predicting the impact of changes; and 4) reduce infrastructure and
operational costs. OPNET software is used daily in engineering, operations, and planning to
address these requirements.

OPNET’s solutions represent a paradigm shift from the past. Founded in 1986, OPNET has
generated extensive intellectual property and expertise that results in rapid return on invest-
ment as well as significant competitive advantages for our customers. This has enabled
OPNET to remain profitable in one of the most challenging economic environments in
recent times.

Why this is important

Communications networks and networked applications now play a crucial role for virtually all
large- and medium-sized organizations. These networks and applications have not only prolif-
erated, but grown in size and complexity, confronting the people who manage these tech-
nologies with significantly greater challenges in accomplishing their mission, which includes:
ensuring performance levels, guaranteeing high availability, troubleshooting problems, pre-
venting problems, deploying new applications, deploying new network devices and servers,
handling traffic growth, and relocating assets and users, all of which must be done cost-effec-
tively. These tasks are difficult because they require processing vast amounts of information,
applying expert knowledge, and obtaining results under severe time pressure, usually in
organizations that are understaffed. Professionals who do this work require advanced soft-
ware solutions that can provide as much automation as possible, allowing them to make the
best decisions in a timely manner. Such intelligent software solutions directly tackle issues
faced by network and IT professionals, accelerating them in achieving their mission, which in
turn accelerates the progress of the entire organization.

This Annual Report contains forward-looking statements that involve substantial risks and uncertainties. You can identify these statements by forward-looking words
such as “anticipate”, "believe”, “could”, “estimate”, “expect”, “intend”, “may”, “plan”, “potential”, “should”, “will”, and “would” or similar words. You should read state-
ments that contain these words carefully because they discuss our future expectations, contain projections of our future vesults of operations or of our financial position,
or state other forward-looking information. We believe that it is important lo icale our future exp ions to our i However; there may be events in the
Juture that we are not able to predict accurately or control. The factors listed in this Annual Report under “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Certain Factors That May Affect Future Results,” as well as any cautionary language in this Annual Report, provide examples
of risks, uncertainties, and events that may cause our actual vesulls to differ materially from the expectations we describe in our forward-looking statements. You should
also carefully review the risks outlined in other documents that we file from time to time with the Securities and Exchange Commission, including our Quarterly Reports
on Form 10-Q that we will file in fiscal 2004.

The forward-looking statements provided in this Annual Report represent our expectations as of July 14, 2003. We anticipate that subseq events and devel
will cause our expectations to change. However, while we may elect to wpdate this forward-looking information at some point in the future, we specifically disclaim any
obligation to do so. This forward-looking information should not be relied wpon as representing our expectations as of any date subsequent to July 14, 2003.




Corporate Highlights

BEST SMALL COMPANTES)

Earned Forbes’ 200 Distinction

We were selected as one of the 200 Best Small Companies in
America by judges at Forbes Magazine, based on financial
performance. According to Forbes, “Despite a rough econo-
my and other forces that took the NASDAQ to its 6-year low,
this year's Forbes' 200 Best Small Companies is a stellar bunch
of up-and-comers. All of these companies are profitable, earn-
ing a minimum 5% net margin over the last 12 months, and
all have a 5-year average return on equity of 5% or greater.
Although some companies have experienced rough waters
over the past few years, such as a slip in sales or earnings,
their balance sheets indicate they have the muscle to remain
viable entities over the long term. Each company on this list
has earned its place and is, indeed, good enough to be called
one of the best.” To be eligible for the “200 Best Small
Companies” distinction, Forbes considered public companies
with latest 12-month sales from $5 million to $600 million.

Convened Customer Advisory Boards

We established customer advisory boards for our enterprise
and network service provider markets to help shape the com-
pany's strategic direction. Board members, representing
prominent global enterprises, service providers, academia,
and technology research organizations, meet quarterly to pro-

vide OPNET engineering and marketing executives with guid-
ance on industry trends and to help shape the company's
product and business strategy.

OPNET IT Guru 9.0 Captured “Best of Show” Award
in Network Management at Network+Interop and
Comdex 2002 Atlanta

Our IT Guru 9.0 solution earned the prestigious "Best of
Show" award in the category of Network Management at the
NetWorld+Interop and COMDEX 2002 Atlanta tradeshow.
"The process of selecting the winners was rigorous," said Ron
Anderson, Editor for Network Computing and head of the
judging team for the Best of Show Awards. "OPNET's IT Guru
9.0 is the most innovative solution in the Network
Management category, and that's why we selected it as a Best
of Show winner."

Released New Major Product: VNE Server

Our customers face a tremendous challenge of working with
many disparate data sources, including topology, device con-
figuration, and performance information. We introduced a
new ground-breaking product, VNE Server, an advanced solu-
tion for unified data management. VNE Server provides an
on-line, integrated, continuously updated view of enterprise
and service provider infrastructures. This view is valuable for

Financial Highlights

Strengthened the Balance Sheet and Produced Sound Financial Results

* Increased revenues by 3.8% to $46.5 million

¢ Ended Fiscal 2003 with two sequential quarters of record revenue

* Increased software license revenue by 16% to $31.2 million or 67% of total

revenues

* Maintained solid gross margins of 84.6%

* Invested 28% of our total revenues in research and development 30

* Produced sequential quarterly improvements in operating margins and diluted

earnings per share

e Increased operating cash flow by 84% to $8.2 million

® Reduced DSOs by 16 days from March 31, 2002 to 54 days as of March 31, 2003 5
¢ Improved year-end working capital by $4.6 million to $66.7 million

¢ Increased year-end deferred revenue by 12.7% to $9.6 million

ANNUAL REVENUE
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BEST OF SHOW

NETWORLDINTEROP 2002

EUNEScrver

Unified Network Data Management
o lslasitey CRN Eisiness FETIMES

EliTGuru

Academic Edition

reporting, analysis, and troubleshooting, and also serves as a
data feed for our IT Guru and SP Guru products.

Awarded Multi-Million Dollar Contract by
Department of Defense for NETWARS Project
OPNET Analysis, Inc, a wholly-owned subsidiary, was awarded
a re-competed contract for a five-year period of performance
to enhance the U.S. Department of Defense's Network
Warfare Simulation (NETWARS) program. The NETWARS
project is part of the Department of Defense's vision for
achieving information superiority by optimizing military com-
munications in realistic warfighter scenarios. The objectives
for the NETWARS software environment, for which OPNET is
the prime contractor, include simulating major theaters of
war involving thousands of communications nodes, conduct-
ing communications burden analysis, performing contin-
gency planning analysis, and evaluating emerging technolo-
gies in full Joint Task Force warfighting scenarios.

Selected by Cisco Systems and Morgan Kaufman
Publishers for Education Programs

The cost of building realistic hardware labs for students is
prohibitive and limits students to working with small net-
works. Our IT Guru product was selected by both Cisco
Systems, Inc. and Morgan Kaufman Publishers for training

thousands of students in a “virtual” laboratory that overcomes
these limitations. An adapted version of OPNET IT Guru is
playing a key role in two Cisco certification programs: Cisco
Certified Design Professional (CCDP) and Cisco Certified
Design Architect (CCDA). Morgan Kaufman will also be
including an adapted version, IT Guru Academic Edition,
with the textbook Computer Networks, authored by Larry
Peterson of Princeton University and Bruce Davie of Cisco
Systems. Computer Networks is among the most popular texts
in computing and networking curricula.

Executed Well in a Challenging Environment

The business environment throughout Fiscal 2003 was one of
the most challenging we have experienced since our found-
ing in 1986. In addition to the virtual disappearance of dis-
cretionary IT budgets and the resulting extended sales cycles,
business from network R&D organizations and service
providers dropped to record lows. By focusing on enterprise
and government customers, we were able to replace the sig-
nificant drop from network R&D organizations and network
service providers while continuing to grow revenue. This
would not have been possible without the significant return
on investment offered by our IT solutions.

FISCAL 2003
OPERATING MARGINS
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Letter to Shareholders

Dear Shareholders,

The recent history of OPNET Technologies represents a
major transition and the establishment of a new platform for
growth. From its origins as a company creating software pri-
marily for the networking industry’s most advanced R&D
organizations, OPNET has expanded its product family and
markets so broadly as to now include among its customers
pharmaceutical manufacturers, healthcare companies, auto-
mobile manufacturers, financial services firms, railroads, air-
lines, department stores, hotel chains, law firms, food and
beverage companies, petroleum companies, and government
agencies. In this letter to our shareholders, we would like to
answer some important questions that may be prompted by
such a sweeping transition.

How did OPNET accomplish this transition over the past
three years? We looked internally at our strengths and we
looked externally to find an exceptionally well-matched busi-
ness opportunity. We leveraged our technical depth and
unique base of technologies to create new types of products
that address vital needs of all organizations that regard their
networks and applications as critical assets. Equipped with
these new products, our addressable market is now com-
prised of thousands of corporate enterprises, government
agencies, and service providers, in addition to our traditional
R&D customers.

Is the strategy working? Our efforts have begun to translate
into financial results. Although our annual revenue growth
was just 3.8% in Fiscal 2003, we must take into perspective
the extreme economic difficulty of our R&D customers, until
recently our primary source of revenue. In Fiscal 2003, over
80% of business from first-time customers was generated by
our new markets. The success and swiftness of our transfor-
mation demonstrate the strength of our expanded platform.
The growth within our new markets more than compensated
for the rapid erosion of our traditional customer base. We
believe our traditional markets will eventually show strength
again; however, the additional markets we now address rep-
resent a far greater number of customers, and a far greater
business opportunity.

Where do we stand today with regard to our new opportuni-
ty? At the close of Fiscal 2003, we believe we are near the
end of the transistion, and we are now executing on our
growth strategy within our redefined markets. In the past
three years we have not only brought to market a suite of

Alain J. Cohen

new products, but also correspondingly reshaped our entire
company. We have rebuilt our sales force to sell to new types of
customers. We have conducted marketing campaigns and
developed awareness of our solutions. We have created new
service offerings to complement our refashioned product line.
We have developed relationships with partners who are estab-
lished vendors in our new markets. These steps have led to
outstanding sales results in a large number of new customer
organizations. However, our penetration into this new space
still represents a small fraction of what can be realized.
Thousands of new customer organizations have yet to be intro-
duced to our solutions. Consider that we are signing on new
corporate enterprise customers at a high rate: approximately
40% of our enterprise business in Fiscal 2003 came from first-
time customers. Furthermore, once adopted by an organiza-
tion, our products have a demonstrated ability to generate
repeat sales.

What are the right steps to maximize results? OPNET now has
a strong suite of products, an exceptional list of referenceable
customers, and is experienced in selling and implementing its
solutions. While the sluggish economy and tight spending
environment have undoubtedly slowed our overall growth to
date, we believe the conditions are set for us to accelerate
going forward. Our strategy will increasingly focus resources
on Sales and Marketing. At the same time we recognize that
OPNET is a pioneer, selling a new breed of solutions in a new
space that will still undergo significant evolution. Already hav-
ing a broad installed base and excellent relations with our cus-
tomers, we are in a privileged position: each day, we learn
from our customers about additional opportunities to solve
their problems and we gain practical experience. This infor-
mation is the basis for our R&D and our advanced profession-
al services. To remain market leaders in our space, and con-
stantly increase our value proposition, we will continue to
invest in our product R&D.

As we move into Fiscal 2004, we believe that we are at a turn-
ing point, in terms of our products, our customers, and most
of all, our opportunity. We are convinced that the market is
also at a turning point whereby large numbers of customers
are recognizing the need for new solutions. Specifically, they
need software that goes beyond monitoring and reporting and
actually solves problems to improve business performance.
First, we believe that in any organization, priority is always
given to stopping current “pain.” For our customers, this gen-



“Equipped with these new products, our “...in any organization, priority is always “In Fiscal 2003, over 80% of business from

addressable market is now comprised of given to stopping current ‘pain’... We first-time customers was generated by our
thousands of corporate enterprises, govern-  address this need head-on with our award-  new markets.”
ment agencies, and service providers, in winning troubleshooting offerings.”

addition to our traditional R&D customers.”

erally means finding the root cause of performance or availabili-
ty problems, and just as importantly, determining an effective,
efficient, and rapid solution. We address this need head-on with
our award-winning troubleshooting offerings.

Second, organizations turn their attention to preventing future
problems. Here again, we provide the industry’s most advanced
solutions for early detection of unexposed problems as well as
problem avoidance prior to deployment of new applications,
assets, or changes.

Third, organizations seek to minimize their operating costs.

OPNET’s solutions support sophisticated planning of network ‘ J | !
and system resources, allowing our customers to reduce their T chnolo ]
operational costs, while still meeting their performance objec- " PNH e g e I

tives.

Finally, across all functions in the organization, there is the criti- : |
cal need for visibility into the infrastructure, in terms of its con-
stituent assets, the configuration of its elements, the traffic that
it is carrying, and the transactions being processed. Traditional
network management solutions have addressed the issue of
information collection, but the disparate forms of information
are available in “silos” which are difficult to correlate to each
other. The need to treat this information cohesively has so far
been largely unaddressed. In Fiscal 2003, OPNET introduced
the Virtual Network Environment Server, or VNE Server, to
unify silos of network and systems management information.
Able to reach out to other management solutions as data feeds,
as well as to the live environment, VNE Server is both a power-
ful management and reporting platform and an on-line source
of information for OPNET’s product family.

Our conviction that these solutions are needed, and that cus-
tomers are increasingly ready to deploy them, is based on real
experience — our track record of selling solutions and imple-
menting OPNET software in the world’s leading IT and service
provider organizations. OPNET has never had a greater oppor-
tunity, and we wish to thank our customers for their commit-
ment to our solutions, and our employees for their vision and
their passion.

Marc A. Cohen Alain J. Cohen

Chairman President

and Chief Executive Officer and Chief Technology Officer




MARKET OPPORTUNITY

Enterprises

Enterprise Clients (partial list)
20th Century Fox
Abbott Laboratories
ABN AMRO

Accenture

ATOFINA Petrochemicals
American Water Works
Ashland

Avery Dennison

Bank of Montreal

Bank of Oklahoma
Baptist Healthcare
BB&T

Blue Cross Blue Shield
Capital One Financial
Charles Schwab & Co.
Chevron Texaco

Enterprise IT organizations rely on OPNET solutions for critical operational and
planning functions, enabling them to be more productive and to avoid costs by
automating otherwise manual analyses with software.

OPNET IT Guru embeds expert intelligence about how networked applications,
routers, switches, and systems operate and interact, providing enterprises with:

® The fastest commercial technology for end-to-end application performance trou-
bleshooting

® The most advanced network configuration auditing capability

® The state of the art in predictive planning

IT Guru incorporates a suite of advanced technologies that include application pro-
filing; automated diagnostics for application performance problems; network config-
uration analysis for routing, security, addressing, and policy violations; predictive
modeling, and advanced visualization.

OPNET VNE Server provides an on-line, continuously updated, unified view of a net-
work, intelligently merging information obtained from many disparate sources and
automatically resolving conflicts. VNE Server complements IT Guru by providing
accurate, always-ready network data for problem resolution, problem prevention, and
network planning.

Enterprises use OPNET software to answer critical questions, including:

¢ Is poor application performance due to network, system, or application problems?
Where should changes be made?

* Would investing in more bandwidth or a faster database server fix my current end-
to-end problem? If so, how much more speed is needed?

® Which infrastructure consolidation plan will best balance application performance
and overall cost?

¢ Is it possible to avoid infrastructure upgrades by more effectively tuning network
protocols?

® Are mission-critical infrastructures resilient to network outages and disasters?
* How will new application deployments affect network performance?

* What is the right amount of processing capacity to add to my server or mainframe?

OPNET solutions are leveraged by numerous
IT departments at Banknorth for rapid trou-
bleshooting of production application perform-
ance problems. "I'T Guru paid for itself in the
very first usage by conclusively proving that
network bandwidth was not the bottleneck,
thus eliminating telecommunication line
upgrades to over 350 locations.”

"We are responding to... cus-
tomer needs by working very
closely with OPNET; a recog-
nized leader in capacity plan-
ning solutions, to provide an inte-
grated solution with unparalleled pre-
dictive capabilities which cover application,
server, and network perspectives.”

Vice President
BANKNORTH GROUP

Vice President and General Manager
HP OpenView Business Unit
HP
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Citicorp

Coca-Cola

Continental Airlines

CP Ships

CSX Technology

Cummins Engine Company
CVS Pharmacy
DaimlerChrysler

Entergy

Ernst & Young

Federated Mutual Insurance
FleetBoston Financial

First American Financial
First Citizens Bank

GMAC Residential Mortgage
Groupe Accor/Siege

Heinz

IBM Global Services
Independence Blue Cross
Kemper Insurance

Las Vegas Water Valley District
Markel Corporation

Mary Kay

Massachusetts Water Resource Authority
Merck

Microsoft

National Semiconductor

NCR

Northern Trust Company
Office Depot

Oracle

PacifiCare

PeopleSoft

PetroCanada

Pier 1 Imports
Predictive Systems
Prudential

Radio Shack

RR Donnelley

Safeway

Saudi Aramco
Schneider Electric
Seattle Times
Schlumberger
Southern California Edison
Spiegel

State Street

Sun Life Assurance
Sunrise Assisted Living
SunTrust Banks

Target

Y

seorm | )
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Thomson Financial
TIAA-CREF
TotalFinaEIf
TransCanada Pipeline
T. Rowe Price

TXU

Tyco Electronics
Unisys

VARCO

VF Services

Visa International
Vision Service Plan
Wachovia

Wal-Mart

Waste Management
Xerox

Zions Bank
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MARKET OPPORTUNITY

Government and Defense

Government and Defense Clients (partial list)
Argonne National Laboratory

Army Information Systems Engineering Command
Army Research Laboratories

Bureau of Alcohol Tobacco & Firearms

DARPA

Department of Agriculture

Department of Commerce

Department of State

Department of the Treasury

Defense Information Systems Agency

Federal Aviation Administration

Federal Bureau of Investigation

Government agencies and contractors rely on

tion, application performance troubleshooting, capacity planning, and to provide a

realtime common operating picture of critical

specialized services to lead and support government projects.

OPNET Modeler continues to define the state

simulation for broadband, mobile, and wireless networking communi-
ties, enabling engineers to accelerate R&D for network-centric warfare

and next-generation communications systems.

OPNET IT Guru, SP Guru, and WDM Guru

ment organizations to troubleshoot application performance problems,
identify network configuration and security problems, successfully plan
and validate enterprise architectures, and to design optical networks.

OPNET VNE Server enables government contractors and agencies to build a
common operating picture of network infrastructures for enhanced situational aware-
ness and decision support. VNE Server provides realtime fusion of network data from dis-

parate external sources.

The OPNET Development Kit (ODK) enables

fessional services team to build customized applications that incorporate core technologies

from OPNET products.

Government agencies and defense contractors use OPNET software to answer

critical questions, including:

* What are the root causes of application performance problems, and how can

we most effectively address them?

¢ Can we see an integrated, current view of our network that includes physical
topology, dynamic traffic, and detailed configuration data from our existing man-

agement systems?

OPNET for network modeling and simula-

network data. OPNET delivers
4\1“‘"
£

of the art in modeling and ;

)

b
products enable govern-

government contractors and OPNET’s pro-

* How can IT investments be selected and managed for Clinger-Cohen compliance?*

* Are mission-critical infrastructures resilient to network outages and disasters?

® What are the most effective approaches for network contingency planning and informa-

tion assurance?

* How should wireless network protocols be designed to optimally support the warfighter?

* Will communications infrastructure be sufficient for specific battlefield scenarios?

"It’s crucial to be able to quickly narrow
application performance problems down to a
very specific area. Otherwise, you'll have a
bunch of network, systems, application and
database technicians all working on an issue
that only requires the attention of one of them.
If you consider the time that we’re saving end-
users, the amount of CPU utilization we cut,
and the speed with which we got the problem
solved, you can see how a solution like ACE

can pay for itself pretty quickly.”

Communications Nelwork Specialist
US COAST GUARD

* As a result of the Clinger-Cohen Act, established in 1996, U.S. government agencies have adopted guideli

"Our clients have successfully run detailed
simulations with mobile nodes, in real-time, -
over an HLA connection to a_Joint Virtual
Balttlespace federation. OPNET's wide range
of services and best-in-class technology for
network modeling and simulation make them
an excellent technology supplier and partner
Jor our experts, who tackle the most challeng-
ing projects related to Future Combat Systems
and other next-generation defense technolo-
gies."”

Program Manager
SAIC

deling and simulati

Sfor using technology for IT selection, acqui:

and change



Federal Railroad Administration

Federal Reserve Bank

General Accounting Office

General Services Administration

Idaho National Engineering & Environmental Lab
Internal Revenue Service

Jet Propulsion Laboratory

Lawrence Livermore National Laboratory
NASA

National Communication System
National Ground Intelligence Center
National Image Mapping Agency
National Weather Service

NATO

Naval Information Warfare Center

Naval Research Laboratories

Naval Surface Warfare Center

Naval Underwater Warfare Center

Navy Marine Corps Intranet

Oak Ridge National Labs

Sandia National Labs

Social Security Administration

Space and Naval Warfare Systems Command
Tennessee Valley Authority

US Agency for International Development
US Air Force

US Army

US Census Bureau

US Central Command
US Coast Guard

US Courts

US Department of Homeland Security
US Joint Chiefs of Staff
US Marine Corps

US Military Academy
US National Guard

US Navy

US Senate

Veterans Administration




Service Provider Clients (partial list)

MARKET OPPORTUNITY

Allegiance Telecom

AT&T

AT&T Wireless
= = Belgacom
Network Service Providers
BellSouth
British Telecom
Cable & Wireless

Chunghwa Telecom

Service providers rely on OPNET software to optimize the use of existing network
resources, maintain service levels, plan new strategic offerings, and manage opera- _
tional risks associated with growth, consolidation, and outages. ]

OPNET SP Guru embeds expert intelligence about how network
devices and protocols operate, enabling service providers to auto-
mate complex tasks required for successful operations.

SP Guru enhances the productivity of operations and planning

staff by providing a virtual environment for auditing, trou-

bleshooting, change validation, planning, and design. With SP

Guru, service providers spend less to maintain competitive service
levels.

OPNET WDM Guru is an optical network planning solution for design-
ing resilient, cost-efficient optical networks. WDM Guru facilitates evolution to
intelligent optical systems, enabling new services and reducing operating costs. With
detailed network cost and configuration information, WDM Guru empowers the serv-
ice provider to make informed business decisions about network investments.

OPNET VNE Server provides an on-line, continuously updated, unified view of net-
works, intelligently merging information obtained from many disparate sources and
automatically resolving conflicts. VNE Server complements SP Guru by providing
accurate, always-ready network data for advanced problem resolution, problem pre-
vention, and network planning.

Service providers use OPNET products to answer critical questions, including:
® Have any configuration errors been introduced by ongoing network operations?

® Are network resources being utilized effectively? Is usage well balanced across the
network?

* How much longer can the existing infrastructure handle subscriber growth?
¢ Is the network resilient to outages and disasters?
® Which customers will be affected by the loss of particular network elements?

¢ Is there excess capacity that could be eliminated to reduce expenses without
impacting service levels?

* How do alternative strategies for new technology deployments compare? How will
new technologies affect service levels?

"OPNET solutions are instrumental in "OPNET provides a perfect combination of

ensuring an accelerated delivery of our servic-  powerful network planning, analysis, and

es, for precise analysis of root-cause analysis development tools for Deutsche Telekom." #

of application performance problems, and for - -..'.

extremely reliable predictions of the impact of Network Planner l\, ‘j
National IP Planning Team

application deployment.”
DEUTSCHE TELEKOM

Director of NAP Services
INFONET SERVICES



Cingular Wireless Inmarsat Polish Telecom Telecom Italia Mobile
Cox Intelsat Red Uno Telefonica

Deutsche Telekom Korea Telecom Rogers Communications Telenor

France Telecom MCI SBC TELUS

Hungarian Telecom Nextel Sprint Telstra

H3G NTT DoCoMo Swisscom Verizon

[taltel S.p.A. NTT Group T-Mobile Vodafone

Indonesia Telecom Omnitel Telekom Austria Williams

Infonet Orange Telecom ltalia Wind Telecomm
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Network R&D Clients (partial list)

MARKET OPPORTUNITY

3Com Corporation

Advanced Micro Devices
Alcatel

Altamar Networks

Avaya

BAE Systems

BEA Systems

CableLabs

CACI Federal

Cedar Point Communications
Cisco Systems

Concurrent Technologies Corp
Conexant Systems

Network R&D

Network R&D organizations rely on OPNET software to boost productivity,
improve product performance and quality, provide value-added services, and
accelerate time-to-market for fixed, wireless, and optical communications
technologies.

OPNET Modeler continues to define the state of the art in network mod-
eling and simulation for broadband, fixed, and wireless R&D communi-
ties.

OPNET Modeler leverages the most advanced commercially available net-
work simulation and analysis technologies including sequential and paral-
lel discrete event simulation, co-simulation, and hybrid simulation. OPNET
Modeler is bundled with the world’s most comprehensive and detailed
library of network protocol models.

The OPNET Development Kit (ODK) enables customization of OPNET solutions.
Customized OPNET applications can incorporate customers’ proprietary algorithms
and business policies to generate and optimize network configurations and designs.

OPNET WDM Guru is an optical network planning solution for designing resilient,
cost-efficient optical networks. WDM Guru facilitates evolution to intelligent optical
systems, enabling new services and reducing operating costs.

Network R&D organizations use OPNET software to answer critical questions,
including:

® Which wireless access scheme will yield optimal system performance?

* How should device memory be sized to minimize cost while meeting throughput
specifications?

¢ Will a proposed packet scheduling algorithm meet target service levels given antici-
pated traffic scenarios?

* How can admission control procedures be enhanced to optimize use of network
resources?

® Which equipment configuration should a client purchase given existing inventory,
financial budget, and service objectives?

® Which protection strategy will yield the right trade-off between network resiliency
and cost?

“The OPNET modeling capability is impor-
tant to us because it provides an opportunity

Jfor us to work closely with our customers to

demonstrate Cisco Mobile Network features in

>

their unique mission environments.”

Vice President

CISCO SYSTEMS

“OPNET Modeler gives me the capability

to build and integrate complex wired and
wireless network communication systems. It
also allows us to develop critical components
in a scalable environment for our customers
and add leverage to future pursuits. Modeler
has proven to be an integral part of our daily
work and an invaluable tool for network sys-
tems development.”

Modeling and Simulation Engineer
BAE SYSTEMS g A
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OPNET’S ANNUAL TECHNOLOGY CONFERENCE

OPNETWORK 2002

OPNETWORK is no ordinary users conference. Since the first OPNETWORK in
1997, the event has taken on international and industry-wide significance with 1,000+
professionals representing 27 countries attending last year. OPNETWORK is the
largest event of its kind, focusing on application troubleshooting, network auditing,
and predictive planning for networks, applications, and systems.

OPNETWORK offers interactive lectures, labs, panels, and case studies led by experts
from OPNET and from industry. Each year, OPNETWORK features the latest OPNET
products and methodologies for enterprises, government and defense agencies, serv-
ice providers, and the network R&D community.

OPNETWORK 2002 KEYNOTE AND FEATURED SPEAKERS INCLUDED:
¢ Alain Cohen and Marc Cohen, OPNET's founders

¢ William Campbell (Lieutenant General, US Army-Retired),
Former Army CIO, Vice President of C41 Systems Integration at BAE Systems

¢ Jerald Murphy, Senior Vice President of Global Networking Strategies at META Group
e David Garbin, Vice President of Network Strategy at Cable & Wireless
¢ Nick Dauphinais, Capacity Planning Manager at FleetBoston Financial
* Bob Welsh, Principal Engineer at General Dynamics C4 Systems
¢ Dr. Dimitri Bertsekas, Professor at M.I.T.

¢ Bill Alderson, Executive NetAnalyst at Pine Mountain Group

What customers had to say about OPNETWORK 2002:

"All of the hands-on lab sessions make  "Extremely informative and invaluable ses-
OPNETWORK a very profitable use of time.  sions. I'm in nelwork monitoring and capaci-
The training is great. The sessions with the ty planning, and I was glad to see how Fleet
developers are also wvery good both for the  Boston utilized OPNET in their operations."
roadmap views and to hear what other cus-
tomers are doing..." "I found the teaching staff very courteous,
professional, and knowledgeable. The presen-
"<OPNET’s> VPs have so much knowledge tations I attended were very effective in con-
that no answer to any question posed was any-  veying valuable information. I applaud the
thing but exact and to the point... sessions on  staff.”
process methodology and development were

excellent...” "I would have to say my favorite aspect is
learning how easy it is to do something I did

"The..keynote speaker was surprisingly rele- not know before. Last year it was writing cus-

vant to our current work. I also like access to tom NetDoctor rules, and this year it was

the OPNET technical folks, and find much MPLS and VPN configuration, as well as

<value> in the ad hoc conversation that ATM network capacity planning."”

occurs during meals and demos."




August 26-30, 2002 500+ hours of training, labs, 1000+ attendees 90+ presentations from customers
Ronald Reagan Center case studies, and expert panels from 27 countries and industry experts
Washington, DC




NEW PRODUCT HIGHLIGHT

EUNEServer

Unified Network Data Management:
A new frontier

The network management industry has evolved to include many differ- AP |E
ent types of tools for monitoring and reporting. Network operators,
managers, engineers, and planners are typically organized in silos,
analyzing disparate data sources, including: network topology
and status information, link utilization and traffic flow, server
CPU utilization and performance, network packets and appli-
cation response times, and network configurations. Within
each category, there are different tools required for different
equipment types, versions, and operating systems. In many
cases, different tools generate conflicting reports. As a result,
businesses spend far too much time and money obtaining deci-
sion-quality information from their network management tools.
For example, using the most common commercially available
tools, businesses are unable to easily provide a topological picture
of their infrastructure that shows dynamic traffic information and
also allows drill-down to detailed configuration data.
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OPNET is pioneering a new and exciting frontier in the network man-
agement industry to directly address these challenges: Unified Network
Data Management. The objective is to provide a realtime, up-to-date, and
accurate picture of the network that cuts across the traditional bound-
aries of network monitoring and reporting tools. As a pioneer in
detailed modeling solutions for end-to-end troubleshooting and plan-
ning, we are uniquely qualified for the job.

OPNET VNE Server provides a 24x7 on-line, continuously
updated, integrated view of networks. Based on a highly scal-
able data architecture and modular adapters to third-party
management systems, VNE Server collects network data
from disparate sources including many of the industry’s
most popular solutions for topology, configuration, and per-
formance data — and intelligently fuses this information to
create a unified representation that can be used for network
engineering, operations, and planning.

® VNE Server is actively being used today by corporate and
government enterprises to dynamically aggregate and visu-
alize data from thousands of network devices and
links. M P

® As of the date of this printing, VNE Server is =L £
the foundation for multiple funded “NET-
COP” (Network Common Operating
Picture) projects for the US Government.
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To the Board of Directors and Stockholders of
OPNET Technologies, Inc.
Bethesda, Maryland

We have audited the accompanying consolidated balance sheets of OPNET
Technologies, Inc. and its subsidiaries (the “Company”), as of March 31, 2003 and
2002, and the related consolidated statements of operations, cash flows and stock-
holders’ equity for each of the three years in the period ended March 31, 2003,
appearing on pages 24 through 36 in this Annual Report. These financial state-
ments are the responsibility of the Company’s management. Our responsibility is to

express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted
in the United States of America. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evi-
dence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presen-

tation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material
respects, the financial position of the Company as of March 31, 2003 and 2002, and
the results of its operations and its cash flows for each of the three years in the peri-
od ended March 31, 2003, in conformity with accounting principles generally
accepted in the United States of America.

Qﬂlzbm — T owdha LU

DELOITTE & TOUCHE LLP
McLean, Virginia
April 23, 2003



SELECTED CONSOLIDATED FINANCIAL DATA

The following selected consolidated financial data should be read in conjunction with our consolidated financial state-
ments and the related notes and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” included elsewhere in this Annual Report. The statement of operations data for the years ended March 31,
2003, 2002, and 2001 (referred to as “fiscal 2003”, “fiscal 2002”, and “fiscal 20017, respectively), and the balance sheet data
as of March 31, 2003 and 2002, are derived from, and are qualified by reference to, our audited consolidated financial
statements included in this Annual Report. The balance sheet data as of March 31, 2001, 2000 and 1999, and the state-
ment of operations data for the years ended March 31, 2000 and 1999 are derived from our audited consolidated financial
statements that are not included in this Annual Report. Historical results are not necessarily indicative of results that may
be expected for any future period.

Year Ended March 31,

2003 2002 2001 2000 1999
STATEMENT OF OPERATIONS DATA: (in thousands, except per share data)
Revenues:
Software licenses $ 31,223 $27,003 $18,939 $10,577 $ 6,715
Services 15,228 17,753 14,005 8,658 5,288
Total revenues 46,451 44,756 32,944 19,235 12,003
Cost of revenues:
Software licenses 900 459 395 728 133
Services 6,276 5,863 4,750 2,875 1,249
Total cost of revenues 7,176 6,322 5,145 3,603 1,382
Gross profit 39,275 38,434 27,799 15,632 10,621
Operating expenses:
Research and development 12,909 12,339 8,263 5,696 4,850
Sales and marketing 18,245 16,866 13,745 7,510 4,056
General and administrative 4,897 4,655 3,362 2,093 1,984
Amortization of acquired technology 504 434 — — —
Purchased in-process research and development — — 770 — —
Total operating expenses 36,555 34,294 26,140 15,299 10,890
Income (loss) from operations 2,720 4,140 1,659 333 (269)
Interest and other income, net 879 1,740 2,788 414 376
Income before provision for income taxes 3,599 5,880 4,447 747 107
Provision (benefit) for income taxes (1) 841 1,380 1,567 172 (100)
Net income $ 2,758 $ 4,500 $ 2,880 $ 57 $ 207
Basic net income applicable per common share $ 14 $ 24 $ 18 $ 04 $ .02
Diluted net income per common share $ 14 $ 22 $ .16 $ .04 $ .02
Weighted average shares outstanding (basic) 19,273 18,953 16,440 12912 12,831
Weighted average shares outstanding (diluted) 19,974 20,014 17,977 14,367 13,626
BALANCE SHEET DATA:
Cash and cash equivalents $ 70,251 $62,240 $62,623 $ 8,765 $ 6,414
Total assets 100,428 95,156 92,180 16,828 13,205
Long-term debt 300 150 — — —
Redeemable convertible preferred stock — — — 6,948 6,934
Total stockholders’ equity 86,742 82,995 76,454 3,468 2,737

(1)The provision for income taxes for the year ended March 31, 2002 includes non-recurring tax credits for incremental research and development expenditures totaling $372, or

$.02 per common share.



MANAGEMENT’S DISCUSSION AND ANALYSIS
OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion and analysis in
conjunction with our consolidated financial statements and
the related notes included elsewhere in this Annual Report.
This discussion and analysis contains forward-looking state-
ments that involve risks, uncertainties, and assumptions.
Our actual results may differ materially from those antici-
pated in these forward-looking statements as a result of cer-
tain factors, including, but not limited to, those set forth
under “Certain Factors That May Affect Future Results”
and elsewhere in this Annual Report.

OVERVIEW

REVENUES. We generate revenues principally from licensing
our intelligent network management software products and
providing related services, including maintenance and
technical support, consulting and training. Our software
license revenues consist of perpetual and term license sales
of our software products and fees associated with periodic
unspecified product updates (“license updates”).

Our service revenues consist of fees from maintenance and
technical support agreements, consulting services and
training. The maintenance agreements covering our prod-
ucts provide for technical support and license updates. In
July 2001, we changed our business practice to allow our
customers to separately purchase license updates without
purchasing technical support. Revenue related to license
updates is now included in software license revenue.
Revenue related to technical support is included in service
revenue. Software license revenue from license updates was
approximately $8.2 million and $1.9 million in fiscal 2003
and fiscal 2002, respectively. We offer consulting services,
generally under fixed-price agreements, primarily to pro-
vide product customization and enhancements and to facil-
itate the adoption of our technology. We provide on-site
training to our customers on a daily fee basis.

Revenues from sales outside of the United States represent-
ed 19.2%, 20.5%, and 22.4% of our total revenues in fiscal
2003, 2002, and 2001, respectively. Sales outside the United
States were primarily made through our Paris, France and
Reading, United Kingdom offices as well as third-party dis-
tributors and value-added resellers, who are generally
responsible for providing technical support and service to
customers within their territory. We expect revenues from
sales outside the United States to continue to account for a
significant portion of our total revenues in the future. We
believe that continued growth and profitability will require
further expansion of our sales, marketing and customer
service functions in international markets.

NETMAKER ACQUISITION. In March 2001, we acquired the
NetMaker division of Make Systems, Inc. (“NetMaker”) for
consideration of $5.0 million and 650,000 shares of our
common stock. NetMaker offered a sophisticated suite of
products that address the operational and engineering
needs of traditional and next-generation network service
providers. The acquisition contributed key components
that enabled us to broaden our product suite for the serv-
ice provider market. The acquisition was accounted for
using the purchase method. See Note 2 to our consolidated
financial statements for additional information related to
our acquisition of NetMaker.

WDM NETDESIGN ACQUISITION. In July 2001, we acquired a
20% interest in WDM NetDesign BVBA (“WDM
NetDesign”) for consideration of $399,000 and purchased
an option for consideration of $1,000 to acquire all remain-
ing shares of WDM NetDesign. Through this acquisition,
we collaborated on the development of optical network
planning products with Comsof N.V,, the owner of WDM
NetDesign. In December 2001, we exercised our option to
purchase the remaining shares of WDM NetDesign for
approximately $1.3 million. In January 2002, we purchased
these shares by paying Comsof N.V. $925,000 and issuing
them 25,000 shares of our common stock. As a result of this
acquisition, we now own WDM NetDesign’s core technolo-
gy in optical networking design and, with the addition of
WDM NetDesign’s employees, have greater engineering
depth and technical expertise. See Note 2 to our consoli-
dated financial statements for additional information relat-
ed to our acquisition of WDM NetDesign.

RESULTS OF OPERATIONS

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

Year Ended March 31,

Revenues: 2003 2002 2001
Software licenses 67.2% 60.3% 57.5%
Services 32.8 39.7 425
Total revenues 100.0 100.0 100.0
Cost of revenues:
Software licenses 1.9 1.0 1.2
Services 13.5 13.1 144
Total cost of revenues 15.4 14.1 15.6
Gross profit 84.6  85.9 84.4
Operating expenses:
Research and development 27.8 275 25.1
Sales and marketing 39.3 377 417
General and administrative 10.5 104 10.2
Amortization of acquired technology 1.1 1.0 —
Purchased research and development  — — 2.4
Total operating expenses 78.7  76.6 79.4
Income from operations 5.9 9.3 5.0
Interest and other income, net 1.8 3.9 8.5
Income before provision
for income taxes 7.7 13.2 135
Provision for income taxes 1.8 3.1 4.8
Net income 5.9% 10.1% 8.7%

The following table sets forth, for each component of rev-
enues, the cost of these revenues as a percentage of the
related revenues for the periods indicated:

Year Ended March 31,

2003 2002 2001
Cost of software license revenues 29% 1.7% 21%
Cost of service revenues 41.2 33.0 33.9



Revenues

SOFTWARE LICENSE REVENUES. Software license revenues
were $31.2 million, $27.0 million, and $18.9 million in fis-
cal 2003, 2002, and 2001, respectively, representing increas-
es of 15.6% in fiscal 2003 from fiscal 2002 and 42.6% in fis-
cal 2002 from fiscal 2001. For fiscal 2003, the growth in
sales was due to revenue contributions from (i) the change
in business practice in July 2001 to allow customers to sepa-
rately purchase license updates without purchasing techni-
cal support (contributing approximately $6.3 million of
incremental software license revenue for fiscal 2003 over
fiscal 2002), and (ii) higher sales volumes to enterprise and
U.S. government customers of OPNET IT Guru, ACE, ACE
Decode Module, NetDoctor, Flow Analysis, OPNET SP Guru, and
OPNET VNE Server, which was launched in fiscal 2003.
However, revenue contributions from the latter were more
than offset by discounts associated with pricing strategies
and product bundling in fiscal 2003. For fiscal 2002, the
growth in sales was due to increased overall demand for
our products, revenue contribution from new products,
increased penetration of international markets, expansion
of marketing and direct sales force, increased average
transaction size, and license update revenue (contributing
approximately $1.9 million of incremental software license
revenue for fiscal 2002 over fiscal 2001). For fiscal 2002, a
substantial growth in sales to enterprises of OPNET IT
Guru, ACE, and modules launched in fiscal 2002, such as
ACE Decode Module, NetDoctor, and Flow Analysis, combined
with sales to service providers of two products launched in
fiscal 2002, OPNET SP Guru and OPNET WDM Guru, offset
a significant decline in sales to network equipment manu-
facturers of OPNET Modeler.

We may experience a slower rate of growth, or even a
decline, in overall software license revenues in the near-
term due to potentially lower spending levels by enterprise
IT organizations, service providers and network equipment
manufacturers as a result of a challenging economy.

SERVICE REVENUES. Service revenues were $15.2 million,
$17.8 million, and $14.0 million in fiscal 2003, 2002, and
2001, respectively, representing a decrease of 14.2% in fis-
cal 2003 from fiscal 2002 and an increase of 26.8% in fiscal
2002 from fiscal 2001. For fiscal 2003, the decrease resulted
from the adverse impact on service revenues from the
change in business practice in July 2001 to allow customers
to separately purchase license updates (software license rev-
enue) and technical support (service revenue). This
decrease was partially offset by growing demand for our
consulting services, including engagements with U.S. gov-
ernment agencies, renewals of technical support contracts
by our installed base of customers, and additional technical
support contracts related to new license sales. A consulting
contract with the U.S. Department of Defense that con-
tributed 21.4% of service revenue for the nine months
ended December 31, 2002 expired on December 31, 2002.
The U.S. Department of Defense issued a request for pro-
posal for this program and we were awarded a new contract
in January 2003. The initial funding under this contract for
calendar year 2003 is $2.2 million, compared to $3.2 mil-
lion in calendar year 2002. There are four successive option
years under this contract which may be exercised by the
U.S. Department of Defense in its discretion. In the event
that we are not awarded additional funding under this con-
tract, our results of operations could be adversely impacted.
For fiscal 2002, the increases in service revenues was prima-
rily due to growing demand for our consulting services,

increased renewals for maintenance contracts by our
installed base of customers, and additional technical sup-
port contracts related to new software license sales. For fis-
cal 2002, these increases were partially offset by our change
in business practices in July 2001 to allow customers to pur-
chase unspecified periodic product updates (software
license revenue) and technical support (service revenue)
separately. Engagements with U.S. government agencies
contributed significantly to the growing demand for our
consulting services in fiscal 2003, 2002 and 2001, respec-
tively.

We do not expect significant growth in our service revenues
in the near-term due to the mix of consulting contracts and
the conversion of our installed customer base to the busi-
ness practice implemented in July 2001of purchasing
license updates separately from technical support. Our abil-
ity to grow service revenues will be dependent on our abili-
ty to expand our installed base of customers and our ability
to maintain several large consulting contracts with U.S. gov-
ernment agencies.

INTERNATIONAL REVENUES. Our international revenues
decreased 2.8% to $8.9 million, or 19.2% of total revenue,
for fiscal 2003 from $9.2 million, or 20.5% of total rev-
enues, for fiscal 2002. Our international revenues increased
24.3% during fiscal 2002 from $7.4 million, or 22.4% of
total revenues, for fiscal 2001. Our international revenues
are primarily generated in Europe and Japan. During fiscal
2003 and 2002, we expanded our operations outside the
United States. International revenue in fiscal 2002 benefit-
ed from our expansion. The decline in fiscal 2003 reflects
the challenging global economy and the shift of our cus-
tomer base to enterprises. We believe that we will need to
further expand our international sales, marketing and cus-
tomer service functions to increase international revenue
and we expect to continue experiencing fluctuations of
international revenues in the future.

Cost of Revenues

Cost of software license revenues consists primarily of royal-
ties, media, manuals, and distribution costs. Cost of service
revenues consists primarily of personnel-related costs in
providing technical support, consulting, and training to
our customers. Gross margin on software license revenues
is substantially higher than gross margin on service rev-
enues, due to the low materials, packaging and other costs
of software products compared with the relatively high per-
sonnel costs associated with providing services.

CosT OF SOFTWARE LICENSE REVENUES. Cost of software
license revenues were $900,000, $459,000, and $395,000 in
fiscal 2003, 2002, and 2001, respectively. Gross margin on
software license revenues decreased to 97.1% for fiscal
2003 from 98.3% for fiscal 2002. The increase in cost of
software license revenues and the resulting lower gross
margins in fiscal 2003 were primarily due to an increase in
sales requiring royalty payments under licensing agree-
ments. Gross margin on software license revenues
increased to 98.3% for fiscal 2002 from 97.9% for fiscal
2001. The cost of software license revenues increased in fis-
cal 2002 primarily due to an increase in sales requiring roy-
alty payments; however, the mix of licensing agreements
resulted in higher gross margins.

CosT oF SERVICE REVENUES. Cost of service revenues were
$6.3 million, $5.9 million, and $4.7 million in fiscal 2003,
2002, and 2001, respectively. Cost of service revenues
increased 7.0% in fiscal 2003 from fiscal 2002. Gross mar-
gin on service revenues decreased to 58.8% for fiscal 2003



from 67.0% for fiscal 2002. For fiscal 2003, the increase in
cost of service revenues and the resulting lower gross mar-
gins are primarily due to a higher proportion of service rev-
enues derived from consulting services, which provide
lower gross margins than maintenance services. Cost of
service revenues increased 23.4% in fiscal 2002 from fiscal
2001. Gross margin on service revenues increased slightly
to 67.0% in fiscal 2002 from 66.1% in fiscal 2001 due to a
higher level of profitability in consulting and training serv-
ices and an increased volume of maintenance services,
which provide higher gross margins than consulting and
training services, as the maintenance services are less labor
intensive. We expect cost of service revenues as a percent-
age of service revenues to vary based primarily on the prof-
itability of individual consulting engagements.

Operating Expenses

RESEARCH AND DEVELOPMENT. Research and development
expenses were $12.9 million, $12.3 million, and $8.3 mil-
lion in fiscal 2003, 2002, and 2001, respectively, represent-
ing increases of 4.6% in fiscal 2003 from fiscal 2002 and
49.3% in fiscal 2002 from fiscal 2001. These increases were
primarily due to increased headcount as a result of the
NetMaker acquisition in March 2001 and the WDM
NetDesign acquisition in January 2002, and increased
staffing levels for developing new products as well as sus-
taining and upgrading existing products. The increase in
fiscal 2002 was partially offset by a decrease in discretionary
bonuses for fiscal 2002 compared to fiscal 2001.

We believe that a significant level of research and develop-
ment investment will be required to maintain our competi-
tive position and broaden our product lines, as well as
enhance the features and functionality of our current prod-
ucts. We expect the absolute dollar amount of these expen-
ditures will continue to grow but generally decrease as a
percentage of total revenues in future periods. Our ability
to decrease these expenses as a percentage of revenue will
depend upon our revenue growth, among other factors.

SALES AND MARKETING. Sales and marketing expenses were
$18.2 million, $16.9 million and $13.7 million in fiscal
2003, 2002, and 2001, respectively. Sales and marketing
expenses increased 8.2% in fiscal 2003 from fiscal 2002
and, as a percentage of total revenues, increased to 39.3%
in fiscal 2003 from 37.7% in fiscal 2002. These increases
are primarily due to an increase in the average size of our
direct sales force in fiscal 2003 compared to fiscal 2002 due
to the addition of sales offices in the United Kingdom and
Australia in the second half of fiscal year 2002, and increas-
es in international sales commissions to third parties and
certain marketing costs. The increases were partially offset
by lower travel and entertainment expenses, conference
costs and advertising expenses. The 22.7% increase in fiscal
2002 from fiscal 2001 was primarily due to an increase in
the size of our direct sales force, increased commissions
associated with the growth in revenues, and higher confer-
ence costs. As a percentage of total revenues, sales and mar-
keting expenses decreased to 37.7% in fiscal 2002 from
41.7% in fiscal 2001. This decrease resulted from a propor-
tionally smaller increase in costs associated with developing
market awareness for our new products relative to the high-
er level of revenues in fiscal 2002.

We anticipate that we will continue to commit substantial
resources to sales and marketing in the future and that
sales and marketing expenses may increase both in
absolute dollars and as a percentage of total revenue in
future periods.

GENERAL AND ADMINISTRATIVE. General and administrative
expenses were $4.9 million, $4.7 million, and $3.4 million
in fiscal 2003, 2002, and 2001, respectively. The 5.2%
increase in fiscal 2003 from fiscal 2002 is primarily due to
higher personnel costs, insurance expense, and software
maintenance costs associated with new financial systems.
The increase in fiscal 2003 was partially offset by a decrease
in professional fees for fiscal 2003 compared to fiscal 2002.
The 38.5% increase in fiscal 2002 from fiscal 2001 was pri-
marily due to higher legal, accounting and other profes-
sional fees, bad debt expense and personnel costs. The
increase in fiscal 2002 was partially offset by a decrease in
discretionary bonuses for fiscal 2002 compared to fiscal
2001.

We expect the dollar amount of general and administrative
expenses to increase as we continue to expand our opera-
tions but generally decrease as a percentage of total rev-
enues in future periods. Our ability to decrease these
expenses as a percentage of revenues will depend upon our
revenue growth, among other factors.

AMORTIZATION OF ACQUIRED TECHNOLOGY. In connection
with our acquisitions of NetMaker in March 2001 and WDM
NetDesign in January 2002, we recorded acquired technolo-
gy of $2.5 million. Beginning in fiscal 2002, these acquired
technologies are being amortized on a straight-line basis
over five years. Amortization of acquired technology was
$504,000 and $434,000 in fiscal 2003 and 2002, respectively.

PURCHASED IN-PROCESS RESEARCH AND DEVELOPMENT. In con-
nection with the NetMaker acquisition, we obtained an
independent valuation to determine the fair value of the
net assets acquired and to allocate the purchase price. As a
result of the purchase price allocation, we recorded an
expense of $770,000 in the fourth quarter of fiscal 2001
representing the write-off of the fair value of acquired in-
process research and development that had not reached
technological feasibility and had no alternative future use.

Interest and Other Income, Net

Interest and other income, net were $879,000, $1.7 million,
and $2.8 million in fiscal 2003, 2002 and 2001, respectively.
The decrease in each period was primarily due to a reduc-
tion in interest income earned on our cash and cash equiv-
alents due to the decline in interest rates throughout the
periods.

Provision for Income Taxes

Our effective tax rates were 23%, 23% and 35% for fiscal
2003, 2002 and 2001, respectively. The effective tax rate dif-
fers from the statutory tax rate and varies from period to
period due principally to the amount of income before
taxes from various tax jurisdictions and the amount of tax
credits available to us in each period from incremental
research expenditures. In fiscal 2002, we conducted a
review of our costs to determine their qualification for the
increased research tax credit. As a result of this review, we
generated an additional $372,000 in non-recurring tax
credits resulting from incremental research expenditures.

We expect our effective tax rate in the near-term to range
from 22% to 30%; however, future provisions for taxes will
depend, among other things, on the mix and amount of
worldwide income, the tax rates in effect for various tax
jurisdictions and the amount of increased research tax
credits.



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. In August 2000, we completed
our initial public offering in which we raised approximately
$54.1 million, net of underwriting discounts and offering
expenses payable by us. As of March 31, 2003, we had cash
and cash equivalents totaling $70.3 million.

Cash provided by operating activities was $8.2 million, $4.4
million, and $10.5 million for fiscal 2003, 2002 and 2001,
respectively. Cash provided by operating activities is prima-
rily derived from net income, as adjusted for non-cash
items such as depreciation and amortization expense and
changes in operating assets and liabilities. The increase in
cash provided by operations in fiscal 2003 from fiscal 2002
was attributable to a decline in accounts receivable due to
the timing of customer payments, a reduction in refund-
able taxes due to receipt of payments from tax authorities
and the fiscal 2003 current tax provision, and an increase
in deferred revenue from our software arrangements and
growth in our installed customer base. The decrease in
cash provided by operations in fiscal 2002 from fiscal 2001
was attributable to a decline in accrued liabilities, resulting
from a decrease in accrued bonus compensation, an
increase in billed accounts receivable due to our revenue
growth, and an increase in refundable income taxes due to
non-recurring tax credits for incremental research expendi-
tures.

Cash used in investing activities was $965,000, $5.7 million,
and $11.1 million for fiscal 2003, 2002, and 2001, respec-
tively. The funds were used to purchase property and
equipment for our corporate headquarters in Bethesda,
Maryland and to pay the cash portion of the purchase price
of the NetMaker acquisition in March 2001 and the pur-
chase price of the WDM NetDesign acquisition, net of cash
acquired, in January 2002.

Cash provided by financing activities was $778,000,
$913,000, and $54.4 million for fiscal 2003, 2002, and 2001,
respectively. Cash provided by financing activities reflects
the proceeds received from the exercise of stock options,
the sale of common stock under our 2000 Employee Stock
Purchase Plan, the issuance of notes payable in fiscal 2003
and fiscal 2002, and the proceeds received in fiscal 2001
from our initial public offering, net of underwriting dis-
counts and offering expenses.

We have a $10.0 million credit facility with a commercial
bank, which expires in June 2004. Borrowings under this
line of credit bear interest at an annual rate equal to
LIBOR plus 2% to 2.5%. We have currently used $3.4 mil-
lion of this facility for a letter of credit that secures the
lease for our headquarters in Bethesda, Maryland. We had
no outstanding borrowings under this line of credit facility
as of March 31, 2003. See Note 12 to our consolidated
financial statements for more information related to our
credit facility.

As of March 31, 2003, our contractual commitments
include operating leases for office facilities, notes payable
in the amount of $300,000, and a letter of credit in the
amount of $3.4 million. See Notes 11 and 12 to our consoli-
dated financial statements for more information related to
our contractual commitments.

We expect working capital needs to increase in the foresee-
able future in order for us to execute our business plan. We
anticipate that operating activities, as well as planned capi-

tal expenditures, will constitute a material use of our cash
resources. In addition, we may utilize cash resources to
fund acquisitions or investments in complementary busi-
nesses, technologies or products.

We believe that our current cash and cash equivalents and
cash generated from operations, along with available bor-
rowings under our line of credit facility, will be sufficient to
meet our anticipated cash requirements for working capital
and capital expenditures for at least the next 12 months.

CRITICAL ACCOUNTING POLICIES

The preparation of our financial statements in conformity
with generally accepted accounting principles requires us
to utilize accounting policies and make estimates and
assumptions that affect our reported amounts. Future
results may differ from these estimates under different
assumptions or conditions. We consider the following
accounting policies to be both important to the portrayal
of our financial position and results of operations and
require the exercise of significant, subjective, or complex
judgment and/or estimates.

REVENUE RECOGNITION. We recognize revenue in accor-
dance with Statement of Position (“SOP”) No. 97-2,
“Software Revenue Recognition”, as amended by SOP No.
98-9, “Modification of SOP No. 97-2, Software Revenue
Recognition, With Respect to Certain Transactions”, SOP
No. 81-1, “Accounting for Performance of Construction-
Type and Certain Production-Type Contracts” and the
Securities and Exchange Commission Staff Accounting
Bulletin No. 101, “Revenue Recognition in Financial
Statements.”

For our software arrangements, a determination needs to
be made for each arrangement regarding whether the per-
centage-of-completion contract accounting method should
be used to recognize revenue or whether revenue can be
recognized when the software is delivered and all of the
conditions of SOP 97-2 are met. Contract accounting is
required if our services are essential to the arrangement. In
many cases, our services are essential to the arrangement
because they involve customization and enhancements, and
our fees are paid in stages based upon the completion of
defined service deliverables. As a result, we typically recog-
nize revenue from these arrangements using contract
accounting, which generally results in recording revenue
over a longer period of time. In other cases, our services
are not essential to the arrangement and the realization of
our license fee is not dependent on the completion of such
services. In these situations, we recognize software license
revenue when (1) persuasive evidence of an arrangement
exists, (2) the product has been delivered, (3) the fee is
fixed or determinable, and (4) collectibility is probable,
which generally results in recording revenue earlier than
when contract accounting is used. The determination of
whether our services are essential involves significant judg-
ment and could have a material impact on our results of
operations from period to period to the extent that signifi-
cant new arrangements are not accounted for using con-
tract accounting.

Under the percentage-of-completion contract accounting
method, we recognize revenue from the entire arrange-
ment based on the percentage of hours actually incurred
related to our services at any given time, compared to the
total hours we estimate will be required to perform such
services. Using the percentage-of-completion method
requires us to make estimates about the future cost of serv-



ices and estimated hours to complete, which are subject to
change for a variety of internal and external factors. A
change in these estimates could result in a material adjust-
ment to the amount of revenue recorded in any period
under the arrangement.

ALLOWANCE FOR DOUBTFUL ACCOUNTS. We maintain an
allowance for doubtful accounts receivable for estimated
losses resulting from the inability of our customers to make
required payments and for the limited circumstances when
the customer disputes the amounts due us. Our methodol-
ogy for determining this allowance requires significant esti-
mates. In estimating the allowance, we consider the age of
the receivable, the creditworthiness of the customer, the
economic conditions of the customer’s industry and gener-
al economic conditions. While we believe that the estimates
we use are reasonable, should any of these factors change,
the estimates made by management will also change, which
could affect the amount of our future allowance for doubt-
ful accounts as well as future operating income. Specifically,
if the financial condition of our customers were to deterio-
rate, resulting in an impairment of their ability to make
payments to us, additional allowances could be required. As
of March 31, 2003, accounts receivable totaled $6.4 million,
net of an allowance for doubtful accounts of $333,000.

VALUATION OF INTANGIBLE ASSETS AND GOODWILL. We
account for our goodwill and intangible assets in accor-
dance with Statement of Financial Accounting Standard
(“SFAS”) No. 141, “Business Combinations” and SFAS No.
142, “Goodwill and Other Intangible Assets”. Our intangi-
ble assets consist of acquired technology related to our
acquisition of NetMaker in March 2001 and WDM
NetDesign in January 2002. They are recorded at cost and
amortized on a straight-line basis over their expected useful
lives of five years. We use the projected discounted cash
flow method in valuing our acquired technology, using cer-
tain assumptions including revenue growth, cost levels,
present value discount rate and working capital require-
ments. While we believe the assumptions used are reason-
able, actual results will likely differ from those assumptions.
Future cash flows are subject to change for a variety of
internal and external factors. We will periodically review
the value of acquired technology for reasonableness.
Changes in our assumptions at the time of future periodic
reviews could result in impairment losses. As of March 31,
2003, intangible assets totaled $1.6 million, net of accumu-
lated amortization of $935,000. No impairment losses have
been recorded to date.

Goodwill is recorded when the consideration paid for
acquisitions exceeds the fair value of net tangible and
intangible assets acquired. Goodwill is not amortized. We
perform an annual review during our fourth quarter to
identify any facts or circumstances that indicate the carry-
ing value of goodwill is impaired. The review is based on
various analyses including cash flow and profitability projec-
tions and the market capitalization of our common stock.
Impairment, if any, is based on the excess of the carrying
amount of goodwill over its fair value. As of March 31,
2003, we had goodwill of $12.2 million. No impairment has
been indicated to date.

ACCOUNTING FOR SOFTWARE DEVELOPMENT COsTS. Costs
incurred in the research and development of new software
products are expensed as incurred until technological feasi-
bility is established. Development costs are capitalized
beginning when a product’s technological feasibility has
been established and ending when the product is available
for general release to our customers. Technological feasibil-

ity is reached when the product reaches the working model
stage. To date, products and enhancements have generally
reached technological feasibility and have been released for
sale at substantially the same time and all research and
development costs have been expensed. Consequently, no
research and development costs were capitalized in fiscal
2003, 2002 and 2001.

CERTAIN FACTORS
THAT MAY AFFECT FUTURE RESULTS

The following important factors, among others, could cause
actual results to differ materially from those indicated by
forward-looking statements made in this Annual Report and
presented elsewhere by management from time to time.

Our operating resulls may fluctuate significantly as a result of factors
outside of our control, which could cause the market price of our stock
to decline; the market for intelligent network management software is
new and evolving, and if this market does not develop as anticipated,
our revenues could decline; our customers are primarily in_four target
groups and our operating results may be adversely affected by changes
in one or more of these groups; the U.S. Department of Defense may not
extend one consulting contract with us, which could harm our busi-
ness; a decline in information technology spending may result in a
decrease in our revenues or lower our growth rate; our sales to U.S. gov-
ernment agencies subject us to special risks that could adversely affect
our business; if our newest products, particularly those targeted prima-
rily for enterprises and U.S. government agencies, do not gain wide-
spread market acceptance, our revenues might not increase and could
even decline; we may not be able to grow our business if service
providers do not buy our products; our lengthy and variable sales cycle
makes 1t difficult to predict operating results; if we do not successfully
expand our sales force, we may be unable to increase our sales; our abil-
ity to increase our sales will be impaired if we do not expand and man-
age our indirect distribution channels; we may not be able to successful-
ly manage our expanding operations, which could impair our ability to
operate profitably; if we are unable to introduce new and enhanced
products on a timely basis that respond effectively to changing technolo-
gy, our revenues may decline; our future revenue is substantially
dependent wpon our existing customers continuing to license addition-
al products, renew maintenance agreements and purchase additional
services; increases in service revenues as a percentage of total revenues
could decrease overall margins and adversely affect our operating
results; if we fail to retain our key personnel and attract and retain
additional qualified personnel, we might not be able to maintain our
curvent level of revenue; our international operations subject our busi-
ness lo additional visks, which could cause our sales or profitability to
decline; we expect to face intense competition, which could cause us to
lose sales, resulting in lower profitability; if our products contain errors
and we are unable to correct those errors, our reputation could be
harmed and our customers could demand refunds from us or assert
claims for damages against us; our software products rely on our intel-
lectual property, and any failure to protect owr intellectual property
could enable owr competitors to market products with similar features
that may veduce our revenues and could allow the use of our products
by users who have not paid the required license fee; our products employ
technology that may infringe on the proprietary rights of others, and, as
a result, we could become liable for significant damages; future interpre-
tations of existing accounting standards could adversely affect our
operating results; as with other software vendors, we may be required to
delay revenue recognition into future periods, which could adversely
affect our operating resulls; if we undertake acquisitions, they may be
expensive and disruptive to our business and could cause the market
price of our common stock to decline; our products are subject to chang-
ing computing environments, including operating system software and
hardware platforms, which could render our products obsolete.



OPNET TECHNOLOGIES, INC.

CONSOLIDATED BALANCE SHEETS

(in thousands)

March 31,
2003 2002

ASSETS
Current assets:

Cash and cash equivalents $ 70,251 $62,240

Accounts receivable, net 6,420 7,403

Unbilled accounts receivable 933 1,331

Refundable income taxes — 1,253

Deferred income taxes, prepaid expenses and other current assets 1,412 910

Total current assets 79,016 73,137
Property and equipment, net 7,008 7,670
Intangible assets, net 1,566 2,067
Goodwill 12,212 12,212
Deferred income taxes and other assets 626 70

Total assets $100,428 $95,156
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable $ 215 $ 544

Accrued liabilities 2,756 2,362

Deferred and accrued income taxes 172 156

Deferred revenue 9,127 8,019

Total current liabilities 12,270 11,081
Notes payable 300 150
Deferred rent 632 381
Deferred revenue 484 506
Deferred income taxes — 43

Total liabilities 13,686 12,161
Commitments and contingencies (note 11) — —
Stockholders’ equity:
Preferred stock—

5,000 shares authorized; no shares issued and outstanding at March 31, 2003 and 2002 — —
Common stock—

100,000 shares authorized; 25,522 and 25,220 shares issued at March 31, 2003 and 2002,

respectively; 19,388 and 19,086 shares outstanding at March 31, 2003 and 2002, respectively 26 25
Additional paid-in capital 73,600 72,655
Deferred compensation (59) (74)
Retained earnings 17,257 14,499
Accumulated other comprehensive income (loss) 18 (10)
Treasury stock - 6,134 shares at March 31, 2003 and 2002 (4,100) (4,100)

Total stockholders’ equity 86,742 82,995

Total liabilities and stockholders’ equity $100,428 $95,156

See accompanying notes to consolidated financial statements.



CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except per share data)

Year Ended March 31,

2003 2002 2001
Revenues:
Software licenses $ 31,223 $ 27,003 $ 18,939
Services 15,228 17,753 14,005
Total revenues 46,451 44,756 32,944
Cost of revenues:
Software licenses 900 459 395
Services 6,276 5,863 4,750
Total cost of revenues 7,176 6,322 5,145
Gross profit 39,275 38,434 27,799
Operating expenses:
Research and development 12,909 12,339 8,263
Sales and marketing 18,245 16,866 13,745
General and administrative 4,897 4,655 3,362
Amortization of acquired technology 504 434 —
Purchased in-process research and development — — 770
Total operating expenses 36,555 34,294 26,140
Income from operations 2,720 4,140 1,659
Other income (expense)
Interest income 904 1,797 2,845
Interest expense and other income (expense), net (25) (57) (57)
879 1,740 2,788
Income before provision for income taxes 3,599 5,880 4,447
Provision for income taxes 841 1,380 1,567
Net income $ 2,758 $ 4,500 $ 2,880
Basic net income applicable per common share $ .14 $ 24 $ .18
Diluted net income per common share $ .14 $ .22 $ .16

See accompanying notes to consolidated financial statements.



CONSOLIDATED STATEMENTS OF CASH FLOWS

(in thousands)

Year Ended March 31,

2003 2002 2001
Cash flows from operating activities:
Net income $ 2,758 $§ 4500 $ 2,880
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and amortization 2,129 2,020 1,396

Provision for losses on accounts receivable 360 361 25

Deferred income taxes (743) 528 (331)

In-process research and development — — 770

Expense related to stock options 97 83 190

Changes in assets and liabilities, net of effects from acquisitions:

Billed and unbilled accounts receivable 1,021 (3,406) (2,434)
Loans to employees — 231 —
Prepaid expenses and other current assets (369) 1,576 (743)
Refundable income taxes 1,253 (824) 144
Deposits and other assets (53) 5 (13)
Accounts payable (329) 30 344
Accrued liabilities 394 (2,198) 3,883
Accrued income taxes 80 (189) 93
Tax benefit from exercise of employee stock options 235 857 238
Deferred revenue 1,086 533 4,072
Deferred rent 251 322 29

Net cash provided by operating activities 8,170 4,429 10,543
Cash flows from investing activities:
Purchase of property and equipment (965) (3,278) (6,222)
Acquisition of NetMaker division of Make Systems, Inc. — (1,156) (4,905)
Acquisition of WDM Net Design, net of cash acquired — (1,279) —
Net cash used in investing activities (965) (5,713) (11,127)
Cash flows from financing activities:
Proceeds from exercise of common stock options 318 384 317
Issuance of common stock under employee stock purchase plan 310 379 67
Proceeds from issuance of note payable 150 150 —
Proceeds from sale of common stock — — 59,800
Costs incurred for initial public offering — — (5,732)
Purchase of treasury stock — — (12)
Net cash provided by financing activities 778 913 54,440
Effect of exchange rate changes on cash and cash equivalents 28 (12) 2
Net increase (decrease) in cash and cash equivalents 8,011 (383) 53,858
Cash and cash equivalents, beginning of year 62,240 62,623 8,765
Cash and cash equivalents, end of year $ 70,251 $ 62,240 $ 62,623

See accompanying notes to consolidated financial statements.



CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY

(in thousands)

Common Stock Treasury Stock Q)% . »
J%? %%&’L %, OQ/J}O(’
?; (GING,
J})q% OJ‘O(/(P «27/92) 'YO, Cé’% & 'P é(gzj '5’(0 6;0/0(2,
ﬁ%“o “ %Oe, C%O/Q/';(%O %, * %, %4;;{/%»» Y, ’ Q;y % &%/
@ & A% % % Y Be W Y

BALANCE, MARCH 31, 2000 17,079 : 10,951 $17: $623: 6,128 $(4,010): $(287):$ 7,125 — $3,468
Net income 2,880 2,880
Foreign currency translation 2 2
Total comprehensive income 2,882
Proceeds from sale of common stock, net 4,600 - 4,600 5 54,063 54,068
Conversion of Series A redeemable

convertible stock 2172 2172 2 6,952 6,954
Issuance of common stock:

Exercise of options 395 395 317 317

Employee stock purchase plan 5 5 67 67

Acquisition 650 650 1. 8,287 8,288
Share options cancelled (10) 10
Tax benefit from exercise of stock options 238 238
Purchase of treasury stock (6) 171 6 (90) 81
Amortization of deferred compensation 97 97
Other — — — — — — (6) — (6)
BALANCE, MARCH 31, 2001 24,901 - 18,767 25: 70,708 : 6,134 (4,100): (180): 9,999 2: 76,454
Net income 4,500 4,500
Foreign currency translation (12) (12)
Total comprehensive income 4,488
Issuance of common stock:

Exercise of options 261 261 384 384

Employee stock purchase plan 33 33 379 379

Acquisition 25 25 350 350
Share options cancelled (23) 23
Tax benefit from exercise of stock options 857 857
Amortization of deferred compensation — — — — — — 83 — — 83
BALANCE, MARCH 31, 2002 25,220 : 19,086 25: 72,655 . 6,134 (4,100) (74): 14,499 (10) : 82,995
Net income 2,758 2,758
Foreign currency translation 28 28
Total comprehensive income 2,786
Issuance of common stock:

Exercise of options 259 259 1 318 319

Employee stock purchase plan 43 43 310 310
Tax benefit from exercise of stock options 235 235
Deferred compensation 82 (82)
Amortization of deferred compensation — — — — — — 97 — — 97
BALANCE, MARCH 31, 2003 25,522 - 19,388 $26 $73,600 | 6,134 °$(4,100): $ (59$17,257 ©  $ 18 $86,742

See accompanying noles to consolidated financial stat




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(dollar and share amounts in thousands, except per share data)

1. Organization and
Significant Accounting Policies

ORGANIZATION. OPNET Technologies, Inc. (“OPNET”, “we”
or “us”) provides intelligent network management software
that enables users in network operations, planning, engi-
neering and application development to optimize the per-
formance and availability of their networks and networked
applications. We sell our products to corporate enterprises,
government and defense agencies, network service
providers, and network equipment manufacturers. We mar-
ket our product suite in North America primarily through a
direct sales force and, to a lesser extent, several resellers
and original equipment manufacturers. Internationally, we
conduct research and development through our wholly-
owned subsidiary in Ghent, Belgium and market our prod-
ucts through our wholly-owned subsidiaries in Paris,
France; Reading, United Kingdom; and Sydney, Australia;
third-party distributors, and value-added resellers. We are
headquartered in Bethesda, MD and have offices in Cary,
NC; Dallas, TX; and Santa Clara, CA.

PriNCIPLES OF CONSOLIDATION. The consolidated financial
statements include the results of OPNET Technologies, Inc.
and its wholly-owned subsidiaries: OPNET Technologies
SAS; OPNET Technologies Limited; OPNET Technologies,
bvba; OPNET Technologies, Pty. Ltd.; and OPNET Analysis,
Inc. All intercompany accounts and transactions have been
eliminated in consolidation.

UsE oF EsTiMATES. The preparation of financial statements
in conformity with generally accepted accounting princi-
ples (“GAAP”) requires management to make estimates
and assumptions that affect the reported amounts of assets
and liabilities and the disclosure of contingent assets and
liabilities at the date of the financial statements, as well as
the reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those
estimates.

CasH AND CAsH EQUIVALENTS. Cash equivalents consist of
deposits in banks and highly liquid investments with an
original maturity of three months or less. These invest-
ments are primarily composed of overnight repurchase
agreements, money market funds, obligations issued by var-
ious federal governmental agencies and commercial paper.
Cash equivalents are stated at amortized cost, which
approximates fair value due to the highly liquid nature and
short maturities of the underlying securities.

Supplemental Cash Flow Information.

Year ended March 31,
2003 2002 2001
Taxes and interest paid:
Cash paid for income taxes
during the year $ 514 $ 987 $1,425
Cash paid for interest 56 45 36

Non-cash financing and investing activities:
Issuance of common shares

for acquisition $ — $ 350 §8,288
Conversion of preferred stock — — 6,954
Accrued tenant allowance — — 1,058

CONCENTRATION OF CREDIT Risk. Financial instruments that
potentially subject us to a concentration of credit risk con-
sist principally of cash and accounts receivable. We general-
ly do not require collateral on accounts receivable, as the
majority of our customers are large, well-established compa-
nies, or government entities.

We maintain our cash balances at several financial institu-
tions. The Federal Deposit Insurance Corporation insures
the bank accounts up to $100. Although balances exceed
that amount, we have not experienced any losses in such
accounts and believe we are not exposed to any significant
credit risk to cash.

FAIR VALUE OF FINANCIAL INSTRUMENTS. The fair value of our
cash and cash equivalents, accounts receivable, accounts
payable, accrued expenses and note payable approximates
their respective carrying amounts.

SOFTWARE DEVELOPMENT CoOsTS. Development costs
incurred in the research and development of new software
products and enhancements to existing software products
are expensed as incurred until technological feasibility has
been established. We consider technological feasibility to
be established when all planning, designing, coding and
testing has been completed according to design specifica-
tions. After technological feasibility has been established,
any additional costs are capitalized in accordance with
Statement of Financial Accounting Standard (“SFAS”) No.
86, “Accounting for the Costs of Computer Software to be
Sold, Leased, or Otherwise Marketed.” Through March 31,
2003, software development has been substantially complet-
ed concurrently with the establishment of technological
feasibility and, accordingly, no costs have been capitalized
to date.

PROPERTY AND EQUIPMENT. Property and equipment are stat-
ed at cost. Depreciation on property and equipment is
computed using the straightline method over the estimat-
ed useful lives of the assets, of five to seven years. Leasehold
improvements are depreciated over the shorter of the esti-
mated useful life of the assets or the term of the related
lease. Repairs and maintenance are expensed as incurred.

INTANGIBLE AsSETS. Intangible assets consist of acquired
technology. Intangible assets are originally recorded at cost
and amortized on a straightline basis over their expected
useful lives of five years.

GoobpwILL. Goodwill is not amortized and is tested for
impairment annually during our fourth quarter and when-
ever events and circumstances occur indicating that good-
will might be impaired. There has been no impairment as
of March 31, 2003.

VALUATION OF LONG-LIVED AsSETS. We review our long-lived
assets, including property and equipment, for impairment
whenever events or changes in circumstances indicate that
the carrying amounts of the assets may not be fully recover-
able. If the total of the expected undiscounted future net
cash flows is less than the carrying amount of the asset, a
loss is recognized for the difference between the fair value
and carrying amount of the asset.

REVENUE RECOGNITION. We derive revenues from two
sources, software license revenues and service revenues. We
recognize revenue based on the provisions of the American



Institute of Certified Public Accountants Statement of
Position (“SOP”) No. 97-2, “Software Revenue
Recognition”, as amended by SOP No. 989, “Modification
of SOP No. 97-2, Software Revenue Recognition, With
Respect to Certain Transactions”, SOP No. 81-1,
“Accounting for Performance of Construction-Type and
Certain Production-Type Contracts” and the Securities and
Exchange Commission Staff Accounting Bulletin No. 101,
“Revenue Recognition in Financial Statements.”

Software license revenues consist of perpetual and term
license sales of software products and sales of periodic
unspecified product updates. Software license revenues are
recognized when these criteria are met: persuasive evidence
of an arrangement exists, delivery and acceptance of the
software has occurred, the software license fee is fixed or
determinable, and collectibility is probable. In instances
when any of the four criteria are not met, we will defer
recognition of software license revenues until the criteria
are met. When the sale of the software product requires us
to make significant enhancements, customization or modi-
fications to the software that are essential to its functionali-
ty, software license revenues and consulting fees are recog-
nized using contract accounting under SOP 81-1.

Periodic unspecified product updates consist of the right to
unspecified software updates on a when-and-if available
basis and are entered into in connection with the initial
software license purchase and may be renewed upon expi-
ration of the term. Revenue from periodic unspecified
updates is deferred and recognized as license revenue on a
straight-line basis over the term of the agreement.

We do not allow software returns because customers are
able to evaluate our software products before purchasing
them. Typically, our software license fees are due within a
twelve-month period from delivery to our customers. If the
fee due from the customer is not fixed or determinable,
including payment terms greater than twelve months from
delivery, revenue is recognized as payments become due
and all other conditions for revenue recognition have been
satisfied.

Revenues under multiple-element arrangements, which typ-
ically include software licenses, periodic unspecified prod-
uct updates, consulting services, training and technical sup-
port agreements sold together, are allocated to each ele-
ment in the arrangement primarily using the residual
method based upon the fair value of the undelivered ele-
ments, which is specific to us (vendor-specific objective evi-
dence of fair value or “VSOE”). This means that we defer
revenue from the arrangement fee equivalent to the fair
value of the undelivered elements. Discounts, if any, are
applied to the delivered elements, usually software licenses,
under the residual method. If we have established VSOE
for all elements in the arrangement any discount is applied
proportionately to each element. For periodic unspecified
product updates and technical support agreements, VSOE
is based upon either the renewal rate specified in each con-
tract or the price charged when sold separately. For con-
sulting services and training, VSOE is based upon the rates
charged for these services when sold separately. For soft-
ware licenses, VSOE is based on the price charged or to be
charged when sold separately. If the only undelivered ele-
ments in an arrangement are periodic unspecified updates
or technical support agreement for which we are unable to
establish VSOE, all revenue is recognized ratably over the
contract period.

Service revenues consist of fees from technical support
agreements, consulting services and training. Revenue from
technical support agreements is deferred and recognized as
service revenue on a straight-line basis over the term of the
agreement. Technical support agreements are entered into
in connection with the initial software license purchase and
may be renewed upon expiration of the term. Service rev-
enues from consulting services are recognized as the servic-
es are performed. When we enter into consulting service
arrangements that include significant modifications to the
software that are essential to the customer’s use and the
arrangement is bundled with software, revenue under the
entire arrangement is recognized under the percentage-of-
completion method. In these circumstances, revenue that is
recognized is allocated to license revenues and service rev-
enues based on our standard price lists. We estimate the
percentage-of-completion based on our estimate of total
hours to complete the project as a percentage of total
hours incurred and the estimated hours to complete.
Training is provided on a daily-fee basis with revenue recog-
nized as the services are performed.

We sell software licenses, periodic unspecified updates and
technical support agreements to distributors at predeter-
mined prices. Sales to distributors are not contingent upon
resale of the software to the end user. In most cases, we
provide periodic unspecified updates and technical support
agreements directly to distributors and the distributors pro-
vide support to the end customer. Revenues from sales to
distributors are recorded at the amounts charged and in
the same manner as all other software license, periodic
unspecified updates and technical support sales. Amounts
received in advance of revenue recognition are classified as
deferred revenue.

INncomE Taxes. The income tax provision includes income
taxes currently payable plus the net change during the year
in deferred tax assets or liabilities. Deferred tax assets and
liabilities reflect the differences between the carrying value
under GAAP and the tax basis of assets and liabilities using
enacted statutory tax rates in effect for the period in which
the differences are expected to reverse.

ADVERTISING COsTS. Advertising costs are expensed as
incurred and were $316, $401, and $587 for the fiscal years
ended March 31, 2003, 2002 and 2001, respectively.

FOREIGN CURRENCY TRANSACTIONS. Revenues denominated
in foreign currencies are translated at the average
exchange rates during the period. Gains or losses on for-
eign exchange are reported in the Consolidated Statements
of Operations.

FOREIGN CURRENCY TRANSLATION. The results of operations
for our international subsidiaries are translated from the
designated functional currencies into U.S. dollars using
average exchange rates during each period. Assets and lia-
bilities are translated using exchange rates at the end of
each period. Translation gains and losses are reported as a
component of accumulated other comprehensive income
in stockholders’ equity.

CoMPREHENSIVE INCOME. Comprehensive income represents
net income and revenues, expenses, gains and losses that
are under GAAP but excluded from net income. For fiscal
year 2003, 2002 and 2001 comprehensive income includes
net income and gains and losses from foreign currency
translations.



EARNINGS PER SHARE. Basic earnings per share is computed
by dividing net income available to common shareholders
by the weighted average number of common shares and
participating preferred shares outstanding for the period.
Diluted earnings per share reflects the potential dilution
that could occur if securities or other contracts to issue
common shares were exercised or converted into common
shares for all periods presented.

STOCK-BASED COMPENSATION. We account for stock-based
compensation given to employees using the intrinsic value
method in accordance with Accounting Principles Board
(“APB”) Opinion No. 25, “Accounting for Stock Issued to
Employees”, and accordingly, recognize compensation
expense for fixed stock option grants only when the exercise
price is less than the fair value of the shares on the date of
the grant. SFAS No. 123, “Accounting for Stock-Based

Compensation”, permits the use of either a fair-value based
method or the intrinsic value method provided in APB No.
25 to account for employee stock-based compensation
arrangements. Companies that elect to use the intrinsic
value method provided in APB No. 25 are required to dis-
close the pro forma net income (loss) and earnings (loss)
per share that would have resulted from the use of the fair
value method. We have provided below the pro forma disclo-
sures of the effect on net income and earnings per share as
if SFAS No. 123 had been applied in measuring compensa-
tion expense for all periods.

The following table illustrates the effect on net income and
related net income per share for fiscal years ended March
31, 2003, 2002 and 2001, had compensation cost for employ-
ee stock-based compensation plans been determined based
upon the fair value method prescribed under SFAS No. 123:

2003 2002 2001
Net income, as reported $ 2,758 $ 4500 $ 2,880
Add: Stock-based employee compensation expense
included in reported net income, net of related tax effects 49 83 97
Deduct: Total stock-based employee compensation expense determined under fair
value based method for all awards, net of related tax effects (3,743) (3,035) (1,187)
Pro forma net income (loss) $ (936) $ 1,548 § 1,790

Basic net income (loss) applicable per common share:

As reported $ 14 $ 24 % .18
Pro forma $ .05) $ 08 $ 11
Diluted net income (loss) per common share:

As reported $ 14 $ 22 % .16
Pro forma $ (.05) §$ 08 $ .10

RECLASSIFICATIONS. Certain reclassifications have been made
to the prior-year financial statements to conform to the cur-
rent-year presentation.

RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS. In April
2002, the Financial Accounting Standards Board (“FASB”)
issued SFAS No. 145, “Rescission of FASB Statements No. 4,
44 and 64, Amendment of FASB Statement No. 13, and
Technical Corrections”. SFAS No. 145 requires the classifi-
cation of gains and losses from extinguishments of debt as
extraordinary items only if they meet certain criteria for
such classification in APB No. 30, “Reporting the Results of
Operations, Reporting the Effects of Disposal of a Segment
of a Business, and Extraordinary, Unusual, and
Infrequently Occurring Events and Transactions.” Any gain
or loss on extinguishments of debt classified as an extraor-
dinary item in prior periods that does not meet the criteria
must be reclassified to other income or expense. These
provisions are effective for fiscal years beginning after May
15, 2002. Additionally, SFAS No. 145 requires sale-leaseback
accounting for certain lease modifications that have eco-
nomic effects similar to sale-leaseback transactions. These
lease provisions are effective for transactions occurring
after May 15, 2002. SFAS No. 145 will not have a material
effect on our consolidated financial position, results of
operations, or cash flows.

In July 2002, the FASB issued Statement No. 146 (SFAS No.
146), “Accounting for Costs Associated with Exit or
Disposal Activities”. SFAS No. 146 replaces Emerging Issues
Task Force Issue No. 94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other Costs to
Exit an Activity (including Certain Costs Incurred in a
Restructuring)”. SFAS No. 146 requires companies to rec-
ognize costs associated with exit or disposal activities when
they are incurred rather than at the date of a commitment

to an exit or disposal plan. Examples of costs covered by
the standard include lease termination costs and certain
employee severance costs that are associated with a restruc-
turing, discontinued operation, plant closing, or other exit
or disposal activity. SFAS No. 146 is to be applied prospec-
tively to exit or disposal activities initiated after December
31, 2002. SFAS No. 146 will not have a material effect on
our consolidated financial position, results of operations,
or cash flows.

In December 2002, the FASB issued SFAS No. 148
“Accounting for Stock-Based Compensation- Transition and
Disclosure- an amendment of SFAS No. 123” (SFAS No.
148). In response to a growing number of companies
announcing plans to record expenses for the fair value of
stock options, this statement amends SFAS No. 123
“Accounting for Stock Based Compensation” (SFAS No.
123) to provide alternative methods of voluntarily transi-
tioning to the fair value based method of accounting for
stock-based employee compensation. SFAS No. 148 also
amends the disclosure requirements of SFAS No. 123 to
require disclosure of the method used to account for stock-
based employee compensation and the effect of the
method on reported results in both annual and interim
financial statements. We have evaluated the provisions of
SFAS No. 148 and will continue to account for stock-based
compensation given to employees in accordance with APB
No. 25. Under APB No. 25, we recognize compensation
expense for fixed stock option grants only when the exer-
cise price is less than the fair market value of the shares on
the date of grant. Therefore, SFAS No. 148 is not expected
to have a material impact on our financial position or
results of operations. We have adopted the additional dis-
closure provisions required by SFAS No. 148 in both our
annual and quarterly reporting beginning March 31, 2003.



2. Acquisitions

NETMAKER. In March 2001, OPNET Development Corp.,
our wholly-owned subsidiary, acquired substantially all of
the assets and operations of the NetMaker division of Make
Systems, Inc. (“NetMaker”), pursuant to an Asset Purchase
Agreement (the “Asset Purchase Agreement”).

The aggregate purchase price for the acquisition was
approximately $14,200 and, pursuant to the Asset Purchase
Agreement, we agreed to pay $5,000 and issued 650 shares
of our common stock, valued at $8,288 in exchange for
NetMaker’s assets. The value of the 650 shares of common
stock was based on the average market price of our com-
mon stock over the two-day period before and after the
announcement date of the acquisition. The cash compo-
nent of the acquisition price was available from cash on
hand. Of the cash payable pursuant to the Asset Purchase
Agreement, $800 was held in escrow for a period of one
year to secure certain indemnification obligations, and was
released to Make Systems, Inc. on April 1, 2002.

The acquisition was accounted for by the purchase method
of accounting and, accordingly, the results of operations
have been included in our consolidated results from the
acquisition date. The assets acquired and liabilities assumed
as part of the transaction were recorded at estimated fair
values. Independent valuations were obtained to determine
the fair value of the net assets acquired and to allocate the
purchase price. The purchase price allocation resulted in a
$770 charge to earnings for the fair value of acquired in-
process research and development that had not reached
technological feasibility, $2,000 for acquired technology,
which is being amortized over five years and $725 in net
tangible assets acquired. The $10,704 excess purchase price
over the fair value of assets acquired was allocated to good-
will, which is deductible for tax purposes. We withheld $210
of the purchase price to provide for adjustments, if any,
related to the completion of the closing balance sheet
audit. During the year ended March 31, 2002, goodwill was
adjusted by approximately $217 for modifications to initial
purchase accounting estimates in relation to the NetMaker
acquisition.

WDM NETDESIGN. On July 31, 2001, we entered into an
agreement (the “Share Purchase Agreement”) with Comsof
N.V,, a Belgium company and the owner of WDM
NetDesign BVBA (“WDM NetDesign”), through which the
companies collaborated on the development of optical net-
work planning products. Under the Share Purchase
Agreement, OPNET acquired a 20% interest in WDM
NetDesign for consideration of $399 and purchased an
option for consideration of $1 to acquire all remaining
shares of WDM NetDesign. In December 2001 we exercised
our option to purchase the remaining shares of WDM
NetDesign for $1,275. On January 4, 2002, we purchased
these shares by paying Comsof N.V. $925 and issuing them
25 shares of our common stock valued at approximately
$350. The value of the 25 shares of common stock issued
was based on the average market price of our common
stock over the two-day period before and after the purchase
option was exercised. In connection with this acquisition,
we incurred expenses of $98 and recorded a deferred tax
credit of $201. The deferred tax credit results from
acquired technology not being deductible for tax reporting
purposes. As a result of this acquisition, we now own WDM
NetDesign’s core technology in optical networking design
and a strong assembled workforce.

The following table summarizes the estimated fair values of
the assets acquired and liabilities assumed at the date of

acquisition:

Cash $ 145

Other Current Assets 91

Property and Equipment 11

Technology 500

Goodwill 1,291

Current Liabilities (23)
Deferred Revenue (42)
Net Assets Acquired $1,973

We accounted for our initial investment in WDM
NetDesign using the equity method. The purchase of the
remaining shares of WDM NetDesign was accounted for by
the purchase method of accounting and, accordingly, the
results of operations have been included in our consolidat-
ed results from the January 2002 acquisition date. The pur-
chase price allocation resulted in $500 for acquired tech-
nology, which is being amortized over five years and $182
in net tangible assets acquired. The $1,291 excess purchase
price over the fair value of assets acquired was allocated to
goodwill, which is not deductible for tax purposes.

PrO FOrMA FINANCIAL INFORMATION. The following unaudit-
ed pro forma financial information for the years ended
March 31, 2002 and 2001, assumes the acquisitions of the
NetMaker division and WDM NetDesign occurred as of the
beginning of the respective year, after giving effect to cer-
tain adjustments, including the amortization of intangible
assets. Further, the pro forma results of operations do not
include the write-off of in-process research and develop-
ment and the related tax effects. The effects of the com-
bined pro forma statements resulted in a net loss before
income taxes and as a result, pro forma net loss excludes
any provision or benefit for income taxes. The unaudited
pro forma financial information includes the NetMaker
division’s results of operations as presented in NetMaker’s
Statements of Net Revenues and Direct Operating
Expenses for the year ended December 31, 2000 and 1999,
and WDM NetDesign’s results of operations for the nine
months ended March 31, 2002, as WDM NetDesign com-
menced operations in July 2001. The financials for the
NetMaker division exclude certain expenses not directly
attributable to the NetMaker division and therefore do not
represent a full financial statement presentation of the
NetMaker division and are not necessarily indicative of the
operating results had the NetMaker division operated on a
standalone basis. The pro forma results have been pre-
pared for comparative purposes only and are not necessari-
ly indicative of the results of operations that may occur in
the future, or that would have occurred if the business
combination had been in effect on the dates indicated.

2002 2001
Revenues $44,851 $34,764
Net income (loss) 4,441 (180)
Basic net income (loss) per share $ 23 § (.01
Diluted net income (loss) per share  $ .22 § (.01)



3. Intangible Assets

Intangible assets consisted of the following at March 31,
2003 and 2002:

2003 2002
Acquired technology $2,501 $2,501
Accumulated amortization (935) (434)
Intangible assets, net $1,566 $2,067

Acquired technology relating to the NetMaker and WDM
NetDesign acquisitions resulted in amortization expense of
$504 and $434 for the years ended March 31, 2003 and
2002, respectively. During the year ended March 31, 2001,
we recorded amortization expense of $458 relating to a
marketing support rights agreement that expired in March
2001. The amortization of the marketing support rights
agreements is included in Sales and Marketing expense on
the Consolidated Statements of Operations. We expect
amortization expense of $500 in each of the fiscal years
ending March 31, 2004, 2005 and 2006, and $67 for the
year ended March 31, 2007.

4. Goodwill

The following table sets forth the activity in our goodwill for
the years ended March 31, 2003 and 2002:

2003 2002
Balance, beginning of period $12,212  $10,704
Adjustment to initial goodwill estimate — 217
Goodwill acquired during the year — 1,291
Balance, end of period $12,212  $12,212

Goodwill was recorded in connection with the NetMaker
and WDM NetDesign acquisitions. See Note 2 for more
information.

5. Property and Equipment

Property and equipment consisted of the following at
March 31, 2003 and 2002:
2003 2002

Computer equipment $ 5,446 $ 4,869

7. Income Taxes

The components of the provision for income taxes for the
years ended March 31, 2003, 2002 and 2001, were as fol-
lows:

Current provision: 2003 2002 2001
Federal $ 1,227 $ 600 $1,345
State 284 188 553
Foreign 73 64 —

Total current provision 1,584 852 1,898

Deferred provision (benefit):

Federal (659) 399 (249)
State (84) 129 (82)
Total deferred provision (benefit) (743) 528 (331)

$ 841 $1,380 $1,567

At March 31, 2003 and 2002, respectively, the components
of our deferred tax assets and deferred tax liabilities were as
follows:

Total provision for income taxes

Deferred tax assets: 2003 2002
Accrued vacation expense $ 260 $ 190
Deferred revenue 312 132
In-process research and development 252 285
Deferred rent 239 151
Research and development

tax credit carry forward 516 419
Accelerated book amortization

of acquired technology 201 —
Bad debt reserve 126 81
Other temporary differences 7 87

Total deferred tax assets 1,913 1,345

Deferred tax liabilities:

Accelerated amortization — (106)
Accelerated depreciation (317) (337)
Tax amortization of goodwill (550) (422)

Tax liability related to

WDM NetDesign acquisition (see Note 2) (148) (201)
Tax accounting

for unbilled accounts receivable (260) (478)

Leasehold improvements 4,122 4,071

Total deferred tax liabilities (1,275) (1,544)

Purchased software 1,348 1,013
Office furniture and equipment 1,661 1,641
Total 12,577 11,594
Less: accumulated depreciation (5,569) (3,924)
Property and equipment, net $ 7,008 $7,670

Depreciation expense for fiscal years ended March 31, 2003,
2002, and 2001 was $1,625, $1,586, and $1,065, respectively.
6. Accrued Liabilities

Accrued liabilities consisted of the following at March 31,
2003 and 2002:

2003 2002
Accrued compensation and bonuses $1,590 $1,269
Other 1,166 1,093
Total $2,756 $2,362

Net deferred tax (liability) asset $ 638 $ (199)

The provision for income taxes for fiscal years ended March
31, 2003, 2002 and 2001 differs from the amount computed
by applying the statutory U.S. Federal income tax rate to
income before taxes as a result of the following:

2003 2002 2001
Statutory U.S. Federal rate 34%  34% 34%

Increase (decrease) in taxes resulting from:

State income taxes—

net of Federal benefit 4 4 7
Tax credits (15) (16) (8)
Foreign tax credit and other

permanent differences, net — 1 2

Effective tax rate 23% 23% 35%



At March 31, 2003, we had a research and development tax
credit carry forward of approximately $516 which will
expire in the year 2023. Cumulative undistributed earnings
of foreign subsidiaries, for which no U.S. income or foreign
withholding taxes have been recorded, approximated $257
at March 31, 2003. Such earnings are expected to be rein-
vested indefinitely. Determination of the amount of unrec-
ognized deferred tax liability with respect to such earnings
is not practicable. The additional taxes on the earnings of
foreign subsidiaries, if remitted, would be partially offset by
U.S. tax credits for foreign taxes already paid. While there
are no specific plans to distribute the undistributed earn-
ings in the immediate future, where economically appropri-
ate to do so, such earnings may be remitted.

8. Initial Public Offering

On August 1, 2000, the registration statement for our initial
public offering of 4,000 shares of Common Stock became
effective. The offering closed on August 7, 2000, yielding
proceeds of approximately $46,814 after deducting under-
writing discounts and commissions and offering expenses
payable by us. The underwriters of the offering also exer-
cised their over-allotment option to purchase an additional
600 shares, which closed on August 9, 2000, raising an addi-
tional $7,254 in net proceeds. Upon the closing of the
offering, the Series A Redeemable Convertible Preferred
Stock was converted into 2,172 shares of Common Stock as
discussed in Note 9.

On June 27, 2000, in connection with our initial public
offering of common stock, the Board of Directors approved
a three-for-two split of common stock. All references to the
number of common shares and per share amounts have
been restated to reflect the effect of the split for all periods
presented.

On July 28, 2000, we filed our Second Amended and
Restated Certificate of Incorporation with the Secretary of
State of the State of Delaware to increase our authorized
capital stock to 105,160 shares, consisting of 100,000 shares
of Common Stock, par value $0.001 per share, 5,000 shares
of undesignated preferred stock, par value of $0.001 per
share and 160 shares of Series A redeemable convertible
preferred stock, par value of $0.001 per share.

On August 7, 2000, we filed our Third Amended and
Restated Certificate of Incorporation with the Secretary of
State of the State of Delaware to adjust our authorized capi-
tal stock to 105,000 shares, consisting of 100,000 shares of
Common Stock, par value $0.001 per share and 5,000
shares of undesignated preferred stock, par value of $0.001
per share.

9. Redeemable Convertible Preferred Stock

On September 30, 1997, we entered into a Series A
Redeemable Convertible Preferred Stock Purchase
Agreement (the “Agreement”) with two investors. We
authorized 160 shares of the Series A Redeemable
Convertible Preferred Stock (the “Series A Preferred
Stock”) and issued and sold 145 shares, $.001 par value per
share, for $7,001. Upon closing of our initial public offer-
ing as disclosed in Note 8, the Series A Preferred Stock, net
of unamortized issue costs of $47, was automatically con-
verted into common stock.

The difference between the carrying amounts of the Series
A Preferred Stock and the redemption amount represented

the cost of issuance. This amount was accreted pro rata over
the period beginning on the issuance date and ending on
the prescribed redemption dates. Accretion amounted to
$6 for the year ended March 31, 2001.

10. Related Party Transactions

We sell consulting services to certain customers through
OPNET Analysis, Inc., which was wholly-owned by one of
our executive officers. Such sales totaled $94 during fiscal
year 2001. OPNET Analysis, Inc. became a wholly-owned
subsidiary of ours in April 2001 and is included in our con-
solidated financial statements for fiscal year 2002.

In January 2000 we amended an officer’s option agreement
that allowed him to purchase 150 shares of our common
stock. He exercised the options in full on the date of the
amendment and borrowed $231 from us to pay income
taxes he incurred upon purchasing the shares under the
option agreement. This borrowing was evidenced by a full
recourse promissory note that bore an annual interest rate
of 6%. This loan and related accrued interest was repaid in
May 2001.

11. Commitments and Contingencies

On June 2, 2000, we executed a new office lease agreement
and relocated our corporate and principal operational
offices to Bethesda, Maryland. We took possession of the
premises, consisting of approximately 60,000 square feet of
office space, in February 2001. The lease is for ten years
with two five-year renewal options. The rent is subject to
escalation based upon a consumer price indexed adjust-
ment of up to 3% each year. The lease also requires us to
maintain a security deposit of approximately $3,400 in the
form of a bank letter of credit, as discussed in Note 12,
which is subject to annual reductions based upon meeting
certain minimum financial requirements.

In addition, we lease office space under noncancelable
operating leases. The leases for office space contain escala-
tion clauses that provide for increased rentals based prima-
rily on increases in real estate taxes, operating expenses, or
the average consumer price index. Total rent expense
under all leases for fiscal years 2003, 2002, and 2001 was
$3,201, $3,068, and $1,182, respectively. At March 31, 2003,
future minimum lease payments required under noncance-
lable leases were as follows:

Year ending March 31,

2004 $ 2,675
2005 2,846
2006 2,830
2007 2,894
2008 2,963
Thereafter 8,387

Total minimum lease payments $22,595

We are involved in various claims and legal proceedings
arising from our normal operations. We do not expect
those matters, individually or in the aggregate, to have a
material adverse effect on our financial condition or results
of operations.



12. Credit Agreements and Notes Payable

Effective June 10, 2002, we entered into a $10,000 credit
facility with a commercial bank. The credit facility permits
the use of funds for general corporate purposes and the
issuance of letters of credit up to a maximum of $10,000 in
the aggregate. Borrowings under the credit facility are limit-
ed to 80% of eligible accounts receivable. We used the facil-
ity to issue a letter of credit for approximately $3,400 to sat-
isfy the security deposit requirements for our corporate
office lease. Interest is payable monthly, based on LIBOR
plus the applicable margin ranging from 2% to 2.5% as stat-
ed in the loan agreement. The credit facility includes a fee
in the amount of 0.25% per annum on the unused portion
of the credit facility. The credit facility is collateralized by
our accounts receivable. The loan agreement contains cus-
tomary affirmative and negative covenants including a
financial covenant requiring that we not exceed a ratio of
Funded Debt to EBITDA of 2.5:1.0 as such terms are
defined in the loan agreement. The credit facility expires
June 10, 2004. As of March 31, 2003, we had no borrowings
under the available credit facility.

In December 2001 we received proceeds from a $150 loan
from the Department of Economic Development of
Montgomery County, Maryland, under the Sunny Day Fund
Initiative. The loan is subject to multiple maturity dates and
has a 5% annual interest rate. The principal amount and
any accrued interest will be deferred if we meet certain con-
ditions regarding the hiring of full time employees. In
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December 2006 the principal amount and any accrued
interest outstanding may convert to a grant if we achieve
certain requirements related to employment.

In November 2002, we received proceeds from a $150 loan
from the Department of Economic Development of the
State of Maryland under the Maryland Economic
Development Assistance Fund. The loan is subject to multi-
ple maturity dates and has a 4.83% annual interest rate.
The principal amount and any accrued interest will be
deferred if we meet certain conditions regarding the hiring
of full time employees. In December 2007, the principal
amount and any accrued interest are payable in full; howev-
er, these amounts may be reduced or converted to a grant
if we achieve certain requirements related to employment.

13. Employee Benefit Plan

Effective August 1, 1993, we established a 401 (k) retire-
ment plan (the “Plan”) covering all eligible employees, as
defined. Eligible employees who are at least 21 years old
may participate. Under the terms of the Plan, participants
may defer a portion of their salaries as employee contribu-
tions. We make matching contributions and may make dis-
cretionary and extra contributions. Employee contributions
and extra contributions made by us are 100% vested imme-
diately. In general, our matching and discretionary contri-
butions vest ratably over a five-year period. Our expense
under this Plan for fiscal years ended March 31, 2003, 2002
and 2001 was $567, $549, and $386, respectively.

The following is a reconciliation of the amounts used in calculating basic and diluted net income per common share for

fiscal years ended March 31, 2003, 2002 and 2001:

2003 2002 2001
Income (Numerator):
Net income applicable to common shares $ 2,758 $ 4,500 $ 2,874
Plus:
Accretion of transaction costs on redeemable
convertible preferred stock — — 6
Net income (basic and diluted) $ 2,758 $ 4,500 $ 2,880
Shares (Denominator):
Weighted average shares outstanding 19,273 18,953 15,673
Plus:
Participating redeemable convertible preferred stock — — 767
Weighted average shares outstanding (basic) 19,273 18,953 16,440
Plus:
Effect of other dilutive securities - Options 701 1,061 1,537
Weighted average shares outstanding (diluted) 19,974 20,014 17,977
Net income per common share:
Basic net income applicable per common share $ 14 $ 24 $ .18
Diluted net income per common share $ 14 $ .22 $ .16

We had 2,192 and 804 stock options that were excluded from the diluted average shares outstanding for the fiscal years
ended March 31, 2003 and 2002, respectively, because their effect was antidilutive.



15. Equity Based Compensation Plans

STOCK OPTION PLANS. Our Amended and Restated 2000
Stock Incentive Plan (the “2000 Plan”) provides for the
granting of incentive and nonqualified stock options to
purchase up to 4,943 shares of OPNET common stock. The
number of shares available for issuance will automatically
increase on the first trading day of each calendar year by
an amount equal to 3% of the shares of common stock out-
standing on the last trading day of the preceding calendar
year, not to exceed an annual increase of 1,500 shares.
Options are granted for terms of up to 10 years, and gener-
ally vest over periods ranging from one to six years from
the date of grant.

Our 1993 Incentive Stock Option Plan (the “1993 Plan”)
provides for the granting of incentive stock options to pur-
chase up to 3,000 shares of common stock of the Company.
Options are granted for terms of up to 10 years, and gener-
ally vest over periods ranging from one to six years from
the date of grant. The Board of Directors approved a reso-
lution to make no further grants of options or stock awards
under the 1993 Plan upon approval of the 2000 Plan.

A summary of option transactions is as follows:

Shares Weighted
Average

Exercise Price
Outstanding, March 31, 2000 1,765 $1.32
Granted 1,228 13.43
Exercised (395) 0.80
Canceled (138) 6.26
Outstanding, March 31, 2001 2,460 7.18
Granted 1,655 10.73
Exercised (261) 1.47
Canceled (441) 9.79
Outstanding, March 31, 2002 3,413 9.00
Granted 1,033 6.04
Exercised (259) 1.23
Canceled (204) 10.32
Outstanding, March 31, 2003 3,983 8.67
Exercisable, March 31, 2003 1,262 8.22

At March 31, 2003, options outstanding and exercisable were as follows:

Options Outstanding

Exercise Price

Weighted Average Weighted Average

Options Exercisable

Weighted Average

Range Shares Life Remaining Exercise Price Shares Exercise Price
$0.36 135 1.2 years $0.36 51 $0.36
1.47-2.00 488 2.8 years 1.79 409 1.74
4.00 - 5.85 1,075 9.2 years 5.71 60 4.83
6.71 — 9.66 281 8.9 years 8.20 90 8.32
10.59 — 14.63 1,835 7.9 years 11.93 568 12.26
19.50 169 7.5 years 19.50 84 19.50

3,983 1,262

The weighted average fair value at date of grant for options
granted during fiscal years 2003, 2002 and 2001 was $4.17,
$7.86, and $9.40 per share, respectively. The weighted
average assumptions are follows:

2003 2002 2001

Risk-free interest rate 3.35% 4.59%  5.95%
Expected dividend yield 0.00% 0.00%  0.00%
Expected life 4 years 4 years 4 years
Volatility factor 98%  105% 92%

During the fiscal year ended March 31, 2001, a non-
employee of the Company rescinded his exercise of 6 non-
qualified stock options. We agreed to reacquire the shares
previously issued under the option exercise and granted 6
new options at the same exercise price with a weighted
average fair value of $80. Under Topic No. D-93,
“Accounting for the Rescission of the Exercise of Employee
Stock Options”, for rescission transactions prior to January
1, 2001 we may account for the rescission transaction as a
modification of the original options resulting in a new
measurement date. As a result, we recorded additional
compensation cost of $93. We recognized the additional
compensation cost on the date of the rescission.

At various dates during the year ended March 31, 2000, we
granted a total of 260 options to employees with exercise

prices below the estimated fair market value at the dates of
grant. The weighted average exercise price of these options

was $2.57. We recorded compensation expense relating to
those options of $49, $83 and $107 for the years ended
March 31, 2003, 2002 and 2001, respectively.

During the fiscal year ended March 31, 2003, we granted
options to purchase 35 shares of our common stock to
members of our advisory board. As a result, we recorded
$82 of deferred compensation representing the estimated
fair value of the options. The assumptions used to deter-
mine the fair value of the options granted were as follows:
risk free interest rate — 1.54%, expected dividend yield —
0.0%, expected life — 2 years, and volatility — 79%. We
amortized $47 of this deferred compensation to expense
for the year ended March 31, 2003.

EMPLOYEE STOCK PURCHASE PLAN. During fiscal year 2001,
the Board of Directors approved the adoption of the 2000
Employee Stock Purchase Plan (the “ESPP”), which pro-
vides all eligible employees, including members of the
Board of Directors who are employees, to collectively pur-
chase up to a total of 300 shares of our common stock. An
employee may authorize a payroll deduction up to a maxi-
mum of 10% of his or her compensation during the plan
period. The purchase price for each share purchased is the
lesser of 85% of the closing price of the common stock on
the first or last day of the plan period. A total of 43, 33 and
5 shares of our common stock were issued under the ESPP
in fiscal years ended March 31, 2003, 2002 and 2001,
respectively.



The Board of Directors approved the adoption of the 2000
Director Stock Option Plan, which provides for the auto-
matic annual granting of options to purchase stock to our
Directors, who are not employees of ours or any of our sub-
sidiaries, for up to a total of 225 shares of our common
stock.

16. Business Segment and Geographic Area
Information

We operate in one industry segment, the development and
sale of computer software programs and related services.
For the years ended March 31, 2003 and 2002 revenues
from transactions with U.S. government agencies were
approximately 39% and 23% of total revenues, respectively.
No single customer accounted for 10% or more of rev-
enues for fiscal 2001. In addition, there were no sales to
any customers within a single country except for the
United States where such sales accounted for 10% or more

of total revenues. Our assets were primarily held in the
United States for the fiscal years ended March 31, 2003,
2002 or 2001.

Revenues by geographic destination and as a percentage
of total revenues for fiscal years ended March 31, 2003,
2002 and 2001 are as follows:

Geographic Area by Destination 2003 2002 2001
United States $ 37,5637 $ 35,586 $ 25,566

International 8,914 9,170 7,378

$ 46,451 $44,756 $ 32,944

Geographic Area by Destination
United States 80.8%  795%  77.6%

International 19.2 20.5 22.4

100.0% 100.0% 100.0%

17. Valuation and Qualifying Accounts

The following table sets forth activity in our accounts receivable reserve account:

Balance at Balance at
Beginning Charges to End of

Year ended, of Period Expenses Deductions of Period
March 31, 2003 $203 $360 $230 $333
March 31, 2002 113 361 271 203
March 31, 2001 100 25 12 113
Deductions represent write-offs of receivables previously reserved.
18. Quarterly Financial Data (Unaudited)
Year ended March 31, 2003 First Second Third Fourth

Quarter Quarter Quarter Quarter
Revenues $11,177 $11,174 $11,696 $12,404
Gross profit 9,307 9,480 9,920 10,568
Income from operations 338 485 813 1,084
Net income 449 561 753 995
Basic net income applicable per common share $ .02 $ .03 $ .04 $ .05
Diluted net income per common share $ .02 $ .03 $ .04 $ .05
Year ended March 31, 2002 First Second Third Fourth

Quarter Quarter Quarter Quarter (1)
Revenues $11,130 $11,275 $10,973 $11,378
Gross profit 9,501 9,675 9,474 9,784
Income from operations 1,093 1,021 1,124 902
Net income 1,175 1,062 1,222 1,041
Basic net income applicable per common share $ .06 $ .06 $ .06 $ .05
Diluted net income per common share $ .06 $ .05 $ .06 $ .05

(1) Net income for the three months ended March 31, 2002 includes non-recurring tax credits for incremental research and development expenditures totaling $282, or $.01 per

common share.
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