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

Indicate by check mark whether the registrant is large accelerated filer, an accelerated filer, or a non-accelerated filer. See definition of
accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

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

The number of shares outstanding of the registrant s common stock, par value $0.001 per share, as of November 3, 2006 was 31,724,802.
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PART I: FINANCIAL INFORMATION

Item 1. Unaudited Financial Statements
NetScout Systems, Inc.

Condensed Consolidated Balance Sheets

(In thousands, except share and per share data)

(Unaudited)
September 30,
2006
Assets
Current assets:
Cash and cash equivalents $ 56,108
Marketable securities 31,247
Accounts receivable, net of allowance for doubtful accounts of $8 and $44 at September 30, 2006 and
March 31, 2006, respectively 17,913
Inventories 4,323
Refundable income taxes 198
Deferred income taxes 2,827
Restricted cash
Prepaid expenses and other current assets 2,198
Total current assets 114,814
Fixed assets, net 8,217
Goodwill 36,561
Other intangible assets, net 729
Capitalized software development costs, net 252
Deferred income taxes 4,640
Long-term marketable securities 3,315
Other assets 29
Total assets $ 168,557
Liabilities and Stockholders Equity

Current liabilities:
Accounts payable $ 4,070
Accrued compensation 6,074
Accrued other 2,249
Income taxes payable 1,135
Deferred acquisition payment
Deferred revenue 20,250
Total current liabilities 33,778
Accrued other 1,101
Deferred revenue 1,510
Total liabilities 36,389

Table of Contents

March 31,
2006

$ 61,676
19,810

16,765
2,816
985
2,896
1,339
3,119

109,406
7,577
36,561
1,015
312
4,889
5,979
16

$ 165,755

$ 2,727
8,635
2,325

1,339
21,382

36,408
1,157
1,599

39,164
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Commitments and contingencies (See Note 8)

Stockholders equity:

Preferred stock, $0.001 par value: 5,000,000 shares authorized; no shares issued or outstanding at
September 30, 2006 and March 31, 2006

Common stock, $0.001 par value: 150,000,000 shares authorized; 35,997,968 and 35,488,019 shares issued

and 31,642,745 and 31,284,796 shares outstanding at September 30, 2006 and March 31, 2006, respectively 36
Additional paid-in capital 118,445
Accumulated other comprehensive loss (60)

Deferred compensation
Treasury stock at cost, 4,355,223 and 4,203,223 shares at September 30, 2006 and March 31, 2006,

respectively (27,473)
Retained earnings 41,220
Total stockholders equity 132,168
Total liabilities and stockholders equity $ 168,557

The accompanying notes are an integral part of these condensed consolidated financial statements.
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120,057
(122)
(4,434)

(26,490)
37,545

126,591

$ 165,755
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NetScout Systems, Inc.
Condensed Consolidated Statements of Operations

(In thousands, except per share data)

(Unaudited)
Three Months Ended
September 30,
2006 2005

Revenue:
Product $15,758 $ 15,069
Service 9,322 8,581
License and royalty
Total revenue 25,080 23,650
Cost of revenue:
Product (1) 4,382 4,300
Service (1) 1,315 1,177
Total cost of revenue 5,697 5,477
Gross profit 19,383 18,173
Operating expenses:
Research and development (1) 4,486 4,639
Sales and marketing (1) 10,028 9,532
General and administrative (1) 2,236 2,211
Amortization of other intangible assets 39 39
In-process research and development
Total operating expenses 16,789 16,421
Income from operations 2,594 1,752
Interest income and other expenses, net 1,072 569
Income before income tax expense and cumulative effect of accounting change 3,666 2,321
Income tax expense 1,364 867
Income before cumulative effect of accounting change 2,302 1,454
Cumulative effect of accounting change, net of taxes of $41
Net income $ 2302 $ 1,454
Basic net income per share $ 007 $ 0.05
Diluted net income per share $ 007 $ 005
Shares used in computing:
Basic net income per share 31,661 30,970
Diluted net income per share 32,673 31,614

(1) Share-based compensation expense included in these amounts is as follows:
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Six Months Ended
September 30,
2006 2005
$29,985 $30,115

18,670 16,852
184
48,655 47,151
8,238 8,926
2,582 2,434
10,820 11,360
37,835 35,791
8,908 9,253
20,858 19,554
4,342 4,496
78 71
143
34,186 33,517
3,649 2,274
2,087 1,083
5,736 3,357
2,130 1,251
3,606 2,106
70
$ 3,676 $ 2,106
$ 012 $ 0.07
$ 0.11 $ 0.07
31,571 30,905
32,867 31,512
6
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Cost of product revenue $ 10
Cost of service revenue 12
Research and development 99
Sales and marketing 145
General and administrative 67
Total share-based compensation expense, before income tax effect $ 333

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NetScout Systems, Inc.

Condensed Consolidated Statements of Cash Flows

(In thousands)
(Unaudited)
Cash flows from operating activities:
Net income
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation

Amortization of other intangible assets

Amortization of capitalized software development costs
In-process research and development

Loss on disposal of fixed assets

Share-based compensation expense associated with equity awards
Cumulative effect of accounting change

Deferred income taxes

Changes in assets and liabilities net of the effects of the acquisition of Quantiva s business:
Accounts receivable, net

Inventories

Refundable income taxes

Prepaid expenses and other current assets

Other assets

Accounts payable

Accrued compensation and other expenses

Income taxes payable

Deferred revenue

Net cash provided by operating activities

Cash flows from investing activities:

Purchase of marketable securities

Proceeds from maturity of marketable securities
Purchase of fixed assets

Capitalized expenditures for internal use software
Acquisition of Quantiva s business

Capitalized software development costs

Net cash used in investing activities

Cash flows from financing activities:
Proceeds from issuance of common stock
Purchase of treasury shares

Tax benefit from stock options exercised

Net cash provided by financing activities

Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
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Six Months Ended

September 30,

2006 2005
$ 3,676 $ 2,106
1,420 1,331
284 71
75 413
143
22 61
720 194
(111)

318 1,007
(1,148) (318)
(1,507) (1,400)

787 (20)

932 921

(13)

1,343 961

(2,693) 332

1,135

(1,221) (1,561)

4,019 4,241
(32,396) (56,519)

23,674 38,523
(1,131) (1,842)
951) (393)
9,470)

(15)

(10,819) (29,701)
1,888 1,096
(983)
327
1,232 1,096
(5,568) (24,364)
61,676 57,070

8
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Cash and cash equivalents, end of period $ 56,108

Supplemental disclosure of cash flow information:

Cash paid for interest $ 6

Cash paid for income taxes $ 799
The accompanying notes are an integral part of these condensed consolidated financial statements.
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NetScout Systems, Inc.
Notes to Condensed Consolidated Financial Statements
(In thousands, except share and per share data)

(Unaudited)

1.  Basis of Presentation

The accompanying unaudited interim condensed consolidated financial statements as of September 30, 2006 and for the three and six months
ended September 30, 2006 and 2005, respectively, have been prepared by NetScout Systems, Inc. ( NetScout or the Company ) in accordance
with generally accepted accounting principles for interim financial reports and the instructions for Form 10-Q and Rule 10-01 of Regulation

S-X. Accordingly, certain information and footnote disclosures normally included in financial statements prepared under generally accepted
accounting principles have been condensed or omitted pursuant to such regulations. In the opinion of the Company s management, the unaudited
interim condensed consolidated financial statements include all adjustments, consisting of normal recurring adjustments, necessary for a fair
presentation of the Company s financial position, results of operations and cash flows. The results of operations for the three and six months
ended September 30, 2006 are not necessarily indicative of the results of operations for the year ending March 31, 2007. The balance sheet at
March 31, 2006 has been derived from the audited consolidated financial statements at that date but does not include all of the information and
footnotes required by generally accepted accounting principles for complete financial statements.

For further information, refer to the consolidated financial statements and footnotes thereto included in the Company s Annual Report on Form
10-K for the fiscal year ended March 31, 2006, as filed with the Securities and Exchange Commission ( SEC ) on June 2, 2006.

2.  Share-Based Compensation

Effective April 1, 2006, the Company adopted the provisions of Statement of Financial Accounting Standards ( SFAS ) No. 123R, Share-Based
Payment ( SFAS 123R ) which require the measurement and recognition of compensation expense based on estimated fair values for all
share-based payment awards made to our employees and directors including employee stock option awards, employee stock purchases made
under our Employee Stock Purchase Plan ( ESPP ) and restricted stock units. The Company previously applied the provisions of Accounting
Principle Board Opinion ( APB ) No. 25, Accounting for Stock Issued to Employees, and related Interpretations and provided the required pro
forma disclosures under SFAS No. 123, Accounting for Stock-Based Compensation ( SFAS 123 ).

The Company s unearned share-based compensation balance of $4.4 million as of April 1, 2006, which was accounted for under APB 25, was
reclassified against additional paid-in-capital upon the adoption of SFAS 123R. The unearned share-based compensation balance was from the
issuance of restricted stock units accounted for based on the intrinsic value on the date of grant. Under SFAS 123R the unrecognized expense of
restricted stock units and employee stock option awards not yet vested at March 31, 2006 will be recognized as expense in operations in the
periods after that date, based on their fair value, which was determined under the original provisions of SFAS 123, as disclosed in the Company s
previous filings. The impact of adopting SFAS 123R on the post-adoption results of operations was decreased as a result of the Company s action
in fiscal 2006 to accelerate the vesting on a significant portion of its outstanding stock options (see Note 9).

Table of Contents 10
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Notes to Condensed Consolidated Financial Statements (Continued)
(In thousands, except where noted and share and per share data)

(Unaudited)

Pro forma Information for Periods Prior to the Adoption of SFAS 123R

Prior to the adoption of SFAS 123R, the Company provided the disclosures required under SFAS 123, as amended by SFAS No. 148,
Accounting for Stock-Based Compensation Transition and Disclosures. Forfeitures of awards were recognized as they occurred. Previously
reported amounts have not been restated. The pro forma information for the three and six months ended September 30, 2005 was as follows:

Three Months Ended
September 30, Six Months Ended
2005 September 30, 2005

Net income as reported $ 1,454 $ 2,106
Add: share-based compensation under APB No. 25 115 194
Deduct: share-based employee compensation expense
determined under fair value-based methods for all awards, net of
tax (623) (1,472)
Pro forma net income $ 946 $ 828
Basic net income per share:
As reported $ 0.05 $ 0.07
Pro forma $ 0.03 $ 0.03
Diluted net income per share:
As reported $ 0.05 $ 0.07
Pro forma $ 0.03 $ 0.03

Impact of the Adoption of SFAS 123R

The Company adopted SFAS 123R using the modified prospective transition method beginning April 1, 2006. Accordingly, during the three and
six months ended September 30, 2006, the Company recorded share-based compensation expense for awards granted prior to but not yet vested
as of April 1, 2006 as if the fair value method required for pro forma disclosure under SFAS 123 were in effect for expense recognition
purposes, but adjusted for estimated forfeitures. The Company recorded a pre-tax cumulative benefit of accounting change of $111 related to
estimating forfeitures for restricted stock units that were unvested as of April 1, 2006. For share-based awards granted after April 1, 2006, the
Company recognized compensation expense based on the estimated grant date fair value method required under SFAS 123R. For all awards, the
Company has recognized compensation expense using a straight-line amortization method. As SFAS 123R requires that share-based
compensation expense be based on awards that are ultimately expected to vest, estimated share-based compensation for the three and six months
ended September 30, 2006 has been reduced for estimated forfeitures.

Under the provisions of SFAS 123R, the Company recorded $333 and $720 of share-based compensation, net of taxes, in operations in the
accompanying Consolidated Condensed Statement of Operations for the three and six months ended September 30, 2006, respectively.
Share-based compensation capitalized in conjunction with our costs related to internally developed software and software for internal use was
immaterial.

Table of Contents 11
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Notes to Condensed Consolidated Financial Statements (Continued)
(In thousands, except where noted and share and per share data)

(Unaudited)

The impact on the Company s results of operating income, net income and earnings per share from the adoption of SFAS 123R for the three and
six months ended September 30, 2006 was as follows:

Three Months Ended
September 30, Six Months Ended
2006 September 30, 2006
Stock options $ (37) $ a7
Impact on operating income 37 77)
Cumulative effect of accounting change 111
Impact after cumulative effect of accounting change $ (37) $ 34
Impact on net income $ (23) $ 21
Impact on earnings per share:
Basic $ 0.00 $ 0.00
Diluted $ 0.00 $ 0.00

Total share-based compensation recorded, net of taxes, in the Condensed Consolidated Statements of Operations for the three and six months
ended September 30, 2006 and 2005 was as follows:

Three Months Ended Six Months Ended
September 30, September 30,

2006 2005 2006 2005
Cost of revenue Product $ 10 $ $ 19 $
Cost of revenue Service 12 25
Research and development 99 83 232 142
Sales and marketing 145 24 302 44
General and administrative 67 8 142 8
Less non-employee compensation 4 32) (14) (49)
Total employee share based compensation expense $ 337 $ 83 $ 706 $ 145

Valuation Assumptions

As of September 30, 2006 and 2005, respectively, the fair value of share-based awards for employee stock option awards and employee stock
purchases made under our ESPP were estimated on the date of grant using the Black-Scholes option pricing model with the assumptions below.
No option grants were given during the six months ended September 30, 2006. There was no activity for the ESPP in the six months ended
September 30, 2006 due to the suspension of the ESPP (see Note 9).

Table of Contents 12
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Three Months Ended
September 30,
2006 2005

5 years
4.2%
95%

$ $ 433

Six Months Ended
September 30,
2006 2005

5 years
4.0%
95%

$ 332

13
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NetScout Systems, Inc.
Notes to Condensed Consolidated Financial Statements (Continued)

(In thousands, except where noted and share and per share data)

(Unaudited)
Three Months Ended Six Months Ended
September 30, September 30,

2006 2005 2006 2005
Employee Stock Purchase Plan
Expected option term 0.5 years
Weighted average risk-free interest rate 3.20%
Expected volatility 59%
Dividend yield
Weighted average fair value $ $ $ $ 1.23

The dividend yield of zero is based on the fact that the Company has never paid cash dividends and has no present intention to pay cash
dividends. Expected volatility is based on the historical volatility of the Company s common stock over the period commensurate with the
expected life of the options. The risk-free interest rate is derived from the average U.S. Treasury rate during the period, which approximates the
rate in effect at the time of grant, commensurate with the expected life of the instrument. The expected option term is based on the exercise
behavior that different employee groups exhibited historically.

The fair value per share of the restricted stock units is equal to the quoted market price of the Company s common stock on the date of grant.
Restricted Stock Units

The 1999 Stock Option Plan permits the granting of restricted stock and restricted stock units, collectively referred to as  share-based awards.
Share-based award grants are generally measured at fair value on the date of grant based on the number of shares granted and the quoted price of
the Company s common stock. Such value is recognized as a cost of revenue or an operating expense over the corresponding vesting period.

On April 14, 2005, the Company granted share-based awards to employees who were former employees of Quantiva, Inc. ( Quantiva ) and to a
consultant who was a former consultant of Quantiva, a company that sold substantially all of its assets to the Company (See Note 6). These
awards consisted of grants of 154,345 restricted stock units, which vest over two years and do not have an exercise price. The Company records
expense for the restricted stock units granted to the employees over the vesting period, and records expense for the restricted stock granted to the
consultant to stockholders equity in accordance with EITF 96-18. The Company estimated the fair value of these restricted stock units using a
per share value of $4.14, which represented the closing price of the Company s common stock on the date of grant. The restricted stock units
issued to the consultant of Quantiva will be marked-to-market at each reporting date until vested with changes being charged to compensation
expense on a pro-rata basis over the remaining vesting period.

On September 14, 2005, the Company granted share-based awards to non-employee members of the Company s Board of Directors. These
awards consisted of 33,210 restricted stock units, which vested on the date of the 2006 annual meeting of the stockholders. The restricted stock
units do not have an exercise price. The gross value of these awards at September 30, 2006 was approximately $180. In addition, the Company
will pay each member of the Board of Directors $20 upon issuance of the underlying shares in conjunction with the vesting and payout of the
restricted stock units to defray personal taxes related to the issuance. The Company recognized the expense related to these payments over a
period equal to the vesting period of the restricted stock units, which was one year. Operating expenses related to these tax defrayment payments
for the three and six months ended September 30, 2006, was $25 and $55, respectively.

Table of Contents 14
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Notes to Condensed Consolidated Financial Statements (Continued)
(In thousands, except where noted and share and per share data)

(Unaudited)

On September 13, 2006, the Company granted share-based awards to non-employee members of the Company s Board of Directors. These
awards consisted of 20,685 restricted stock units, which vest on the date of the next annual meeting of the stockholders, provided that during
such time, such directors attend at least 75% of the meetings of the Board and any committee of the Board, collectively, of which such directors
are a member. In the event that the foregoing attendance requirements are not met, the restricted stock units will not vest until the third
anniversary of the date of grant. The restricted stock units do not have an exercise price. The gross value of these awards at September 30, 2006
was approximately $150. In addition, the Company will pay each member of the Board of Directors $20 upon issuance of the underlying shares
in conjunction with the vesting and payout of the restricted stock units to defray personal taxes related to the issuance. The Company is
recognizing the expense related to these payments over a period equal to the vesting period of the restricted stock units, which is one year.
Operating expenses related to these tax defrayment payments for the three months ended September 30, 2006, was $4.

Periodically, the Company grants share-based awards to employees and officers of the Company. These awards represent restricted stock units,
which vest over four years and do not have an exercise price.

Share-Based Payment Award Activity

The following table summarizes equity share-based payment award activity for the three and six months ended September 30, 2006 and 2005,
respectively:

Stock Options Restricted Stock Units
Weighted Weighted
Number Average Average

of Exercise Number of Fair

Shares Price Awards Value
Outstanding-June 30, 2006 3,852,206 $ 622 785,095 $ 595
Granted $ 38,712 $ 6.90
Exercised (Options)/Issued (RSU s) (92,416) $ 436 (5,550) $ 652
Canceled (35,189) $ 7.80 (27,016) $ 647
Outstanding-September 30, 2006 3,724,601 $ 625 791,241 $ 5097
Outstanding-March 31, 2006 4,189,844 $ 6.08 842,528 $ 6.14
Granted $ 65,766 $ 7.69
Exercised (Options)/Issued (RSU s) (425,241) $ 444 (84,708) $ 8.83
Canceled (40,002) $ 761 (32,345) $ 648
Outstanding-September 30, 2006 3,724,601 $ 625 791,241 $ 597
Outstanding June 30, 2005 4,601,595 $ 6.02 154,345 $ 414
Granted 1,350 $ 585 33,210 $ 542

Exercised (Options)/Issued (RSU s) (5,965) $ 4.05 $
Canceled (77,041) $ 635 $

Outstanding September 30, 2005 4,519,939 $ 6.02 187,555 $ 437
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(Unaudited)

The following tables summarizes information about options outstanding and exercisable at September 30, 2006:

Outstanding Exercisable
Weighted
Average
Remaining Weighted Weighted
Number Contractual Average Number Average
of Life in Exercise of Exercise
Range of Exercise Prices Shares Years Price Shares Price
$1.27 to 2.50 95,191 1.2 $ 242 95,191 $ 242
$3.01 to 5.00 1,765,458 4.2 $ 4.19 1,668,574 $ 4.20
$5.04 to 7.40 863,981 59 $ 575 820,201 $ 572
$7.60 to 11.25 746,752 6.5 $ 822 746,752 $ 822
$13.44 to 14.94 93,031 3.6 $ 1372 93,031 $ 13.72
$15.13 to 18.50 66,000 43 $ 1532 66,000 $ 1532
$21.25 to 28.94 94,188 3.7 $ 24.04 94,188 $ 24.04
3,724,601 4.9 $ 625 3,583,937 $ 631
The aggregate intrinsic value of stock options and restricted stock units as of September 30, 2006 and 2005 was as follows:
September 30, September 30,
2006 2005
Options:
Outstanding (1) $ 5,048 $ 3,125
Exercisable (1) $ 4,809 $ 2,579
$ 1,018

Restricted Stock Units (2) $ 5,135

(1) The aggregate intrinsic value on this table was calculated based on the positive difference between the closing market value of the
Company s common stock on September 30, 2006 ($6.49) and 2005 ($5.43) and the exercise price of the underlying options.
(2) The aggregate intrinsic value on this table was calculated based on the closing market value of the Company s common stock on

September 30, 2006 ($6.49) and 2005 ($5.43) for the underlying restricted stock units.

Information regarding cash proceeds received, the intrinsic value and the total tax benefit realized resulting from share based awards and stock

option exercises was as follows:

Three Months Ended Six Months Ended
September 30, September 30,
2006 2005
Cash proceeds received $ 403 $ 1,887
Intrinsic value realized $ 2,266 $ 4,313

Table of Contents
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Income tax benefit realized $ 216 $ 327
As of September 30, 2006, the total unrecognized compensation cost related to stock options was $344 which is expected to be recognized over
a weighted-average period of 2.5 years.

11
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(Unaudited)

The total fair value of restricted stock units vested during the three and six months ended September 30, 2006 was $205 and $917, respectively.
As of September 30, 2006, the total unrecognized compensation cost related to restricted stock unit awards was $3,349 which is expected to be
amortized over a weighted-average period of 3.3 years.

3. Cash, Cash Equivalents and Marketable Securities

The Company considers all highly liquid investments purchased with an original maturity of three months or less to be cash equivalents and
those investments with original maturities greater than three months are considered to be marketable securities. Cash equivalents and short-term
marketable securities are stated at cost plus accrued interest, which approximates fair value. Long-term marketable securities are stated at fair
value based on quoted market prices. Cash equivalents and marketable securities consist primarily of money market instruments and U.S.
Treasury bills.

Marketable Securities

The following is a summary of marketable securities held by NetScout at September 30, 2006, with maturity dates of October 2006 through
February 2008:

Amortized Unrealized Fair

Costs Losses Value
U.S. government and municipal obligations $ 20,858 $ (60) $20,798
Commercial paper 14,863 14,863
Less restricted investment 1,112 (13) 1,099
Marketable securities $ 34,609 $ 47) $ 34,562

The following is a summary of marketable securities as classified between short and long-term for September 30, 2006:

Short-term marketable securities $ 31,247
Long-term marketable securities 3,315
Total marketable securities $ 34,562

The following is a summary of marketable securities held by NetScout at March 31, 2006, with maturity dates of April 2006 through February
2008:

Amortized Unrealized Fair
Costs Losses Value
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U.S. government and municipal obligations
Commercial paper
Less restricted investment

Marketable securities
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$ 16,213
10,819
1,145

$ 25,887
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$

$

(122)
(24)

(98)

$16,091
10,819
1,121

$ 25,789
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(Unaudited)

The following is a summary of marketable securities as classified between short and long-term for March 31, 2006:

Short-term marketable securities $19,810
Long-term marketable securities 5,979
Total marketable securities $ 25,789

Restricted Investment

The Company has a restricted investment account related to a deferred compensation plan of $1.1 million, which is currently included in prepaid
expenses and other current assets. As of September 30, 2006 and March 31, 2006, there were unrealized losses of $13 and $24, respectively,
recorded as other comprehensive income (loss), net of $0 tax.

4. Inventories
Inventories are stated at actual cost. Cost is determined by using the first-in, first-out ( FIFO ) method. Inventories consist of the following:

September 30, March 31,

2006 2006
Raw materials $ 3,047 $ 2213
Work in process 17 102
Finished goods 1,259 501
$ 4,323 $ 2,816

5.  Acquisition

On April 14, 2005, the Company completed the acquisition of substantially all of the assets of Quantiva, a provider of automated analytics
solutions for application performance management. The acquisition of Quantiva s business is intended to extend the Company s product offering
with unique technology that automates detection and diagnosis of application performance problems before they impact business critical

services. Quantiva s patent pending technology analyzes real-time performance metrics using advanced statistical modeling and analytic
techniques to establish dynamic thresholds and quickly detect behavioral anomalies. The Company s financial statements include the results of
operations of Quantiva subsequent to the acquisition date.

The total purchase price was approximately $9.5 million and was paid in cash. Cash paid included $1.3 million in escrow to be paid sixteen
months from the date of the acquisition. The Company recorded the cash in escrow as Restricted cash on the balance sheet, with a corresponding
liability reported as Deferred acquisition payment. In August 2006, upon the sixteenth month anniversary of the acquisition, the $1.3 million
escrow and all interest earned on the balance was paid to Quantiva s successor, which reduced the restricted cash and corresponding liability
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balances to $0. The escrow account was established to satisfy potential claims and obligations that could arise subsequent to the acquisition. No
claims have arisen as of September 30, 2006. The purchase price includes capitalized acquisition costs of approximately $166 consisting of
legal, consulting and accounting services. The acquisition was accounted for using the purchase method of accounting in accordance
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with SFAS No. 141, Business Combinations and SFAS No. 142, Goodwill and Other Intangible Assets. The total purchase price of $9.5 million
was allocated to the tangible and intangible assets acquired based on the Company s estimates of fair values at the time of acquisition as follows:

Current assets $ 7
Fixed assets 26
Intangible assets 1,708
Goodwill 7,722
Total purchase price including acquisition costs $9,463

Goodwill was recognized for the excess purchase price over the fair value of the assets acquired. Goodwill is primarily attributable to the
expected growth from new technology and synergies related to the integration of Quantiva with the Company s High Definition Performance
Monitoring and nGenius Flow Recorder. Goodwill from the Quantiva acquisition will be included within the Company s one reporting unit and
will be included in the Company s enterprise-level annual review for impairment. Goodwill for tax purposes is deductible over a 15-year period.

The following table reflects the estimated fair value of the acquired intangible assets and related estimates of useful lives:

Software $ 1,255 3-year useful life
Non-compete agreements 310 2-year useful life
In-process research and development 143

$ 1,708

The acquired in-process research and development of $143 was charged to expense as a separate line item within operating expenses on the
consolidated statement of operations during the fiscal quarter ended June 30, 2005.

6.  Goodwill & Other Intangible Assets
Goodwill

The carrying amount of goodwill was $36.6 million as of September 30, 2006 and 2005, respectively. The Company s goodwill resulted from the
acquisition of NextPoint Networks, Inc. in July 2000 and substantially all of the assets of Quantiva on April 14, 2005 (See Note 5). The

Company recorded $7.7 million of goodwill at the acquisition date related to Quantiva. In accordance with SFAS No. 142, goodwill is not
amortized, but instead is reviewed for impairment at the enterprise-level at least annually or more frequently when events and circumstances
occur indicating that the recorded goodwill may be impaired. If the book value of the Company s enterprise exceeds its fair value for a sustained
period, the implied fair value of goodwill will be compared with the carrying amount of goodwill. If the carrying amount of goodwill exceeds

the implied fair value, an impairment loss will be recorded in an amount equal to that excess.
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Other Intangible Assets

The carrying amount of other intangible assets was $729 and $1.3 million as of September 30, 2006 and 2005, respectively. Intangible assets
acquired in a business combination are recorded under the purchase method of accounting at their estimated fair values at the date of acquisition.
The Company amortizes other intangible assets over their estimated useful lives on a straight-line basis. Other intangible assets consist of the
following as of September 30, 2006 and 2005, respectively:

September 30, 2006 September 30, 2005
Accumulated Accumulated
Cost Amortization Net Cost Amortization Net
Software $ 1,255 $ 610 $ 645 $ 1,255 $ 192 $ 1,063
Non-Compete Agreements 310 226 84 310 71 239

$ 1,565 $ 836 $729 $1,565 $ 263 $ 1,302

Amortization of acquired software, that is included as cost of product revenue, was $104 and $104, $208 and $192 for the three and six months
ended September 30, 2006 and 2005, respectively. Amortization of other acquired intangible assets, that is included as operating expense, was
$39 for the three months ended September 30, 2006 and 2005, respectively.

The following is the expected future amortization expense as of September 30, 2006 for the years ended March 31:

2007 (remaining six months) $287
2008 425
2009 17
Total $ 729

The weighted average useful life of other intangible assets is 2.8 years.

7.  Capitalized Software Development Costs and Purchased Software

Costs incurred in the research and development of the Company s products are expensed as incurred, except for certain software development
costs. Costs associated with the development of computer software are expensed prior to the establishment of technological feasibility (as

defined by SFAS No. 86, Accounting for the Costs of Computer Software to Be Sold, Leased or Otherwise Marketed ) and capitalized thereafter
until the related software products are available for first customer shipment. During the fiscal year ended March 31, 2004, the Company
capitalized $1.3 million of software development costs. These capitalized software development costs were fully amortized as of September 30,
2005. Amortization of this capitalized software development costs was $0 and $221 for the three and six months ending September 30, 2006 and
2005, respectively. During the fiscal year ended March 31, 2006, the Company met technological feasibility for its nGenius Performance
Analytics product. As of September 30, 2006, capitalized software development costs for the Analytics product totaled $327. Beginning in April
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2006, the Company commenced amortization of capitalized software development costs for the Analytics product over its estimated economic
life that approximates two years. Amortization of capitalized software development costs for the Analytics product was $34 and $75 for the three
months and six months ending September 30, 2006, respectively.
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The Company also capitalizes purchased software in accordance with SFAS No. 86. During the fiscal year ended March 31, 2006, the Company
capitalized $1.3 million of purchased software obtained in connection with the acquisition of substantially all of the assets of Quantiva (See Note
5).

Capitalized software development costs are periodically assessed for recoverability in the event of changes to the anticipated future revenue for
the software products or changes in product technologies. Unamortized capitalized software development costs that are determined to be in
excess of the net realizable value of the software products would be expensed in the period in which such a determination is made.

8.  Commitments and Contingencies

From time to time the Company is subject to legal proceedings and claims in the ordinary course of business. In the opinion of management, the
amount of ultimate expense with respect to any current legal proceedings and claims will not have a significant adverse effect on the Company s
financial position or results of operations.

Guarantor s Agreements

The Company warrants that its software and hardware products will substantially conform to the documentation accompanying such products on
their original date of shipment. For software, which also includes software embedded in the probes sold to customers, the standard warranty
commences upon shipment and expires ninety (90) days thereafter. With regard to hardware, the standard warranty commences upon shipment
and expires twelve (12) months thereafter. Additionally, this warranty is subject to various exclusions which include but are not limited to
non-conformance resulting from modifications made to the software or hardware by a party other than the Company or damage to hardware
caused by a power surge or a force majeure event. The Company also warrants that all support services shall be performed in a good and
workmanlike manner. The Company believes that its product and support services warranties are consistent with commonly accepted industry
standards. No warranty cost information is presented since service revenue associated with warranty is deferred at the time of a sale and
recognized over the warranty period. Therefore, no warranty costs are accrued.

Contracts that the Company enters into in the ordinary course of business may contain standard indemnification provisions. Pursuant to these
agreements, the Company may agree to defend any third party claims brought against a partner or direct customer claiming infringement of such
third party s (i) U.S. patent and/or EU or other selected countries patents, (ii) Berne convention member country copyright, and/or (iii) U.S., EU
and/or OHIM trademark or intellectual property rights. Moreover, this indemnity may require the Company to pay any damages awarded

against the partner or direct customer in such type of lawsuit as well as reimburse the partner or direct customer for any reasonable attorney s fees
incurred by them from the lawsuit.

On very limited occasions, the Company may agree to provide other forms of indemnification to partners or direct customers, such as
indemnification that would obligate the Company to defend and pay any damages awarded to a third party against a partner or direct customer
based on a lawsuit alleging that such third party has suffered personal injury and/or tangible property damage legally determined to have been
caused by negligently designed or manufactured products.

The term associated with these indemnification agreements is generally perpetual. The maximum potential amount of future payments that the
Company could be required to pay arising from indemnification agreements may be limited to a certain monetary value. However, the monetary
exposure associated with the majority of
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these indemnification agreements is unlimited. Historically, the Company has incurred no costs to defend lawsuits or settle claims relating to
such indemnity agreements and believes the estimated fair value of these agreements is immaterial. If the Company were to have to defend a
lawsuit and settle claims, the costs could potentially have a material impact on the Company s financial results.

9.  Material Transactions Affecting Stockholders Equity
Restricted Stock

On April 14, 2005, the Company granted share-based awards to employees who were former employees of Quantiva and to a consultant who
was a former consultant of Quantiva, a company that sold substantially all of its assets to the Company (See Note 5). These awards consisted of
grants of 154,345 restricted stock units, which vest over two years. The Company recorded the intrinsic value and the fair value of the restricted
stock units granted to former employees as deferred compensation and recognized the current period expense in accordance with EITF 96-18.
The Company recorded the current period expense for the restricted stock units granted to the consultant to stockholders equity in accordance
with EITF 96-18. The Company estimated the fair value of these restricted stock units using a per share value of $4.14, which represented the
closing price of the Company s common stock on the date of grant. Upon the grant of the restricted stock units to employees, deferred
compensation for the fair market value of the restricted stock units were recorded within stockholders equity and will be subsequently amortized
as compensation expense over the vesting period. The restricted stock units issued to the consultant of Quantiva will be marked-to-market at
each reporting date until vested with changes being charged to compensation expense on a pro-rata basis over the vesting period. The aggregate
intrinsic value of these awards at September 30, 2006 was approximately $690. Amortization expense related to these grants for the three and six
months ended September 30, 2006 and 2005 was $65, $155, $91 and $162, respectively.

On September 14, 2005, the Company granted share-based awards to members of the Company s Board of Directors. These awards consisted of
33,210 restricted stock units, which vested on the date of the 2006 annual meeting of the stockholders. The restricted stock units do not have an
exercise price. The gross value of these awards at September 30, 2006 was approximately $180. In addition, the Company will pay each member
of the Board of Directors $20 upon issuance of the underlying shares in conjunction with the vesting and payout of the restricted stock units to
defray personal taxes related to the issuance. The Company recognized the expense related to these payments over a period equal to the vesting
period of the restricted stock units, which was one year. Operating expenses related to these tax defrayment payments for the three and six
months ended September 30, 2006, was $25 and $55, respectively.

On September 13, 2006, the Company granted share-based awards to members of the Company s Board of Directors. These awards consisted of
20,685 restricted stock units, which vest on the date of the next annual meeting of the stockholders, provided that during such time, such
directors attend at least 75% of the meetings of the Board and any committee of the Board, collectively, of which such directors are a member.
In the event that the foregoing attendance requirements are not met, the restricted stock units will not vest until the third anniversary of the date
of grant. The restricted stock units do not have an exercise price. The gross value of these awards at September 30, 2006 was approximately
$150. In addition, the Company will pay each member of the Board of Directors $20 upon issuance of the underlying shares in conjunction with
the vesting and payout of the restricted stock units to defray personal taxes related to the issuance. The Company is recognizing the expense
related to these payments over a period equal to the vesting period of the restricted stock units, which is one year. Operating expenses related to
these tax defrayment payments for the three months ended September 30, 2006, was $4.
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Stock Options

On April 14, 2005, the Company granted share-based awards to certain former consultants of Quantiva, a company that sold substantially all of
its assets to the Company (See Note 5). These awards consisted of options to purchase 20,000 shares of the Company s common stock, which
vest over a four-year period, and have an exercise price of $4.14 per share. The Company recorded the current period expense for the stock
options granted to the consultants to stockholders equity. Compensation expense (benefit) related to these options for the three and six months
ended September 30, 2006 and 2005 was ($4), $6, $14 and $20 respectively. The Company calculated the fair value and related compensation
expense in accordance with EITF 96-18. These options will be marked-to-market at each reporting date until exercised with changes being
charged to compensation expense on a pro-rata basis over the expected vesting period with any unexpensed amounts included in deferred
compensation. Fair value of the stock options was calculated using the Black-Scholes option-pricing model with the following weighted average
assumptions for all periods:

Dividend yield None
Expected volatility 95%
Risk-free interest rate 3.99%
Expected life (years) 5

Acceleration of Stock Option Vesting Period

On May 4, 2005, the Board of Directors of the Company approved the acceleration of vesting of all stock options issued on or before

December 31, 2004 that became exercisable on or after April 1, 2006, so that all such options became fully exercisable on March 31, 2006. Such
options had been granted under the Company s equity compensation plans and are held by the Company s officers and employees, including its
executive officers. The exercise prices of substantially all of these options were in excess of the then current market price of the Company s
common stock and thus were considered out-of-the-money as of the modification date. Options to purchase 621,234 shares of common stock or
39% of the Company s outstanding unvested options (of which 7% of the Company s outstanding unvested options are held by the Company s
executive officers) were subject to the acceleration. The weighted average exercise price of the options subject to the acceleration is $5.62. As a
result of the acceleration, the Company recorded $14 of deferred compensation within stockholder s equity, which was fully amortized over the
remaining vesting periods during the fiscal year ended March 31, 2006 as compensation expense.

Employee Stock Purchase Plan

In April 1999, NetScout adopted the 1999 Employee Stock Purchase Plan (the 1999 Purchase Plan ). The 1999 Purchase Plan is administered by
the Compensation Committee. All employees of NetScout whose customary employment is for more than 20 hours per week and for more than
three months in any calendar year were eligible to participate in the 1999 Purchase Plan. Employees who would own 5% or more of the total
combined voting power or value of NetScout s stock immediately after the grant of the option may not participate in the 1999 Purchase Plan. The
Board of Directors suspended the 1999 Purchase Plan as of October 31, 2005.
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10. Treasury Stock

On September 17, 2001, the Company announced an open market stock repurchase program to purchase up to one million shares of outstanding
Company common stock, subject to market conditions and other factors. Any purchases under the Company s stock repurchase program may be
made from time to time without prior notice. Through June 30, 2006, the Company has repurchased 158,000 shares of common stock under this
original program. On July 26, 2006, the Company announced that it had expanded the existing open market stock repurchase program to enable
the Company to purchase up to an additional three million shares of the Company s outstanding common stock, bringing the total number of
shares authorized for repurchase to 3,842,000 shares. During the three months ended September 30, 2006, the Company repurchased 152,000
additional shares of common stock.

11. Net Income Per Share
Calculations of the basic and diluted net income per share and potential common shares are as follows:

Three Months Ended Six Months Ended
September 30, September 30,
2006 2005 2006 2005

Basic:

Net income applicable to common stockholders $ 2,302 $ 1,454 $ 3,676 $ 2,106
Weighted average common shares outstanding 31,660,636 30,969,545 31,571,056 30,905,000
Basic net income per share $ 0.07 $ 0.05 $ 0.12 $ 0.07
Diluted:

Net income applicable to common stockholders $ 2,302 $ 1,454 $ 3,676 $ 2,106
Weighted average common shares outstanding 31,660,636 30,969,545 31,571,056 30,905,000
Weighted average stock options 856,783 545,802 1,106,011 517,782
Weighted average restricted stock units 155,841 98,684 190,269 89,637
Diluted weighted average shares 32,673,260 31,614,031 32,867,336 31,512,419
Diluted net income per share $ 0.07 $ 0.05 $ 0.11 $ 0.07

The following table sets forth common stock and restricted stock units excluded from the calculation of diluted net income per share, since their
inclusion would be antidilutive:

Three Months Ended Six Months Ended
September 30,
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September 30,
2006 2005 2006
1,249,373 1,568,981 1,059,709
38,767 22,480

1,288,140 1,568,981 1,082,189
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2005
1,638,163

1,638,163
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12. Other Comprehensive Income (Loss)
Other comprehensive income (loss) adjustments consist of unrealized gains and losses on marketable securities and restricted investment. Other
comprehensive income (loss) for the three and six months ended September 30, 2006 and 2005 is as follows:

Three Months
Ended Six Months Ended
September 30, September 30,
2006 2005 2006 2005
Net income $2,302 $ 1,454 $ 3,676 $2,106
Unrealized gains (loss) on cash equivalent, marketable securities and restricted
investment, net of $0 tax 74 (22) 62 16
Other comprehensive income (loss) $2,376 $1,432 $3,738 $2,122
13. Geographic Information
Total revenue was distributed geographically as follows:
Three Months Ended Six Months Ended
September 30, September 30,
2006 2005 2006 2005
North America $ 19,305 $ 19,368 $39,111 $37,824
Europe Middle East Africa 3,824 2,877 6,143 6,645
Asia-Pacific 1,951 1,405 3,401 2,682

$25,080 $23,650 $ 48,655 $47,151

The North America revenue includes sales to North American resellers. These North American resellers fulfill customer orders based upon joint
selling efforts in conjunction with the Company s direct sales force and may subsequently ship the Company products to international locations.
The Company reports these shipments as North America revenue since the Company ships the products to a North American location. Revenue
attributable to locations outside of North America is a result of export sales. Substantially all of the Company s identifiable assets are located in
the United States.

14. Recently Issued Accounting Pronouncements

In March 2006, the Emerging Issues Task Force ( EITF ) reached a consensus on EITF Issue No. 06-3, How Taxes Collected from Customers and
Remitted to Governmental Authorities Should Be Presented in the Income Statement (That is, Gross versus Net Presentation) that entities may
adopt a policy of presenting taxes in the income statement on either a gross or net basis. Gross or net presentation may be elected for each

different type of tax, but similar taxes should be presented consistently. EITF 06-3 is effective for fiscal years beginning after December 15,
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2006. Taxes within the scope of this EITF consensus would include taxes that are imposed on a revenue transaction between a seller and a
customer, for example, sales taxes, use taxes, value-added taxes, and some types of excise taxes. EITF 06-3 will not impact the method for
recording these sales taxes in the Company s consolidated financial statements as the Company presents sales net of any and all taxes.

In July 2006, the Financial Accounting Standards Board ( FASB ) issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes an
interpretation of FASB Statement No. 109 ( FIN 48 ),
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which prescribes a recognition threshold and measurement attribute, as well as criteria for subsequently recognizing, derecognizing and
measuring uncertain tax positions for financial statement purposes. FIN 48 also requires expanded disclosure with respect to the uncertainty in
income tax assets and liabilities. FIN 48 is effective for fiscal years beginning after December 15, 2006 and is required to be recognized as a
change in accounting principle through a cumulative-effect adjustment to retained earnings as of the beginning of the year of adoption. 